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A Tribute to Yegor Gaidar 

Yegor Gaidar was the guiding hand (and mind) behind Russia‘s economic transformation after the 

collapse of the Soviet Union in 1991. As he explained in a 1996 interview with Harry Kreisler, ―the 

time for nice solutions, pleasant solutions, solutions for which you would be praised, was in the past.‖ 

This was the time for enormously difficult solutions, requiring steadfast resolve. 

He inherited an economy with massive macroeconomic and structural problems, many predating by 

decades the transition from central planning to a market economy. As the key engineer of that 

economic transition, Gaidar remains the touchstone of market-oriented economic policies in Russia. 

Gaidar was first Deputy Prime Minister and Minister of Finance of Russia in 1990–91 and then Acting 

Prime Minister under President Boris Yeltsin during the difficult year of 1992. He led the liberal bloc 

―Russia‘s Choice‖ in the State Duma in the 1990s.   

While many Russians associated Gaidar with the collapse of the Soviet Union (in the making long 

before he emerged on the political scene) rather than with Russia‘s nascent democracy and dizzyingly 

rapid economic transformation, he courageously oversaw the major economic reforms Russia could no 

longer evade: freeing prices, restructuring the economy, reforming regulatory structures and trade. In 

each area, Gaidar was a pioneer: not just stabilizing an economy or reforming a handful of enterprises 

(a tall order at any time), he was simultaneously assembling the building blocks of a new market 

system. As he noted in that 1996 interview, ―I was not absolutely sure that we would succeed, but I 

was absolutely sure that there was no other way. And I was absolutely sure that delay would be 

suicide for the country. And if you do believe in it, you have to try, you have to do it. It's not a 

personal matter, it's a matter of your country.‖ Gaidar‘s integrity, intellectual prowess, pragmatism, 

and courage in serving his country during perilous times won him wide admiration and respect.  

As a leading intellectual force among Russian economists, Gaidar also burnished Russia‘s image 

abroad and buttressed its rising presence in international relations. After leaving the government, 

Gaidar served as Director of the Institute for the Economy in Transition, a leading economic think 

tank in Russia, renowned for its young, talented professionals who tended to move on to influential 

government posts. Among his many books, The Fall of the Empire: Lessons for Modern Russia (2006) 

and The Russian Economy in Transition (2003) are insightful analyses of Russia‘s recent economic 

and political history. 

As destiny would have it, one of his last international presentations was his memorable address at the 

World Bank Europe and Central Asia Region panel discussion ―"Turmoil at Twenty": Recession, 

Recovery, and Reform in Central and Eastern Europe and the Former Soviet Union.‖ Gaidar summed 

up his enduring message so well: ―the period after a crisis is the best time for in-depth institutional 

reforms for long-term sustainable development for the next decades.‖  

 

  

http://www.themoscowtimes.com/mt_profile/Yegor_Gaidar/
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RUSSIAN ECONOMIC REPORT No. 21 

 

I. RECENT ECONOMIC DEVELOPMENTS 

 

Summary. Russia's output, employment, and real wage losses during this Great Recession, while sizable, 

were lower than feared early in the crisis--in part due to the large anti-crisis policy response. Global 

recovery is being led by developing and emerging countries, including Russia, with more moderate growth 

in high-income countries. The lessons emerging from this crisis: Have sound fiscal policy before and during 

a crisis. Take a macro-prudential view of the financial sector. Put in place stronger automatic stabilizers and 

targeted social safety nets. Avoid complacency after a crisis and continue to address long-term structural 

issues—improving the investment climate, modernizing the public sector, further strengthening financial 

sector, and improving competitiveness and diversification. 

Global trends––output and trade recovery led by developing and emerging economies  

In the second half of 2009 the global economy continued to show signs of recovery led by strong growth in 

emerging and developing countries (figure 1.1). Industrial production in developing countries continued to 

strengthen, expanding by 13.3 percent in December 2009 (quarter on quarter, seasonally adjusted annualized 

rate (saar)). In high-income countries, the pace of recovery was slower and now depends crucially on the 

strength of the rebound in consumer demand and business investment. 

 

The global growth momentum is reflected in a rebound of external trade. Export and import activity 

rebounded in both volume and value terms,  with import volume growth in developing countries surging to a 

65 percent annualized rate of growth in the final quarter of 2009, an eighth consecutive month of double digit 

growth. Similarly, export volumes surged 64 percent in the same period. For the first time, developing 

country trade volumes in December exceeded the previous peak recorded in April 2008 (imports by 6 

percent in USD terms). With weaker domestic demand, import volumes in high-income countries remain 15 

percent below April 2008; in Russia, import volumes remain even more sharply compressed at 24 percent 

below April 2008.  

 

Capital flows to emerging markets have also gradually recovered. Aggregate flows to developing countries 

in the second half of 2009 were near those for the first half of 2008 (box 1.1.)  
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Figure 1.1: Industrial production––growth picking up 

 

 
 

Figure 1.2: Imports continuing to surge in developing economies, moderating in Russia 

 

 
     Sources: IMF, Datastream Thomson and World Bank. 
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Box 1.1. External environment for Russia: Capital flows and oil prices  

    
Capital flows started 2010 on a firm note, boosted by a surge in bond issuance. At USD33 billion in January, flows were 

some 11 percent above the USD29 billion monthly average for 2009, but they were lower than December 2009‘s USD47 

billion. Bond financing was particularly strong, rising to USD21 billion in the month, the highest of any January on record. 

Sovereign borrowers accounted for about 57 percent (USD12 billion) of total emerging market borrowing in the month, as 

many governments took advantage of strong foreign demand and favorable market conditions. This trend is also in line 

with a seasonal pattern, with January historically the busiest month of the year for sovereign issuers as government 

borrowing programs are typically front-loaded. Among corporates, Russia issued USD1.1 billion in bonds (oil and gas 

sector). In contrast, bank lending slumped to USD5 billion in January, the lowest monthly volume since April 2009. Equity 

placements also fell to USD7 billion, with East Asia accounting for much of the decline. Even so, Russian equity 

placements rose to USD2.2 billion in January, nearly doubling the USD1.3 billion in total placements in 2009.  
 

  
Source: World Bank staff 

 

Oil market conditions are slowly tightening but oil prices are expected to remain stable. Oil prices have traded within 

OPEC‘s preferred range of USD70-80/bbl for nearly five months up to January. The market remains in surplus, but stocks 

of oil have been falling and demand has been improving. The change in global oil demand turned positive in the fourth 

quarter of 2009 following five quarterly drops. But OECD demand was still down 3 percent y/y, continuing more than four 

years of quarterly declines. The International Energy Agency is projecting a robust 1.6 million barrels a day, or a 1.8 

percent increase in global oil demand for 2010—all outside the OECD. U.S. crude oil inventories have been falling toward 

historical norms, as have product inventories, but a global distillate glut remains due to the slump in commercial transport. 

Non-OPEC oil supply recorded surprising growth last year, with notable gains in Brazil, Colombia, the Caspian, Russia, 

and the U.S. Gulf of Mexico. OPEC production rose by 1 million barrel a day over the past year, with compliance with 

OPEC‘s agreed 4.2 million barrels a day of cuts falling below 60 percent. In addition, OPEC spare capacity stayed near 6.5 

million barrels a day (which is twice as high as in mid-2008) as the group added 1 million barrels a day of new capacity, 

mainly in Saudi Arabia. 

 

 

Russia’s output––After a 7.9 percent contraction in 2009, recovery under way 

According to Rosstat‘s estimates, real GDP contracted by 7.9 percent in 2009, slightly less than expected 

based on the gross output statistics for the first three quarters (table 1.1). The announced growth implies 

that real GDP year-on-year contracted by only 3.2 percent in the fourth quarter of 2009, compared with a 

decline of 9.9 percent in the first three quarters of 2009. This implies that the recovery in the fourth quarter of 

2009 was stronger than anticipated. Meanwhile seasonally adjusted numbers (quarter-to-quarter) indicate that 

the modest recovery, which started in the third quarter of last year, accelerated in the fourth quarter and is 

likely to continue into the first quarter of 2010. The data suggest that several externally oriented industries 
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$ billion 2010 

H1 H2 Total Jan H1 H2 Dec Total Jan 
Total 258 132 390 24 110 243 47 353 33 
  Bonds 53 12 65 9 36 80 7 115 21 
  Banks 151 106 257 9 43 86 29 128 5 
  Equity 54 14 68 6 32 77 11 109 7 

 
Lat. America 61 29 90 10 37 100 21 137 8 
  Bonds 17 3 20 5 15 47 5 62 7 
E. Europe 99 57 157 4 22 50 8 72 13 
  Bonds 27 7.7 35 2 13 20 1 33 7 
Asia 69 29 98 9 44 78 15 122 11 
  Bonds 7 0 7 2 6 10 0.1 16 7 
Others 28 17 45 1 7 14 2 21 0.2 

2008 2009 
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benefited from rebound in the global demand, contributing to Russia‘s growth during the second half of 

2009. But the latest data also show that the nontradable sectors––which experienced a severe downturn 

during the crisis––also started to gradually recover in the fourth quarter of 2009 as a result of 

improvement in domestic demand. The recovery in the industrial production, however, is lagging 

behind the recovery in GDP (figure 1.3).  

