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The global recession has deepened, with larger than expected declines in output and 

employment in many countries, Russia included. Global output is now expected to 

decline full 2.9 percent in 2009, with high-income countries hardest hit. Real economy 

and social impact on Russia was also larger than anticipated just a few months ago. And 

Russiaôs real GDP in 2009 is likely to contract about 7.9 percent in 2009. 

Unemployment could rise to 13 and poverty to 17.4 percent by year end. And Russian 

middle class measured by household consumption is likely to shrinkïïby about 10 

percentïïfrom 55.6 to 51.2 percent (a decline of 6.2 million people). But the large 

stimulus package, gradual recovery of oil prices and lower inflation could bode well for 

the second half of the year, and the Russian economy could return to modest growth in 

2010. But given the weak global demand, external environment for Russia will continue 

to be difficult over the next 18 months. Short-term policy emphasis continues to be 

warranted for social assistance, infrastructure and small and medium size enterprises. 

With more constrained financing environment for the government and the private sector 

in the post crisis period, Russia should accelerate structural reforms aimed at raising 

productivity and improving diversification and competitiveness.  
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RUSSIAN ECONOMIC REPORT No. 19 

I    RECENT ECONOMIC DEVELOPMENTS  

Summary. The global recession has deepened, with larger than expected declines in output and employment in 

many countries, Russia included. Global output is now expected to decline full 2.9 percent in 2009, with high-income 

countries hardest hit. Real economy and social impact on Russia was also larger than anticipated just a few months 

ago. And Russiaôs real GDP in 2009 is likely to contract about 7.9 percent in 2009. Unemployment could rise to 13 

and poverty to 17.4 percent by year end. And Russian middle class is likely to shrinkïïby about 10 percentïïfrom 

55.6 to 51.2 percent (a decline of 6.2 million people). But the large stimulus package, gradual recovery of oil prices 

and lower inflation could bode well for the second half of the year, and the Russian economy could return to modest 

growth in 2010. But given the weak global demand, external environment for Russia will continue to be difficult over 

the next 18 months. Short-term policy emphasis continues to be warranted for social assistance, infrastructure and 

small and medium size enterprises. With more constrained financing environment for the government and the 

private sector in the post crisis period, Russia should accelerate structural reforms aimed at raising productivity and 

improving diversification and competitiveness.  

The impact of the global financial crisis escalated throughout the first quarter of 2009, with sharp contractions in 

developed and emerging markets, but the pace of contraction is bottoming out. Industrial production, trade, and 

global demand contracted sharply around the world at rates not seen since the Great Depression. Developed 

countries have been hard hit.  Output in OECD countries fell by about 2.1 percent in the first quarter of 2009 (year-

on-year), indicating a more severe contraction of economic activity and trade from the last quarter of 2008. In high-

income countries, industrial production contracted by 17 percent (year-on-year, three-month moving average) as of 

March 2009ðdown from a recent peak of 2.7 percent growth in October 2007. In developing countries, excluding 

China, the decline reached 10 percent in March 2009, well below the levels observed in recent years (figure 1.1). 

According to the World Bankôs current global forecast, global real GDP in 2009 is likely to decline by 2.9 percent in 

2009, with particularly deep drops in industrial production. World trade is expected to decline by 9.7 percent.  

But there are some positive signsïïsome ñgreen shootsòïïat the global level. The credit crunch seems to be easing, 

sovereign spreads are down, and a recent increase in oil prices has resuscitated investment sentiment towards 

resource- rich emerging markets (see box 1.1). In the first part of 2009 average oil prices rebounded from December 

lows on large OPEC production cuts. The average monthly crude oil prices reached USD 58 a barrel in May. But 

prices are facing resistance as large markdowns to global oil demand continue. The World Bank has revised its 2009 

forecast for average crude prices (Brent, Dubai, and WTI) upward from USD 47.8 a barrel to the mid-USD 50s (box 

1.1 and box figure 2). An increase in oil prices has strengthened investor confidence in resource-rich emerging 

markets, including Russia. As of June 1 the RTS index had climbed by 85 percent since the beginning of 2009, and 

the much broader MSCI Emerging Markets Index by 36 percent.  
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Figure 1.1. Economic activity in Russia and other countries collapses in Q4-2008 and Q1-2009, but there are early signs 

of bottoming up 

  
 

Output and investmentïïcontracting sharply 

A worsening global environmentïïcontracting global demand, fallin g commodity prices, and tightening of 

creditïïhas accelerated Russiaôs economic downturn in the first quarter of 2009 (table 1.1). The estimated 

contraction in real GDP in the first quarter of 2009 was 9.8 percent, down from 8.7 percent growth during the same 

period in 2008 (Rosstat). Based on the most recent April-May data in the second quarter, real GDP is estimated to 

contract even further, driven by continued decline in industrial production (Figure 1.1). 

