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OIC CENTRAL ASIAN COUNTRIESIN TRANSITION:
INTEGRATION INTO THE WORLD ECONOMY AND
COOPERATION WITH THE REST OF THE OIC COUNTRIES

Nabil Dabour

After more than a decade since their independent891, the six OIC Central
Asian member countries (former Soviet Union remg)liare still struggling in
their integration into the world economy and facagparticularly difficult
transition process where a long unfinished refoganala remains. Given the
complex political and economic picture of the regaround the Caspian Sea
where they are located, this paper attempts to $lgad on the problems,
potentials and policy challenges facing those aiestin their integration
process. It gives special attention to their ira#ign at the regional level,
particularly the possibilities of further regioraoperation with the rest of the
OIC members.

1. INTRODUCTION

The break-up of the Soviet Union led to the creatiof fifteen

independent republics, widely known as Newly Indefent States
(NIS)!. The NIS ceased to exist as a geo-political nealit 8 December
1991 when the heads of state of the Russian Fémlerétie Republic of
Belarus and the Republic of Ukraine signed the KiAgreement to
establish the Commonwealth of Independent Statks) (Currently, the
CIS includes all the NIS of the former Soviet Uni¢iaSU) except
the Baltic States (see Table A.1 in the annex). @uthe current
twelve members of the CIS, six are also OIC membeaemely
Azerbaijan, Kazakhstan, Kyrgyz Republic, Tajikistamrkmenistan and
Uzbekistan. Those six countries, which for the psgpof this paper,
will be named hereafter as the OIC Central Asiarur@ies QIC-
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1 Armenia, Azerbaijan, Belarus, Georgia, Estonia, KazakhsKyrgyz Republic,
Latvia, Lithuania, Moldova, Russia, Tajikistan, Turkmenistadkraine and
Uzbekistan.
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CACs), have declared their independence from the Sadvigbn in
1991 and became members of the United Nations darzh 1992. By
the year 1995, they have also become members @litbe

Like the other countries in transition, following heiir
independence, the NIS of the FSU, including the -CKCs, started
to be gradually integrated into the world econoimptigh a transition
process to independent open market economies. Hawéhwe record
of transition and integration into the world econohas been uneven
across those countries. While this process has tagsd and deep in
the Baltic States and some Central and Eastern peuf@ountries
(CEECsY, it is still slow in the CIS countries. The progsein
transition through the implementation of structugabnomic reforms
and trade liberalisation programmes continued tohbkl back by
serious problems and policy challenges in many Ct&intries,
including the OIC-CACs. In most of those countriégde is still
limited by obstructive domestic and regional paiiand distance
from international markets. A part of the legacytlé Soviet financial
and trade links together with weak institutions hesmained
entrenched even after more than a decade of indeper.

Given this state of affairs and considering theneoaic and strategic
importance of the region around the Caspian Seayhich the OIC-
CACs are located, this paper attempts to shed bghthe problems,
potentials and policy challenges facing thOse atesin their transition
process to independent, open and market-orientedoetes. Special
attention is given to their integration into the ndoeconomy and the
possibilities of further regional cooperation, pararly with the rest of
the OIC member countries by making optimal usehefrtpotentials for
trade and investment in support of this process.

Following this introductory section, Section 2 mets a brief
overview of the OIC-CACs in transition while Secti@ examines the
structure and economic performance of their ecoesnsince the
independence. Section 4 sheds light on the progresse by those

2 Azerbaijan became member in 1991, Kyrgyz Republic, T#jikisnd Turkmenistan
in 1992, and Kazakhstan and Uzbekistan in 1995.

% Including the three Baltic States, eight of these coemifnined the EU in May 2004
and an other two (Bulgaria and Romania) are expected ton@007 (see Table A.1
in the annex).
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countries in their process of integration into w@ld economy through
the implementation of economic reforms and accessternational
markets. Section 5 focuses on the choices of tbhosatries in regional
economic integration, particularly the possibibtief further cooperation
with the rest of the OIC countries. Lastly, Secti®rprovides some
concluding remarks.

2. THE OIC-CACsIN TRANSITION: OVERVIEW

The region around the Caspian Sea, in which the dflShe FSU

including the six OIC-CACs are located, is likety hecome of great
economic and strategic importance. It encompassgs than twice the
territory of the Middle East and is much largerrth&estern Europe. It
is a gateway to three regions that are also oft gmgzortance: to the east
lie China and the rest of Asia, to the south len|rAfghanistan and an
important part of the Islamic world, and to the tessd north lie Russia,
Turkey and Europe. It is also likely to become mmpartant oil and

natural gas producer. Currently, the NIS of the F8kk seventh in the
world in terms of the proven oil resources andsiestimated that the
region contains more than one-third of the worlthsural gas resources.

2.1. Azerbaijan

Azerbaijan covers an area of 86.6 thousand squkmaéters, bounded
on the east by the Caspian Sea. It shares bordehs Russia and
Georgia to the north, Iran and Turkey to the sant Armenia to the
west. Its population reached 8.14 million in 2082% of which live in
rural areas). Azerbaijan is a small, oil-rich cayrégnd one of the oldest
oil and natural gas producers and exporters imiidd. The country is
also well endowed with ample mineral resources @shron ore, non-
ferrous metals, bromine, marble, etc. as well asideagricultural land.
Major agricultural products include cotton, tobac@nd fruits and
vegetables. Although the structure of the econcefigcts the country’s
natural resource base (mainly the two traditiondlbtries of petroleum
and natural gas), other sectors such as petrochbnaind light industry,
including food and beverages, have also been gmimirmportance.
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2.2. Kazakhstan

Kazakhstan is the second largest land area (2.@Womisquare
kilometers) after Russia in the centre of the Barasontinent. With a
population of 14.86 million in 2002 (56.6% of whidlve in rural
areas), or 5.5 inhabitants per square kilometrés &lso one of the
most sparsely populated countries in the world. Tbhantry shares
borders with Russia in the north, Turkmenistan, ékzdtan and
Kyrgyz Republic in the south, China in the east] #re Caspian Sea in
the west. Being the second largest of the FSU dggmuin terms of
land area, Kazakhstan owns considerable endowmehtaatural
resources, mainly oil and natural gas reserved, awh other minerals
and metals such as iron ore, aluminum and phosphhg&estructure of
the economy reflects the country’s natural resoubzse where
industry is dominated by mining and processing vitets. Besides
these industries, Kazakhstan has a variety of pgooessing
industries, including meat and fish canneries, we and textile
manufacture where the country’s production of aot&ugar, fruits and
vegetables are exploited.

2.3. Kyrgyz Republic

The Kyrgyz Republic, a largely mountainous countgyers an area
of 191.8 thousand square kilometres in the cerftis@. The country
is bounded by China in the east, Kazakhstan imdréh, Uzbekistan in
the west, and Tajikistan in the west and south. pbpulation of 5
million of the Kyrgyz Republic in 2002 is largelynal (65% of the
population live in rural areas). Historically, tKgrgyz Republic was
among the poorest republics of the FSU. Its economys
characterized by heavy dependence on trade witbttiex republics of
the FSU. The economy of the country is primarilyriagtural,
including pasture-based livestock and the produactb cotton, wool,
leather, silk, hemp, fodder, vegetables, fruits amehin. Major
industries are metallurgy, food processing and ileext The
mountainous terrain and rivers enable the counwy generate
substantial hydroelectricity, which is one of itaim exports. Unlike
some neighbouring republics, the Kyrgyz Republics heegligible
deposits of oil and natural gas. However, there ewesiderable
mineral deposits of coal, gold, mercury and uranium



OIC Central Asian Countries in Transition 67

2.4. Tajikistan

Tajikistan is situated in Central Asia, bordered time south by
Afghanistan, in the east by China and in the weasd aorth by

Uzbekistan and the Kyrgyz Republic. The countngsritory, which

covers 143.1 thousand square kilometres, is largeyntainous, and
only 7% of the land is arable and heavily irrigatethjikistan’s

population of 6.5 million in 2002 is largely rur@3% of the population
live in rural areas). The economy of the countriighly dependent on
agriculture and on labour-intensive basic food atadv material

processing industries. Although Tajikistan is a angroducer of long-
staple cotton and has many natural resources imgjugbld, mercury
and other minerals, its exports are limited to & f@roducts where
aluminium and cotton fiber make up 72% of total @xg. In return, the
country imports a large part of its energy needstiqularly petroleum
products, almost all manufacturing goods, and,easingly during the
second half of the 1990s, grain.

2.5. Turkmenistan

Turkmenistan borders Uzbekistan in the north astl &&azakhstan in the
north, the Caspian Sea in the west, and Iran agtiakistan in the south.
With a total land area of 469.9 thousand squamriglres, it is the fourth
largest republic of the FSU. However, because efkKara Kum desert
(comprising 90% of the country’s area), Turkmemsteas inhabited by
only 4.8 million in 2002. The economy is highly @éepdent on the
production and processing of energy resources attdnc The country
possesses substantial oil and natural gas reservssself-sufficient in
energy and ranks among the major energy producertheo FSU
republics. It is the second largest natural gaslymer in the FSU after
Russia and the fourth largest producer in the warlte generation of
chemicals from other mineral resources is alsolhighveloped. Cotton
is the dominant agricultural crop after wheat.dt@unts for 50% of the
country’s arable land and total agricultural prdehrc

2.6. Uzbekistan
Uzbekistan covers a land area of 414.2 thousandredilometres and

is bordered by Kazakhstan in the north, the Kyrdepublic and
Tajikistan in the east, and Afghanistan and Turkistan in the south
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and the southeast. With a population of 25.2 nmillio 2002 (62% of
which live in rural areas), Uzbekistan is the mpspulous among the
OIC-CACs and the third in the FSU republics, aReissia and Ukraine.
The country is endowed with substantial reservegoti, oil and natural
gas. It is the second largest producer of goldinRSU and ranks sixth
in the world in terms of proven gold reserves. i@ferves are sufficient
for domestic demand, but export potential is limitiue to the lack of
investments and adequate infrastructures. Althaugkt of the natural
gas production is consumed domestically, the expguatential is

significant. The structure of the economy is dortedaby agriculture
where cotton is the most important crop in termspaodduction and

export. The industrial sector includes industriakdd to the agriculture
sector such as the processing of agricultural raaterrals, cotton

harvesters, textile machinery and fertilizers.

As a group, the six OIC-CACs make up almost 18%heftotal land
area of the NIS region and more than 22% of itsufmn. When
Russia, the largest FSU republic in the regioexduded, this group of
countries accounts for 78% and almost 45% of thygonés total land
area and population, respectively (see Table A.2tha annex).
Therefore, the OIC-CACs constitute a substantial pithe region and,
together, own a proportionally large share of ttgtJFendowments of
natural resources, mainly oil, natural gas andlariaind.