Table 1.1: Main macroeconomic indicators, 2006-09  
 

  2006 2007 2008 2009   2009 

  
    

  Q1 Q2 Q3 Q4  

GDP growth, %  7.7 8.1 5.6 -7.9   -9.8 -10.9 -8.9 -3.2
a
 

Industrial production growth, y-o-y, %  6.3 6.3 2.1 -10.8   -14.3 -15.4 -11 -2.6 

Fixed capital investment growth, %, y-o-y  16.7 22.7 9.8 -17.0   -15.6 -21 -19 -13.1 

Federal government balance, % GDP
b
 7.4 5.4 4.1 -5.9   -0.4 -4.0 -4.0 -5.9 

Inflation (CPI), % change , e-o-p 9 11.9 13.3 8.8   5.4 1.9 0.6 0.7 

Current account, billion USD 94.7 77 102.3 47.5   9.3 7.6 15.0 15.6 

Unemployment, % (average for period) 7.2 6.1 6.4 8.4   9.1 8.6 7.9 8.0 

Memo: Oil prices, Urals (USD/barrel, 

average for period) 61.2 69.5 95.1 61.5   44.1 58.6 67.9 74.6 

Reserves (including gold) billion USD, e-o-p 303.7 478.8 427.1 439.0   383.9 412.6 413.4 439.0 
a
 Implied growth rate based on the annual statistics.  

b 
Cumulative from the beginning of the year.  

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

 

Figure 1.3 Dynamics of Real GDP, Industrial Production, Employment and Poverty 

 
Source: Rosstat, World Bank staff estimates. 

Memorandum: Poverty is based on annual averages (calculated as a number of people below subsistence level). 

 

Domestic demand—improving but constrained by high unemployment and tight credit 

 

High unemployment and tight credit continue to constrain the recovery in domestic demand. 
Recently revised data from Rosstat show that severely depressed domestic demand was the main 

factor behind the sharp GDP contraction in 2009. Aggregate consumption contracted by 5.4 percent in 
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2009, compared with an 8.5 percent growth in 2008. Looking at the structure of consumption, the 

contraction of household consumption in 2009 (8.1 percent) was more than expected on the basis of 

income statistics. At the same time the government consumption increased by 1.9 percent as a result of 

fiscal stimulus measures. With severe uncertainty, liquidity, and credit problems throughout the year, 

investment demand registered the sharpest decline in 2009––gross capital formation fell by a 

staggering 37.6 percent, compared with an expansion of 10.6 percent in 2008. Inventory destocking in 

the first two quarters of 2009 was the main cause of the decline, while the fixed investment fell by 17 

percent. Net exports, as expected, had a positive impact on growth in 2009, mainly due to a 

contraction of imports. But in relative terms, this growth was not enough to compensate for the 

contraction in domestic demand.  

 

On the supply side, all sectors of the economy contracted except for the public sector (public 

administration, health and education), which reported modest growth for the year (table 1.2). 

According to Rosstat data, the largest contraction was in construction (a decline of 16.4 percent), 

followed by manufacturing (a decline by 13.9 percent) and hotel and restaurant businesses (a decline 

by 5.4 percent). In 2009, tradables contracted more than non-tradables, in part due large contraction in 

manufacturing. But data on output indices for the fourth quarter of 2009 show the recovery spreading 

across most sectors. The recovery is partly attributable to a relatively low base in the fourth quarter of 

2008, when most sectors experienced sharp contractions. But it also reflects some growth driven by 

rising domestic demand. In January 2010 industry continued recovering at a brisk rate of 7.8 percent 

(year–on-year), led by electricity, gas and water production and distribution (growth of 8.4 percent) 

and manufacturing (growth of 7.6 percent). In February the pace of growth in industrial production 

slowed down substantially to 1.9 percent, mainly due to a deceleration of growth in manufacturing 

(only 0.8 percent increase). 

 

Table 1.2: GDP growth by main sectors (value added): 2006-2009  
  2006 2007 2008 2009 

 GDP growth   7.7 8.1 5.6 -7.9 

Tradable sector 3.4 3.8 2.0 -8.7 
     Agriculture, forestry  3.8 2.6 8.5 -1.7 

     Extraction industries -3.3 -2.7 0.4 -1.9 

     Manufacturing 7.3 8.1 1.2 -13.9 

Non-tradable sector 10.1 10.4 7.8 -7.4 
     Electricity, gas, water production and distribution 5.7 0.4 1.0 -6.0 

     Construction 11.8 13.7 13.2 -16.4 

     Whole sale and retail trade 14.1 12.5 8.4 -8.3 

     Transport and communication  9.7 3.4 7.4 -2.3 

     Financial services 10.3 12.5 6.6 -5.7 

Source: Rosstat, World Bank staff estimates. 

 

Labor markets––moderating adjustment  

 

Labor hoarding moderated the rise in unemployment. According to the latest Rosstat statistics, and 

contrary to initial expectations, the unemployment rate remained below 10 percent throughout 2009, 

peaking at 8.2 percent at the end of 2009 (table 1.3). The main reasons appear to be an increase in 

part-time employment and involuntary vacations as a temporary adjustment mechanism. The shift 

toward more flexible/part-time employment had started already in the second half of 2008, as the 

number of workers on involuntary vacations more than doubled, from 397,000 in 2007 to 944,000––
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all in the last quarter of 2008 (figure 1.4). The shift continued until February 2009 and then gradually 

declined, coinciding with the sharp rise in seasonal employment in Russia. By the end of 2009, the 

number of part-time workers was smaller than in 2008, but it remained much larger than before the 

crisis period.  

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

 
  2006 2007 2008 2009 2009 

  

Jan-

Dec 

Jan-

Dec 

Jan-

Dec 

Jan-

Dec 
Q1 Q2 Q3 Q4 

GDP growth, %, y-o-y 7.7 8.1 5.6 -7.9 -9.8 -10.9 -8.9 -3.2 

Total employment, million people 68.8 70.5 70.9 69.4 68.2 69.4 70.4 69.5 

Employment growth, %, y-o-y 0.8 2.4 0.5 -2.1 -2.3 -2.9 -2.1 -1.3 

Labor productivity growth, %, y-o-y 6.9 5.5 5.0 -5.9 -7.6 -7.8 -6.9 -1.9 

Real disposable income growth, %, y-o-y 13.5 12.1 1.9 1.9 0.4 3.1 -2.9 7.0 

Real wage growth, %, y-o-y  13.3 17.2 11.5 -2.8 -0.8 -3.9 -5.2 -0.7 

Average monthly wage, USD 392.5 533.2 692.1 593.0 514.2 572.0 596.2 700.1 

Unemployment (%, ILO definition, e-o-p) 6.9 6.1 7.8 8.2 9.2 8.3 7.6 8.2 

  Source: Rosstat. 

 

Figure 1.4: Involuntary vacations and part-time employment, thousands   

 
             Source: ROSSTAT, World Bank staff calculations. 

 

The tenure structure of the unemployed indicates a shift toward long-term unemployment. In the early 

stages of the crisis, the share of those unemployed for less than a month increased from 13 percent in August 

2008 to 16 percent in April 2009, mainly reflecting the fact that newcomers in the labor market were not able 

to find employment and entered the ranks of unemployed. But by the end of 2009, the share of those 

unemployed for less than a month fell to 10 percent and that of those unemployed for more than 12 months––

the long-term unemployed––increased from 27 percent in February 2009 to 33 percent in December 2009. 

The changing structure of unemployment tenure indicates that those who lost their jobs during the crisis 

continue to have difficulties finding new jobs.  

The rise in long-term unemployment and declining inflation, along with other factors, may suggest 

‗hysteresis‘ in unemployment. Russia‘s ―natural rate of unemployment‖, defined as an equilibrium 

level of unemployment consistent with non-accelerating inflation, may have drifted upward in the 
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post-crisis period. Also, a 2010 Doing Business index measuring rigidity of regulations hiring and 

firing workers in Russia remains high at 40 (on the scale of 0 to 100, with higher score indicating 

more rigid labor market) compared to an average of 25.9 in Europe and Central Asia and 22.6 in 

OECD countries. This and the rise in long-term unemployed and declining inflation as well as the 

increase in minimum wages and an apparent worsening of the mismatch between the unemployed and 

job vacancies all suggest that the natural rate of unemployment is likely to be higher after the crisis. 

This would be consistent with recent evidence in a number of developing countries.
2
 It would also 

have implications for the nature and focus of labor market policies in the post-crisis period. 

Young males in cities were most at risk of unemployment. Data on the composition of unemployment 

by age, gender, and location indicate that the largest increases in unemployment were among males, 

youths 20-24, and those in urban areas (figure 1.5). This is consistent with output data showing that 

urban services and construction suffered most during the crisis year 2009. As companies shortened 

their planning horizon against extreme uncertainty and financing constraints and postponed their 

investment plans, job vacancies declined throughout 2009, with the sharpest adjustment from 

December 2008 to April 2009. Overall, the number of job vacancies dropped by about 30 percent 

from December 2008 to December 2009. Vacancies dried up in all sectors, with the largest declines––

not surprisingly––happening in the construction, energy, and manufacturing sectors. 

Figure 1.5: Dynamics and structure of unemployment  

Unemployment rates by rural and urban and total (left panel), 

percent changes in the unemployment rates for selected population groups (right panel) 

  

Source: ROSSTAT, World Bank staff calculations. 