Table 1.1.  Main macroeconomic indicators, 2006-09 

 2006 2007 2008 Q1-2009 Jan-Apr  -09  Jan- May 09 

GDP growth, % 7.7 8.1 5.6 -9.8 -9.8* -10.1** 

Industrial production growth, y-o-y, % 6.3 6.3 2.1 -14.3 -14.9 -15.4 

Fixed capital investment growth, %, y-o-y 16.7 21.1 9.8 -15.6 -15.8 -17.7 

Federal government balance, % GDP 7.4 5.5 4.0 -0.6 -3.3 -3.1 

Inflation (CPI), % change , e-o-p 9.0 11.9 13.3 5.4 6.2 6.8 

Current account, billion USD 95.6 76.6 98.9 11.1 n/a n/a 

Unemployment, % (ILO definition) (period 

average) 
7.2 6.1 6.4 9.4 9.6 

9.7 

Memo:  Oil prices, Urals (USD a barrel) 61.2 69.5 95.1 44.1 45.5 47.8 

Reserves (including gold) billion USD, e-o-p 303.7 478.8 427.1 383.9 383.9 404.2 

Source: Rosstat, CBR, Ministry of Finance, Bloomberg. 

* Preliminary estimate by Ministry of Economic Development. 

**  Preliminary World  Bank staff estimate. 

 

Domestic demandðcollapsing 

Weak global demand and uncertainties combined with tighter credit and rising unemployment constrain both 

consumption and investment in Russia (figure 1.2). Household consumptionïïthe main source of growth in recent 

yearsïïremained resilient in the last quarter of 2008, when it grew more than 8 percent, but then it contracted by 2.2 

percent in the first quarter of 2009 relative to the same period in 2008 according to the Ministry of Economic 

Development. A reversal in the growth of household consumption, in part due to a sharp increase in unemployment, 

is also reflected in falling retail sales (down by 1.1 percent in the first quarter) and sharply deteriorating consumer 

confidence. According to a Rosstat survey, the consumer confidence index reached negative 35 percent, levels last 

seen in 1999. A decline in investment that started already in the fourth quarter of 2008 as a result of liquidity 

problems in the banking sector has accelerated in the first quarter of 2009. According to the Rosstat estimates, total 

fixed capital investment, hit hard at the end of 2008, continued to contract by 15.2 percent in the first quarter of 2009. 
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Preliminary data for April and May show a further, sharp decline in aggregate demand in the second quarter of 2009 

with deeper drop in net exports because of the collapse of external demand (Figure 1.1). 

Box 1.1. Global environment and oil pricesðoutlook worse than anticipated 

 

 

 

 

 

 

 

 

The Russian economy continued an across-the-board decline in output in the first quarter of 2009 (figure 1.3). 

All major sectors reported a contraction in the first quarter of 2009 as a result of weak demand, low investment levels 

and collapsed industrial output. Adjustments in tradables are especially large due to deteriorating external 

environment and consumer confidence. Contractions in the tradable sector, estimated at 14.4 percent in the first 

quarter of 2009, were driven by a sharp fall in industrial production, 14.3 percent, especially in transport equipment 

and other sectors in manufacturing. Non-tradables continued to defy the trend of tradables by registering growth in 

the last quarter of 2008 but contracted 6.2 percent in the first quarter of 2009 (table 1.2). Driven largely by demand- 

and finance-sensitive retail and construction sectors, these contractions reflect an impact of economic shocks that are 

gradually filtering through labor and financial markets by higher unemployment, lower household incomes and 

tighter credit conditions. Construction sector, for example, reported a 20.9 percent decline in Q1-2009 relative to 

2008, while transport contracted by 7.4 percent and retail trade by 4.9 percent in the first quarter of 2009.  

 

Capital flows to emerging markets remain very low, although they jumped to $22 billion in April  2009, with all segments strengthening. 

Both bank lending and equity placements also increased over March. But even with the upturn, capital flows for the first five months of 2009 

stood 59 percent below a year earlier. April saw an influx of bond issuance activity with five deals for a total of USD 5.4 billion, which was 

weighted heavily towards sovereign and quasi-sovereign issuersðincluding a USD 2.7bn issuance by Russiaðas emerging market borrowers 

took advantage of improving market conditions. The upward trend continued in May with seven other countries coming to the market, among 

them Poland, Turkey, and South Africa. Meanwhile, syndicated bank loans rose slightly to USD 8 billion in May, but year-to-date bank lending 

activity remains subdued, running at only 25 percent of the volume reached in the same period of last year. Equity issuance rose to USD 6 billion, 

mainly due to surge of issuance from India. Russia reported no international IPO equity issuances in May (or since Aug-2008), while international 

bank activity has proven more resilient, with USD 584 million in new loans in May, the first since January 2009. 

