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Hang in There: With No Money to Index
Pensions, Russian Leaders Look to Make
One-Time Payment

Pensions have fallen in real terms for the first time since 1999.

By Olga Kuvshinova and Alexandra Prokopenko

August 24,2016

Dmitry Grishkin / Vedomosti

The government will issue pensioners with one-time payment insteadBof indexing pensions
for a second time this year, Prime MinisterBDmitry Medvedev has announced. Pensioners are
to receive a one-timeMadditional payment of 5,000 rubles in January 2017, costing
theBfederal budget some 200 billion rubles ($3 billion).

The payment will be handed out to approximately 43 millionBRussians, including state
employees, the disabled, pensioners withEpart-time jobs, and those with social pensions,
said Deputy PrimeBMinister Olga Golodets.
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Russian law requires pensions to be indexed to the previous year'sBactual level of inflation-
something which the government refused toBcarry out earlier this year. Authorities instead
decided to increaseBpensions by just 4 percent, rather than by the official inflationErate of

12.9 percent.

The government promised to consider indexing pensions for a secondHtime after evaluating
the budget mid-year, but prospects have seemedBdire for several months. The Russian
Pension Fund collected 174Bbillion rubles ($2.7 billion) less than planned in the first half
0fH2016, with the federal budget now expected to cover the difference.

Speaking to elderly Crimean residents in May, Medvedev toldBpensioners that there was “just
no money right now” to indexBpensions again, parting with a jaunty, “all the best, and you
hangBin there.”

Medvedev tasked the Labor Ministry in early August with findingBreserves worth 137 billion
rubles ($2.1billion) to index pensions byE8.56 percent starting from September 1. The
Ministry were able toEfind just 48.2 billion rubles ($744 million).

The plan to make a one-time payment will fulfill the government’sBobligation to index
pensions in 2016, State Duma deputy Olga BatalinaBtold the TASS news agency. An 8.5
percent indexation in August wouldBhave raised pensions by an average of 1,000 rubles per
month, sheBsaid. “A one-time payment of 5,000 rubles amounts to the sameBincrease for
the last five months of this year,” she told TASS.

The one-off payment system also appeases the Finance Ministry,Bwhich has opposed any
form of re-indexing. The ministry has arguedBthat re-indexing would raise the base level of
pensions in 2017, in aBway which a one-time payment would not.

In the meantime, Medvedevhas promised that government will indexBpensions in 2017 to the
Economic Development Ministry projectedBactual inflation rate of 6 percent. That would cost
the federalBbudget more than 270 billion rubles (S4.2 billion), Medvedev said.

Pensioners are valuable electoral resource for Medvedev's UnitedBRussia party, and would be
a mistake to ignore them, said politicalBanalyst Konstantin Kalachev. “If indexation is
impossible, theBgovernment needs pay attention to them [pensioners] somehow,
withoutBoffending them and making it seem as if you are trying to buy theirBvotes,” he said.

The most important thing for pensioners is not the size of theirBpension, but that the
authorities demonstrate a willingness toBsupport them, even when times are tough, said
Kalachev. TheBauthorities have also taken care to schedule the one-time payment forBafter
the elections so that it would not look like a campaign tactic.B‘“Nobody wants to create the
impression that a pensioner’s voteBcosts 5,000 rubles,” he said.

A sharprise in inflation has caused the real value of pensions toBfall for the first time since
1999. The real size of pensions plungedB&by 3.8 percent in 2015, and by another 3.6 percent in
the first halfBof 2016, the State Statistics Service reported. The situation isBoften no better
for the many Russian pensioners who live with adult,Bworking children, as overall economic
decline also means thatBsalaries are lower.



The government can fund the one-time payment in part withBprivatization revenues from
and in part by savings on otherBexpenditures, possibly in the fourth quarter, said BCS
seniorBeconomist Vladimir Tikhomirov.

Yet with current projections and oil prices at $40 per barrel, theBfederal budget may not have
money for either a one-time payment orBindexation, one federal official said. The decision to
move theBone-time payment to January 2017 was most likely the result of alBcompromise
with the Finance Ministry, which has the unenviable taskBof finding the money to finance the
payment. The problem is now lessBabout sourcing revenues than financing the deficit, the
official said,Bwith authorities soon facing the prospect of being forced to tap intoBthe
National Wealth Fund. Indexing pensions to the actual inflationBrate in 2017 would put the
country’s financial system at risk, andBcould even cause it to collapse be 2018, the official
said.
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