 

Adjustments in the labor market were also reflected in real wage losses. Wages contracted by 2.8 percent in 

real terms in 2009, largely from drops in the second and third quarters (table 1.3). Strong downward 

pressures on real wages in the private sector were in part offset by real wage increases in the public sector, 

mainly in health (by 5.6 percent), education (7.8 percent), and public administration (2.8 percent). Hit hardest 

by the contraction in the real wages in 2009, were workers in industry (-5.7 percent), financial sector (-8.9 

percent) and construction (-11.9 percent), year-on-year.  

                                                 
2
 Laurence M. Ball (2010). ―Hysteresis in Unemployment: Old and New Evidence,‖ National Bureau of Economic Research Working 

Paper Series 14818 (March), Washington D.C.  
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Interestingly, wage adjustments in 2008-09 seem to have reduced inequality in the overall wage 

distribution. The ―growth incidence‖ curve in figure 1.6 displays the relationship between the wage 

distribution (horizontal axis) and the average growth in nominal wages (vertical axis). When the curve slopes 

upward (downward), it means that the wage distribution is worsening (improving). Thus, a flat curve implies 

that the growth in wages is not strictly pro-poor in the sense that higher income earners‘ wages have grown 

roughly at the same rate as those of low-income earners, the situation prevailing in the high-growth period of 

2006/2005. This started changing in the favor of the poor in 2007/2006 so that in 2009/2007––the period 

capturing crisis and pre-crisis wage levels––growth in nominal wages became strongly ―pro-poor.‖ This 

surprising result—given that the loss of jobs and wages was greatest for large employers of low-income 

labor—came about as a result mainly of two factors: first, the wage level for low earners benefited from an 

increase in minimum wage (from 2300 RUR per month to 4330 RUR, an increase by 88 percent, in January 

2009), and, second, the largest wage contractions appear to have occurred for high-wage earner groups, for 

example in banking and finance. Moreover, the Russian wage setting system has elements of revenue-

sharing, in which wages consist of a base which is fixed and a flexible part that depends on the financial 

condition of an enterprise. As economic conditions worsen, the flexible part of the wage decreases, reducing 

wage inequality. As economic conditions improve, the flexible part would increase, resulting in an increase 

in inequality. 

    Figure 1.6: Growth incidence curve, 2005-2009 

 
  Source: ROSSTAT; World Bank staff estimates. 

 

Balance of payments––moderately improving with capital flows  

 

The current account, after deteriorating slightly on the back of lower oil prices in the first half of the year, 

remained in healthy surplus in 2009 (table 1.4). The CBR reported a current account surplus of USD47.5 

billion in 2009, down from USD102.4 billion in 2008. Most of this surplus was realized during the second 

half of 2009, when the trade balance improved considerably as prices of Russia‘s main export commodities, 

in particular oil, started to recover. At the same time imports remained depressed during the first three 

quarters of 2009, and only started to recover in the last quarter.  
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Table 1.4: Balance of payments (USD billions), 2006–2009 

  2006 2007 2008 2009
a
 Q1-09 Q2-09 Q3-09 Q4-09

a
 

Current account balance 94.7 77 102.4 47.5 9.3 7.6 15 15.6 

  Trade balance 139.3 130.9 179.7 110.6 19.1 24.4 33.1 34.0 

Capital and financial account 3.3 84.8 -135.8 -45.2 -32.0 3.2 -25.4 9.0 

  Errors and omissions 9.5 -12.9 -11.9 1.1 -7.7 3.5 1.3 4.1 

Change in reserves (+ = increase) 107.5 148.9 -45.3 3.4 -30.5 14.2 -9.1 28.8 

Source: CBR. 
a
 Preliminary estimates. 

 

Figure 1.7: Oil prices and the trade balance  

 

 
   Source: CBR and World Bank staff estimates. 

Figure 1.8: Current account balances and the real 

effective  exchange rate  

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

The capital account improved in 2009 relative to 2008 as capital outflows slowed. The capital account 

registered a deficit of USD45.2 billion in 2009, lower than the large deficit of USD135.8 billion in 

2008. The improvement reflects a considerable decline in net capital outflows from USD133 billion in 

2008 to USD52.4 billion in 2009. Both banking and non-banking sectors registered a decline in net 

outflows in 2009 (table 1.5). With the current account surplus exceeding the capital account deficit, 

the balance of payment position improved, allowing the CBR to even marginally increase its foreign 

currency reserves to USD439 billion by end-2009. Since the first quarter of 2009, the ruble began to 

appreciate again on the back of higher oil prices and, later, capital inflows, but the non-oil current 

account balance deteriorated (figures 1.7 and 1.8). 

Despite improvements, capital flows remained volatile, reflecting shifts in oil prices and market 

expectations for the ruble. CBR data show high volatility in capital flows throughout 2009. It appears 

that this volatility was mostly driven by changing oil prices that feed into market expectations about 

future ruble appreciation. Improved investor sentiments for the global economy and increased risk 

tolerance toward emerging markets—coupled with the recovery of the Russian economy in the second 

half of 2009—facilitated capital inflows to Russia toward year-end. As a result, banking and non-

banking sectors experienced capital inflows of USD11.6 billion in Q4-2009. Interestingly, the gross 

inflow of FDI (according to Rosstat) did not wither away during the crisis and totaled USD15.9 billion 

in 2009 compared to USD27 billion in 2008. 
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Table 1.5: Net capital flows (USD billions), 2006–2009 

 
2006 2007 2008 2009

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Q1 Q2 Q3 Q4

Total net capital inflows to the private sector 41.4 82.4 -132.8 -52.4 -35.1 4.5 -33.4 11.6

   Net capital inflows to the banking sector 27.5 45.8 -56.9 -32.5 -6.8 -5.8 -27.6 7.7

   Net capital inflows to the non banking sector 13.9 36.6 -75.8 -19.9 -28.3 10.3 -5.8 3.8

2009

Source: CBR.  

 

Despite fears of widespread, large defaults, both the banking sector and non-financial corporations have 

largely serviced their debt obligations. No major defaults on foreign debt obligations by banks or 

corporate entities occurred in 2009. The domestic bond market also continued functioning throughout 

the crisis. With total external payments of banks and corporations of about USD130 billion due in 

2009 (about 10 percent of GDP), payments and rollovers were orderly. According to the CBR‘s 

preliminary estimates, the total external public and private debt totaled USD469.7 billion at the end of 

2009, comparing with close to USD479.9 billion at the end of 2008.  

Banks had more difficulties rolling over their debt obligations than corporations. Data suggest that 

lower rollover rates for the banks resulted in a significant decline in their external debt exposure—

from USD166.3 billion at the end of 2008 to USD125.6 billion at the end of 2009. The non-financial 

corporate sector, by contrast, not only rolled over a significant share of its debt obligations but also 

issued new debt, boosting its debt from USD281.4 billion at the end of 2008 to USD299.8 billion at 

the end of 2009.  

 

Monetary policy and credits –– easing of monetary conditions continues with limited impact on 

lending  

 

Since May 2009, the CBR has been loosening monetary conditions to facilitate the recovery of 

credit, but with only limited success so far. The refinancing rate has been cut 11 times from 13 

percent in April 2009 to 8.5 percent currently, reflecting a deceleration of inflation (figure 1.9). But 

these gradual decreases in both policy rates and bank lending rates to corporates and households have 

not yielded any significant changes in lending volumes. The stock of credit to enterprises, which 

doubled in the two years preceding the crisis (figure 1.10), declined in the first three quarters of 2009 

and remained flat in the fourth quarter. The same trends are observed for credits to households. 

Moreover, if the existing stock of credits is adjusted for non-performing and restructured loans––

estimated to account for 5 and 25 percent, respectively, of total loans––there would be a considerable 

decline in net credits to the economy in the second half of 2009. So, despite improved liquidity, credit 

risk remains very high, and the banks continue to be very risk-averse. The banking sector is cautious 

in new lending because of asset quality fears and the need to provision for losses in an environment of 

high credit risk; the sector is also facing new challenges in medium term (Box 1.2).  
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Figure 1.9: Lending rates and inflation in Russa 

2006–09 

 

Figure 1.10: Stock of credits to companies 

and housholds in 2007–09 

 
Source: CBR; World Bank staff estimates. 

 

Box 1.2: What next for the financial sector? 
 
The global financial crisis has taken its toll on Russia‘s financial sector, with severe pressures on financial institutions. 

The policy response of the authorities to the crisis has been largely successful. A systemic banking crisis has been averted, 

the liquidity crunch eased and depositor confidence reestablished. However the crisis highlighted many weaknesses. Banks 

are far too dependent on foreign sources of funding: the loan-deposit ratio rose from 126 percent in 2005 to 149 percent in 

late 2008, reflecting increased reliance of banks on external foreign borrowing. Rising non-performing loans (now 

estimated by one of the banking associations to reach up 25 percent of total loans by the end of 2010) alarm those in both 

corporations and banks. By the end of 2009, lending--particularly for small and medium businesses and households--had 

fallen dramatically as the economic crisis undermined the credit-worthiness of many formerly solvent borrowers. At a time 

when banks needed more capital, the securities markets (both at home and abroad) had fallen in value and bankers faced 

the prospect of raising capital when equity prices remained low by historical standards. 