 

Box table 1. Capital flows to emerging markets down 

sharply in Q1 2009, but show some recovery in April -May 

Gross capital flows to emerging markets

$ billion

Q1 Total Q1 Jan-May Total Q1 Apr May YTD

Total 156 652 103 194 389 45 13 22 80

  Bonds 58 146 12 36 65 18 5 8 31

  Banks 72 312 71 115 257 19 2 8 29

  Equity 26 194 20 43 68 9 5 6 20

Lat. America 42 156 19 46 90 21 2 4 27

  Bonds 20 45 5 16 20 10 2 1 13

E. Europe 79 247 36 66 157 5 4 7 16

  Bonds 27 64 2 15 35 3 3 5 10

Asia 24 188 38 57 98 17 7 9 32

  Bonds 8 23 3 3 7 5 1 1 6

Others 11 61 11 24 44 2 0 3 5

2007 2008 2009

 
Source: World Bank Staff 

Box figure 2. Oil prices projected to moderate 

on slowing demand and weak supply response 

 
 

 

Oil prices stabilized in the early part of 2009, averaging USD 42.7/bbl through mid-March, but have steadily increased since then, topping 

USD 71.8/bbl in June. While oil demand remains very weak and inventories large, prices have been driven higher on expectations of economic 

recovery, the falling dollar, and broad-based investment in equities and other commodities. World oil demand plunged 3.6 percent in the first 

quarter, and the International Energy Agency projects an even steeper drop in the second quarter based on very weak U.S. data and a gloomy 

outlook for Europeð although non-OECD oil demand is picking up now. OPEC left quotas unchanged at its late-May meeting, and compliance 

to its cumulative cuts of over 4 million barrels per day since September has fallen below 80 percent. Oil prices are expected to moderate in the 

near term, given the weak demand environment, high levels of inventoriesðincluding 100 billion barrels stored in tankers at seaðand OPEC 

spare capacity sitting above 6 million barrels per day. 
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Figure 1.2. Demand sources of Russiaôs real GDP growth, by 

quarter, 2008-09 (% change y-o-y) 

 
Source: World Bank decomposition and estimates based on Rosstat data.  

* World Bank staff projected estimate. 

Figure 1.3.  Sectoral sources of Russiaôs real GDP growth, by 

quarter, 2007-2009 (% change year-on-year) 

 
Source: World Bank decomposition and estimates based on Rosstat data.  

* World Bank staff estimates. 

 

Table 1.2.  GDP growth by main sectors, 2006ï08 (value added) 

 2006 2007 2008 Q1-2009 

Total GDP growth   7.7 8.1 5.6 -9.8 

Tradable sectors 3.4 3.9 1.8 -14.4 

Agriculture, forestry  3.8 2.6 8.4 -2.4 

Extraction industries -3.3 -2.6 0.2 -2.2 

Manufacturing 7.3 7.8 0.9 -23.5 

Non-tradable sectors 9.7 10.3 7.4 -6.2 

Electricity, gas, water production and 

distribution 
5.7 -0.7 1.2 

-5.3 

Construction 11.8 9.3 13.2 -20.9 

Wholesale and retail trade 14.1 13.7 8.4 -4.9 

Transport and communication  9.6 3.4 6.9 -7.4 

   Source: Rosstat; World Bank staff calculations.  

Preliminary data for the second quarter show no visible signs of recovery with the decline in tradables worsening. 

The deceleration in tradable sector is expected to continue in the second quarter, mainly due to a record drop in 

manufacturing output by 25.1 percent in April  and 23.7 in May (y-o-y). The deterioration of non-tradable sector is 

expected to continue in the second quarter of 2009 due to worsening of employment and decline in incomes. Retail 

trade and construction sectors are showing no visible signs of recovery ï declining by 5.3 percent and 16.3 percent, 

respectively, in April, and by 5.6 percent and 21.9 percent, respectively, in May.  

Manufacturing output experiencing record declines in the first four months of 2009 and is likely to contract 

further in 2009, reflecting weak domestic and external demand and financial constraints. According to recent 

statistics, manufacturing output dropped by 22 percent in the first four months, compared with the corresponding 

period of the previous year. The most significant declines were registered in the production of electro-technical and 

optical equipment (- 42 percent), transport and transportation equipment (- 36.4 percent) and machinery (-34.3 

percent). In May, the fall in manufacturing registered a 23.7 percent drop (year-on-year). The fall in manufacturing 

in May was again lead by declines in production of machines and equipment (-46.9 percent), electro-technical and 

optical equipment (-44.0 percent), and transport and transportation equipment (-39.5 percent).  

Not surprisingly, foreign direct investment inflows dropped significantly. According to recent estimates from 

Rosstat, FDI inflows for the first quarter of 2009 amounted to USD 3.2 billion, a decline of 43 percent from the first 

quarter of 2008.  Most FDIs went to manufacturing industries with USD 1.4 billion or 41 percent of the total, 
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followed by extractive industries (USD 486 million), trade (USD 450 million), and real estate operations (USD 430 

million). 