However, accounting for only 11% of the region'satoGDP and
exports, the economic potential of these countii@ss not yet manifest
itself in the form of reasonable development levekrticularly when
compared with the levels achieved by some other EQuhtries in the
region, especially the three Baltic States. Withtal population less than
that of Azerbaijan alone and a total land areatless that of the Kyrgyz
Republic, the three Baltic States account for 50f%he region’s total
GDP and 6.4% of its total exports (Table A.2 in dmaex).

3. STRUCTURE OF THE ECONOMY AND ECONOMIC
PERFORMANCE

3.1. Structure of the Economy

Considering the information in the above brief doyroverviews and
the figures in Table 1 below, it is clear that gmnomy of the OIC-
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CACs, as a group, is relatively diversified witldirstry and agriculture
being the dominant productive sectors. It is algarcthat the structure
of the economy in each of those countries reflé@stsatural resource
base where, in general, it is highly dependent fen groduction and
processing of energy resources and agriculturalymis.

TABLE 1: GROSSDOMESTIC PRODUCT BY SECTOR
(average % 1997-2002)

Agriculture Industry Services
Azerbaijan 17.2 37.3 45.5
Kazakhstan 9.4 33.9 56.7
Kyrgyz Republic 37.8 23.7 38.5
Tajikistan 27.4 27.0 45.7
Turkmenistan 27.3 43.5 29.2
Uzbekistan 27.0 23.1 49.9
OIC-CACs® 19.0 31.4 49.6

Source: Table A.3 to Table A.8 in the Annex. (a) Coraguin the basis of
the averages of individual countries weighted by their 2000 Gilires in
terms of current US dollar.

The industrial sector in most of those countriedaminated by the
traditional heavy industries of oil, natural gasstaillurgy and mineral
extraction, which have recently been reinvigorateg foreign
investment but remain marginal in global terms. éththan those
industries, the industrial sector of these coustriacludes light
industries such as agro-processing industries @dl fand beverages as
well as textiles, which are mostly labour-intensinelustries. With a
31.4% average share in GDP, industry constitutesrthjor productive
economic activity in the OIC-CACs as a group durihg period 1997-
200Z. The highest average share of industry in GDP543 during the
said period is registered in Turkmenistan, followsdAzerbaijan with
37.3% and Kazakhstan with 33.9%, and the lowestes(23.1%) in
Uzbekistan.

On the other hand, although its contribution to BBP went
through a severe decline since independence, #greuis still the
largest employer and the second largest exporteorsafter oil and gas.
For example, although agriculture is the largesipleger sector in
Azerbaijan, with over 40% of the total employed lforce, its share in

* The average of the six-year period (1997-2002) is computeatder to avoid
problems resulting from missing data for some counaiesthe effects of year-to-year
cyclical fluctuations in others.
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GDP has shrank steadily from 31% in 1991 to 14.892002. This is
also true for Kazakhstan where the share of agucalin GDP

decreased steadily from 28% to only 7.9% duringdame period. In
contrast, the agriculture sector remained the pyne@onomic activity
and still plays a major role in the economies & Kyrgyz Republic,
Tajikistan and Uzbekistan, and is only second taustry in

Turkmenistan. In most of those countries, cottonstitutes the major
agricultural product.

Services, which were neglected under the centddyned Soviet
Union economy, have expanded rapidly over thedastade, often as a
result of investment in mining industry, particlyaoil and natural gas.
With the highest average share in GDP (49.6%) dutie period 1997-
2002, the services sector started to play a saanifirole and constitute
an important source of income in many of those toes During this
period, the average share of the services sect@DR varied from
29.2% in Turkmenistan to 56.7% in Kazakhstan. Y&, sector is still
fragile and underdeveloped in most of these coemtdue to the slow
progress in economic reforms, particularly in buntd effective
economic institutions and setting regulations teapport a properly
functioning market economy.

TABLE 2: MAIN EXPORTSIN 2002 (% of total exports)

Azerbaijan Oil products (88.9%), food products (3.1%).

Kazakhstan Oil products (61%), metals (23%), food/agricultuyal
goods (5%), chemicals (4%).

Kyrgyz Metals (40.7%), building materials (14%), light

Republic manufacturing (13.4%), agricultural products (11.6%).

Tajikistan Aluminium (619%), electricity (12%), cotton (11%).

Turkmenistan Natural gas (57%), oil/refined products (26%), cotton
(12%), electricity (5%).
Uzbekistan Cotton (26.6%), electricity (11.5%), gold (10%), meta
(7.9%), machinery/equipment (3.4).
Source: Table A.9 in the annex.

S

The overall picture of the structure of the ecoresnof the OIC-
CACs in transition described above in terms of tlmenposition of
their output (GDP) is also reflected in the struetwf their trade,
particularly the export side. It is clear, as ma&ydbserved in Table 2,
that oil and refined products as well as naturat gand metals
constitute the main export items and account fa Iulk of those
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countries’ total exports. While this reflects thatural resources base
of energy in those countries, agricultural prodwsl goods, mainly
cotton, constitute the second main exports. On ithport side,
machinery and equipment constitute the main impartaost of these
countries, particularly oil and gas exporting coig® (Azerbaijan,
Kazakhstan, Turkmenistan and Uzbekistan). In cashtranergy,
mainly oil and gas, constitute the main importshe Kyrgyz Republic
and Tajikistan. Foodstuff, mainly grain, recentliarsed to appear
among the main imports in many of those countrse® (Table A.9 in
the annex).

Reflecting their natural resource base endowmehés OIC-CACs
in transition show a high concentration of the mitbn and export of
primary commodities, mainly oil and gas, metals aotlon. There is no
doubt that the production and export of those codities play a crucial
role in the prospects of growth and developmerth@se countries. Yet,
the large share of primary commodities in outpud &xports brings
about a significant exposure of these economidldaisks of external
shocks and makes them more vulnerable to fluctostim world
commodity prices and developments in certain marlagid/or adverse
seasonal factors. This, in turn, affects economawth and long-term
policy making in those countries since they have strure and
effectively manage high national savings rates dirae, particularly
during low prices periods. On the other side of pheblem, facing the
challenge of promoting economic diversification uigs high quality
investment by both the public and the private gscto develop new
sources of growth.

3.2. Economic Perfor mance

As is the case in all other NIS established inegbenomic space of the
FSU, the economic performance of the OIC-CACs waalle
considerably since their independence in 1991 tird995. During the
said period (particularly in 1993), the economidstlmse countries
suffered a big decline in output and trade witHaitibn persisting at
annual rates above 1000 percent. In fact, a combmaf common

adverse factors of political instability and sevemnomic dislocation
caused by the break-up of the Soviet economy dunned to and

intensified the problem.
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The figures in Table 3 show that the total outpiuthe OIC-CACs
in terms of real GDP dropped on average by 10.2%9@3. This, in
fact, was the worst average decline in real GDReggpced in all the
other groups of the transition countries (TCs) hattyear. Although
the group succeeded in the following two years udocthis decline
and bring it to a lower rate of 6.4% in 1995, th&te was still
significantly higher than the rate of decline 06% experienced by
the group of all TCs. The picture becomes even &omhen we
consider the figures at the individual country lewdere most of the
OIC-CACs experienced higher rates of decline inrti&P and per
capita GDP in both real and nominal terms (see @a.3 to A.8 in
the annex). In contrast, it is worth mentioning tthae group of
CEECs, which includes the three Baltic Stateshes anly group of
TCs that did better than others during the peri@91195. After
experiencing a sharp average decline of almost itO8teir real GDP
in 1991, they succeeded in maintaining an averagé GDP growth
rate of 5.3% in 1995.

TABLE 3: REAL GDP AND INFLATION RATES (Annual % change)

1991 | 1993 | 1995 | 1997 | 1998 | 2000 | 2002
Real GDP
OIC-CACs® | -65 | -102 | -64 26 2.0 8.6 6.6
All TCs 74 | 64| -16 2.0 -0.8 6.6 4.1
CEECs 99| -37 5.3 2.6 2.4 3.8 3.0
cIs 70| 96| -55 1.7 -2.9 8.4 4.8
World 1.8 2.7 3.7 4.3 2.8 4.7 3.0
Inflation ®
OIC-CACs® | 988 | 1390 | 341.8 | 417 | 11.7 | 239 | 163
All TCs 94.1 | 602 | 133.8 274 21.5 207 111
CEECs 949| 3563 247 420 172 12|9 5|6
cIs 97.0 | 1224| 2357 19.0 245 25|38 145

Sources: Table A.3 to Table A.8 in the annex. IMF, Worldrieenic Outlook,
May 1999 and September 2003. (a) Computed on the basis af/¢hages of
individual countries weighted by their 2000 GDP values imseof current US
dollar. (b) Annual % change of Consumer Price Index.

However, economic growth in the OIC-CACs startedatke up in
1996 and the economies of most of those count@ee,hsince 1997,
been growing rapidly which is attributable in moases to the massive
inflows of foreign investments into the oil and gactors. In 1997, the
group of OIC-CACs grew on average at 2.6%, a rgtekto that of the
CEECs and higher than that of all TCs and CIS aws)t but
significantly lower than the global average. Yhat tveakness of most of
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those economies and the continued dependence &tusan economy
were clear when most of them slipped back intossioa in 1998 as a
result of the Asian and Russian financial crisegfailing oil prices.

The turnaround in 1999-2000 was a result of thevexy in world
economic activity and the high world oil prices abdtter weather,
which benefited the oil and agriculture sectors nmost of those
countries. With an 8.6% average rate of growthead GDP in 2000, the
group of the OIC-CACs in transition did rather wétlan the global
average and the averages of all TCs, CEECs an@l&heountries. Yet,
although the average growth of the OIC-CACs in 2@@@ms to be
impressive, the growth figures at the individualictry level show that
much of this growth was recorded by the naturalousese-rich
(especially oil and gas) countries of Turkmenist&zerbaijan and
Kazakhstan and driven by the high world priceshese commodities in
that year.

Albeit with a slower pace, the average growth i@ ginoup of OIC-
CACs continued in the following two years with areeage real GDP
growth of 6.6% in 2002. At the individual countrgvel, the main
exception in 2002 was the Kyrgyz Republic whereharg slowdown
in economic activity was linked to the disruptiviéeets of a landslide
around a large gold mine accounting for a substhrsihare of the
country’s exports. Due to the fall in world oil peis in 2001, oil and
gas-rich countries (Turkmenistan, Azerbaijan andzdkhstan) also
recorded slower growth rates in 2002. It is alscsesbed that
Uzbekistan lagged behind the rest of the OIC-CA@sthe last few
years reflecting, in part, the continued lack obreamic and structural
reforms.

