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‘There’'s No More Money:' Medvedev
Faces Russia's Economic Woes With
Austerity Plan

Cuts to government programs across Russia are set to bite until
2019

By Alexandra Prokopenko and Margarita Papchenkova

July 20, 2016

Andrei Makhonin / Vedomosti

GovernmentHspending on energy, sports, transportation and science are all toBcome under
the spotlight as Russian Prime Minister Dmitry MedvedevEBbegins to plan the country's
budget until 2019, officials haveBreported.

MedvedevEhas previously stressed that the budget will assume both lowBcommodity prices
and continuing sanctions as a given, and thatBgovernment spending will be coordinated with
as yet undecidedBpriority projects from the Presidential Council for StrategiclDevelopment.
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TheBgovernment previously approved a three-year spending freeze at 15.78H8trillion rubles
($248 billion) in nominal terms. The amount is lowerBthan adjusted spending in 2016 and
represents a decline in realBterms.

TheBgovernment also approved a spending cap for state programs andBnon-program budget
items for ministries to use while planning theirBbudgets. Spending which has already been
frozen in nominal terms canBbe cut by another 5 percent in 2017, said Finance Minister
AntonHSiluanov.

“ThisRis the level of spending we can afford in the current situation whileBtaking all risks
into account,” said a Finance MinistryBrepresentative said. The Ministry has stressed to
officials that theBgovernment can not raise the spending limit and that they would haveBRto
make proper use of the funds available.

“WithBthis level of state funding, the future of many industries is alreadyBclear. The Prime
Minister might personally support his ministers, butBhe admits that there isn’t any more
money,” one federal officialBsighed. “The ‘monetarists’ in the government won and it
isBpractically impossible to change that.”

AccordingBRto current projections, funding for some state programs will declineBin nominal
terms. Funding for the state program to develop physicalBeducation and sports will be cut by
more than half over the nextBthree years, while funding for the development of Crimea will
fall®from 149.3 billion rubles ($2.4 billion) in 2016 to 65.98 billionMrubles ($1 billion) in
2019. Classified state programs — mostlyBdefense spending — will also see cuts of 15 percent
over threeRyears.

TheBFinance Ministry forecasts a deficit of 3.2 percent of GDP in 2017Band plans to reduce it
by 1.1 percent annually thereafter. InBaddition to a spending freeze in nominal terms and
further cuts toBunprotected budgetary items, the Ministry proposes raising
revenueBthrough the dividends of state companies, improving taxBadministration, and
reducing tax exemptions for oil companies andBGazprom.

TheBMInternational Monetary Fund estimates that consolidation of theB®budget could result in
savings of 12 percent of GDP over three years,Bwith approximately one-third (4.2 percent of
GDP) coming fromBRincreased revenues and approximately two-thirds (7.6 percent of
GDP)Bfrom spending cuts.

PriorBto the State Duma elections in September, officials will talk aboutBlooking for reserves
or additional funds for social programs, butBthose will be just words. Immediately after
elections, they will makeBspending cuts that will prove very unpopular.

MinistersBhave been trying to secure funding, said one federal official, butBthey already
realize that any attempt is futile. “Everyone isBwalking in circles around the Finance Ministry
like men loiteringBaround a kiosk with a sign reading ‘out of beer,’” he said.B“The answer to
every question is: ‘There’s no more money.”” &
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