Labor marketsïïadjusting downward sharply  

A sharp downward adjustment in the labor market continued in the first quarter of 2009, following the dramatic 

decline in output. A sharp decline in output, especially in industrial sector, has considerably affected employment 

and incomes. According to Rosstat unemployment (ILO definition) increased to 10.0 percent by the end of Q1-2009, 

compared with 6.5 percent in the same period of 2008, and 7.8 percent at the end of 2008. It almost doubled relative 

to a record low of 5.4 percent in May 2008 (table 1.3).  In April 2009 the number of unemployed has increased by 

another 200 thousand to 7.7 million (or 10.2 percent), although the rate of increase has notably reduced from an 

average of 700,000 a month during the first quarter of the year. Preliminary numbers for May 2009 indicate a decline 

in unemployment to 9.9 percent, which is likely a result of seasonal adjustment.  

Table 1.3. Labor productivity, disposable income, wages, and unemployment 

  
2006 2007 2008 Q4-2008 Q1-2009 

Jan-May 

2009 

GDP growth, %, y-o-y 7.7 8.1 5.6 1.2** -9.8 -10.1 

Total employment, million people 68.8 70.5 70.9 70.4 67.8 68.0 

Employment growth, %, y-o-y 0.8 2.4 0.5 -0.4 -2.9 -3.4 

Labor productivity growth, %, y-o-y 6.9 5.5 5.0 1.8 -6.7 -6.6***  

Real disposable income growth, %, y-o-y 13.5 12.1 2.9 -5.8 -1.3 -0.4 

Real wage growth, %, y-o-y  13.3 17.2 10.3 5.0 -0.8 -2.0 

Average monthly wage, USD 391.9 532.0 694.3 668.2 490.8 531.0 

Unemployment (%, ILO definition, e-o-p) 6.9 6.1 7.8 7.8 10.0 9.9 

Source: Rosstat. 

* Preliminary estimate by Ministry of Economic Development. 

** Preliminary estimate by the World Bank staff. 

*** Jan-Apr 2009 

Rapidly rising unemployment and worsening enterprise finances reduced real wages in the first five months of 

the year, while real incomes remain almost flat for the period. In January-May 2009 real wages fell by 2 percent, 

compared with the same period in 2008. Real disposable income, by contrast, remained almost unchanged for the 

period, slipping 0.4 percent.  Preliminary numbers show an increase in the stock of wage arrears by RUB 853 

million in May relative to April. Currently most of wage arrears (74 percent out of RUB 8.8 billion) are in 

manufacturing, construction, and transport sectors. A recent labor dispute in city of Pikalyovo in the Leningrad 

Oblast (with a population of approximately 22,000) illustrates that aggregate statistics do not reveal large disparities 

in wage arrears among regions, especially in single-factory towns where the impact of wage arrears and 

unemployment is significant. 

Aggregate unemployment in Russia could reach 13 percent in 2009 (figure 1.4). This estimate reflects both a 

contraction in employment as well as changes in the sectoral structure of employment. The sectors most affected will 

likely be manufacturing, construction and retail trade (figure 1.4). ñMonocitiesò with large spatial concentration of 

these sectors are being particularly hard hit. 
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Figure 1.4 Projected loss of employment in Russia in 2009 

 
Source: World Bank staff estimates. 

Recent measures to mitigate the worsening of the labor market are undermined by those who do not register as 

unemployed. The share of unemployed who have registered remains below 30 percent of total number of 

unemployed. So, many unemployed lack access to formal safety nets that can mitigate the adverse social impact. 

There is also a risk that providing direct support to enterprises in order to minimize the risk of additional large layoffs 

could reduce their incentives to restructure and become more competitive. In the long run such support is both 

unsustainable and inefficient. This crisis is not only cyclicalïïit involves structural changes that would require 

enterprises to restructure and adapt to the changing global business environment.   

Balance of paymentsïïimproving with rising oil prices 

A drastic downward adjustment in the current account, caused by terms-of-trade shock and shrinking demand 

for Russian exports, appears to have ended in Q1-2009.  CBR reported a USD 11 billion surplus on current 

account in Q1-2009ïïconsiderably lower than in Q1-2008 (USD 38 billion), but up by USD 3 billion from the last 

quarter of 2008.  Much of the improvement stems from lower imports of services (from USD 18.4 billion in Q4-

2008 to 11.9 billion in Q1-2009) (table 1.4 and figure 1.6).  But trade balance continued to deteriorate in January - 

April , with decline in exports (by 47.4 percent in dollars terms) outpacing the import contraction (by 38.4 percent in 

dollar terms).  The January-April 2009 trade balance was USD 26.4 billion, down from USD 64.7 billion in January-

April 2008. 