TABLE 4. GROWTH OF TRADE

1991 | 1992 | 1995 | 1997 | 1998 | 2000 | 2001
Exports
Billion US $ 49 14 11.6 12.3 10.6 18.1 16.4
Annual % change - -71.2 53.9 1.G -1318 496 -9.4
Imports
Billion US $ 73 24 10.1 12.3 13.3 140 | 138
Annual % change - -67.5 22.4 -4.6 8.4 211 -1.5
Trade balance
Billion US $ -24 -1.0 15 0.0 -2.7 4.1 2.6

Sources: Table A.3 to Table A.8 in the annex.
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On the other hand, following the break-up of thevi&beconomy,
the foreign trade of the OIC-CACs went through eese decline after
the independence, particularly in 1992. The indivec and highly
distorted trade and payments systems that thosgressiinherited from
the FSU were at the root of the decline in tradeictvwas linked to the
contraction in output and incomes in that periodowdver, the
introduction of the new national currencies andiéraeform measures
facilitated a pickup in trade growth in those coigstin the period 1993-
95 when their total exports grew on average by%3r91995 compared
to a contraction by 71.2% in 1992 (Table 4). Y&k OIC-CACs in
transition are still, in general, unable to tradecm either within their
region or with the rest of the world. This is doebbth natural and man-
made barriers to trade which are still impeding kmtiaccess or transit
to regional and international markets.

TABLE 5: OTHER ECONOMIC PERFORMANCE INDICATORS

1993 | 1995 | 1997 | 1999 | 2000 | 2001 | 2002
Current Account
Billion US $ -0.4 -1.0 -34 -1.8 0.9 -1.2 -1.7
% of GDP -1.0 -2.8 -7.5 -4.0 2.0 -2.4 -3.2
External Debt
Billion US $ - 7.5 11.5 17.2 22.6 25.4 16.8
% of GDP - 22.6 25.3 38.7 50.3 51.8 41(3
Net FDI
Billion US $ 1.0 2.2 2.8 2.4 16 33 4.0
% of GDP 1.6 6.5 6.1 5.3 3.6 6.6 118
Foreign Reserves
Billion US $ - 1.3 2.4 2.4 2.6 3.2 3.6

Sources: Calculated using the relevant data in Tables A®Btm the annex.

As a result, most of the OIC-CACs in transitiongkly ran
substantial current account deficits since indepand, which were
funded by foreign direct investment (FDI) and/ortezral debt and
recently in some countries by foreign exchangervese(Table 5). In
fact, most of FDI flows into the OIC-CACs went teetoil and gas-rich
countries such as Azerbaijan, Kazakhstan and Tumisten (see Tables
A.3 to A.8 in the annex). FDI inflows into thoseurtries were almost
entirely driven by the oil and gas sectors, largadyered their current
account deficits and were also an important engfrggowth. Therefore,
the external debt of those countries was relatimebdest. By contrast,
FDI flows to the relatively less oil-rich countrig&yrgyz Republic,
Tajikistan and Uzbekistan) was modest and thusreatedebt was



OIC Central Asian Countries in Transition 75

relatively high. In this context, it is also worthentioning that, as in
most FSU republics, the OIC-CACs had almost noidgoreexchange
reserves after the independence. However, thosevessrose rapidly by
the end of the 1990s, particularly in the oil-rmuntries who now have
comfortable levels of reserves and minimal net reledebt owing to
higher oil prices and increased FDI flows and ekgolumes.

Yet, being narrowly based and directed to the ea&pitensive
sectors of oil and gas, the FDI did not generaty aubstantial
employment. It seems that outside these sectors tiere little FDI
flows into other economic activities, particulailyto agriculture, the
largest employer and second largest exporter. iBhmainly attributed
to the poor investment climate including weak iogibns and
infrastructure. Therefore, there is still a need doeating a business
environment that is successful in attracting FOtbimther productive
sectors. For those countries, FDI is very much igmt not only as
external finance supporting the domestic one, lgt decause it is a
combination of managerial expertise, skills, tedbgp and know-how
that is bundled together with the financial transfeis a very effective
way of achieving technology transfer from more aded countries to
the host ones.

It is then clear that the economies of the OIC-CARdransition
have recently benefited from the favourable worttnmodity prices,
particularly oil and gas, and even cotton and geldch were strongly
priced in international markets. However, sustdmajrowth in those
countries will depend on their ability to fostelogith outside the core
natural resources sector and manage the largelediateign currency
flows associated with this sector. In fact, theas bbeen some growth
outside the natural resource sectors in some gktbountries, but if we
look at the recent overall picture, growth in thesetors has been lower
than in their natural resource counterparts. Thigleéar, as shown in
Tables 1 and 2 above, in terms of the share ofsingumainly oil and
gas, in both the GDP and total exports of thosetms.

To conclude, it is worth mentioning that althoudjie ©6.6% average
growth rate of the OIC-CACs in 2002 is respectalileyould not be
sustainable in the long run in the absence of éurfdr-reaching structural
reforms. This is due to the fact that much of tmswth was driven by
favourable world oil and gas prices which are Ugualdlatile and cannot
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be relied on even in the short run. Therefore,etherstill a need for
further structural reforms and diversification lie$e economies.

4. INTEGRATION INTO THE WORLD ECONOMY:
ECONOMIC REFORM AND ACCESS TO INTERNATIONAL
MARKETS

Under the centrally planned Soviet economy, the -OKCs were

suffering from misdirected and highly distorted digaand financial
systems, in which they were highly dependent odetraith each other
(inter-republican trade). This reflects the intgreledency of their
economies due to pronounced economic specialisatiggosed by

central planning. However, after long decades difjesttion as a sub-
sector of the centrally planned Soviet economy,@€-CACs started,
following their independence in 1991, to be grabljuiategrated into the
world economy through a transformation process imdependent open
market economies and access to international nsarket

The process of transition from centrally plannedofmen market
economies is an essential factor for the integnatib those countries
into the world economy where the liberalisationtiafde and financial
systems provides more effective links between dtimesnd
international markets. The pace and scope of ecmn@nd trade
reforms as well as structural adjustments are Kaysdeterminants of
the integration of those countries into the woddr@my. However, the
record of transition and economic reform in theagiaon countries has
been uneven. Some of the advanced countries irsiti@n like the
CEECs and the Baltic States have made considenatagress in
carrying out far-reaching reforms and structuraarges and moved
further forward in their transition process as mahyhem finalised the
accession negotiations with the EU (see footnoite the introduction).
Yet, for others, particularly the CIS countries;luding the OIC-CACs,
much remains to be accomplished.

Following the declaration of independence in 198&,governments
of the OIC-CACs embarked on programmes of macro@oo
stabilisation and structural reforms to transfolmit economies from
the centrally planned system of the Soviet econdmypen market
economies. However, the adverse shocks of polittcad economic
instability that these countries experienced foitaythe break-up of the
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Soviet economy made the structural reforms to tdkee in a difficult
economic environment dominated by high inflationd assevere
contraction of output and trade. These factorsatiséd the governments
of those countries, in the early years after indepace, from the tasks
associated with the transition to market economies.

In response to those difficulties and the scaleth&f challenge
involved after independence, the governments oft miohose countries
started to accelerate the process of economictamctigral reforms. The
major task confronting them was to stabilise teemnomies through the
implementation of comprehensive structural reformogpammes in
order to create the conditions conducive to suskdén development.
Building on the introduction in late 1993 of theawn national
currencies in place of the Soviet rublenost of the OIC-CACs in
transition began serious economic reforms by inteoty stabilisation
programmes supported by the World Bank’s and IMiasilities in
1994. In fact, by 1996, satisfactory progress waslenn implementing
tight financial and monetary policy measures inddlithose countries
aimed at price stability. As a result, inflationcdéerated in some of
those countries to developed country levels, gawent budget deficits
were modest and foreign debt burdens remained f@naanageable in
some others. Indeed, the governments of these reesiftave recently
implemented sound macroeconomic policies and aetliéwgh growth
aided in most of them by oil-related FDI and lowilation.

Yet, given the difficult initial macroeconomic catidns in those
countries, much remains to be done to achieveltheate objectives of
those reforms. Structural and administrative refolmve been lagging
and the financial sector, particularly the bankgygtem, is still poorly
developed in most of those countries. Trade refarasstill incomplete
where many difficult trade liberalising reforms bues institutional
building have not been undertaken enthusiasticalyeed, the basis for
reform is still fragile in most of the OIC-CACs transition where the
level of reform achieved so far is much lower thanthe advanced
transition countries. Although this is due to diéfiet reasons across
those countries, economic instability, inadequatéorms and poor
policy management are, in general, the main omethi$ context, it is

® By late 1993, all the OIC-CACs, except Tajikistan eththanged currency in May
1995, had introduced their own national currencies as at@ted stabilising their
economies by renouncing the Soviet ruble.



78 Journal of Economic Cooperation

also worth mentioning that since most of those enuas are highly
vulnerable to world commodity prices, mainly oilgas, reform policies
have little effect on economic growth.

However, the rich natural resources, particulaiyand gas, are still
offering high potential for export-led growth andwelopment in most
of the OIC-CACs in transition in the medium to lotgm. Yet, the
realisation of this potential depends on the abdity of substantial
domestic and/or foreign investments and furtheessdo new markets.
While this, on the one hand, requires developingeqadte
infrastructures and technologies as well as stymngate and financial
sectors, it depends, on the other hand, on thergments’ commitment
to and the successful implementation of their mafgrrogrammes. In
this context, while the greatest challenge remainthe areas of trade
liberalisation and financial reform, privatisatiamd building effective
economic institutions are also necessary to suppartefficiently
functioning market economy and sustainable econarowth in most
of those countries.

As sub-sectors of the centrally planned Soviet eoon the NIS,
including the OIC-CACs, were highly dependent @uér with each other
(inter-republican trade) and only a small parthafit trade was conducted
with the rest of the world. This reflects the inigpendency of these
economies due to the regional specialisation inmgbdse the centrally
planned economy of the FSU which used to alloacsgeurces according
to mandatory production and delivery targets mdstlged on political or
other considerations which are not related to egwnoefficiency.
Therefore, following the break-up of the Soviet mmmy, the NIS,
including the OIC-CACs, experienced an abrupt decin their trade
both with each other and with the rest of the woflde heavy economic
interdependence and the disintegration of trade @agnent systems
among the NIS of the FSU after independence asasethe differences
in prices and income policies and the lack of aeice in the Soviet
ruble intensified the problem. This in turn resdlia arbitrary measures
to restrict export flows within those republics awith the rest of the
world.
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However, although some of the OIC-CACs have regeartioriented
themselves from the old Soviet-style trade to tradeside the region,
there has been, in general, very little growth aadn some decline in
intra-regional trade. In this context, Azerbaijamd&azakhstan are good
examples of trade outside the region (with non-@i8ntries) where the
direction of their exports follows oil and natuggs market patterns and
is now directed towards some European oil consumersontrast,
Tajikistan and Uzbekistan, for example, have shaleclining trade
both within and outside the region. As shown in [€aB.10 in the
annex, the bulk of trade in the OIC-CACs is stilhcentrated within the
region of the CIS countries, particularly with Riasslt seems that
although most of the OIC-CACs have reduced thepeddence on
Russia, it is still the major trading partner ofghof those countries (the
largest export market as well as the major sour€einports).
Meanwhile, it is also observed that some of thosentries have
recently increased their trade with neighbouringntges at the borders
of the region such as Turkey, Iran and China.

