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Experts Predict 'Lost Decade' for Russia's
Stagnating Economy

A lack of dialogue on economic incentives could threaten future
growth.
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Russia'sBeconomy needs powerful external stimuli or fundamental domesticBreform in
order to avoid further stagnation, a report from the Centre ofBDevelopment at the Higher
School of Economics (HSE) has claimed.

The country's gross domestic product in 2016 is just 1.3 percent higher than it wasBbefore the
2008 crisis, HSE experts wrote in their report,B“Commentaries on the State and Business.”
Predictions show thatBRussia could “lose a decade” of economic growth by the
timeBpresidential elections arrive in 2018.
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ItRis a claim which Russia's Economic Development Ministry stronglyBrefutes: but experts
fear that having ceased to grow, the RussianBeconomy will stagnate and lose the ability to
resume growth later on.H

Russia’sBGDP fell by 0.9 percent in the first half of 2016 year on year,Baccording to the State
Statistics Service. Economists polled by theEBHSE believe that the economy will contract by 0.8
percent this year,Bbefore transitioning to weak growth of 1 percent in 2017. Growth of@more
than 2 percent is not expected before 2020. “Without creatingBreal conditions for reviving
business activity, it is difficult to beBoptimistic about the next few years,” the HSE report
concluded.

TheBRInternational Monetary Fund (IMF) also forecasts that withoutBstructural reforms,
Russia’s economy will grow by just 1.5 percentBannually. The Finance Ministry has made a
similar prediction,Bforecasting as little as 1 percent — 1.3 percent growth annualBgrowth in
the absence of restructuring. Central Bank chairpersonBEElvira Nabiullina has added to the
pessimistic chorus by claimingBthat, even if oil prices reach $100 per barrel, the Russian
economyBwould be incapable of growing faster than 1.5 percent — 2 percentBper year
without changes in policy. Central Bank deputy chairpersonBKsenia Yudayeva went even
further, suggesting that without reforms,Bthe Russian economy was doomed to perpetual
stagnation.

WeakBdemand, a lack of investment, and tight fiscal policy make itBimpossible for Russia to
achieve robust growth, HSE experts claimed,Badding that officials had not ruled out
“printing money” in orderB&to stimulate growth.

LeadersBhad initially drafted plans to modernize the economy after the 2008Hcrisis.
Problems arose when oil prices shot up and officialsBgradually lost sight of those plans, said
First Deputy Prime MinisterBIgor Shuvalov in early 2015 — a year which

saw the

economyHBcontracted

by 3.7 percent. The current crisis presents a newEBopportunity for

change that “Russia should not miss,” said®Shuvalov.

Now,Beconomists have split into two camps: the Stolypinsky Club, whichBadvocates fiscal
stimulus, and former Finance Minister AlexeiBKudrin's Center for Strategic Development,
advocating fiscalBconsolidation. The first group proposes increasing investment, inEpart
through monetary financing, while the second calls for graduallyBreducing the budget deficit
and launching institutional reforms.

TheBMentire government is now fixated on how to cut costs, while nobody isBdiscussing how
to restart the economy, one federal official said.E“The absence of a dialogue on economic
incentives will inevitablyBlead to the monetary financing. Then, the only question is:
HowBmuch?” the official said. “We have hit bottom and are starting toBadapt to these new
conditions.”

WithoutBreal discussion, it could prove impossible to turn the economyBaround, said one
senior government official. Nobody argues againstBthe need to balance finances, but what is
needed now is a plan toBremove the economy from its current stagnation: to get out of it
asBEquickly as possible, before it drags the country down, the officialB®said. “Many ministers
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understand this, but they cannot get itBthrough to the leaders.”

EntrepreneurialBspirit is the most important driving force in the modern marketBeconomy,
HSE experts pointed out. “By suppressing it, there isBlittle hope for the long-term progress
of the Russian economy. And noBamount of monetary financing will help.”
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