Table 1.4.  Balance of payments (USD billions), 2006-Q1-2009 
  2006 2007 Q1-08 Q4-08 2008

a
 Q1-09 

Current Account Balance 94.7 77.0 38.0 8.6 102.3 11.1 

Trade Balance 139.3 130.9 49.9 24.7 179.7 21.7 

Capital and Financial Account 3.3 85.7 -25.7 -136.9 138.8 -29.9 

Errors and Omissions 9.5 -13.8 -5.8 -2.8 -8.9 -12.3 

Change in Reserves (+ = increase) 107.5 148.9 6.4 -131.1 -45.3 -31.1 

 Source: CBR. a Preliminary estimates. 
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Figure 1.5. Oil prices and the trade balance  

  

 Source: CBR and World Bank staff. 

Figure 1.6. Current account balances and the real effective exchange 

rate  

 

 Source: World Bank staff calculations based on Rosstat and CBR data. Note: Real effective 

exchange rates for 2009 Q1 include only January-February  

A massive reversal of private capital inflows in the last two quarters of 2008 and January 2009 ended in mid 

February 2009 as CBR tightened monetary conditions and oil prices started to recover.  In the first quarter of 

2009, total net capital outflows from the private sector were about USD 39 billion, with USD 5.8 billion from the 

banking sector and USD 32.9 billion from the non-banking sector (table 1.5). Most of these outflows occurred in 

January and the beginning of February 2009, when market volatility considerably increased, reflecting worsening 

sentiments about the oil prices and the global economy. Since end-February, however, after the CBR had increased 

policy rates and withdrew liquidity from the repo market, capital outflows slowed, practically stopping in March and 

April . This reflects changing past market expectations about a future ruble depreciation in the context of rising oil 

prices. According to the unofficial estimates from the CBR, net capital outflows from the private sector were only 

USD 2 billion in April.  

Table 1.5.  Net capital flows (USD billions), 2006-Q1 2009.  
  2006 2007 2008 Q1- 2008 Q4- 2008 Q1- 2009 

Total net capital flows to the private sector 41.4 82.4 -132.7 -23.6 -130.6 -38.8 

   Net capital flows to the banking sector 27.5 45.8 -57.6 -9.9 -56.3 -5.8 

   Net capital flows to the non banking sector 13.9 36.6 -75.1 -13.7 -74.3 -32.9 

    Source: CBR.  

Total external public and private debt declined to USD 454 billion at the end of the first quarter from its peak of 

USD 547 billion in October 2008. Despite the market perception of sharply higher repayment risk and difficulties 

with refinancing external debt repayments were orderly in the last quarter of 2008 (USD 72 billion) and first quarter 

of 2009 (USD 34.7 billion). Repayment and rollover risks remain in the remainder of 2009, with the private sector 

having to pay off about USD 90 billion (out of which USD 38.4 billion by banks). Although the sovereign spreads 

are down, the banksô balance sheets are expected to further deteriorate as the share of non-performing loans (NPL) is 

mounting, eroding their capital,  making it more difficult to meet their debt obligations.  According to Moodyôs, the 

banking sector will need about USD 40 billion from external sources in the rest of the year. Tight liquidity in the 

international capital markets may hurt the ability of banks to refinance their debt obligations.   

The Russian stock marketðan important transmission channel of the crisis to the real economyðrebounded 

strongly on the back of a recent rise in oil prices (Figure 1.7). The Lehman Brothersô collapse in September 2008 

triggered the global financial panic, stock market crashed around the world. But Russiaôs stock market in that period 

performed worse than most other countries, and its sovereign spreads were unusually highïïdespite strong pre-crisis 

macro fundamentals. The huge drop in the oil priceïïwith its attendant effects in the Russian economyïïshaped 

these Russia-specific market perceptions. With higher oil prices in the past two months, energy-dominated Russian 

stock market has rebounded. By mid June the RTS index had climbed by about 85 percent from its lowest point in 
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mid-February 2009. Just as the Russian stock market was one of the worst performers during the liquidity crisis in 

November 2008, it is now performing much better than other countries, at about 36 percent above the MSCI 

Emerging Markets Index.  

Figure 1.7.  Recent Changes in the Russian Stock Market 

and Oil Prices 

 
Source: RTS, Thompson Datastream, World Bank staff calculations  

Figure 1.8 RTS, S&P 500, MSCI Emerging Market 

stock indices 2008-2009 (Jan 1 2008=100) 

 

Monetary and exchange rate policyïïeasing monetary conditions, higher exchange rate volatility  

At the end of April 2009 the CBR started to loosen monetary conditions, lowering  its policy ratesðby 50 basis 

points at the end of April and by another 50 basis points in May and Juneðto 11.5 percent.  The policy change 

was prompted by (lower than expected) inflation statistics. The CPI inflation decelerated to 0.6 in May after 0.7 

percent in April (13.2 percent y-o-y) from 1.3 percent in March (14 percent y-o-y).  Inflation is set to decelerate 

further during summer months due to lower import prices, depressed demand, and liquidity constraints.  This may 

create room for the CBR to further cut the refinancing rate and improve credit conditions and credit availability in 

the economy with potentially favorable impacts on investments later in the year.  