 

With the crisis abating—and the anti-crisis measures starting to be unwound--now is the time to reemphasize the 

financial reform agenda to build increased capacity and soundness in financial markets. A comprehensive and 

coordinated programmatic approach is called for. Necessary consolidation of the banking sector will likely occur due to 

recently increased capital levels. However a new framework is needed to provide for an orderly reorganization of deposit-

taking institutions in case of bankruptcy. An improved corporate insolvency system would provide effective mechanisms 

for corporate rehabilitation to allow viable companies to keep operating. Prudential regulation and supervision of banks 

should be strengthened to follow international practices, particularly consolidated supervision of large financial groups. 

Aligning operational risk management and other forms of corporate governance of banks with international standards 

would also be in order. Improved disclosure of financial product information to retail customers is also recommended as 

are easy-to-use redress mechanisms and other areas of consumer protection in financial services. Further reforms on credit 

information systems as well as collateral laws and registers, particularly for movable collateral (such as company 

inventories and receivables) would also help banks increase credit to businesses and households. 

 

Long term improvements could also be recommended. Supporting the banking reform should be improvements in capital 

markets infrastructure. Settlement and depository institutions need to be strengthened and prudential supervision of 

professional participants made more diligent. If Russia‘s capital markets are to complement the work of private banks, 

deeper markets are needed for money market instruments, including commercial paper and repos so that more financial 

market instruments are available for investment. Private pension and insurance sectors are also in need of reform. Much 

remains to be done so that Russia‘s financial institutions can play their full role in supporting a sustained economic 

recovery—and be ready to weather the next financial crisis. The good news is that the authorities have already started 

diligent work on many of these issues. 
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With depressed demand, tight credit, and remaining liquidity constraints, inflation was less of a 

challenge for the CBR in 2009. Throughout 2009, inflation has been on decelerating trend. The 

money supply (M2 average) decreased by 3.4 percent relative to its 2008 level, resulting in inflation 

(CPI) deceleration from 13.3 percent in 2008 to 8.8 percent in 2009 (Dec-to-Dec), allowing the CBR 

to aggressively cut its policy rates. As expected, seasonal factors and administrative increases in utility 

prices (by 10.1 percent in January, on average) put upward pressure on inflation in January 2010. 

However, inflation continued declining in February, bringing the 12-month inflation down to 7.2 

percent. Meanwhile, monetary conditions remain relatively tight—money supply (M2) started to 

noticeably grow only in the fourth quarter 2009 (by 15 percent relative to third quarter 2009). Given 

the time lag between monetary expansion and inflation, the decelerating trend is likely to continue 

throughout 2010, allowing the CBR to continue easing monetary conditions by further cuts in policy 

rates, but more cautiously.  

 

Oil prices continued to drive exchange rate dynamics in January and February 2010. The CBR has 

continued the policy of limited interference in the foreign exchange market, confining its interventions 

to planned purchases or sales of foreign currency and allowing the exchange rate to fluctuate within 

the officially established band for the bilateral currency basket (RUB/USD and RUB/Euro). As a 

result, the exchange rate has remained highly volatile in early 2010, as were oil prices, also reflecting 

broader market consequences of the ongoing debt crisis in Greece and other European economies. By 

mid-March, the exchange rate has stabilized around 29.5 RUB per USD (and 34.5 RUB against the 

bilateral currency basket).  

 

Recent changes in exchange rate management suggest that the CBR intends to make its policy less 

predictable to avoid a possible carry-trade and destabilizing speculation on a new ruble appreciation. At 

the end of February 2010, the CBR changed the rule for adjusting the floating band. According to the 

old rule, the band was moved by 5 kopecks for each USD700 million bought or sold at the 

lower/upper boundary of the band. From end-February, the size of the shift in the floating band will be 

less predictable.  According to the CBR, this modification will eliminate an almost-guaranteed return 

for forex players and may reduce volatility in the market. 

 

Fiscal policy––benefitting from the oil price recovery and buoyancy of VAT revenues 

According to the estimates from the Ministry of Finance, the consolidated budget had a deficit of 

6.2 percent of GDP in 2009 (table 1.6). As a result of discretionary fiscal stimulus measures and 

increases in social expenditures, the consolidated budget expenditures increased by about 6.9 percent 

of GDP in 2009. The deficit of the federal budget totaled 5.9 percent in the same period (with the 

addition of quasi-fiscal expenditures the deficit becomes 6.4 percent), slightly better the expected, in 

part due to higher non-oil revenues in the second part of 2009. The large increases in expenditures and 

the fall in oil revenues caused the federal non-oil deficit to rise to 13.5 percent of GDP, almost three 

times the ‗optimal‘ target that would be sustainable and financeable from oil revenues in perpetuity.
3
  

Revenue losses due to cuts in the income taxes were partly offset by buoyant VAT revenues. 
Corporate income tax revenues fell from 10 percent of GDP in 2008 to 7.5 percent in 2009, reflecting 

                                                 
3
 Bogetic, Zeljko et al. (2010). ―Long-Term Fiscal Risks and Sustainability in an Oil-Rich Country: The Case of Russia,‖ World Bank’s 

Policy Research Paper, WPS 5240 (March), World Bank, Washington D.C. 
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revenue losses from a reduction in the corporate income tax rate from 24 and 20 percent as well as a 

drop in business activity. But VAT revenues in 2009 were larger than in 2008 (as a share of GDP 

VAT revenues increased from 5.1 percent in 2008 to 5.3 percent in 2009). That mostly reflects an 

extension of the VAT payment schedule introduced in late 2008.  

Table 1.6: Consolidated budget: 

revenues, expenditures, and the fiscal surplus, 2007-09 

 
  2007  2008  2009 

Consolidated budget*    

Revenues, % GDP 40.2 38.5 34.4 

Expenditure, % GDP 34.1 33.7 40.6 

Surplus, % GDP 6.1 4.8 -6.2 

Non-oil balance, % GDP -2.9 -5.8 ... 

Federal budget    

Revenues, % GDP 23.6 22.3 18.8 

Expenditure, % GDP 18.1 18.2 24.7 

Surplus, % GDP 5.4 4.1 -5.9 

Non-oil balance, % GDP 0.6 -6.4 -13.5 

                                 Source: Ministry of Finance, Economic Expert Group. 

    * Including extrabugetary funds. 

 
On the expenditure side, most fiscal stimulus measures were introduced according to budget plans 

but executed largely in the second half of 2009. Approximately 98.4 percent of all budgeted anti-

crisis fiscal expenditure measures were executed in 2009. Only a few measures remained under-

executed—particularly consumer credits for purchasing new cars (only RUR187.7 million were 

executed compared with RUR2 billion budgeted), state support for airlines (only 6.1 billion were 

executed relative to 11 billion budgeted), and support for the auto industry for which 38 billion rubles 

were budgeted (executed at the rate of 91.8 percent). Furthermore, the Federal budget provided 77.7 

billion rubles for labor market measures and subsidies to the regions; these funds were executed with 

89.7 percent rate due to implementation capacity constraints in the regions. In 2010, the government 

plans to introduce more modest anti-crisis fiscal measures to support the real sector and the labor 

market in the amount of 0.5 percent of GDP. 

As indicated in the previous RERs the size of Russia‘s anti-crisis measures was adequate, especially 

targeting the financial sector, but their structure and implementation could have been more 

effective. First, tax cuts and broad (pensions and wage increases) rather than targeted measures made 

the crisis response package more expensive than otherwise. Second, the relative lack of focus on 

infrastructure and targeted social assistance made the overall output multipliers lower than otherwise. 

And third, it appears that most expenditure measures were implemented in the second half of 2009, 

while the deepest growth contraction was in the first half of the year. Hence, the fiscal stimulus 

measures focused on the non-financial sector could not substantially mitigate the contraction in early 

2009.  

Although the government has scaled back most of its discretionary fiscal stimulus expenditures 

aimed at supporting the real economy, increases in social expenditures introduced in 2009 and 

planned for 2010, including an increase in pensions in January 2010, will continue to put added 

pressures on the expenditure level. Gradual improvements in the external environment, including 
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recovering oil prices, are likely to positively affect the revenue profile. But these improvements will 

be offset by larger than expected social expenditures, including compensating the deficit of the 

pension fund. Furthermore, there is a possibility that some discretionary current expenditure measures 

introduced in 2009 will become entrenched.   

What have we learned from this crisis?  

The passage of what came to be termed as ―Great Recession‖ provides an opportunity––to 

academics and policymakers everywhere––to reflect on policy lessons that could help policymakers 

deal with future crises. In particular, given the triple challenges for policymakers in the aftermath of 

this crisis discussed in the previous RER––fiscal, financial, and social––there are some tentative 

policy lessons that could help policymakers meet these challenges in the future. These lessons are only 

emerging based on the broader international experience and the reexamination of policy consensus on 

economic policy.
4
 

First, this crisis has returned fiscal policy to center stage as a macroeconomic stabilization tool. 

