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The downward revisions in the World Bank’s report were determined by slowing domestic demand, a
poor harvest, flaccid investment and a volatile international situation.

Despite near-record oil prices, the Russian economy is expanding at its slowest pace in 15
years, excluding the 2009 and 1998 recessions, the World Bank said Monday.

Economic growth forecasts have been cut to just 3.5 percent this year and 3.6 percent in 2013,
the bank said in a biannual report. Last year, it predicted 3.9 percent growth for 2012.

"That's a very low growth rate given the last decade and a half," Kaspar Richter, the bank's
chief economist in Russia, told reporters.

The downward revisions contained in the Russian Economic Report reflected slowing
domestic demand, a poor harvest, flaccid investment and a volatile global economy.

"Whereas earlier in the year, growth was rising and inflation declining," the report said,
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"now growth is declining and inflation rising."

The predicted drop to 3.5 percent growth compares with the 4.3 percent growth recorded last
year and comes despite buoyant oil prices.

Oil prices averaged $104 a barrel last year and are expected to rise slightly to an average
of $105.70 a barrel this year and $105.80 in 2013, the World Bank said.

The expectation of faltering growth comes on the back of a 4.5 percent expansion in the first
six months of this year, which made Russia stand out globally.

"Russia, in a sense, has delinked itself from a slowdown in the global economy," Richter said.

Much of the expansion, dependent on solid consumer demand, has been built on an 11 percent
increase in real wages in the first half of this year, the World Bank said.

Nonmarket wages, mostly in the state sector, increased even more rapidly: 20 percent
between January and July.

Salaries were boosted for the majority of state employees in late 2011 and early 2012 as then-
Prime Minister Vladimir Putin campaigned to win a third presidential term.

"It is a labor market that is very good for workers," Richter said. Unemployment shrank
in August to its lowest level in two decades, according to the report.

Underwritten by low inflation in food prices, the poverty rate also struck record lows, at 17.7
million people in the first half of this year, down from 21.1 million in the year-earlier period.

But inflation is expected to pick up toward the end of the year, as the summer drought pushes
food prices higher, delayed increases in utility rates begin to bite and core inflation grows.

Inflation will rise to between 6.5 and 7 percent by year's end, the World Bank said.

With the interbank market rate, current inflation of 6.6 percent means that "at this point
in Russia, in the short term, you have a negative real interest rate," Richter said.
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