With higher oil prices putting upward pressure on ruble, the CBR can increase its foreign exchange reserves to 

avoid excessive appreciation of the currency that might undermine the economic recovery. The oil price is once 

becoming the key factor affecting investorôs behavior and exchange rate policy. Since March 2009 the CBR has 

bought about USD 30 billion on a net basis as investors shortened their dollar positions on the expectation of near-

term ruble appreciation. This was especially evident in May when oil prices surpassed USD 60 a barrel.  As a result, 

foreign currency reserves increased to USD 407 billion in mid-June from its low of USD 380.5 billion in March.  In 

May 2009 alone the ruble appreciated by 6.7 percent against the USD and by 16.2 percent since its pick in mid 

February 2009. It appears that CBR is currently allowing a much greater volatility on the exchange rate market and 

is gradually moving to inflation targeting (as it was publicly announced by CBR officials). The exchange rate, 

however, is mostly driven by oil prices and not by medium term macroeconomic fundamentals.  Therefore, CBR 

concerns about possible overvaluation of the exchange rate in the short term are warranted. Such overvaluation may 

which may hurt the recovery in the real sector, especially in export oriented industries and manufacturing.   

Meanwhile the liquidity conditions remain fairly tight, while the interbank market continues to be constrained by 

escalating problems with non-performing loans and worsening balance sheets of banks. Monetization of the 

economy has marginally improved by end-April 2009ïïmoney supply (M2) increased by 4.5 percent since January 

2009, but still remains 8.6 percent below its level at the end of 2008. Despite somewhat improved liquidity 

conditions in April and May 2009, credit markets in Russia are expected to remain tight and nonperforming loans 

will increase towards the year end (likely over 10% on average). The current level of non-performing loans at many 
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large banks has already reached 8 percent or higher, which may aggravate the still continuing confidence crisis. 

Given upcoming debt payments, some banks may require urgent recapitalization. 

Fiscal policyïïrising deficit and declining fiscal reserves as fiscal stimulus plans are implemented 

According to preliminary estimates from the Ministry of Finance, consolidated budget was executed with 

a deficit of only 0.4 percent of GDP in January-April 2009 (table 1.6). This low deficit was mostly a result 

of advance transfers which regions received from the federal budget during the first quarter of 2009. The 

deficit of the federal budget totaled 3.3 percent in the same period. But without investment revenues from 

oil funds (Reserve and National Welfare Funds), which accrued to the budget in January 2009, the deficit 

totaled 5.7 percent of GDP, and non-oil deficit amounted to 11.9 percent.   

Table 1.6.  Consolidated budget: revenues, expenditures, and the fiscal surplus, 2007-09 
  

2007 

(actual) 
2008 (actual) 

Federal Budget 

Law (Nov) 

Federal 

Budget Law 

Revised (Apr) 

2009 Jan-

April (actual) 

Consolidated budget      

Revenues, % GDP 40.2 38.5 n/a n/a 32.6 

Expenditure, % GDP 34.1 33.7 n/a n/a 33.0 

Surplus, % GDP 6.1 4.8 n/a n/a -0.4 

Non-oil balance, % GDP -2.9 -5.8 n/a  n/a  

Federal budget      

Revenues, % GDP 23.6 22.3 21.2 16.6 19.8 

Expenditure, % GDP 18.1 18.2 17.5 24.0 23.1 

Surplus, % GDP 5.4 4.1 3.7 -7.4 -3.3 

Non-oil balance, % GDP 0.6 -6.4 -5.4 -12.5 -11.9 

Source: Ministry of Finance, Economic Expert Group (EEG). 

For the year as a whole, lower economic activity and shrinking non-oil revenues and lower than expected 

revenue collection is resulting in further deterioration of fiscal position. In the amended 2009 Budget Law 

(approved in mid-April) the government assumed a GDP contraction of 2.2 percent, oil prices at USD 41 barrel 

(Urals) and a federal budget deficit of 7.4 percent. Now, the government estimates the GDP contraction in 2009 of at 

least 6 percent. Under this scenario, the deficit is likely to exceed 8 percent of GDP, if current expenditure targets are 

kept. However, a recovery in oil prices will have a significant positive effect on revenuesïïthe impact of an increase 

in oil prices is large enough to offset a shortfall in revenues due to growth contractions. As a result, federal budget 

deficit in 2009 could turn out to be around 7.2 percent, largely financed by the Reserve Fund and limited domestic 

borrowing. With the fiscal deficit of that size and remaining downside risks in the global and domestic economy the 

space for more fiscal stimulus this and next year appears limited.  With large part of the Reserve Fund exhausted by 

year-end, the government will likely have to borrow domestically and externally in 2010 in order to sustain even 

lower level of spending.  With low external debt, Russia, however, has the room to borrow externally to finance its 

budget priorities and its large development financing needs, especially in infrastructure.  