This is particularly so because monetary policy, including credit and quantitative easing, had largely 

reached its limits in the environment of near-zero interest rates. However, effective use of fiscal policy 

measures requires sufficient fiscal space (defined broadly to include availability of fiscal resources 

from fiscal surpluses, fiscal reserves, or borrowing and efficiency reserves) to run larger fiscal deficits 

as economic conditions worsen. In Russia, fiscal savings accumulated over the last decade allowed the 

government to introduce sizeable, discretionary fiscal stimulus measures without significant 

deterioration in its debt-to-GDP ratio. Without it, the impact of the crisis on Russia would have clearly 

been considerably more severe. At the same time, the crisis also indicated that fiscal stimulus needs to 

be well designed, targeted to the areas of maximum impact on demand and the poor, and implemented 

without delay, which could be difficult in the tumult of the rapidly evolving crisis. In the future, 

improving existing automatic stabilizers (e.g., unemployment benefits and means-tested social 

assistance programs) would provide more automatic flexibility in the economy to respond to new 

shocks.  

Second, most of the elements of the precrisis consensus on macroeconomic policy still holds 

(benefits of low inflation, sustainable debt and low unemployment), but the crisis has shown that 

policy makers should adopt a broader macro-prudential view of the financial sector. In particular, 

policy makers should take into account in their decisions not only the key macro variables, but also 

asset price movements, credit booms, leverage, and the buildup of systemic risk in the private sector. 

With the neglect of financial intermediation as a central macroeconomic feature, financial regulation 

and supervision prior to the crisis focused on individual institutions and markets and largely ignored 

their macroeconomic implications. Pro-cyclical effects of banking activity, in most cases, were largely 

ignored. As a result, greater emphasis on macroeconomic implications of financial sector 

developments, backed by stronger supervision and regulation, will be needed. 

                                                 
4
 See, for example, Blanchard, Olivier, Giovanni Dell Ariccia, and Paolo Mauro (2010). ―Rethinking Macroeconomic 

Policy: Initial Lessons of the Crisis,‖ IMF staff position paper SPN/10/03 (February 12), International  Monetary Fund, 

Washington D.C. 



16 

 

Third, the social impact of a sharp slowdown or a drop in real GDP during the crisis in emerging 

countries was transmitted mainly through lower employment and wages. The crisis revealed the 

importance of policy interventions focused on (i) maintaining incomes of vulnerable groups by scaling 

up existing social assistance programs and (ii) supporting employment and earnings, including 

potentially through well-designed, active labor market programs. In the post-crisis environment, there 

is a need to further enhance the targeting efficiency of existing social assistance programs and 

enhancing existing automatic stabilizers, such as unemployment insurance.  

Fourth, the post-crisis world will likely require countries to do more to improve their investment 

climates. In a world of more constrained credit conditions and lower commodity prices for exporters 

such as Russia, more will need to be done to attract both domestic and foreign investments. 

Developing and emerging countries will likely compete for a smaller pool of international capital that 

is likely to be more costly than before the crisis. Russia, in particular, has made progress in some areas 

of business environment (Box 1.3) but a large unfinished agenda remains, especially in the areas of 

infrastructure, skills, and corruption. 

Fifth, in Russia, the crisis has provided an opportunity and impetus to rethink and accelerate public 

sector, financial sector, and diversification reforms; it is important that these lessons are not lost in 

the return to business-as-usual after the crisis (see chapter 2 of this report). Even with the nascent 

recovery, Russia faces significant long-term public sector, financial sector and diversification 

challenges. The government has been strengthening budget management for many years and its three-

year 2010-12 budget aims to implement a credible fiscal adjustment plan. Also, facing a tighter budget 

constraint, the government is preparing a program of improvements in the efficiency and effectiveness 

of public expenditures and is rethinking the concept of the public sector. On the financial sector front, 

much has been accomplished to weather the crisis and stabilize the system but much also remains to 

be done to consolidate the system, improve the regulatory environment, transparency, bankruptcy and 

insolvency frameworks, and financial literacy as well as development of capital market infrastructure. 

And perhaps the hardest part––because there are far fewer recipes for success––is how to diversify 

more rapidly from the mineral resource-based economy. A litmus test of government‘s policies in this 

regard––suggesting specific measures––will be the growth of new and expansion of small and 

medium-size enterprises––and employment––and not just in established, large, often state 

corporations.  
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Box 1.3: Improving business environment: BEEPS At-A-Glance, 2008 
 

Newly released results of EBRD-World Bank Business Environment and Enterprise Survey (BEEPS) cover a broad range of issues 

about the business environment in Russia and other countries of Central and Eastern Europe, former Soviet Union, as well as 

Turkey. In Russia the sampling of more than 1000 firms in construction, hotels and restaurant, manufacturing, wholesale and retail, 

transport and other services was done in the period from September 2008 to March 2009.  

 

The 2008 results show that the ease of business regulations and their enforcement has  improved in Russia relative to the results of a 

previous BEEPS survey done in 2005, but  new issues have emerged regarding access to skilled and educated  workers as well as 

adequate infrastructure. Only 12 percent of firms surveyed in 2008 said that skills and education of available workers are not a problem 

compared to 40 percent in 2005. Furthermore, infrastructure constraints – transport, electricity, telecommunications – appear to be more 

binding to business development than in 2005. In the 2008 survey, only 31 percent (76 percent in 2005) of firms indicated that 

electricity, 16 percent (78 percent in 2005) – telecommunications and 36 percent (72 percent in 2005) – transport are not significant 

constraints. 

 

Box figure: Russia: Ranking of problems related to business in 2005 and 2008  

 
 

Overall, the 2008 BEEPS survey indicates some improvement in tax administration, with the share of firms citing tax administration 

as a problem in doing business declining from 64 percent in 2005 to 54 percent in 2008. Reported corruption in tax administration also 

declined, with 9 percent of firms saying that unofficial payments in dealing with tax officials were frequent (down from 22 percent in 

2005), bringing Russia in line with the ECA average. On the other hand, the frequency of tax inspections has hardly declined, which 

suggests that there is scope to increase the efficiency of tax audits. 

 

The 2008 BEEPS survey points to an overall decline in incidence of administrative corruption affecting business. Between 2005 

and 2008 the share of firms that reported paying bribes went down by half from 62 percent to 31 percent, although these results remain 

much higher than the ECA and CIS regional averages. Likewise, the share of firms saying that bribes were frequent also declined 

sharply from 41 percent to 22 percent in 2008. On the other hand, the reported bribe tax has almost tripled from 1.7 percent of annual 

sales (for firms that report paying bribes) to 4.5 percent. The same trend was observed in reported bribes to secure government contracts, 

which almost doubled from 2.2 percent of the value of the contract in 2005 to 4.1 percent in 2008. This trend seems to indicate a shift 

toward corruption affecting fewer firms that pay larger bribes to presumably higher-level officials. The share of firms that reported using 

the courts increased impressively from 27 percent in 2005 to 45 percent in 2008, while only 3 percent of firms surveyed said that 

unofficial payments were frequent in dealing with the courts. 

 

The share of firms indicating business licensing and permits is not a problem declined from 38 percent in 2005 to 29 percent in 2008, 

much lower than the ECA average of 45 percent in 2008. In addition, 23 percent of senior management‘s time is spent dealing with 

public officials or public services in 2008, an increase from 7 percent in 2005 survey.  
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II. Economic and Social Outlook for 2010–11 for Russia: Jobless Recovery? 

Summary: Russia is likely to witness a robust but relatively jobless recovery.  

 

Russia‘s real GDP would likely grow by about 5 to 5.5 percent in 2010, followed by a 3.5 percent growth 

in 2011 (table 2.1). Consumption, particularly household consumption, will be the main factor driving 

economic growth in 2010, especially towards year-end. Additional growth is likely to come from the 

inventory restocking during the first two quarters of 2010, reflecting improving expectations about the 

economic recovery and the relatively low base in 2009. At the same time, significant increases in 

fixed capital investment are not likely given the excess production capacity (since the beginning of the 

crisis the capacity utilization rate has declined by about 10 percentage points to 69 percent in 

September, 2009) and tight credit. The contribution of net exports to aggregate growth, observed in 

2009, is likely to turn negative in 2010 as imports volume picks up in line with economic recovery. 

Further into the future, the pace of economic growth in 2011 will very much depend on the ability of 

the banking sector to provide longer term credits to enterprises to facilitate growth in fixed 

investment. 

Table 2.1: Outlook for Russia, 2010-2011 

 2010 2011 

World growth, % 2.7 3.2 

Oil prices, average, USD/bbl 76.0 76.6 

Russia    

  GDP growth, %  5.0-5.5 3.5 

  Consolidated  government balance, %  -3.0 0.0 

  Current account, USD bln. 32 19 

  Capital account, USD bln. 30 50 

 Source: World Bank projections. 

 

Russia‘s recovery is taking place in the context of a gradual but fragile global recovery. The fallout from 

the crisis will probably change the landscape for finance and growth over the next decade. Global real 

GDP, which fell by 2.2 percent in 2009, is expected to grow by 2.7 percent in 2010 and 3.2 percent in 

2011 (table 2.1). Prospects for developing countries are for a relatively robust recovery, growing 5.2 

percent this year and 5.8 percent next—up from 1.2 percent in 2009. Real GDP in high-income 

countries, which declined by 3.3 percent in 2009, is expected to increase slowly—by 1.8 percent in 

2010 and 2.3 percent in 2011. World trade volumes, which fell by a staggering 14.4 percent in 2009, 

are projected to expand by 4.3 percent this year and 6.2 percent in 2011. While this is the most likely 

scenario, considerable uncertainty clouds the outlook. Depending on consumer and business 

confidence in the next few quarters and the timing of fiscal and monetary stimulus withdrawals, global 

growth in 2011 could be as low as 2.5 percent or as high as 3.4 percent. Oil prices have also been 

revised slightly upward as the global outlook improves—to USD76 per barrel in 2010 and USD76.6 in 

2011.  

