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The Economic Development Ministry made a three year forecast.

The Russian economy could stagnate due to political tensions with Ukraine and cooling
relations with the West, the Economic Development Ministry predicted in a three year
forecast, Vedomosti reported Wednesday.

Russia's 2014 GDP will grow by only 0.5 percent, down from the 2.5 percent predicted

in December 2013, the Economic Development Ministry said. The corrections are due

to growing capital outflow, declining investment in state and private sectors, and lower
demand for Russian energy resources, said Deputy Minister Andrei Klepatch, Vedomosti
reported. Capital outflow may reach $100 billion.

Exports of gas and oil were the driving forces for the Russian economy in 2013, according
to federal statistics organization Rosstat. Domestic demand declined throughout 2013.
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Despite the government's bleak outlook, some analysts say the official report is optimistic.

"Given the existing trends the slowdown in economy may be even bigger," said Nikolai
Kondrashov from the Development Center at the Moscow's Higher School of Economics.
The center has done separate research outlining the current trends in the economy and their
forecasts are even more pessimistic.

There will be a significant fall in the export figures and in the home demand, according to the
Higher School of Economic's report. GDP growth may not grow at all or even shrink by 1.5
percent depending on various factors, including the inflation rate and falling ruble rates.

"We expect the inflation rates to reach about 6 percent by the end of the year. However, if
the ruble rates continue to fall, it may be even bigger," Kondrashov said.

"The forecast of the ministry is quite realistic. However, if the political situation worsens,
the growth figures may be lower," said Vladimir Tikhomirov, head economist at financial
corporation Otkritie. He said the slowdown in the Russian economy is due to larger issues,
with the crisis in Ukraine only part of the problem.

"The figures released prove once again that Russia is still highly dependent on the demand
for its energy resources and the general structure of the economy has not changed much over
the past years," he added.

Pouring big sums of money into the economy will not have a positive effect in the long term,
said Kondrashov. He sees only one way to survive the turmoil: minimize the state sector

and make attempts to improve the investment climate in the country. Reducing state control
is especially important for the banking sector, where the major banks are state-owned, he
added.
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