In fact, the key problem facing those countrieshils context is the
fact that they are landlocked. As such, the OIC-GAlepend on their
neighbours for access to international marketsideitde region, which
implies high transaction costs of their exports antports. The
important potential of the major exports of thoseirdries is therefore
seriously impeded where the routes of those exporly oil and gas,
traverse the territory of other competitors in tlegion like Turkey,
Russia and Iran or follow costly alternatives tlglouChina and other
countries in the region. Considering the importan€dhis issue, the
OIC-CACs should make more regional cooperation reffoin
negotiating export transit, particularly oil andsgaxports, through other
neighbouring countries.

Furthermore, the potential benefits from recerddrapenness in the
countries of the Central Asian region have beenstraimed by the
continued incidence and spread of bilateral tragpuies and transit
disruptions. For example, the borders between Araneand both
Azerbaijan and Turkey remain closed, and there halg® been
disruptions at the border between Georgia and Rumsd occasional
closings of some of Uzbekistan’s borders. Trarestrictions and weak
customs services as well as ad hoc tariffs aré cihmon among
neighbouring countries in the region. These rdsins appear
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especially costly for the countries in the regiam;luding the OIC-
CACs.

In the case of the OIC-CACs, trade obstacles sedya heavily in the
complications of crossing the borders, administeathiassles and poor
infrastructure and institutions. These are impdr@eterminants of the
high trading costs which influence trade at bothyioeal and intra-
regional levels and ultimately reflect in the loavéls of international
integration of those countries into the world eaogoln this context and
in contrast to the Baltic States, the progresténpgace and scope of trade
reform since independence in 1991 was slow andamav the OIC-
CACs. In most of those countries, trade and firgnostitutions are still
underdeveloped and the State continues to be figaviblved in trade
and thus trade incentives are highly distorted.r@lyghe issue appears to
be a general lack of commitment to free trade. Agnotiners, the recent
anti-trade measures introduced by Uzbekistan amditiofficial taxation
of transit trade in Kazakhstan are clear examplasrefore, pursuing a
closely coordinated agenda to advance regionat tcadperation among
those countries should be considered as a higtitprio

5. REGIONAL ECONOMIC INTEGRATION AND FURTHER
COOPERATION WITH THE OIC COUNTRIES

5.1. Regional Economic Integration

Given the fact that all the OIC-CACs in transitiare landlocked, it is
clear that in order for them to integrate globalllgey first have to
integrate regionally. In this context, the expansa the EU has been
central to the process of regional integration iangncountries of this
region. This is particularly clear in the case la# ficcession countries of
the Baltic States and CEECs (see footnote 2 inirttreduction). The
accession of those countries to the EU while othemsain outside will
have a significant impact on the pattern of trade eapital flows in the
region as a whole. The EU expansion is likely teehaoth trade creating
and trade diverting effects which are likely, inrntuto influence the
business environment in the transition countriesd therefore the pattern
of FDI and other cross-border capital flows. Thelementation of the
EU external border controls by the new members tivdrefore alter the
pattern of trade and migration among transitionntioes in the region as
well as between transition countries and existibigniember countries.
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In fact, the EU is now the most important market fieost of the
countries in this region, particularly for the adicg countries of the Baltic
States and CEECs. However, this is slightly less for the OIC-CACs,
even for oil and gas exporting ones for which WhasEeurope has recently
become a major market. This is due not only toctkicies in economic
policies and the scope of progress in economicmefdut also to the
misallocation and/or lack of resources. Thereftirexe is a danger that EU
expansion may reinforce the marginalisation of soirthe CIS countries,
including the OIC-CACs, so that they remain on flieges of the
international economy with relatively little foreignvestment and little
opportunity for trade and legal migration in thgio®. Moreover, the EU
barriers to trade remain high for non-acceding ties) especially in the
areas of agricultural exports, textiles, shoegl stad light manufacturing,
where those countries relatively have a comparativantage.

In this context, it is worth mentioning that the loiity of capital and
labour is an important aspect of regional integratiHowever, while
labour mobility has remained quite limited throughthe region, some
countries have been able to attract significaniteaafiows, mainly in
the form of FDI in those countries that are richnettural resources as
well as in those who have advanced reform progiesgeneral, trade
and capital flows move together as the policiedaaive to better trade
integration also promote FDI. As a result, wheedér integration has
proceeded furthest, the advanced reformers of CEH@sthe Baltic
States have received most of the FDI flows intorgggon. In contrast,
many other transition countries of the CIS, inchgdsome OIC-CACs,
have failed to benefit to any notable degree framital inflows and FDI
in particular.

Yet, such problems and challenges facing those tdeancan be
addressed in different ways, including steps toweagteater regional
integration through access to other markets inrattgions or with each
other in the same region. This can be achievedy iatia, through
accession to the WTO, as Moldova and Kyrgyzstaf, ditbng with
greater cooperation with their larger neighbourthmregion or outside.
Further integration of the CIS countries, particyldarge ones like

® In the case of the OIC-CACs, only the Kyrgyz Repubkizame a member of the
WTO in 20 December 1998. Azerbaijan, Kazakhstan, Tajikistahldbekistan are
still observers.
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Russia, Ukraine and Kazakhstan, into the world eoonis therefore
necessary not only to improve trade and capitaldlin the region but
also to avoid the probability of marginalisationsafme small countries
in the region due to the EU expansion.

In this context, some economic cooperation agreénamongst
some OIC-CACs and other CIS countries have beety dded
following their independence in 1991 to foster agdttle inter-
republican trade and financial payment systems, Wetny of those
agreements were often lacking concrete measure®ageration and,
due to numerous political conflicts and instabilitythe region, most of
them have either been terminated or fallen shortegpectations.
Meanwhile, of the many efforts at the regional caagion level, the
OIC-CACs in transition have also participated inwanber of regional
economic cooperation schemes and/or initiatives pemg other
countries from the region and/or outside

As may be observed in Table A.13 in the annexihal OIC-CACs
have been associated with regional and/or sub+abie@conomic
cooperation schemes which, although with diffefearizons, aim at one
or another form of economic integration. Howeverisi observed that
almost all of those schemes have fallen short péetations of many of
their members. After more than a decade of indepecel the CIS
countries, including the OIC-CACs, have not suceéeith establishing
any form of functioning economic integration schesneh as a customs
union or a free trade area covering all of the twes in the region. In
fact, it is obvious that the perception of thoskesses and their role
varies considerably among the participating coastriThus, they have
been unable either to prevent or resolve numereg®mal conflicts
among their members who lack a broad-based conveggs interests.

Given this state of affairs in the region, for BEC-CACs to enhance
their regional and international integration, a fieldl action can be
proposed. First is to improve market access, itiquéar to the region’s
most important market, the EU, through a faster lemgntation of
structural and institutional reforms. In this coxtfehe efforts to complete
the WTO accession together with those to strengtbemmercial

" A brief overview of these schemes in terms of their madate of establishment,
objectives and progress is displayed in Table A.13 in the annex.
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relations with the EU could indirectly provide agrsficant boost to
reform by providing incentives for more liberaldeapolicies and better
economic governance. Second, which is to be gragraeallel to the first
rather than replacing it, is to establish and eobdarther economic and
trade cooperation with the rest of the OIC coustrie

5.2. Further Cooperation with therest of the OIC countries

At a time when the OIC-CACs in transition endeavtmustabilise their
economies and sustain their recent growth througkrermtegration into
the world economy, economic cooperation and bightezlations with

the rest of the OIC countries are now more impdartiaan ever. In fact,
albeit at a slow pace, the efforts of the OIC-CAC#his direction have
increased over the period since their independencel991 and

particularly after their accession to the OIC. Howm after more than a
decade, progress in the OIC economic cooperatitvitaas with these

members seems to have remained less than widegctegpand limited

to cross-border trade with a few neighbouring Ol€wber countries.

In this context, perhaps Turkey, Iran and Pakistave established
much more economic and commercial links with th€-@IACs than the
other OIC members. This is due not only to ceriaitial conditions
such as the close historical and cultural ties geagraphical proximity
but also to the strategic and political common regés between those
countries in the region. Being founding memberstled Economic
Cooperation Organisation (ECO), Turkey, Iran andlistan have been
leading the OIC economic cooperation with the OI&JS at the sub-
regional level since 1992 when the latter, togethéh Afghanistan,
have joined the ECO.

TABLE 6: INTRA-OIC TRADE OF THE OIC-CACs (Billion US $)

Exports Imports

1993 | 1997 | 2001 | 1993 | 1997 | 2001
Total OIC 275.7| 416.5 5174 279/6 377.6 428.6
Intra-OIC 30.6 45.4 56.4 30.2 43.8 59.3
Intra-OIC (% of total OIC) | 11.1 10.9 10.9 10.8 11.6 14.0
OIC-CACs 3.6 12.3 16.4 45 12.3 13.8
CACsIntra-OIC 0.6 2.2 25 0.6 2.8 2.3
As% of:
Total CACs 16.7 17.9 15.2 13.3 22.8 16.7
Intra-OIC 2.0 4.8 4.4 2.0 6.4 3.9

Sources: SESRTCIC Database and Tables A.11 and A.12 ammies.
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In fact, given the continuing modest level of irR@C trade, the
figures on the OIC-CACs intra-OIC trade seem toebeouraging. In
this context, the share of intra-OIC trade of thosentries in their total
trade reached 17.9% of their total exports and ®@2@& their total
imports in 1997, compared to 10.9% and 11.6% resadye for the OIC
countries as a whole (total inta-OIC trade). Althouhe share of the
OIC-CACs intra-OIC trade in their total trade dexsed in 2001 (15.2%
and 16.7% for exports and imports, respectivetyyas still quite higher
than that of the OIC countries (Table 6).

TABLE 7: INTRA-OIC TRADE OF ECO BY MEMBER COUNTRIES (%)

1997 2001

Intra- Intra- Intra- Intra-

oic® ECO®@ olIC ECO
Afghanistan 20.9 63.5 42.9 89.4
Azerbaijan 38.0 92.0 17.0 88.2
Iran 11.6 49.2 12.4 27.8
Kazakhstan 9.9 86.3 8.8 71.8
Kyrgyz Republic 39.6 97.3 33.2 95.2
Pakistan 26.2 9.5 33.4 8.8
Tajikistan 37.5 98.6 41.9 100.0
Turkey 12.7 25.2 13.4 23.0
Turkmenistan 37.6 95.3 39.6 84.2
Uzbekistan 20.3 97.3 12.8 95.0
ECO 15.5 40.4 16.0 32.4
ECO as% of OIC® 27.0 23.1

Source: SESRTCIC 2003, “Islamic Common Market in thghtiof Intra-OIC
Trade”. (1) % of the country’s total trade (exportaspimports). (2) % of the
country’s intra-OIC trade. (3) Intra-OIC trade of E@®% of total intra-OIC trade.

