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Russia Since 2000Russia Since 2000

Tame oligarchsTame oligarchs

Capitalize on favorable global environmentCapitalize on favorable global environment

–– Low interest ratesLow interest rates

–– High/growing commodity pricesHigh/growing commodity prices

–– Cheap energyCheap energy

–– Spare capacitySpare capacity

–– Excess LExcess L

–– Cheap RURCheap RUR

–– Small/weak bureaucracySmall/weak bureaucracy

Grow Grow ““power verticalpower vertical”” and complete Fiscal and complete Fiscal 
Federalism projectFederalism project
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Russia Since 2000Russia Since 2000

20002000 20022002 20042004 20062006 2007F2007F 2008F2008F

Real GDP, % Real GDP, % yoyyoy 10.010.0 4.74.7 7.17.1 6.76.7 7.87.8

5.25.2

170.0170.0

8.58.5

55.055.0

Reserves (excl. gold), $ Reserves (excl. gold), $ blnbln 24.224.2 44.144.1 120.8120.8 294.9294.9 450.0450.0 510.0510.0

32.232.2

6.76.7

Budget balance/GDP, %Budget balance/GDP, % 2.42.4 1.81.8 4.24.2 7.37.3 0.50.5

Stabilization fund, $ Stabilization fund, $ blnbln ---- ---- 18.818.8 89.189.1 ----

CPI Year end, % CPI Year end, % yoyyoy 20.220.2 15.115.1 11.711.7 9.09.0 6.56.5

Current account, $ Current account, $ blnbln 46.846.8 29.129.1 59.059.0 94.594.5 28.028.0

External debt/GDP % year External debt/GDP % year avgavg 65.165.1 43.643.6 33.733.7 29.229.2 32.632.6

Source: Troika DialogueSource: Troika Dialogue
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Domestic Demand Driving GDP GrowthDomestic Demand Driving GDP Growth
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Real Wages Fuel Private ConsumptionReal Wages Fuel Private Consumption

% Change % Change yoyyoy 20032003 20042004 20052005 20062006 2007F2007F 2008F2008F

Real wagesReal wages 12.412.4 12.312.3 14.414.4 16.416.4 18.118.1

12.012.0

12.812.8

Private consumptionPrivate consumption 7.57.5 12.112.1 12.812.8 11.211.2 11.011.0

Source: ABN AMRO & MoodySource: ABN AMRO & Moody’’ss
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RussiaRussia’’s Consumptions Consumption--Oriented GrowthOriented Growth

20002000 20012001 20022002 20032003 20042004 20052005 CumulativeCumulative

RussiaRussia

GDP growthGDP growth 10.010.0 5.15.1 4.74.7 7.37.3 7.27.2 6.46.4 48.148.1

Real wagesReal wages 20.920.9 19.919.9 16.216.2 12.412.4 12.312.3 14.414.4 126.6126.6

KazakhstanKazakhstan

GDP growthGDP growth 9.89.8 13.513.5 9.89.8 9.39.3 9.69.6 9.29.2 79.079.0

Real wagesReal wages 7.17.1 11.111.1 10.910.9 7.07.0 14.614.6 12.012.0 81.281.2

UkraineUkraine

GDP growthGDP growth 5.95.9 9.29.2 5.25.2 9.69.6 12.112.1 2.42.4 53.153.1

Real wagesReal wages --0.90.9 19.319.3 18.218.2 15.215.2 23.823.8 20.320.3 139.8139.8

ChinaChina

GDP growthGDP growth 8.48.4 8.38.3 9.19.1 10.010.0 10.110.1 9.99.9 70.570.5

Real wagesReal wages 11.411.4 15.215.2 15.515.5 12.012.0 10.510.5 10.010.0 101.8101.8
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New Russian Middle ClassNew Russian Middle Class

21% population = 30 million @ $6600/annum or more21% population = 30 million @ $6600/annum or more

Western MC = 60/80% populationWestern MC = 60/80% population

Strange Russian MC = Strange Russian MC = govgov/SOE officials, employees/SOE officials, employees

Another 35% pop Another 35% pop ““at marginsat margins”” of MCof MC

Public sector salary push NOT sustainable in MLTPublic sector salary push NOT sustainable in MLT

(Above GDP and L productivity growth rates)(Above GDP and L productivity growth rates)
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The New ConjunctureThe New Conjuncture

High interest ratesHigh interest rates

Slowing of commodity price risesSlowing of commodity price rises

Capacity utilization bottlenecksCapacity utilization bottlenecks

Shortage LShortage L

Appreciation RURAppreciation RUR

Domestic energy shortageDomestic energy shortage

Pressing need for higher KIPressing need for higher KI
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Problems and Possible AnswersProblems and Possible Answers

Low export volumesLow export volumes

Low investment ratesLow investment rates

Poor energy sector investment incentivesPoor energy sector investment incentives

(The Soviet Growth Model)(The Soviet Growth Model)

Poor financial intermediationPoor financial intermediation

StateState--led investment?led investment?

