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|. Theworst global crisissince WWI

e Globa demand, output, trade, industrial production
(especially manufacturing), capital flows collapsing
around the world since November 2008

* Highly synchronized, global crisis

* Trendscontinuein early 2009
Industrial Production, annual % change

3-month moving average, seasonally adjusted
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Capital flowsto developing countriesdrying out, oil prices
likely to remain low

Gross capital flows to emerging markets and Russia
billion US dollars
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Why was the impact on Russia so strong?

. Dependence of the economy on
— Ol prices
—  Capitd inflows
—  External borrowing by banks and enterprises

. Small size of the small and medium size enterprise
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. Narrow economic structure
. Low competitiveness
. Unexpectedly strong drop in world demand
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Across-the-board, general slowdown, then
deep recession in 2009

« Both tradable and non-tradable sectors accelerated
thelr slowdown in Q4 with industry and
manufacturing registering sharp declinein fina
months of 2008

e Dramatic deterioration in early 2000.
WORLD BANK — Construction: -18.8% in January-February '09
— Trangport: -18.2% in January-February ' 09

— Retall trade: +3.1 percent in January, but -2.4% in
February 2009

— Manufacturing: -24.1 percent in January 2009, -18.3
percent in February. The most significant decline was
registered in production of electro-technical and optical
equipment (-46.6%), other non-metal products
g—33.3‘;@), and transport and transportation equipment

-31%).
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Balance of payments—weakening dueto terms of trade

shock and capital outflows

Table 1.4 Balance of payments (USD billions)

2006 2007 2008"
Current Account Balance 94.5 76.2 98.3
Trade Balance 139.2 130.9 176.6
Capital and Financial Account 11.9 85.9 -128.4
Errors and Omissions 1.1 -13.2 -15.8
Change in Reserves (+ = increase) 107.5 148.9 -45.3
Source: CBR.
a. Preliminary estimates.
Table 1.5. Net capital flows (USD hillions), 2006-08
2006 2007 2008 4Q 2008°
Total net capital inflowsto the private sector 41.9 81.2 -129.9 -1305
Net capital inflowsto the banking Sector 215 45.9 -571.5 -56.2
Net capital inflowsto the non-banking sector 144 35.4 -125 -74.3

Source: CBR.
a Preliminary etimates.



Monetary-Exchange and Fiscal policy—aimingto
limit theimpact of thecrisis

Tahle 1.6. Consolidated budget of the Russian Federation

Percentage point changein GDP over

General Government (consolidated % of GDP .
pudeel) previousyear
2005 2006 2007 2008 2009 2008 2009
Revenues 07 0.7 40.2 35 24 17 145
Expenditure 315 313 31 37 32 04 17
Balance (surplug/deficit) 8.1 84 6.1 48 8 13 128
WORLD BANK Non-oil balance 21 -26 21 58
Primary non-oil balance 1 -18 2.2 5.3
Financing - - - - 8
Drawdown from reserve fund 1
Domedtic borrowing 1
Memorandumitem
Stabilization funds /1 5.6 8.7 117
Reserve fund /1 - - - 9.7
Nationd welfarefund 1/ - - - 6.2

Source: Minigtry of Finance; preliminary; World Bank estimates,
1" End-of-period stock.
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Fraternal twins. Russia’ stwo crises 1997-98 and 2008-09

Box figure 1. Quarterly growth rate (year-on-year) in percentage, 1997-99 vs 2007-09
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Box figure 2. Quarterly growth of investment in
percentage, 1997-99 vs 2007-09
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Box figure 3. Quarterly growth of net exportsin
per centage, 1997-99 vs 2007-09
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Outlook for Russia, 2009-10

Table1.7. Outlook for 2009-2010

2009 2010
World growth, % -17 2.3

Oil prices, Urds USD/brrl 45 45

st P gronth, % 45 00

Federa government bdlance, % -4 -6.0
Current acoount, USD bin. 3l 16

Net capital outflows, USD bin. 170 0
Source: World Bank projections.




Some featur es of fiscal support to enterprises

o Large emphasison tax reduction
e Limited infrastructure spending
o Limited support to SMEs
=t © | | Mited Interventions in the labor market
 Potential support to “strategic enterprises




l[11. FISCAL POLICY RESPONSE—initially supporting
banksand enterprises

Table2.1. Summary of fiscal anti-cris's measures—introduced in 2008 and announced for 2009

Billionsof rubles Totalasa  Didribution of each policy measure
shareof as percentage of total

2008 2009 Total GDP 2008 2009 Total

Strengthening the financia
sctor 785 625 1410 3.28% 0%  3A06%  4823%
e Rmp— Supporti g therea economy 304 79.3 1102.3 2.50% 219%  4351%  31.70%
Protecting thevulnerable - 1115 1115 0.25% 0.00% 6.08% 381%
Tranderstoregions - 300 300 0.67% 0.00% 16.35%  10.26%
Totd 1089 183477 202377  669%  10000%  100.00%  100.00%
% of GDP  262%  4.07% 6.69%