However, when the direction of intra-OIC trade loé ©OIC-CACs is
considered, the figures in Table 7 show that, weténtly, the bulk of this
trade has been taking place within the ECO membeantdes, that is
among themselves and with Turkey, Iran, Pakistah Afighanistan. In
this context, it is worth mentioning that ECO, a= @f the five regional
and sub-regional cooperation schemes comprising @C member
countrie§, accounts for a significant part of the total a/®IC trade. In
1997, intra-ECO trade accounted for 27% of thel tota-OIC trade.

8 The other four schemes are the Arab Mahgreb Union (AMyncil of Arab
Economic Unity (CAEU), Gulf Cooperation Council (GCC) andeddV African
Economic and Monetary Union (WAEMU). A detailed discussiontrade relations
amongst these groupings and their intra-OIC trade is &aila SESRTCIC, “Islamic
Common Market in the Light of Intra-OIC Trade”.
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However, since Iran, Turkey and Pakistan, beinditeamembers of the
ECO, have recently followed more outward orientedié patterns, the
share of intra-ECO trade in total intra-OIC trademased to 23.1% in
2001. Albeit to a lesser extent, this is also farethe OIC-CACs (Table
7).

Yet, the figures in Table 7 still indicate the innfamce of the role of
ECO as an OIC sub-regional economic cooperatiorersehand its
significant potential that can be built on in entiag the OIC economic
cooperation with this group of OIC members as veall with other
member countries outside the region. Within thenfrvork of the ECO,
the key OIC neighbouring countries of Turkey, lramd Pakistan are
therefore assumed to play a critically importanteran any future
economic cooperation activity between the OIC-CACHis region and
the rest of the OIC countries in other regions emeen them and the
rest of the world, especially European countries.

The importance of this role becomes more appam@msidering the
fact that OIC-CACs in transition are landlocked ahdt in order for
them to integrate globally, they have to integraégionally first.
However, since they may not be able to trade dyredth the rest of the
OIC countries, they certainly can do that throulirtimmediate OIC
neighbouring countries of Turkey, Iran, Pakistarn akfghanistan. In
fact, those countries could be considered as ttenmgg for the OIC-
CACs to the rest of the OIC countries in differeggions. More trade or
transit with these countries is therefore a preddmn for achieving
stronger economic relations with the rest of th€ ©buntries.

In the context of enhancing OIC cooperation witls tgroup of
member countries, it is worth mentioning that thairmproblem and
challenge facing those countries is shipping thie&rdable goods,
particularly their exports of oil and gas, to im&tional markets over huge
distances from a region composed mainly of landtdckountries. The
destiny of both natural resources development badlomestic industrial
and agricultural bases in these countries dependheodevelopment of
secured and efficiently run transportation netwarkduding pipelines
that can transport their exportable commodities auodiucts to ports for
sale on world markets. Another important point s tcontext is that
given these countries’ potentials of an enormousrahresource base,
particularly the huge proven oil, natural gas atfteomineral reserves,
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the inflows of capital and technology are stillliligneeded and constitute
an important area of cooperation as basic requimésrfer expanding the
production capacity of oil and gas and other ssctord thus boosting
their trade and integration into the world economy.

In the light of these problems and given the compielitical and
economic picture of the region, the role of the ofthe OIC countries in
enhancing cooperation activities through trade iswedstment schemes
with these countries is not an easy tadke political will at the level of
the member countries’ leadership and the implentientaof joint and
bilateral projects within the framework of concremoperation schemes
are two essential conditions for success. The ptiomeof regional trade
cooperation schemes which bring together thesetigesinvith the rest of
the OIC countries would help evolve complemengsitn the economies
of the participating members and pave the way @mlipg resources to
establish infrastructure links and industrial potge By all accounts, the
inflows of capital and technology into those coigsrare highly required.
Investors from other OIC countries will bring witiem not only financial
resources and new production technology but alslis sk business
management and connections to international markets

Although there is a need for enhancing cooperadictivities in all
areas between the OIC-CACs and the rest of the @@ bers, efforts
should be directed towards certain economic seendsareas of high
priority in order to support sustainable growth aledelopment in these
countries as well as boost their integration ifite torld economy. In
this context, we may define briefly some areas #énatin urgent need of
further cooperation as follows:

1- Industry (Energy and Mining)
» Encouraging greater cooperation in the energy setthese countries

with a view to making optimal use of their existirgsources. This is
to include joint projects for the rehabilitationdanpgrading of the oil

° For example, given the fact that Russia still regardstr@eAsia and the Trans-
Caucasian as a top priority aspect of its foreign tradefamaiign policy, any future

regional trade cooperation schemes including the countriggsoregion are likely to

face serious and diverse complications with the Russianr&tede In this context,

Russia usually closely observes the agreements bet@®@eatral Asian States and
neighbouring countries.
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and gas pipelines and the electric power systermsugh direct
investment flows from other OIC members to achiswae efficient
exploration and exploitation of their energy andenal resources.

» Promoting cooperation between the energy-rich OKEEE and
other similar OIC members in other regions througine
implementation of joint projects with especial erapis on the
involvement of the private sector.

» Developing contacts between the OIC-CACs and tHastrialists in
the newly industrialising OIC member countrieshar® information
and experiences that will help enhance privateosexioperation in
this area.

» Encouraging industrial cooperation with the OIC-GAghrough
joint industrial ventures and special arrangemants priorities and
preferential schemes within the OIC framework.

2- Transport and Communication

» Encouraging joint investment projects with the jgvation of the
private sector in the OIC-CACs and other OIC membervarious
fields of transport and communication.

» Encouraging regional transportation facilitatiomjprcts focusing on
regional road and rail transportation networkstipalarly in order
to secure a transportation corridor between the-OACs and their
OIC neighbours.

* Encouraging greater cooperation between those desrand the
rest of the OIC member countries in the field cdngport and
communication-related technology and services tjmospecial
bilateral and/or multilateral agreements to be drawp for this
purpose.

» Promoting the extension by the rest of the OIC tdmof preferential
treatment in the area of transport and communicaticghe OIC-CACs
and expediting, with special reference to them,iitiq@ementation of
the agreements that have already been concludbrhwhe OIC in the
areas of transport, telecommunications and postaices.
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3- Foreign Trade

Promoting trade flows between the OIC-CACs andrtst of the
OIC countries, keeping in mind the mutuality of adtages,
respective levels of economic development and ttiernational
obligations of each country through encouragemehttrade
activities and joint action at the bilateral, regab and multilateral
levels.

Expediting the implementation of the ‘Trade Preftisd System
Among the OIC Countries’ taking into account thelgems facing
the OIC-CACs in their process of integration intoe tworld
economy through access to regional and interndtrongkets.

Encouraging cooperation efforts to address theicdifies and
constraints of trade flows between the OIC-CACs #edrest of the
OIC countries at both the individual country andjioeal levels,
including cooperation in customs and other trad#iti@ion measures.

Developing measures in the rest of the OIC membentties to
minimise those countries’ problems of being lockaud by
facilitating effective cooperation between them #meir transit OIC
neighbouring countries.

Promoting and encouraging the establishment oftfeee and export
zones among the OIC-CACs and with other neighbgu@iC
countries and encouraging private sector investriarthose zones.

Coordinating the views and positions of the OIC-GA® the
various international trade fora, particularly ihet context of
multilateral trade negotiations for the accessmithe WTO, with a
view to accelerating their integration into the ldoeconomy and
securing better terms of trade for themselves.

4- Money, Banking and Finance

Encouraging greater cooperation in the area ofitidtig the flow of
financial resources and encouraging OIC FDI flowts those countries
on the basis of mutual benefits and sound comm@reietices.
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» Undertaking joint action and measures to secusnfiral support for
the implementation of the cooperation projects iffietent areas,
particularly in the area of trade by making use tloé¢ Islamic
Development Bank’s programmes and mechanisms inatba of
trade financing.

» Strengthening cooperation and encouraging the ledtatent of
direct links between the financial institutionstiose countries and
those in the rest of the OIC countries, particylanl the area of
capital movements, direct finance and paymentsigemments.

 Developing and promoting various means of financial
intermediation, such as regional banks, mutual $uswdd insurance
and investment companies involving the OIC-CAChétp widen
and deepen the financial markets in those countries

5- Technology and Technical Cooperation

 Promoting and expanding technical cooperation auhriology-
related activities between those countries andréisé of the OIC
member countries through making the best use oexming OIC
mechanisms in this field.

* Promoting cooperation and coordination activitiesthwthose
countries in the area of Research and DevelopmR&D) and
supporting institution building through technicadsestance in the
core areas of specialisation.

6. CONCLUDING REMARKS

After more than a decade since their independemck991, the OIC-
CACs have recently achieved impressive economiwtrdut still need
to implement further structural reforms to stremgththeir regional
integration and thus enhance their integration tht world economy.
The economic performance of the OIC-CACs in tramsihas improved
considerably, particularly in the period since #98 Russian crisis and
in those countries that made some progress in\@ngienacroeconomic
stabilisation and implementing market reforms. Aitgh prudent fiscal
and monetary policies in those countries have $haeouced inflation
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and government budget deficits and export perfoomdras often been
impressive, the investment climate remains weake#flected in low
levels of FDI. Trade, especially exports, has sHitio some destinations
outside the region, such as the EU, and most desntrave become
more open, although some still maintain high traaeiers.

However, these gains have yet to translate intaswble economic
growth and widespread rising living standards. Ti@n challenge in
the coming years will be to ensure that economagmass is sustained
by strengthening structural reforms where mosthosé countries still
face a difficult transition period with a long umhed reform agenda.
Looking ahead, there seem four main challengeshiose countries to
achieve sound sustainable growth and successfegration into the
world economy over the medium term, as follows:

First, prospects for sustained growth over the medium wepend
critically on governments’ ability to implement wttural reforms.
Reflecting their natural resource base endowmehts,OIC-CACs in
transition show a high concentration of export cardities. This makes
them more vulnerable to fluctuations in world conality prices and to
developments in specific markets, as experiencethgluhe crises in
Russia and Turkey. Promoting economic diversifaratrequires high
guality investment by both the public and privatetsrs to develop new
sources of growth. In this context, private seckevelopment should be
identified as a crucial item in the reform agen@aen its impact on
growth, while a significant improvement in the mess environment
has taken place during the last couple of yearst mbthose countries
still lag behind most other transition economiebkerEfore, efforts to
provide a more conducive environment for privatet@e activity,
including the banking sector, should be given hglority in the years
ahead, especially in view of the modest FDI flont® ithose countries.