Addiction to RUR appreciation and ext borrowingAddiction to RUR appreciation and ext borrowing

Stubborn inflation rateStubborn inflation rate
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Shrinking Shrinking ““Twin SurplusesTwin Surpluses””

20002000 20022002 20042004 20062006 2007F2007F 2008F2008F

BudgetBudget

5.25.2

170.0170.0

330.0330.0

225.0225.0

105.0105.0

55.055.0

40.040.0

450.0450.0

Budget balance/GDP, %Budget balance/GDP, % 2.42.4 1.81.8 4.24.2 7.37.3 0.50.5

Stabilization fund, $ Stabilization fund, $ blnbln ---- ---- 18.818.8 89.189.1 ----

Balance of PaymentsBalance of Payments

Merchandise exports, $ Merchandise exports, $ blnbln 105.0105.0 107.3107.3 183.2183.2 303.9303.9 335.0335.0

Merchandise imports, $ Merchandise imports, $ blnbln 44.944.9 61.061.0 97.497.4 164.7164.7 265.0265.0

Trade balance, $ Trade balance, $ blnbln 60.260.2 46.346.3 85.885.8 139.2139.2 70.070.0

Current account, $ Current account, $ blnbln 46.846.8 29.129.1 59.059.0 94.594.5 28.028.0

FDI, $ FDI, $ blnbln 2.72.7 3.53.5 15.415.4 28.728.7 50.050.0

Reserves (excl. gold), $ Reserves (excl. gold), $ blnbln 24.224.2 44.144.1 120.8120.8 294.9294.9 510.0510.0

Source: Troika DialogueSource: Troika Dialogue
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Banking Sector PerformanceBanking Sector Performance

JunJun--0606 JunJun--0707

RUR RUR bnbn % % y/yy/y RUR RUR bnbn % % y/yy/y

Total Assets, Total Assets, o/wo/w:: 9,750.39,750.3 36.636.6 14,045.614,045.6 44.144.1

Loans to nonLoans to non--banksbanks 4,274.84,274.8 30.830.8 5,966.25,966.2 39.639.6

Loans to individualsLoans to individuals 1,179.31,179.3 90.690.6 2,437.12,437.1 106.7106.7

Investment in securitiesInvestment in securities 1,539.41,539.4 41.641.6 1,961.41,961.4 27.427.4

Total Liabilities, Total Liabilities, o/wo/w:: 8,430.18,430.1 37.537.5 12,707.312,707.3 50.750.7

Client Deposits, Client Deposits, o/wo/w 5,818.95,818.9 40.240.2 8,467.38,467.3 45.545.5

Individual DepositsIndividual Deposits 2,817.12,817.1 3939 3,793.53,793.5 34.734.7

Own Funds, Own Funds, o/wo/w:: 1,320.21,320.2 31.231.2 1,338.31,338.3 1.41.4

Profit for the current yearProfit for the current year 262.1262.1 47.347.3 444.7444.7 69.769.7

Monthly ProfitMonthly Profit 9.89.8 1.21.2 35.335.3 259.1259.1

Source: ABN AMROSource: ABN AMRO
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Sources of Investment FinancingSources of Investment Financing

1Q071Q07 1Q051Q05

TotalTotal 100.0%100.0% 100.0%100.0%

Own FundsOwn Funds 46.7%46.7% 47.8%47.8%

Loans from enterprisesLoans from enterprises 7.2%7.2% 12.5%12.5%

OffOff--budget fundsbudget funds 0.4%0.4% 0.4%0.4%

Bank loansBank loans 9.2%9.2% 5.7%5.7%

BudgetBudget 13.4%13.4% 14.0%14.0%

OtherOther 23.1%23.1% 19.6%19.6%

o/wo/w share placementsshare placements 2.5%2.5% ----

Source: Troika DialogueSource: Troika Dialogue
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Structure of InvestmentStructure of Investment
(1Q07)(1Q07)