Source: World Bank staff estimates, Government of Russia
Note: Excludes quasi-fiscal and monetary measures, state guarantees in the amount of 300 hillion rubles planned for 2009, measures that were

planned before the crisis, such as increase in the minimum wage and indexation of pensions, as well as externa crisis related lending to CIS
countries and Mongolia,




Fiscal support to thefinancial system

Fiscal measur es aimed at the financial system—introduced in 2008 and announced for 2009

Billions of rubles Total asa  Digribution of each policy measure as
share of percentage of total
2008 2009 Total GDP 2008 2009 Total

Recapitalization and other direct

support 335 70 405 0.96% 42.68% 11.20% 28.72%
Recapitalization of Deposit Insurance

Agency 200 0 200 0.48% 25.48% 0.00% 14.18%
Recapitalization of AHM Lt 60 0 60 0.14% 7.64% 0.00% 4.26%
WORLD BANK Recapitalization of banks 75 45 120 0.28% 9.55% 7.20% 8.51%
IHTHE RUSSIAN FEDERATION Recapitalization of Rosagrolizing 0 25 25 0.06% 0.00% 4.00% 1.77%
Subordinated loans” 450 555 1,005 2.31% 57.32% 88.80% 71.28%

Total 785 625 1,410 3.28% 100.00%  100.00%  100.00%




Supporting thereal economy—using direct support
and easing the tax burden

Table 2.3. Summary of “fiscal stimulus’ measures aimed at supporting the real economy—introduced in
2008 and announced for 2009

Amount in RUR (billions) Total asa  Distribution of each policy measure as
share of percentage from total
2008 2009 Total GDP 2008 2009 Total
Fiscal stimulusaimed at firms 272 763.27  1,035.27 2.35% 89.47% 63.09% 68.39%
Sector specific support” 52 276.67 328.67 0.74% 17.11% 22.87% 21.71%
Small and medium enterprises” 6.2 6.2 0.01% 0.51% 0.41%
Export industries 6 6 0.01% 0.50% 0.40%
Decrease in tax burden” 220 474.4 694.4 1.58% 72.37% 39.21% 45.87%
@ Fiscal stimulus aimed at
households 32 146.5 178.5 0.40% 10.53% 12.11% 11.79%
WORLD BANK Purchase of housing unitsfor
military and vulnerable groups 32 35 67 0.15% 10.53% 2.89% 4.43%
Labor market policies (including an
increase in unemployment benefits) 1115 1115 0.25% 9.22% 7.37%
Fiscal stimulusaimed at regions 300 300 0.67% 24.80% 19.82%
Total 1,209.7
304 7 1513.77 3.42% 100.00%  100.00% 100.00%

Total (asashareof GDP) 0.73% 2.68% 3.42%

Note: Excludes quasi-fiscal and monetary measures. In addition to fiscal measures to support firms that amount to more than 900 billion rubles
in 2009, the government is planning to issue state guarantees of 300 billion rubles (not reflected in the budget).




How does Russia’s fiscal stimulus compare with G-20

countries?

measresin G-20 countries growth cleodertion in G-20 oountries
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Social Impact—spreading fast

Figure 2.2 Projected loss of employment in Russiain 2009
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Projected amount of poor people before and after the
crisis (in millions), 2008-09
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What more can future policy do»

« Adjusting the Fiscal Policy Response—tar geting households,
infrastructure, and small and medium enterprises

* Additional package must be:
— Fiscally affordable
— Cost efficient in alleviating poverty
— Possible to scale up through simplereforms

— Compatible with existing level social safety net mechanisms
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Table2.4. A social protection simulus package of 1 percent of GDP, implemented in a
period from April 2009 to M arch, 2010 could help move 4.1 million people out of poverty
compared with ano-program scenario

Cost of theprogram Reductionin Reduction in
asashareof GDP  povertyrate, poverty, million

per centage people
points
Child dlowance 0.28 0.8 1.13
L ow-end pensions 0.59 1.8 2.54
U nemployment ben€fits 0.14 0.3 0.42
Totd 1.00% 2.9 4.09

Sour ce: World Bank esimates.




Theadditional social packageisconstructed so asto
maximize impact on poverty

Figure2.6. Impact on poverty reduction for a given increasein program budget
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What more? Additional modest support for infrastructure
bottlenecksand SMEs

e Supporting recovery and medium-term
growth (0.5% of GDP):

— Infrastructure bottlenecks

— SMEs

WORLD BANK

W IN SUM, we propose in the short term:

« Social protection package (1% of GDP)
e Infrastructure and SMEs (0.5% of GDP)

— Over April 2009-April 2010 period.

— This could help the economy cushion the large social
Impact and prepare it for a more sustained economic
recovery later on.



Back tothefuture: Accelerating

structural reforms
e Even during the crisis, long-term structural

reform agenda should not be forgotten.
e Critical to long-term growth.

* More competitive international business
climate and fewer resources after crisis

WORLD BANK

PR — Banking sector modernization

— Public administration and governance reform
— Improving investment climate

— Infrastructure

— WTO agenda

— Improving effectiveness and targeting of the safety
net




Thank you!
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