In mid-March 2009 the government started to use the Reserve Fund to cover its fiscal gap as it was planned in 

the amended 2009 Budget.  In the March-May 2009 period, the Reserve Fund has lost USD 35.4 billion and 

currently stands at USD 101 billion (figure 1.9).  The share already spent by the government constitutes 3 percent of 

GDP out of 7 percent planned for 2009.   
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Figure 1.9.  Reserve and National Welfare Funds, USD billion 

 
Source: Ministry of Finance 

Policy challenges going forward 

Russia faces a balancing act of limiting the larger-than-anticipated social impact of the crisis while controlling 

public finances and supporting economic recovery. There are policy risks associated with the departure from strong 

macroeconomic fundamentals and the delay implementing anti-crisis fiscal measures. While Russiaôs large fiscal 

reserves provides a financial cushion during the crisis, there is a possibility that the macro policy stance will weaken 

under expenditure pressures. Russiaôs large fiscal reserves do allow it a margin of maneuver to balance these risks 

during 2009. In 2010, in a likely scenario of sluggish global recovery and modest growth in Russia, Russia will face 

tightening budget constraint and will  need to cut unproductive public expenditures and fiscal deficit and diversify its 

sources of financing. At the same time a delay in the WTO accession could undermine Russiaôs benefits from a 

rules based international trading regime (see box 1.2). 

Box 1.2. Box: Status of Russiaôs WTO negotiations 

 

Russia is very close to meeting all conditions for WTO accession. Russia has agreed bilateral market access agreements with all 

the members of its WTO Working Party (possibly except Georgia). This is about 60 countries, the largest Working party on 

accession in WTO history. The multilateral negotiations have cleared almost all issues, including the once very difficult issue of 

intellectual property. Only three issues remain (the same three issues outstanding that existed last year): 

(i) How much trade distorting agricultural subsidies can be allowed? Russia wants $9 billion per year (for production). 

Since actual subsidies are now at this level, this will be easier to negotiate.  

(ii) Export taxes on timberðdiscussions reopened recently with the EU, and 

(iii) Rules on state trading organizations. 

Against this background, however, on June 10, 2009, Prime Minister Putin has declared that Russia, Belarus and 

Kazakhstan would abandon their separate accession talks in order to enter WTO as a customs union. Ministry of 

Finance indicated that new formal negotiations on WTO accession of the three countries would begin in 2010 when 

presumably the customs union would be made operational. The government has also stated that Russia would chair the grouping, 

meaning that Russia would de facto be in charge of the WTO discussions on behalf of the group. This surprise announcement 

raises a number of questions about the possible longer duration and details of the process ahead. So far, no customs union has 

acceded to the WTO, only individual countries. The new EUROSEC customs union is reportedly well along, but still far from 

complete. Customs unions in the developing world are full of exceptions to the common external tariff. Without a fully 

implemented common external tariff, the customs union can not commit to a tariff to the Working Party, which means its tariff 

offer will not likely be acceptable. Also, there are questions related to the services dimensions of the planned integration 

arrangement between the three countries as well as what WTO rules would be applied by membersðweather the Russian 

partners would be treated as developed or developing countries as far as WTO is concerned. Finally, Russia and Kazakhstan 

are far along the individual WTO process while Belarus is not, which will seriously complicate and delay the process of entry for 

the customs union. 
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Fiscal sustainability requires that additional increases in expenditures are followed by reforms to broaden the 

revenue base and ensure greater efficiency in public and social programs. The President has recently announced 

that the average pension will increase by 30 percent in 2009 and 45 percent in 2010. Initially the government 

planned to introduce the new social security tax of 34 percent (to replace the current Unified Social Tax of 26 

percent) already next year to partly cover additional social spending. This has now been put off until 2011 due to 

slower-than-expected economic recovery. Higher pensions without additional government revenues could erode 

government finances.  The government might have to revert to domestic and external borrowing as the Reserve Fund 

is likely to be significantly exhausted in 2009 unless oil prices increase sharply. Second, the proposed policy will 

require considerable cut in other important lines of expenditures.  Third, containing the social impact of the crisis and 

closing infrastructure bottlenecks will be more difficult with tightening budget constraints.  

The authorities also need to address fundamental weaknesses in the banking sector. The weaknesses include 

excessive discretion by banks in determining their levels of loan provisioning, high lending concentration, especially 

in extractive and construction sectors, and large related-party lending. The authorities have also noted that the long-

term stabilization of the banking system may require additional resources than currently provisioned in the budget. 

Accelerated consolidation of the banking system is needed. 