Growth in Russia in 2010 will be predominantly driven by a modest growth in consumption and the 

base effect, reflecting a very low base of the first two quarters of 2009 (figure 2.1 and figure 2.2). 

Recent increases and indexation of pensions coupled with increased public sector wages and 

continuing de-dollarization are expected to provide a positive boost to household incomes and 

spending. As a result, household consumption is likely to pick up and help economic growth in 2010. 
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But this effect will be gradual and quarter-to-quarter growth (seasonally adjusted) is expected to be 

marginal. Tight credit conditions and production slacks are expected to be the main factor limiting 

recovery in investments.  

 

Figure 2.1: Demand sources of Russia’s real 

growth, by quarter, 2008–10 (%change y-o-y) 

 

 

Figure 2.2: Sectoral sources of Russia’s real GDP 

growth by quarter, 2008–10 (%change y-o-y) 

 
Sources: Rosstat; World Bank staff estimates. 

 

The economic recovery is likely to have a limited impact on labor markets with modest employment 

growth likely to prevail in the medium term. Unemployment is expected to stay around 9 percent in 

Q1-2010, with some improvement throughout the year, mostly a result of higher seasonal 

employment. Before the crisis, when the economic growth was very high, the employment growth was 

moderate as key growth drivers were increases in the total factor productivity. This trend was 

observed not only in Russia, but also in other countries in Europe and Central Asia Region (see figure 

2.3A). During the crisis, all countries experienced massive employment losses (figure 2.3B). Going 

forward, most countries in the region, including Russia, will likely experience moderate job growth 

recovery with sustained high unemployed rates. In fact, employment levels are expected to recover at 

a rate significantly lower than GDP growth recovery in a number of countries in Europe and Central 

Asia region (figure 2.3C). In fact, for reasons discussed above, it is possible that both supply and 

demand shocks and policy changes (large increases in minimum wages) and the labor market (such as 

the rise of unemployed and mismatch of unemployed and job vacancies) have ratcheted up the level of 

unemployment, making it difficult to reduce it in the short term. This will make for an environment of 

a relatively jobless recovery. Only when the economic growth becomes more broad based and robust, 

it is likely to see sustained improvements in the labor market, probably in 2011. Tight credit 

conditions and high unemployment continuing to weigh down on household income and wages are 

unlikely to improve fast enough to provide large and sustained boost to consumption. 
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Figure 2.3A 

 
Sources:  2000-2007 World Bank data. 

 

Figure 2.3B 

 
Sources:  IMF (WEO, October 2009 update); data for Russia (Rosstat) 

IMF (WEO). 
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Figure 2.3C 

 
IMF (WEO), World Bank staff estimates (Data for Russia) 

 

Given the outlook for oil prices and global demand, we expect a gradual deterioration in the current 

account in 2010-2011, while the capital account is likely to improve. If oil prices remain at their current 

levels, the surplus on the external current account would fall to about USD32 billion in 2010 (about 2 

percent of GDP) and further to USD19 billion 2011, mostly due to a rebound in imports associated 

with income growth and the real appreciation of the ruble. The capital account is projected to improve 

to a surplus of USD30 billion in 2010 and USD50 billion in 2011, reflecting an increase in non-debt 

capital inflows, lower debt repayments, and an improvement in the borrowing capacity of banks and 

non-financial corporations. The exchange rate is likely to remain volatile in the short-term with 

upward pressure on the ruble if the oil price remains close or above USD80 a barrel—and downward 

pressure if the oil price decreases below USD70 a barrel. 

Higher oil prices will increase Russia‘s fiscal revenues and likely lower the fiscal deficit of the 

consolidated government. Given these trends, fiscal deficit could be reduced to only 3 percent of GDP in 

2010 and the budget could be balanced in 2011. This does not, however take into account additional 

funds needed to finance growing deficit of the pension fund, which could add 0.5-1.0 percentage 

points to the overall deficit. But even with additional social spending, if oil prices stay at current levels 

the overall deficit of the consolidated government could be entirely financed from the Reserve Fund 

which on March 1, 2010 was RUB 1.7 trillion, or 3.8 percent of GDP. This would, in turn, reduce the 

need for external borrowing that was built into the budget. The downside risks associated with high 

volatility of oil prices and global demand will remain.  
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Given the current trends in inflation and money supply, the downward outlook for inflation in 2010 

remains unchanged. End-year 2010 CPI inflation is likely to be between 7 and 8 percent, reflecting 

relatively slow growth in money supply and credit constraints. Risks for higher inflation are related to 

a possible relaxation in the fiscal stance due to the planned indexation of pensions and public wages, 

and any possible imported food price shocks. The former may lead to excess liquidity in the economy 

and contribute to higher inflation in the second half of 2010, and especially in 2011, given the time 

lags between an increase in the money supply and inflation. Reducing this risk will require careful 

coordination of monetary and fiscal policies in 2010 and 2011.  

With access to external borrowing gradually improving, larger banks or corporations should be 

able to finance or rollover their debt obligations in 2010 (table 2.2). According to the CBR, banks 

will have to pay about USD34 billion in 2010 and corporations about USD70 billion, both in principal 

and interest payments, which is lower in the aggregate by USD30 billion than in 2009. However, 

smaller and medium size companies will continue to experience difficulties in accessing credit on 

terms that would make their projects profitable. 

Table 2.2: External debt service (USD billion)  
  2010 2010 2011 

  I q II q III q IV q   I q II q III q IV q 

All sectors 25.6 30.0 26.5 26.0 108.1 17.4 25.8 20 n/a 

Government 1.6 1.6 0.7 0.9 4.8 1.5 1 1.4 n/a 

Banks 8.3 13.0 5.7 6.8 33.8 4.6 7.9 6.4 n/a 

Other sectors 15.6 15.3 20.2 18.3 69.4 11.4 17 12.2 n/a 

Source: CBR  

 

Government‘s interventions that aimed at a broader middle class, rather than only the poor, have 

contributed to a reduction in projected poverty rate in the second half of 2009 (figure 2.4). Using the 

revised unemployment data, household survey data, and national poverty lines,
5
 we estimate that 

without government‘s policy interventions (including the increase in pensions, wages, and 

unemployment benefits and modest increases in social assistance and labor market programs), the 

likely headcount poverty rate for Russia could have reached 17.4 percent at the end-2009. The scale-

up of wages, pensions and other benefits introduced in 2009 (while it may have other, less desirable 

fiscal consequences), in particular, have mitigated the decline in the average household consumption 

per capita. Taking into account these interventions, poverty rate is now likely to end around 14 percent 

by the end-2009 and 12.5 percent in 2010, a return to the pre-crisis level, a year earlier than previously 

expected. 

                                                 
5
 Defined as the percentage of population with money incomes below subsistence minimum level set by the government of Russia. In the first quarter 

2009, this line amounted, on average, to 5083 rubles per person (about $169). 
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Figure 2.4 Projected impact of the crisis on the poverty rate, percentage of people with income 

level below minimum subsistence, 2007-2011  

  

                 Source: World Bank staff estimates based on aggregate output forecast and household survey data on employment and incomes. 
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III. Improved Migration Policy for Post-crisis Growth and Recovery in Russia 
 

To alleviate demographic and labor market imbalances and support the recovery of domestic demand 

and growth, Russia should improve its internal and external migration policy while addressing the 

broader economic and social concerns of both Russia and Central Asia. Specific policy issues could 

be addressed to unleash the productive potential of migration in Russia and the CIS countries. 
 

Demographic Transition of Russia and the Need to Supplement the Labor Force  

 

Russia‘s considerable demographic challenges are well documented. After rising steadily after 

World War II to a peak of almost 150 million in 1993, its population has since been on an almost 

continual decline, standing today at 142 million. Noting high mortality rates, low birth rates, an aging 

population, and attendant rapid declines in the working-age population , the United Nations projects 

further declines to about 135 million by 2020 (medium scenario) and further to 120 million by 2050 

(figure 3.1).  

 

In the early 1990s and 2000, immigration to Russia partly filled the population gap, and internal 

migration increased. But with voluntary resettlement flows (primarily from the former republics of 

the Soviet Union)
6
 likely dried up by now, net labor migration has been offsetting the natural decrease 

in population since 2006; it is expected to cover on average 50 percent of the total natural decrease in 

population in the years to come (figure 3.2). These trends have created an urgent need for additional 

external labor. But despite a sizable pool of available and willing migrants from the CIS countries, 

Russia‘s migration policy has encountered challenges in addressing the complementarities between 

labor market needs and the supply and management of labor migrants—foreign and domestic. 

 

 

 

0

20

40

60

80

100

1996 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2020 2025 2030

Figure 3.2. Russia: Replacement rate  of natural decrease in population by net 
migration inflows (in %)

Uncovered natural decrease

in population

Net migration inflows

 

Source: Rosstat, UN, and World Bank LDB.   Source: Rosstat. 

 

If these trends continue, Russia will need more than 12 million immigrants to compensate for the 

labor force decline within the next 20 years unless major, unforeseen changes occur in the structure 

                                                 
6
 Vishnevski (http://www.polit.ru/lectures/2006/01/25/alternatives.html). 
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of the main population groups (figure 3.3). Therefore, Russia needs to consider far-reaching steps to 

improve its attractiveness for migrants and inspire renewed inflows of both skilled and unskilled labor.  