Second, given that many of those economies are smalllackkd-
land, the creation and preservation of an operetevironment and
finding solution to the regional trade disputes ldolbe vital for
enabling them to realise their growth potentiale Turrent regional and
bilateral trade preference schemes in which thosatcies are members
(mainly the ECO) can play a useful role in promgtiregional trade,
which remains weak in most countries in the regidfowever,
experience suggests clearly that regional cooperatthemes are not a
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lasting alternative to a multilateral approach.this context, many of
those countries must not delay their progress t@WHIO accession or
come at the expense of their integration into tbedveconomy.

Third, regional cooperation in a variety of areas resaiveak.
Closer regional cooperation through increased ntantegration needs
to extend beyond trade. Increasing regional codiperaespecially in
transport and energy, is a key challenging issualiothose countries.
Regional transportation networks need to be deeelo facilitate
access to world markets. All countries in the ragieed to ensure that
arbitrary restrictions do not interfere with theovl of goods and
services. Kazakhstan, which accounts for a sigmiticshare of Central
Asian transit trade, bears a particular resporisilil this area.

Fourth, some OIC-CACs still face difficult trade-offs ipublic
expenditure, given the existing financing constsinespecially the
challenging task of balancing the competing neeflsa®ing social
expenditure and meeting external debt obligatiorslewmaintaining
sustainable fiscal positions. In this context, ainsb and sustained
economic growth requires transparency and goodrgawee. Experience
as well as recent research results on this area sta transparency and
good governance are correlated with better investnad growth
performance, particularly in countries that aré ficnatural resources.

With such challenges still facing most of the OIB&S, enhancing
economic cooperation with the rest of the OIC meandoentries is now
more important than ever. The first and foremosk ia this regard is to
have a clear and correct understanding of the $oacel factors that are
driving developments in the foreign relations ofodld countries,
particularly their trade relations in a region wdheomplex economic and
political conditions are still taking place. Funtttmoperation between the
OIC-CACs and the rest of the OIC members in difiesocio-economic
fields would not only help those countries in thaitegration process at
the regional and global levels, but also bring @ dgnamism to the OIC
community. In this context, strengthening OIC regiocooperation with
those countries, particularly in trade and investimis very important and
essential, particularly for the smaller and poooests that are at the risk
of marginalisation in the region. If those courgrage not allowed market
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access for the goods and services in which they tm\comparative
advantage, this would further add to the alreadstieg trade barriers.

In fact, with a remarkable industrial potential antmense natural
resource base, including considerable oil and gaserals and metals
reserves and vast arable land areas, the OIC-CAfoyg,eas a bloc, all
kinds of opportunities for securing a sustainablevetbpment for
themselves in their region. In this context, idiso worth mentioning that
new growth hubs are emerging in Asia, where growah significantly
outpaced Europe over the past decade and, accotdintpe IMF
projections, will continue to do so in the comingays. This economic
potential of Asia, and of China in particular, wiflost probably provide
significant new economic opportunities of the Canésian region where
the OIC-CACs are located. Seizing these opporesitequires that those
countries stay in the course and consolidate ties ghey have already
realised in achieving macroeconomic stability.

However, this requires first and foremost the aoptof an
outward-looking strategy to accelerate integratimo the world
economy. Within the framework of such a strategythfer trade and
financial integration at both regional and interoiaal levels may help
those countries sustain their recent high growtiastarhey have to push
forward with trade and institutional reforms andsemre sound fiscal
policies that provide adequate public resourcesdéweloping regional
infrastructure and move toward more flexible exdenate regimes to
ensure internal and external balance. These aremalbrtant policy
measures that are to be taken in order to creatalhy business and
investment environment, an area in which almosb#3-CACs are still
lagging behind other transition economies.

In all, the OIC-CACs in transition face truly toudkcisions over the
coming years in their trade and investment policpesticularly in the
energy sector where they have to balance the gobind economics of
the oil and gas sectors. They have to be realistitheir investment
plans and decisions on economic necessities armveadll, live with
each other and their neighbours in the region withew to developing
any possibility of economic cooperation to enhartbeir future
economic prospects and integration into the watlthemy.
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ANNEX
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TABLE A.1: COUNTRIESIN TRANSITION

CIS CEECs & Mongalia
Armenic Czech Republi Albanie
Azerbaijan Estonia (*) (1 Bosnia and Herzegovi
Belaru: Hungary (1 Bulgaria (2
Georgie Latvia (*) (1) Croatie
Kazakhstan Lithuania (*) (1) Macedonii
Kyrayz Republic Poland (1 Romania (2
Moldovs Slovak Republic  Serbia and Montenec
Russi: Slovenia (1
Tajikistan Mongolia
Turkmenistan
Ukraine
Uzbekistan

Source: IMF, World Economic Outlook, September 2003. (*}iB&tates.
(1) Joined the EU in 1 May 2004. (2) Prospected membehei&U in
2007. The countries underlined in bold are OIC-CACs.

TABLE A.2. THE NISOF THE FSU (2001)

Land Area | Population GDP Exports

(000 Knf) (Million) (US$m) | (US$m)
CIS Countries 21998 281.4 415273 145861
Armenia 30 4.0 2118 340
Azerbaijan 87 8.1 5717 2314
Belarus 208 10.0 12219 7525
Georgia 70 5.1 3138 345
Kazakhstan 2671 14.9 22135 8647
Kyrgyzstan 192 49 1527 477
Moldova 34 43 1479 570
Russia 17075 144.8 309951 103100
Tajikistan 143 6.3 1807 652
Turkmenistan 470 4.8 5962 2505
Ukraine 604 49.1 37588 16265
Uzbekistan 414 25.1 11632 3121
Baltic States 175 7.4 25066 9895
Estonia 45 15 5525 3310
Latvia 65 24 7549 2000
Lithuania 65 35 11992 4585
Al NIS 22173 288.8 440339 155756
Excluding Russia 5098 144 130388 52656
OIC-CACs 3977 64.1 48780 17716
As % of:
All NIS 17.9 22.2 11.1 11.4
Excluding Russia 78.0 445 374 33.6
OIC Countries 12.5 4.9 3.5 3.5

Sources: SESRTCIC Database & World Bank, World Development

Indicators 2003.



TABLE A.3: AZERBAIJAN

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 86.60 86.60 86.60 86.60 86.6( 86.6D 86.60 86.60 6.608
Population (million) 7.38 7.49 7.68 7.84 7.87 7.9% 8.02 8.08 8.14
GDP (US$ m) 10059 4992 2417 3962 4446 4581 5273 7571 6090
% of GDP:
Agriculture 31.0 22.0 27.0 22.0 18.0 18.2 15.9 148 14.2
Industry” 40.0 52.0 32.0 18.0 35.0 39.1 42.5 43.4 457
Services 29.0 26.0 41.0 60.0 47.1 42.7 416 4116 .2 4(
Per capita GDP (US$) 1363 666 315 504 565 576 657 08 7 748
Real GDP (% change) -0.7 -23.1 -11.8 5.8 10.0 7.4 111 9.9 10.6
Real per capita GDP (%) n/a -24.2 -13.9 3.7 9.4 6.3 10.1 9.1 9.8
Inflation rate” 105.6 1129.7 411.8 3.7 -0.8 -8.5 1.8 1.5 2.8
Exports (FOB, US$ m) 1571 993 547 781 607 929 1745 2314 2168
Imports (CIF, US$ m) 998 635 668 791 1077 1034 1172 1430 1665
Trade balance (US$ m) 573 358 -121 -1(Q -470 -105 3 57 884 503
Current account (US$ m) n/a -97 -401 -916 -1365 0-60 -168 -52 -769
Fiscal balance (% of GDR) -0.2 -4.3 -2.8 -1.6 -3.9 -4.7 -0.6 -0.4 -0.4
Reserves - Gold (US$ m) n/a 1 120 460 4473 672.6 79.66 896.7 721.5
FDI (net US$ m) n/a 155 591 1114.8 1023 510|3 129.9 226.5 1392.4
External Debt (US$ m) n/a n/a 321.( 506.77 708/1 81D3| 1274.2 1219 1400
Exchange raté n/a 100.0 4413.5 3985.4 3869 4120(2 4474.1 4656.6860.8

Sources: SESRTCIC Database & “Azerbaijan: Countofile 2003, the Economist Intelligence Unit Limdt@003, London, UK”.
Notes: (1) including construction. (2) Annual a\gg& change of consumer prices. (3) Annual avetiigaat per US$ 1). (n/a)
Data not available.



TABLE A.4: KAZAKHSTAN

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 2670.73| 2670.73 2670.78 2670.Y3 2670/73 2670.7870.Z3| 2670.73] 2670.78
Population (million) 16.52 16.48 16.07 15.7% 15.00 14.90 14.86 14.85 14.86
GDP (US$ m) 34542 24728 17211 21272 22070 16956 95182 22135 24412
% of GDP:
Agriculture 28.0 29.0 12.0 13.0 8.6 9.9 8.1 8.7 7.9
Industry” 42.0 42.0 30.0 30.0 29.3 32.9 38.5 37.4 354
Services 30.0 29.0 58.0 57.0 62.1] 57.2 534 539 .6 56
Per capita GDP (US$) 2091 1500 1071 1351 1471 1138 1231 1491 1643
Real GDP (% change) -13.0 -12.0 -8.2 1.6 -1.9 2.7 .8 9 13.5 9.5
Real per capita GDP (%) n/a -11.8 -5.8 3.7 3.3 3.4 10.1 13.6 9.4
Inflation rate” 91.0 1662.3 176.3 17.4 7.3 8.4 13.4 8.4 6.(
Exports (FOB, US$ m) 1183 957 5256 6498 5871 5989 2889 8647 10067
Imports (CIF, US$ m) 2546 1688 3807 4304 6672 5645 6848 6363 7646
Trade balance (US$ m) -1363 -731 1449 2194 -801 344 2440 2284 2420
Current account (US$ m) n/a n/a -213 -799 -1225 1-17 676 -1092 -596
Fiscal balance (% of GDR) -9.0 -6.9 -3.1 -2.6 -41 -4.38 -1.8 -0.4 0.0
Reserves - Gold (US$ m) n/a n/a 1136 1697 1461 1479 1594 1997 2550
FDI (net US$ m) n/a 660 1137 1321 1151 1587 1283 2328 2561
External Debt (US$ m) n/a n/a 3750 4078 6084 6122 180% 14372 10081
Exchange raté n/a 6.31 60.95 75.44 78.30 119.52 142.13 146(74 3.285

Sources: SESRTCIC Database & “Kazakhstan: Countfil® 2003, the Economist Intelligence Unit Limit€003, London, UK”.
Notes: (1) including construction. (2) Annual awgg&@b6 change of consumer prices. (3) Annual avef@gege per US$ 1). (n/a)
Data not available.