YoyYoy chngchng.. BreakdownBreakdown

TotalTotal 18.9%18.9% 100.0%100.0%

AgricultureAgriculture 62.8%62.8% 3.8%3.8%

ManufacturingManufacturing 4.0%4.0% 17.9%17.9%

Electricity, gas & water product.Electricity, gas & water product. 12.1%12.1% 5.2%5.2%

TransportTransport 17.6%17.6% 20.0%20.0%

Real estateReal estate 36.1%36.1% 12.4%12.4%

Extraction of natural resourcesExtraction of natural resources 31.3%31.3% 23.1%23.1%

Metal goodsMetal goods --8.8%8.8% 4.5%4.5%

CommunicationsCommunications --5.4%5.4% 4.6%4.6%

OtherOther ---- 8.5%8.5%

Source: Troika DialogueSource: Troika Dialogue
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Paradigm Shift in Budget Spending on Debt and KIParadigm Shift in Budget Spending on Debt and KI

20042004 20052005 20062006 2007F2007F 2008F2008F 2009F2009F

In US$ billionIn US$ billion
External debt repayment, of whichExternal debt repayment, of which 14.114.1 37.737.7 33.733.7 9.99.9 9.19.1 6.86.8

Interest paymentsInterest payments 5.75.7 5.45.4 4.64.6 3.33.3 3.33.3 3.23.2

Principal paymentsPrincipal payments 8.38.3 32.232.2 29.129.1 6.66.6 5.85.8 3.63.6

Investment from the federal budgetInvestment from the federal budget 8.08.0 13.713.7 21.021.0 32.132.1 31.931.9 34.034.0

In % of GDPIn % of GDP

External debt repayment, of whichExternal debt repayment, of which 2.42.4 4.94.9 3.43.4 0.80.8 0.70.7 0.50.5

Interest paymentsInterest payments 1.01.0 0.70.7 0.50.5 0.30.3 0.30.3 0.20.2

Principal paymentsPrincipal payments 1.41.4 4.24.2 2.92.9 0.60.6 0.40.4 0.30.3

Investment from the federal budgetInvestment from the federal budget 1.41.4 1.81.8 2.12.1 2.72.7 2.42.4 2.42.4
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National Programs and Russian GrowthNational Programs and Russian Growth

20072007 20082008--99

National ProjectsNational Projects 0.120.12--0.160.16 0.170.17--0.260.26

Investment fund and Venture fundInvestment fund and Venture fund 0.030.03--0.050.05 0.10.1--0.170.17

Special economic zonesSpecial economic zones up to 0.05up to 0.05 up to 0.1up to 0.1

Developing oil and gas sectorDeveloping oil and gas sector up to 0.04up to 0.04 up to 0.15up to 0.15

Implementing federal investment programsImplementing federal investment programs 0.10.1--0.20.2 0.180.18--0.30.3

Reforms in the tax sphereReforms in the tax sphere 0.10.1 0.10.1--0.150.15

Financing the social sphereFinancing the social sphere up to 0.02up to 0.02 up to 0.04up to 0.04

Supporting small businessesSupporting small businesses up to 0.07up to 0.07 up to 0.1up to 0.1

TotalTotal 0.30.3--0.70.7 0.550.55--1.31.3
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Consolidation in Energy SectorConsolidation in Energy Sector

GazpromGazprom ((Medvedev/SurkovMedvedev/Surkov) ) Rosneftgaz/RosneftRosneftgaz/Rosneft ((Ivanov/SechinIvanov/Sechin))

SibneftSibneft YukosYukos

SakhalinSakhalin TransneftTransneft??

KovytkaKovytka/East Siberia/East Siberia SurgutneftegazSurgutneftegaz

Gas pipeline systemGas pipeline system ZarubezhneftZarubezhneft

TNK (December)TNK (December) BashkirBashkir oiloil--related assetsrelated assets
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Is StateIs State--led KI Working?led KI Working?

0.0

5.0

10.0

15.0

20.0

25.0

2002 2003 2004 2005 2006 2007

% yoy

Real gross fixed investment



18

Addicted to Borrowing and RUR Addicted to Borrowing and RUR 
Appreciation?Appreciation?