 

Figure 3.3: Projected changes in total population and distribution of population by groups 

(2010-30) 

 

 
Source: Rosstat. 

 

On the heels of rapid economic growth in Russia, the number of migrant workers (internal and 

external), increased fivefold between 2002 and 2008, from 360,000 to more than 2 million (table 

3.1). Despite the growing numbers, the majority of external migration flows are probably not even 

captured by the official statistics. It is estimated that the total number of migrant workers from 

Uzbekistan alone (legal and irregular) is over 1 million—and that there are nine irregular migrants for 

each legal labor migrant in Russia.
7
 These are primarily citizens of CIS countries who arrived in 

Russia officially under the visa-free regime, but have no official work permit or residence registration 

in Russia as a result of staying in Russia for an extended period beyond that allowed to register and 

enter the Russian labor market legally.  

 

Table 3.1: Structure of labor migration flows to Russia (thousands) 

 
 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Total 213.3 283.7 359.5 377.9 460.4 702.5 1,014.0 1,717.1 2,157.0 

CIS 106.4 148.6 204.6 186.5 221.2 343.7 537.7 1,152.8 1,596.0 

Non-CIS 106.9 135.1 154.96 197.4 238.5 353.8 476.3 563.8 560.4 
 Source: Rosstat. 

 

Both internal migration and external immigration are important for the Russian economy. Greater 

internal migration, a natural response to growing regional imbalances, can mitigate huge interregional 

employment imbalances and allocate Russia‘s scarce labor resources more efficiently. In turn, this is 

                                                 
7
 Rybakovsky, Ryazantsev. ―International Migration in the Russian Federation.‖ Paper presented during the United 

Nations expert group meeting on international migration and development. 

(http://www.un.org/esa/population/meetings/ittmigdev2005/P11_Rybakovsky&Ryazantsev.pdf). 
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likely to lead to greater regional and urban agglomerations, raising the spatial efficiency of the 

Russian economy. But this will not remedy the declining overall population and labor force in Russia. 

Internal migration management must work alongside efficient management of external labor migration 

from CIS and non-CIS countries to support economic growth in Russia. This is especially evident 

given the extent to which migrants contribute to growth in employment, especially in the large 

nontradable sectors, such as construction and retail trade (table 3.2)  

 

Table 3.2: Total Net Employment Flows by Sector (in thousands, 2004-08)  

 

  
2004 2005 2006 2007 2008 

Tradable 
 

- 538 - 342 -387 -211 -426 

Manufacturing - 145 -281 -147 9 -177 

Non-tradable 966 727 769 1,056 881 

Construction 188 173 157 201 200 

Retail 381 245 229 396 307 

Net changes 428 385 382 845 455 
Source: Rosstat. 

 

Remittances of CIS migrants from Russia are also an important source of income for many 

smaller CIS countries (figure 3.4). Indeed, remittances––mainly from Russia––account for almost 50 

percent of Tajikistan‘s GDP and 30 percent of Moldova‘s. In that sense, migrant labor and remittances 

represent important, win-win economic links between Russia and the CIS countries—satisfying their 

respective needs for labor and external income that would otherwise not be available, and thereby 

advancing welfare in both sending countries and Russia. 

 

 
 Source: World Bank data. 
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Russia’s Crisis and Labor Migrants: What Do We Know?  

 

The crisis had a profound impact on Russia‘s labor market, in aggregate and in the regions, 

prompting various labor market policy responses.
8
 Overall, a sharp downward adjustment in the 

labor market continued through February 2009, moderated thereafter, and then reversed, in part due to 

seasonal factors. The unemployment rate increased from close to 6 percent before the crisis to 8.2 

percent by end-2009, with large increases in part-time employment.
9
 Average monthly wages per 

worker in real terms fell by 2.8 percent in 2009, compared with growth of 11.5 percent in 2008. High 

disparities in regional unemployment remain significant, with unemployment higher in regions with 

more manufacturing and where industrial production accounts for a larger share of GDP. In response, 

the government has increased unemployment benefits and begun implementing active labor market 

programs that focus on the provision of public works, temporary employment, and flexible working 

regimes.  

 

Despite increasing labor market pressures and with the economy slowly starting to rebound, around 

1 million job vacancies were available in Russia in 2009, but Russia‘s unemployed did not fill them. 
These were primarily in low-wage sectors that typically employ immigrant labor (utility management, 

cleaning) suggesting a higher reservation wage for Russian labor. With the expected annual decline in 

the working-age population of around 1 percent (0.8–1 million people), this trend is expected to 

continue. Both trends corroborate the fact that the labor market requires certain types of labor and at a 

cost that is not easily available in Russia and is most likely to come from immigrants.  

 

The crisis hit the migrants to Russia very hard, in terms of financial and social pressures. Most 

migrants come from Central Asia. A rapid qualitative survey conducted by the World Bank in March 

2009 of Tajik migrants (estimated at around 10 percent of all migrants to Russia
10

) showed six 

important trends.
11

  

 

 First, migrant workers were among the first to suffer from the crisis through a reduction of 

salaries, contract breaches by employers, and abuse, worsening their social and work conditions, 

and causing job losses. Migrants tend to be constrained in job searches by the lack of easy 

access to information (on jobs, opportunities) and by administrative barriers related to formal 

job authorization in Russia. Interestingly, women migrants were the least affected because of 

the nature of their work (domestic help or trade or service sector jobs). 

 

 Second, at the height of the crisis (February–March 2009), two-thirds of all returning migrants 

came back to their home country for work-related reasons (job loss). Compare that with May 

2008, when International Migration Organization data showed that well over half the returning 

migrants were returning for family and health reasons. Young (first-time), low-skilled, and 

unskilled migrants were the first to lose their jobs, prompting their return home. Forty percent 

of all returning migrants fell into this category.  

 

                                                 
8
 See the first chapters of the Russian Economic Reports Nos. 20-21 for detailed discussions of adjustments in the labor 

market (www.worldbank.org/ru). 
9
 Rosstat. 

10
 ICMDP, Vienna, 2006. 

11
 See ―Tajikistan: Migration Policy Note,‖ CEM background paper, World Bank (draft, February 2010). 
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 Third, the rise in aggregate unemployment, poverty, and uncertainty during the deep 2009 

recession fueled heated public debates about migration, especially about the rise of xenophobia 

and harassment. Abuse, harassment, and discrimination are on the rise, including that by law 

enforcement officers, migration authorities, and employers—and have increased the formal and 

informal payments for migrants. This pushes up the financial ―break-even‖ point for many 

migrants, making their lives less economically beneficial and more socially vulnerable.  

 

 Fourth, the Russian authorities recently announced a reduction of foreign labor quotas and 

adopted employer-based arrangements—a clear policy reversal from the migration policy 

liberalization efforts launched earlier in 2007. But credit goes to the federal officials in Russia 

who kept ―conditional‖ quotas open, despite substantial labor market pressures and increasing 

anti-migrant perceptions.  

 

 Fifth, more than half the migrant respondents stated they prefer to stay in or return to Russia 

even if they have to accept lower wages or move and change jobs. There are clear shifts away 

from construction to catering, transport, and to some extent agriculture, sectors that are less 

regulated and require unskilled labor.  

 

 Sixth, despite the dramatic reduction in remittances, wage cuts and nonpayments, currency 

devaluations, and some observed shift from the official money transfer system to informal 

channels a massive, sustained return of migrants to their sending countries after the crisis is not 

likely.
12

 Only 10 percent of returning migrants clearly said that they do not want to come back 

to Russia; the rest were going home to weather the crisis and plan to return to Russia as soon as 

Russian labor market conditions improve. As it turns out, recent estimates from Tajikistan and 

Kyrgyzstan show that fewer than 10 percent of migrants returned from Russia during 2009.  

 

 Why Migrant Labor Will Support Russia’s Recovery 

 

A key objective of Russia‘s economic strategy for 2020 is to increase living standards, which will 

require long-term growth of around 6.5 percent. But the current economic landscape is different from 

that after 1998, and capacity constraints are likely to become binding very soon. So, labor will play an 

important role in the postcrisis recovery, especially in an economy that is expected to lose 1 percent of 

its working-age population annually in the next decade. None of the high-performing economies 

reached this optimal growth scenario in such circumstances.
13

 One of the most important challenges for 

Russia is increasing its labor stock (both skilled and unskilled) on the back of changing demographic 

patterns; migrants will play a key role.  

 

High economic growth in the past decade in certain sectors increased Russia‘s dependence on labor 

flows. In the short to medium term, growth prospects will still come from the sectors that require more 

labor and that were responsible for the impressive economic growth before the economic crisis: 

                                                 
12

 Around 40 percent of all migrant respondents stated that to save remittance fees they either pool resources or actually 

chose not to send it through formal channels the last time they sent remittances home 
13

 Mikhail Dmitriev. ―Long-Term Economic Consequences of the Aging Population in Russia.‖ Background paper for 

Russia Human Development Report 2009. Center for Strategy.  
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construction, trade, manufacturing, transport, and agriculture. But foreign workers are increasingly 

finding employment as market vendors, garbage collectors, janitors, waiters, cooks, store clerks, 

drivers, and domestic workers. These sectors will continue to need both skilled and unskilled labor. 