TABLE A.5: KYRGYZ REPUBLIC

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 191.80 191.80 191.80 191.80 191.80 191.80 191/.8091.80 191.80
Population (million) 4.49 4.54 4.59 4.72 4.76 4.83 4.90 4.92 5.00
GDP (US$ m) 5538 3915 1492 1768 1640 1250 1370 1527 1603
% of GDP:
Agriculture 39.2 37.0 34.7 52.0 35.9 34.8 34.2 3465 35.6
Industry” 27.6 33.1 28.0 19.0 20.8 24.7 27.1 26.3 24.2
Services 28.2 29.9 30.9 29.0 43.3 40.% 38,7 39(2 .2 40
Per capita GDP (US$) 1233 862 325 375 345 259 280 10 3 321
Real GDP (% change) -7.9 -15.5 -5.4 9.9 2.1 3.7 5p 53 -0.5
Real per capita GDP (%) n/a -16.4 -6.4 7.0 1.2 22 35 4.9 -2.1
Inflation rate’ 85.0 772.4 52.5 22.6 10.5 35.9 18.7 7.0 2.1
Exports (FOB, US$ m) 315 247 483 609 514 454 5056 7 47 498
Imports (CIF, US$ m) 410 290 392 709 842 61( 554 7 46 552
Trade balance (US$ m) -95 -43 91 -10( -328 -156 -49 10 -54
Current account (US$ m) -101.4G -88.( -235{0 -138.5-412.5 -252.4 -125.8 -52.6 -34.7
Fiscal balance (% of GDP) -1.2 -14.6 -11.6 -4.7 0-3. -2.5 -2.0 0.4 -1.0
Reserves - Gold (US$ m) n/a 35 67 1698 163.8 229.7239.1 263.5 288.9
FDI (net US$ m) n/a 10 61 48 109 44 -2 5 n/a
External Debt (US$ m) n/a n/a 608 1341 1506 1736  2718| 1717 1700
Exchange ratd n/a 3.80 10.82 17.36 20.84 39.01 47.7 48.38 46.04

Sources: SESRTCIC Database & “Kyrgyz Republic: GouRrofile 2003, the Economist Intelligence Unitrited 2003, London,
UK”. Notes: (1) including construction. (2) Annualerage % change of consumer prices. (3) AnnuabgegqSom per US$ 1). (n/a)
Data not available.



TABLE A.6: TAJIKISTAN

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 143.12 143.12 143.12 143.12 143.12 143.12 143.1243.12 143.12
Population (million) 5.30 5.64 5.84 6.05 6.10 6.24 6.17 6.31 6.50
GDP (US$ m) 4306 2520 1042 1131 1304 1345 1807 2512 3345
% of GDP:
Agriculture 33.0 33.0 38.0 33.0 27.1 24.9 25.4 270 26.7
Industry” 35.0 35.0 35.1 35.0 21.8 24.0 27.1 27.3 267
Services 32.0 32.0 26.8 32.0 51.1 51.1 476 457 .6 46
Per capita GDP (US$) 812 447 178 187 214 21p 293 8 39 515
Real GDP (% change) -7.1 -11.1 -12.% 1.7 5.4 3.7 3 8| 10.2 9.1
Real per capita GDP (%) n/a -16.2 -15.4 -1.7 4.5 4 1. 9.5 7.8 6.0
Inflation rate” 111.6 2194.9 610.0 88.0 43.2 27.5 32.9 38.6 12(2
Exports (FOB, US$ m) 424 350 749 803 597 689 784 263 nla
Imports (CIF, US$ m) 706 532 810 750 711 663 675 8 68 nla
Trade balance (US$ m) -282 -182 -61 53 -114 24 109 -36 n/a
Current account (US$ m) n/a -209 -70 -60 -108 -36 62 - -74 -33
Fiscal balance (% of GDP -26.8 -24.8 -10.1 -3.3 -2 -2.4 -0.5 0.2 n/a
Reserves - Gold (US$ m) n/a n/a n/a 36.5 536 552 92.9 92.6 n/a
FDI (net US$ m) n/a 9 15 18 25 21 22 22 36
External Debt (US$ m) n/a n/a 634 1064 1250 1282 4110, 1086 1100
Exchange ratd n/a n/a 135.0 564.0 777.00 1238.00 1.8P 2.38 2.78

Sources: SESRTCIC Database & “Tajikistan: Countfile 2003, the Economist Intelligence Unit Limit@003, London, UK”.
Notes: (1) including construction. (2) Annual ayg@g&b6 change of consumer prices. (3) Up to 1999k Rguble per US$ 1, annual
average. The Somoni replaced the Tajik Rouble itol@r 2000 (S 1: Tr 1000). (n/a) Data not available



TABLE A.7. TURKMENISTAN

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 469.93 469.93 469.93 469.93 469.93 469.93 469.9369.93 469.93
Population (million) 3.75 431 4.51 4.24 4.86 438 4.74 4.84 4.80
GDP (US$ m) 5361 5156 909 2761 2862 3327 4404 5962 6134
% of GDP:
Agriculture 32.2 32.0 16.9 32.0 25.0 27.0 27. 266 26.2
Industry” 29.8 31.0 61.3 31.0 43.0 45.0 45.0 48.5 486
Services 38.0 37.0 21.8 37.0 32.0 28.0 28.0 250 .3 2§
Per capita GDP (US$) 1430 1196 202 651 589 760 929 1232 1278
Real GDP (% change) -4.7 -10.0 -7.2 1.7 7.Q 165 .018 20.5 3.2
Real per capita GDP (%) n/a -20.3 -11.1 8.6 5.0 .830 9.7 18.1 4.1
Inflation rate” 102.5 3102.4 1005.2 83.7 16.8 23.1 8.0 11.6 n/a
Exports (FOB, US$ m) 146 416 1881 751 593 1187 2505 1184 n/a
Imports (CIF, US$ m) 618 497 1364 1201 968 922 1787 1554 n/a
Trade balance (US$ m) -472 -81 517 -450 -37p 265 8 71 -370 n/a
Current account (US$ m) n/a 442 23.5 -579.9 -934.5 -571 412 -200 -150
Fiscal balance (% of GDR) 1.7 -4.1 -1.6) 0.3 0.0 7-2. 0.9 0.4 0.9
Reserves - Gold (US$ m) n/a n/a n/a n/g n/a n/a nfa nla n/a
FDI (net US$ m) n/a 79 223 108 62 89 131 130 n/a
External Debt (US$ m) n/a n/a 402 1771 225P n/a n/a 2350 n/a
Exchange raté n/a n/a 449 4143 4890 5200 520( 5200 n/a

Sources: SESRTCIC Database & “Turkmenistan: CouRngfile 2002, the Economist Intelligence Unit Lied 2003, London,
UK”.

Notes: (1) including construction. (2) Annual avgge6 change of consumer prices. (3) Annual avefisigmat per US$ 1). (n/a)
Data not available.



TABLE A.8: UZBEKISTAN

1991 1993 1995 1997 1998 1999 2000 2001 2002
Land area (000 ki 414.24 414.24 414.24 414.24 414.24 414.24 414.2414.24 414.24
Population (million) 20.86 21.85 22.69 23.56 24.05 23.93 24.75 25.07 25.25
GDP (US$ m) 23335 20425 10168 14705 14948 17041 173f 11632 9682
% of GDP:
Agriculture 37.2 23.0 33.0 26.0 28.2 26.4 26.9 304 241
Industry” 35.8 36.0 34.0 27.0 22.9 22.5 21.3 19.9 25
Services 26.3 41.0 33.0 47.0 48.9 51.1 51,8 497 .7 5(
Per capita GDP (US$) 1119 935 448 624 622 712 554 64 4 383
Real GDP (% change) -0.5 -2.3 -0.9 2.4 2.1 3.4 3.3 3.8 2.8
Real per capita GDP (%) n/a -6.5 -4.4 -1.2 0.1 3.9 0.0 2.5 2.1
Inflation rate” 105.0 534.2 304.6 70.9 16.7 44.6 50.7 48.9 388
Exports (FOB, US$ m) 1257 636 2708 2890 2447 2888 3093 3121 n/a
Imports (CIF, US$ m) 2048 813 3030 4539 305p 2676 9562 3283 n/a
Trade balance (US$ m) -791 -177 -327 -1648 -608 212 353 -162 n/a
Current account (US$ m) -237 -429 -49 -906 -1083 4-1§ 184 290 -78
Fiscal balance (% of GDP) -4.5 -2.1 -4.7 -2.2 -3.3 -17 -1.0 -2.5 n/a
Reserves — Gold (US$ m n/a n/a n/a n/g n/a nfa nfa n/a n/a
FDI (net US$ m) 9 48 120 167 140 121 73 71 n/a
External Debt (US$ m) n/a n/a 1787 2782 3213 4773 3734 4627 4360
Exchange ratd n/a n/a 30.0 40.20 94.8 124.9 237.6 423|8 771.0

Sources: SESRTCIC Database” & “Uzbekistan: CouRtgfile 2003, the Economist Intelligence Unit Liedt2003, London, UK”.
Notes: (1) including construction. (2) Annual avgg&b6 change of consumer prices. (3) Annual avef@ge per US$ 1). (n/a) Data
not available.



TABLE A.9: STRUCTURE OF TRADE (% of total, 2002)

Main Exports

Main I mports

Azerbaijan Oil products (88.9%), food products (3.1%)Machinery (23.8%), petroleum produdts
petrochemicals (1.7%). (17.6%), metals (16.9%), food (14.3%).

K azakhstan Oil products (61%), metals (23%), food |[&Machinery (43%), chemicals (15%), energy
agricultural goods (5%), chemicals (4%). | (13%), food (8%).
Metals (40.7%), building materials (14%)0Qil/gas (23.8%), machinery (22.1%),

Kyrgyz light manufacturing (13.4%), agriculturalagricultural products (14.7%), chemicals (&

Republic products (11.6%), oil/gas (7.4%), electricjtynetals (14%) light manufacturing (12.8%).
(4.5%).

Tajikistan Aluminium (61%), electricity (12%), cottop Aluminium oxide (24%), oil & gas (13%),
(11%). electricity (12.7%), grain (8%).

Turkmenistan Natural gas (57%), oil & refined productdMachinery (45.4), building materials (28%),
(26%), cotton (12%), electricity (5%). consumer goods (17.3%), food (9.3%).
Cotton (26.6%), energy (11.5%), gold (10%Machinery (41.8%), chemicals (15.3%),

Uzbekistan

metals (7.9%), machinery & equipment (3.4

1)foodstuffs (12.6%), energy products (3.8%).