20002000 20022002 20042004 20062006 2007F2007F 2008F2008F

400.0400.0

29.029.0

26.026.0

Reserves (excl. gold), $ Reserves (excl. gold), $ blnbln 24.224.2 44.144.1 120.8120.8 294.9294.9 450.0450.0 510.0510.0

20.020.0

External private debt, $ External private debt, $ blnbln 31.331.3 48.048.0 108.9108.9 260.7260.7 460.0460.0

External private debt, % GDPExternal private debt, % GDP 12.712.7 13.713.7 17.117.1 24.624.6 29.929.9

RUR/$ avg. exchange rateRUR/$ avg. exchange rate 28.128.1 31.431.4 28.828.8 27.227.2 25.525.5

Real fixed investment, % Real fixed investment, % yoyyoy 18.118.1 2.82.8 12.612.6 13.913.9 12.012.0

Source: Troika DialogueSource: Troika Dialogue
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RUR Appreciation and External RUR Appreciation and External 
BorrowingBorrowing

> FX reserves> FX reserves > money supply> money supply

< interest rates< interest rates > credit growth> credit growth

> HH Demand> HH Demand > KI> KI

…… BUT stubborn inflation rateBUT stubborn inflation rate

…… AND rapid growth external private sector debtAND rapid growth external private sector debt

No problems nowNo problems now……

BUT large problem if Dollar appreciatesBUT large problem if Dollar appreciates
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Stabilization Fund: deStabilization Fund: de--politicization in politicization in 
““transition periodtransition period””

Old system: price caps and arguments in Old system: price caps and arguments in DumaDuma

New system: bypass New system: bypass DumaDuma and send money straight to SFand send money straight to SF

Select committee decides when/how much SF subsidizes BudgetSelect committee decides when/how much SF subsidizes Budget

Budget exp cap = nonBudget exp cap = non--energy revenues + SF subsidy (ca. 3% GDP)energy revenues + SF subsidy (ca. 3% GDP)

Subsidy to cover current exp + KI + debt servicingSubsidy to cover current exp + KI + debt servicing

SF = SF = ““Reserve FundReserve Fund”” (for budget subsidy = 10% SF) + (for budget subsidy = 10% SF) + ““Fund for Fund for 

Future GenerationsFuture Generations”” (90%)(90%)

Maintain macro balances at time of uncertainty, < revenues,     Maintain macro balances at time of uncertainty, < revenues,     

> pressure> pressure
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Successful Sequencing of PoliciesSuccessful Sequencing of Policies

Fiscal federalism (shift resources) and flexible L marketsFiscal federalism (shift resources) and flexible L markets

Lower nonLower non--oil taxesoil taxes

Build state champions and husband energy revenues (SF)Build state champions and husband energy revenues (SF)

Complete Complete ““project independenceproject independence”” from capital marketsfrom capital markets

Fiscal federalism (shift responsibilities) and Fiscal federalism (shift responsibilities) and ““power verticalpower vertical””

Tariff reTariff re--balancing and enterprise restructuringbalancing and enterprise restructuring

Banking reform, Currency and K market liberalizationBanking reform, Currency and K market liberalization

Promote K investment (Promote K investment (““national projectsnational projects””) and diversification) and diversification

DeDe--politicize SF in period of greater politicalpoliticize SF in period of greater political--economic economic 
uncertaintyuncertainty
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Russia = AustraliaRussia = Australia

China is to Russia TODAYChina is to Russia TODAY

What Japan was to Australia YESTERDAYWhat Japan was to Australia YESTERDAY……

A source of continual demand for its A source of continual demand for its 

commoditiescommodities



23

www.moodys.com  www.moodys.com  


	Russia’s Next Pyatel’etka
	Russia Since 2000
	Russia Since 2000
	Domestic Demand Driving GDP Growth
	Real Wages Fuel Private Consumption
	Russia’s Consumption-Oriented Growth
	New Russian Middle Class
	The New Conjuncture
	Problems and Possible Answers
	Shrinking “Twin Surpluses”
	Banking Sector Performance
	Sources of Investment Financing
	Structure of Investment(1Q07)
	Paradigm Shift in Budget Spending on Debt and KI
	National Programs and Russian Growth
	Consolidation in Energy Sector
	Is State-led KI Working?
	Addicted to Borrowing and RUR Appreciation?
	RUR Appreciation and External Borrowing
	Stabilization Fund: de-politicization in “transition period”
	Successful Sequencing of Policies
	Russia = Australia