Despite complaints about rising unemployment and lack of job security, Russians citizens tend to shun 

these jobs because of their different skills mix and higher reservation wage. In 2008, every fourth 

construction company in Russia indicated that lack of staff was the factor that restrained their 

activities.
14

 Moreover, the Russian population‘s ratio of dependents to working-age citizens is 

growing, creating employment gaps that can be filled only by foreign workers. Migrants will therefore 

constitute an important force over the medium term as Russian economic growth advances.  

 

The Role of Policy: How to Harness Labor Supply and Manage Migration Flows after the 

Crisis? 

 

Since 2000, when President Putin took office, the country has shown greater awareness of 

migration issues and has proposed and instituted a number of reforms. These reforms include 

migration policies to attract more labor migrants, simplify migrant registration, and facilitate the 

healthy integration of foreign workers into Russian society. Progressive legislative amendments under 

way would govern the employment of skilled labor through simplified employment procedures, 

exclusions from quotas and validity of work permits, and so forth. It would be important to learn from 

such special programs as they roll out and apply similar principles to overall migration policies. Given 

that the CIS migration policies agenda is still daunting, the time is opportune to move away from mere 

research and data collection to well-designed, coordinated actions.  

 

Authorities in the Russian Federation still remain somewhat divided on some basic aspects of 

migration reform,
15

 while authorities in labor sending CIS countries are still struggling to set the 

proper migration management systems and institutions in place. The Moscow Protocol of 

Intentions
16

 on Migration Policy in CIS Countries developed by the CIS migration professionals and 

practitioners in July 2009, call for coordinated actions among the CIS counties based on accepted 

principles and norms of international law—and on the provisions in the national legislation of the CIS 

member countries, principles of equal partnership, mutual respect for sovereignty, and wider 

participation of all relevant stakeholders.  

 

Further policy and institutional measures are warranted to address emerging labor needs in Russia. 

To be sure, Russia has come a long way since the early 1990s toward establishing a more conducive 

migration system, and efforts to improve birth rates and life expectancy deserve credit. But in the past 

few years, Russia‘s efforts to address remaining migration challenges lost momentum—and then the 

global crisis intervened, pushing migration off the priority agenda.  

 

As a result, a more complete understanding of the unique labor needs of Russia should be at the 

core of any migration and labor market policy. A new understanding, a well-defined and agreed-on 

                                                 
14

 www.gks.ru/bgd.regl/b08_11/lsswww.exe/stg/d02/17-07/htm).  
15

 Gradirovkyi, Sergei ―Does Russia Have a Migration Policy?‖, online analytical magazine, January 2010 

http://polit.ru/analytics/2010/01/28/migrationpolicy.html 
16

 World Bank ECA migration website: 

(http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/EXTGLDEVLEARN/0,,contentMDK:223510

40~menuPK:629746~pagePK:64215757~piPK:64215756~theSitePK:629728,00.html). 

http://www.gks.ru/bgd.regl/b08_11/lsswww.exe/stg/d02/17-07/htm
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long-term vision, and acceptance of the fact that labor migration is certain to be important in Russia‘s 

future years are needed along with coordinated efforts at the regional level. Proper fine-tuning and 

strengthening of the existing labor migration framework and institutions in Russia, as well as the 

determination to take a clear and consistent position on migration issues, could support Russia‘s 

recovery, especially in large sectors that rely heavily on immigrant labor, and improve the lives of 

millions of foreign workers.  

 

In addressing these issues, we suggest three sets of migration issues or principles that should figure 

high on the regional and national migration policy agendas. We believe that consideration of these 

issues in migration policies in CIS countries would contribute to more efficient economic and labor 

space of the CIS and more integrated and better living conditions for migrants. 

 

1. Create a unified migration space and labor market among CIS countries with a clear and 

harmonized national and regional labor migration vision and strategies fostering an environment 

for cooperation and coordination. 

 

2. Protect migrants‘ rights and decent work and living conditions in Russia. 

 

3. Develop an efficient migrant support system in both sending and receiving CIS countries. 

 

 

Unified migration space and labor market 

 

A unified migration and labor market space is a laudable goal. It could be a space for citizens of all 

CIS countries to choose their place of residence, to work, and to be free of the burden of quotas, time 

limits, and other administrative barriers. But this will require a coordinated migration policy among 

CIS member states in concert with diasporas, trade unions, public agencies, and NGOs.  

 

The gap is too wide between the demand for labor and the capacity for legal migration channels in 

Russia today. This gives rise to widespread illegal migration at best and human trafficking and other 

criminal activity at worst. The international experience shows that rigid migration policies increase 

illegal migration, which in turn traps foreign workers in low-skill, low-paying jobs, raising their 

chances of mistreatment. Further improvement and simplification of migration legislation in Russia is 

likely to pay off in reducing the financial and social costs associated with illegal migrants and 

contributing to overall social development in the country. 

 

If Russia is to remain a major destination for foreign labor migrants, it needs to take firm measures 

to curb the shadow sectors by bureaucratically widening and easing registration. Making legal 

employment systems more transparent will help both migrants and employers and make it less 

attractive for workers and employers to go undocumented and unregistered. A unified labor migration 

space could go a long way in this respect. In addition, efforts to attract skilled labor from countries 

other than CIS should continue, but this policy direction will also require further improvement.  
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Protection of migrants’ rights  

 

Irrespective of the global financial crisis, migrants often live precarious lives characterized by 

deprivation and social exclusion. The various efforts involved in protecting migrant rights are 

exacerbated by economic depression. Many migrants do not take advantage of state services, and the 

state simply loses track of them. Following the European Commission‘s example, migrant information 

exchange systems made available to the public would alleviate the problem of undocumented 

migrants, as would enhancing databases and reinforcing surveys with additional migration questions. 

Any effort to increase microeconomic data collection will help to evaluate the influence of migration 

dynamics on the labor market—and, by increasing the transparency of information, assist in quashing 

negative perceptions of migrants that are now based on rumor and speculation. A migration amnesty 

may be the best springboard for these actions.  

 

Once in Russia, migrant workers should be free to maintain their ethnic, cultural, and religious 

identities, as well as ties to their home countries. The Russian government can engender goodwill 

and further social development by supporting diasporas, combating activities that contribute to 

migrants‘ exclusion and marginalization, and instituting a no-tolerance policy for any kind of 

discrimination based on race, religion, ethnic or social status, language, gender, political or other 

views, or property or marital status. Encouraging the media to present migration issues in a neutral 

fashion, and eliminating coercive measures to arrest, detain, and deport law-abiding migrants and 

corruption by law enforcement agencies with regard to migration issues, is key. Migrants, regardless 

of their legal status, deserve free access to legal representation and to advocate their rights through 

participation in civil society organizations, legal or diaspora-type NGOs, business entities, and unions. 

 

Both labor-sending and labor-receiving countries could further facilitate public-private 

partnerships in ensuring basic health, education, and pension provision for migrants. Good 

practices and lessons (Philippines Overseas Worker Welfare Administration)
17

 could be tapped to 

address the issue of protecting migrants‘ rights in the clear absence of effective enforcement 

mechanisms of international conventions.  

 

Support services for migrants and building of skills 

 

Support services for migrants ideally would begin in the sending countries with efforts by 

governments, civil society, and the private sector to mitigate cultural and linguistic adaptation 

challenges and assist migrants in obtaining legal labor status. Such support could include secondary 

and higher professional and vocational training and education, as well as pragmatic information on job 

placement and housing in destination countries. Sending countries would need to coordinate efforts 

with Russian counterparts. Attention should be paid to the education and Russian language skills of 

migrants, particularly from Central Asia, where declining levels of education (including professional) 

contribute to less than optimal migration outcomes.  

 

On the Russian side, migrants should be afforded access to education, health, and social security 

services and free access to law and protection. Grant schemes to support educational migration would 

be beneficial. Improving the financial literacy of migrant workers could facilitate the efficient transfer 

                                                 
17

 Achacoso, Thomas, ―A long-range perspective for strengthening the migration process in Tajikistan and Kyrgyzstan 

with implications for the Russian Federation,‖ IOM (February 2006). 
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of remittances and expand access to the formal financial sector and transmission channels. Both the 

government and migrants would benefit from encouraging foreign workers to open savings accounts 

and invest in education, health, and housing. To expand support services for migrants, one of the 

priority measures is to create infrastructure to support official migration. This could be done through 

pre-departure counseling; national institutions that specifically deal with migration issues and policies; 

training and retraining centers; integration and reintegration centers; language courses; legal and 

financial support; and formal mechanisms for managing legalization and organizing recruitment. One 

key step could be introducing a practice of ―Labor Attachés.‖ And important social dimensions need 

to be complemented with ongoing efforts to fight xenophobia and intolerance.
18

 

 

 

 

 

 

                                                 
18

 For more details on the World Bank efforts to help promote and coordinate regional, practical, self-sustaining dialogue 

and action on migration issues in Europe and Central Asia Region, please visit  

http://go.worldbank.org/4YGBEQ85N0. It provides details of a network launched recently of migration practitioners in 

CIS countries (Migration and Remittance Peer-Assisted Learning network—MIRPAL) to deepen knowledge and 

understanding of migration challenges. 

 

http://go.worldbank.org/4YGBEQ85N0
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