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CHAPTER I

RECENT ECONOMIC DEVELOPMENTS

Russian economic performance remains robust. Having grown by 7.9 percent 
(year on year) in the �rst half of the year, Russia is likely to post full-year GDP 
growth of over 7 percent in 2007.  Output growth was driven by rising 
domestic demand, in particular, buoyant household consumption and business 
investment. On the supply side, sectors servicing the domestic demand 
(construction and retail trade) continued to boom. Manufacturing growth 
remains solid but is tapering off. The negative contribution of net exports to 
GDP growth is explained by the real appreciation of the ruble, which is making 
Russia’s exports more expensive abroad and imports less expensive to 
domestic consumers.

In a context of an economy growing close to potential, with high energy prices 
and large capital in�o ws, Russia faces two main challenges: in�ationar y 
pressures and rapid appreciation of the exchange rate. The most notable 
monetary development in 2007 is the surge in in�ation. While it remained 
under control in the �rst quarter, in�ation kept gaining momentum in the 
remainder of the year. In�ation rose since April 2007 and by October 2007 
in�ation r eached 9.3 percent (for the first 10 months of 2007). Most likely, 
end-of-year in�ation will reach 11 percent (Dec/Dec) compared to 9 percent in 
2006 over the same period. The surge in in�ation is explained by rising world 
food prices and by monetary factors. Large capital in�o ws pushed the balance 
of payment surplus to record highs and are becoming an important source of 
reserve accumulation ($450bn). However, unlike oil revenues, capital in�o ws are 
not absorbed by the Stabilization Fund, driving money expansion and exerting 
upward pressures on the ruble. Given limited monetary instruments for 
sterilization and the current stance of monetary policy (that limits the pace of 
nominal exchange appreciation), reducing in�ationary pressures is becoming 
exceedingly a dif�cult task. 
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2001 2002 2003 2004 2005 2006 2007-9M

GDP growth, %  5.1 4.7 7.3 7.2 6.4 6.7 7.9*

Industrial production growth, 

y-o-y, % 

4.9 3.7 7.0 8.3 4.0 3.9 6.6

Fixed capital investment 

growth, %, y-o-y 

8.7 2.6 12.5 10.9 10.5 12.6 21.2

Federal government balance, 

% GDP

3.0 2.3 1.7 4.2 7.5 7.5 7.5

In�ation (CPI), % change 18.6 15.1 12.0 11.7 10.9 9.0 9.3**

Current Account, billion $ 35.1 32.8 35.9 60.1 86.6 94.5 57.1

Reserves (including gold) 

billion $, end-o-p

36.6 47.8 76.9 124.5 182.2 303.7 447.0**

TABLE 1.1:  MAIN MACROECONOMIC INDICATORS

*Data for the �rst half of 2007 **Data for the �rst 10 months of 2007
 Source:  Rosstat, Min�n, CBR