Sources: Country Profiles 2003 (Azerbaijan, KaztddsKyrgyz Republic, Tajikistan, Turkmenistan, Bktstan),
the Economist Intelligence Unit Limited 2003, LomddJK.



TABLE A.10: MAIN TRADING PARTNERS, 2002 (% of total value)

AZERBAIJAN KAZAKHSTAN
Exportsto % Importsfrom % Exportsto % Importsfrom %
Italy 50.0 Russia 16.9 CIs 23.0 CIs 31)9
Israel 7.1 Turkey 9.4 Bermuda 20.7 Russia 26.8
Russia 4.4 Kazakhstan 9.0 Russia 15.7 Germany 8.7
Turkey 3.8 USA 5.9 China 10.5 China 4.7
Georgia 3.7 Ukraine 4.8 Non-CIS 76.9 Non-CIS 64.1
KYRGYZ REPUBLIC TAJIKISTAN
Exportsto % Importsfrom % Exportsto % Importsfrom %
Switzerland 19.8 Kazakhstan 211 CIs 391 CIs 81.0
Russia 16.5 Russia 19.9 Uzbekistan 211 Uzbekistan30.0
China 8.5 Uzbekistan 10.3 Russia 1414 Russia 17.0
Kazakhstan 7.6 China 10.1 Europe 46.9 Europe 11.0
USA 7.4 USA 8.1
TURKMENSTAN UZBAKISTAN
Exportsto % Importsfrom % Exportsto % Importsfrom %
Russia 41.1 Russia 14.3 Russia 16.7 Russia 15.8
Germany 16.2 Turkey 14.1 Switzerlang 8.8 South Kore 9.8
Iran 9.7 Ukraine 12.0 UK 7.2 USA 8.7
Turkey 7.4 UAE 8.2 Ukraine 4.7 Germany 8.6
Ukraine 6.6 Japan 8.1 South Korep 33 Kazakhstan 3 [7.

Sources: Country Profiles 2003 (Azerbaijan, KazéinsKyrgyz Republic, Tajikistan, Turkmenistan,
Uzbekistan), the Economist Intelligence Unit Lindit2003, London, UK.



TABLE A.11: DIRECTION OF TRADE: EXPORTS (Million US $)

1993 1997 2001
Total | Intra- | Rest of Total | Intra- Rest of Total | Intra- Rest of
exports| OIC | the world | exports | OIC | the world | exports| OIC | the world

Azerbaijan 993 358 635 781 262 519 2314 165 2149
Kazakhstan 957 84 873 6499 629 5869 8647 972 7675
Kyrgyzstan 247 7 240 609 228 381 a7y 123 354
Tajikistan 350 6 344 803 214 589 652 211 441
Turkmenistan 416 127 289 751 30% 446 1184 625 559
Uzbekistan 636 30 606 2890 54( 2350 3121 387 2734
Total 3599 612 2987 12332 | 2178 10154 16395 | 2483 13912
% of total Exports 100.0 17.0 83.0 100.p 17{7 82.3 100.0 15.1 84.9
% of total OIC 1.3 2.0 1.2 3.0 4.8 2.7 3.2 4.4 3.0
Sources: SESRTCIC Database & Table A.3 to Tableahd/e.

TABLE A.12: DIRECTION OF TRADE: IMPORTS (Million US $)

1993 1997 2001
Total | Intra- | Restof | Total | Intra- | Rest of Total | Intra- Rest of
Imports| OIC | the world | imports | OIC | the world| imports | OIC | the world

Azerbaijan 635 208 427 791 335 456 1430 471 954
Kazakhstan 1688 - 1688 4304 444 3860 6363 351 6012
Kyrgyzstan 290 9 281 709 294 415 467 190 277
Tajikistan 532 15 517 750 368 382 688 351 337
Turkmenistan 497 141 356 1201 440 788 1554 459 1095
Uzbekistan 813 261 552 4534 88 3658 3283 432 2851
Total 4455 634 3821 12293 | 2761 9559 13785 2254 11531
% of total Imports 100.0 14.2 85.8 100.p 2244 77.6 100.0 16.4 83.6
% of total OIC 1.6 2.1 1.6 3.2 6.3 2.8 3.3 3.8 3.2

Sources: SESRTCIC Database & Table A.3 to Tableahd@e.



TABLE A.13: OIC-CACs: REGIONAL ECONOMIC COOPERATION SCHEMES

Scheme

Date of Establishment, Member States, Objectives and Progress

Commonwealth of
Independent States (CIS)

The CIS was established on 8 December 1991 by timskVAgreement signed by Belard
Russia and Ukraine. The Agreement sealed the enldeoSoviet Union. Currently, the CI
includes all the FSU republics except the Baltiat&t (see Table A.2 above). The CIS so|
to fill in the institutional vacuum resulting frothe disintegration of the Soviet Union and
coordinate the cooperation among the member siiatesonomic, social and other spher
The CIS introduced a certain order into post-Soaféirs and serves as a useful forum
discussion and ‘networking’ of the FSU republicaw¢ver, the overall record of the CIS h
been disappointing where integration and levelsarfperation among members have so
lagged behind most of the initial expectations.

S,
S
ght
to
es.
for
as
far

Central Asian
Cooper ation
Organisation (CACO)

The CACO'’s origins date back to June 1990 when Klagtan, Kyrgyz Republic, Tajikistar
Turkmenistan and Uzbekistan signed a treaty to latgueconomic integration betwe
themselves and called it at that time the Centsahi Regional Union (CARU). The CAR
was created formally by Kazakhstan, Kyrgyz Republicl Uzbekistan in January 1994
order to provide stability and security through #stablishment of a common market. In J
1998, the name of the Union was changed to ther@lefsian Economic Community (CAE(
in order to reflect the intensification of econorliitks between the members and in Janu
2002 it was renamed the Central Asian Cooperatigadsation (CACO).
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Black Sea Economic
Cooperation (BSEC)

The BSEC was formed when the leaders of Albanimekia, Azerbaijan, Bulgaria, Georgi
Greece, Moldova, Rumania, Russia, Turkey and Ukragstablished a framework f
cooperation among them at a summit in 1992. Yet,BBEC began operation in 1999. T
BSEC was formed with the goal of extending econootioperation by facilitating contac
between businesses and eliminating barriers tetride BSEC members set up a humbe
bodies to meet these goals. The Black Sea Trad®awelopment Bank was set up in 1999
finance and implement joint regional projects. ABEScoordination Centre was established
Ankara to promote the exchange of statistical datal the Istanbul-based BSEC Busin
Council is charged with identifying private and pabnvestment projects. Yet, the results
date have been limited.
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TABLE A.13: OIC-CACs. REGIONAL ECONOMIC COOPERATION SCHEMES (continued)

Scheme

Date of Establishment, Member States, Objectives and Progress

Eurasian Economic
Community (EEC)

In 1995, Belarus, Kazakhstan, Kyrgyz Republic anégdta formed a Customs Union,
which was joined by Tajikistan in 1999. This haswhver, proved largely ineffective in
boosting trade relations between the five statefreaAty on the setting up of a Eurasian
Economic Community (EEC), which augments the custamion with sanction and
enforcement powers, was signed by the five counirieOctober 2000, and entered ingto

force in May 2001.

Economic Cooperation
Organisation (ECO)

The ECO replaced the earlier Organisation of Regi@ooperation for Development
(RCD), established by Iran, Pakistan and Turkeyimkara on 21 July 1964. The RCD
existed until 1979 and, then, it was re-establisieder its present name in January 1985.
The basic Charter of the ECO, known as the Tredtyzmir, was amended by the
Ministerial Conference held in Islamabad, PakistanJune 1990. The ECO became
operational on 11 January 1991. Afghanistan, AdgnbaKazakhstan, Kyrgyz Republic,
Tajikistan, Turkmenistan and Uzbekistan joined B@®&O in November 1992. The Trealty
of Izmir was revised and signed at the Extraordinslieeting of the ECO Council df
Ministers in lzmir, Turkey, on 14 September 1996eTmain objective of the ECO is {o
increase cooperation in various fields with the amattaining sustainable econonjic
development and the expansion of trade among tinebmecountries.

GUUAM

This loose organisation groups together the fivenbrers of the CIS (Georgia, Ukraine,
Uzbekistan, Azerbaijan and Moldova) (GUUAM) thatvedraditionally been most wa
of Russia’s strong influence in the region. GUUAMsvestablished in 1997 with the
unstated aim of excluding Russia from the explmitatind transport of Caspian Sea 0il.
The group hopes to establish east-west trade oorddd energy transportation routes,
deepen political cooperation, and foster closes téth NATO. However, GUUAM's
significance remained limited. It served as a ctiatue forum, but has met infrequently
and has no formal structures. Although GUUAM'’s Head state agreed in September
2000 to deep economic cooperation, the outlooKudher integration among them is not
promising, mainly due to the lack of convergencthiir political interests.
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TABLE A.13: OIC-CACs. REGIONAL ECONOMIC COOPERATION SCHEMES (continued)

Scheme

Date of Establishment, Member States, Objectives and Progress

Eur opean Bank for
Reconstruction and
Development (EBRD)

The EBRD was set up in 1991 to help finance theeltgament of central and easte
Europe after the collapse of communism. The EBRiliantele has grown from just

handful of transition countries in the early 1996s27 countries today (almost all the

CEECs and the CIS countries). By contrast with maiker multilateral organisatior
involved in the region, the EBRD’s mandate compel® focus on the private sect
projects. The EBRD initially found it difficult toarve out at a niche for itself, and wasg|
its early years beset by scandals and a leadecshkip. Although it recovered from theg
in 1998 the Russian financial crisis resulted iavyelosses for the Bank. However, t
EBRD has so far funded hundreds of projects in nengountries, ranging from bar
privatisation to road-building projects.
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The CIS-7 Initiative

The CIS-7 Initiative was launched at the Spring tings of the IMF and World Bank i
April 2002, following a seminar in London in Febrya2002. The principal aim of th
Initiative is to draw attention to the plight ofethseven low-income CIS countri
(Armenia, Azerbaijan, Georgia, Kyrgyz Republic, MoVa, Tajikistan and Uzbekistar
The CIS-7 countries committed themselves to stherghg their reform programme
while the international community pledged increaassistance to countries meeting th
commitments. During its first year, the internatibfinancial institutions, mainly the IMH
continued to help those countries to strengthendégign and implementation of the
reforms, thereby enhancing their growth potentiad anlocking the financial assistan
pledged by the international community. Given iteda objectives, actions under t
Initiative are invariably closely intertwined withegular assistance activities by t
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international community.

Sources: Country Profiles 2003 (Azerbaijan, Kaz#&isKyrgyz Republic, Tajikistan, Turkmenistan, @klstan), the
Economist Intelligence Unit Limited 2003, LondorKU



