
Global Openness Is a Double-Edged
Sword
By Martin Gilman

March 09, 2011

A comparison of economic performance among countries can be useful to focus on a few key
issues. International institutions such as the International Monetary Fund, in its semiannual
World Economic Outlook, have developed such comparisons into an art form. Stacking
countries up against one another obviously cannot be taken too literally because countries are
as different as their regions and peoples.

In this column last month, I compared Russia’s per capita economic growth relative to that of
Portugal over the past decade as then-Prime Minister Vladimir Putin had speculated on the
eve of the millennium. The conclusion was that by 2015, as he predicted, Russia should easily
be able to catch up with where Portugal stood in 2000 but will still lag well behind that
country’s current lackluster performance, much less the rest of Europe.

Of course, there is nothing inevitable about such projections. They are simply a mental
exercise. However, in the case of Russia, such comparisons provide insights precisely because
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of its unique history and geography, among other features.

I recently came across an unexpected piece of comparative analysis by a former IMF
colleague, Jonathan Anderson. It brought home how Russia’s uniqueness is exhibited in a
significant way when contrasted with other countries.

His analysis sought to address the question of why Russia experienced such a sharp decline in
real gross domestic product in 2009, since it was much steeper than elsewhere. And it led me
to wonder whether Russia, more than most middle-income countries, was particularly or
even uniquely vulnerable to external financial shocks. Needless to say such a conclusion
would have sobering implications for the future in view of the unusual degree of uncertainty
about the direction of the global economy.

In 2009, the State Statistics Service reported that Russia recorded a massive 7.8 percent
plunge in real GDP, the brunt of which came in the first quarter. On current trends it will only
be around mid-2011 that Russia’s GDP will fully recover. This outcome was far worse than
exhibited elsewhere, even among very similar countries. This is where Anderson’s
international comparison became so interesting.

The unlikely comparison was between Russia and Nigeria. As he observed, in terms of some
major economic parameters such as dependence on oil exports, debt leverage and credit
conditions, currency trends, interest rate structures, foreign exchange reserves and flows,
both Russia and Nigeria looked uncannily identical in terms of the nature and magnitude of
the 2008 financial crisis shock. And so the normal expectation would be that these two
countries would perform roughly the same in the post-crisis environment as well.

In fact, Russia’s trajectory in the aftermath of the crisis was radically different from Nigeria
and most others. It is interesting to understand why.

Of course, some might contend that, a few financial variables aside, such a comparison is
misleading. After all, Russia is a relatively industrialized economy with purportedly strong
financial and credit linkages throughout the system, while Nigeria is far poorer on a per-
capita basis with a sizable share of GDP still tied to rudimentary agriculture; so of course
Russia should be much more sensitive in the aggregate to financial shocks.

But this facile argument falls down on three fronts. First, even if we just focus on the
industrial economy, Russia did worse than Nigeria, with a much sharper like-for-like decline
in nonagricultural manufacturing and mining output. Second, it’s not at all clear that Russia
is more financially integrated. Both economies came into the crisis with a domestic credit-
GDP ratio of about 50 percent with similarly leveraged banking systems. Third and by far most
important, if we just focus on what happened within the financial system itself, we find that it
is precisely here where the key differences in performance actually lie.

Russia’s government bond yields rose dramatically at the end of 2008, a sign that it was more
than just a problem of interbank liquidity. Rather, there were absolute liquidity shortages in
the economy as a whole. In Nigeria, just the opposite occurred. Treasury bill rates declined as
money was withdrawn from banks but stayed in the country. In other words, Nigeria suffered
a bout of banking system panic, while Russia suffered a wholesale exit from the economy.



In fact, there was a fairly dramatic decline in ruble-denominated broad money M2, and this in
turn meant that the Central Bank was not able to provide widespread liquidity support for
banks in the heat of the crisis. So the question is what was it in Russia that pushed local
depositors to exit the currency in such large amounts — and almost uniquely so in the
emerging world?

A large part of the answer is because they could. Russia stands virtually alone among low- and
middle-income countries in the sheer openness of its external capital account. Since 2006 the
ruble is an entirely convertible currency, unlike in China, India or Brazil, much less Nigeria.
There are sound political and economic reasons that the Russian currency has been made so
readily convertible. A 20th-century history of absolute exchange controls, monetary
confiscation and the almost hyperinflation and crisis in the 1990s convinced the authorities
that even a hint of a return to the bad old ways of the past would set off a flight from the ruble.
This is arguably what allowed global liquidity concerns to translate into a uniquely domestic
shock.

The good news was that it was a profoundly temporary shock, lasting only a few months.
Russia’s underlying balance sheet is no worse than in other oil-

exporting countries that have fared far better than Russia in terms of growth, and this points
the way to a sustained period of recovery ahead, especially with oil prices so high that the
government can start to replenish its stabilization funds.

If correct, the implications of this comparison are troubling. Russia is uniquely hobbled in
buttressing itself against the seemingly inevitable volatility of the global economy. Russia,
conditioned by the unique social experiment that covered most of the 20th century, is caught
between the Scylla of a historically mandated global openness unknown outside of advanced
economies and the Charybdis of external shocks that occasionally provoke panic on the part of
domestic depositors and foreign investors.
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