Box 1.3.  Russiaôs Financial Crises of 1998 and 2008-09 
Many financial crises, if not most, are fundamentally debt crises. Unsustainable build ups of public and/or private debt leading 

to repayment difficulties, financial sector vulnerabilities, ñsudden stopò to new financing, defaults and fiscal and currency crisesï

ïall are part and parcel, in one way or another, of most financial crises. Despite important differences and different international 

contexts, Russiaôs twin crises of 1998 and 2008 appear to be no exception. In 1998, the lack effective fiscal management led to 

the rise in public sector debt that fed market perceptions of extreme vulnerability and led to repayment difficulties, sovereign 

default and a currency crash. In 2008, Russiaôs private sector had accumulated substantial short-term debt and many banks based 

their business model on borrowing from abroad at low interest rates, fueling a domestic lending boom, eventually leading to 

market perceptions of heightened risk at the onset of the global financial panic in September 2008. But Russiaôs recent crisis was 

also invariably related to the price of oilïïits key export. 

Interestingly, market perceptions of Russiaôs economy were quick to deteriorate during both crises, despite vastly different 

states of the economy and macroeconomic policies in the run up to the two episodes. Three shocksïïoil price, capital flows and 

financingïïwere important in both crises. Note, however, that the oil and capital shocks were much larger in 2008 than in 1998 

(Box figure 1). 

The decline in growth in the current crisis is now comparable to that in 1998, but recovery will likely take longer. In 1998, the 

economy registered a rapid, V-shaped recovery from a low base. In 2009, by contrast, the growth decline is about as severe as in 

1998, but recovery will take longer, mainly because the current external environment is much more difficult (see Box figure 2). 

Box figure 1: Oil Price Drop and Capital Outflows Were 

Much Deeper in 2008 

 

Box figure 2.  Comparing Recovery Paths, 

1998-99 vs 2008-09 

 
1/ Oil prices: Change between Oct ô97-Dec ô98 versus Jul ô08-Jan ô09 

2/ Capital flows: For 1998-99, e-o-p change from 1997 (USD -18.2 billion) to 1998 (USD -21.7 billion); for 2008-09, e-o-p change from 2007 

(USD 81.2 billion) to 2008 (USD -130 billion) 

Sources: Rosstat, Thomson Datastream, World Bank staff calculations. 
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Economic and Social Outlook for 2009-10 

Given a much larger GDP contraction in the first quarter of 2009 than anticipated, Russiaôs economy is likely to 

contract by 7.9 percent in 2009, despite higher oil prices assumed in the current forecast. This represents a major 

downward adjustment from our forecast in April 2008, which saw output contraction at 4.5 percent.  We remain of 

the view that most of the adverse impact in Russia is concentrated in the first two quarters of 2009. Depressed export 

demand, tight credits, declining investment, and compressed consumption will remain the major factors of output 

contraction this year. The speed of the subsequent recovery in Russia will to a great extent depend on the revival of 

the global demand and global financial system. The world growth is expected to be negative 2.9 percent in 2009, 

followed by a modest recovery of 2 percent in 2010 (table 1.7). If the federal government maintains its expenditure 

targets set by the amended budget law (expenditures of 24 percent of GDP), the estimated federal budget deficit is 

likely to be about 7.2 percent of GDP due to larger oil revenues. However, there are downside risks of additional 

expenditures related to the recapitalization of banking sector and additional social spending.  

                     Table 1.7.  Outlook for 2009-2010 
 2009 2010 

World growth, % -2.9 2.0 

Oil prices, World crude average, USD/bbl 56 63 

GDP growth, %  -7.9 2.5 

Federal government balance, %  -7.2 -6.0 

Current account, USD bln. 32 36 

Capital account, USD bln. -60 -30 

                               Source: World Bank projections. 

 

Looking into medium term, with the current growth profile and possible growth of 3.5 percent in 2011 and 2012, 

real GDP levels in Russia will reach pre-crisis high only at the end of third quarter of 2012 (figure 1.10). Thus, the 

economic recovery is likely to be very gradual and prolonged. Long-term path of Russiaôs real GDP is now also 

likely to be quite different, constrained by more moderate global demand and financing than in the past years. 

 

Figure 1.10. The impact of the crisis on the long-term development objectives in Russia: dynamics of GDP 

level in Russia 2007-2020, (q1-2006=100) 

 
Source: World Bank projections. Strategy 2020 

We maintain our inflation outlook broadly unchanged for 2009, while the balance of payments position is likely 

to stabilize if oil prices remain over USD 50 per barrel.  We project end-year 2009 inflation at 11-13 percent, 

reflecting several opposing factors. Sharply slowing domestic demand and continuing credit crunch may contribute 

to a lower inflation. Considerable relaxation in fiscal stance and the use of the Reserve Fund, in particular, may lead 

to excessive liquidity in the economy and contribute to higher inflation. The surplus on the external current account 


