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Russia's Post-Election Economy: Down,
But Not Out

Parliamentary elections are rapidly approaching, but this time
politicians aren't making any pie-in-the-sky promises
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Russia's parliamentaryBelections are rapidly approaching, but this time politicians
aren'tBmaking any pie-in-the-sky promises. After all, pie costs money andBthey don’t have
any. But they are also careful to avoid making anyBunpopular decisions, preferring to
postpone them for another 18 to 24Bmonths un

til after theB®2018 presidential election.

ByHRany measure,
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the Russian economyHis deep in

a classic recession: GDP has dropped for

the sixthBconsecutive quarter. If Russia had political competition, theseBelections would
pose a challenge for both the ruling party and theBopposition. But without real competition,
politicians are underBlittle pressure to lift the economy out of the current crisis.

The economic downturnBwas sharpest in late 2014 and early 2015. After that, the
declineBgave way to the current creeping stagnation in which indices hoverBnear zero, with
some sectors of the economy showing a slight upturnBor downturn. Even if GDP rebounds
from the current 0.5-0.7 percentBdecline to 0.7-0.8 percent growth (as the Economic
DevelopmentBMinistry

blithelyBpredicts), businesses and consumers will feel no difference.

RussiaRis not Europe: Price ratios remain uncertain

here,Hand people begin to sense growth

only when it reaches a rate of 5Bpercent.

EvenBoptimists aren't
predicting that sort of growth in the nextBthree to four years.

After real,Rinflation-adjusted wages grew slightly in the spring, they started®falling again in
June and July, according to the Center forBMacroeconomic Analysis and Short-Term
Forecasting. The August figuresBfor wages are not yet in, but it is already evident that
realBconsumer spending is down as citizens avoid making major purchases.

Political competitionBwould undoubtedly have

Hemboldened

citizens to vote their current

leaders out ofBoffice for allowing living standards to drop well below the 2013-14Hlevels.
This is especially true because the Russian economy hasBEstagnated for the last eight years,
with average GDP growth at aBmeasly 0.2 percent from 2009 to 2016. But even that is
apparently notBreason enough for leadership change: President Vladimir Putin
hasBEsuccessfully remained at the helm by claiming since 2008 that RussiaBhas “gotten up
off its knees.”

But this has come at aBhigh price. The leaders are struggling mightily to
keepHspending

within budget. The Finance Ministry has raided theBreserve fund three times
thisByear

to

keep the economy afloat, emptyingBcoffers

of almost 1.2 trillion rubles ($18.5

million).BAdditionally, the authorities burned through 2.6 trillion rubles (S40Bmillion) of
reserve funds last year. At the current rate, thoseBreserves will

run dry by summer&2017, and

the 4.7 trillion ruble ($72 million) National WealthBFund, which the government
wiselyB&built up when oil prices were high, could be depleted in 2017-2019.

Money is now so shortBthat the government will take the unprecedented step of refusing



toRindex pensions to inflation in 2017. Instead, retirees will receiveBonly a one-time
payment of 5,000 rubles ($77) toBtide them over for 12 long months.

But Putin isn't risking®much. Retirees are his most reliable constituency. Moreover,
theBrecession has driven inflation down significantly. Over the past 12Bmonths, price
increases have not exceeded 7 percent, and theRinflation rate might even fall to 4-6 percent
next year.

The current economicBpolicy priorities will remain in place after the
parliamentaryBelections. Leaders will:

First,Hcontinue buoying companies with close personal ties to the rulingBregime or that have
lost money to falling oil prices, WesternBEsanctions, and Russia’s political and economic
isolation;

Second,Bprioritize spending increases on the army, security forces, and theBstate industries
that support them;

Third,Bkeep state salaries and retirees' pensions high enough to preventBthem from
growing dissatisfied.

As before, the leadersBwill finance this policy at the expense of the middle class and
theBsmall and medium-sized businesses that have already endured the worstBof this crisis.
According to Ipsos Comcon, in cities with populationsBof over 100,000, families with barely
enough money for food haveBRrisen from 13 to 21 percent. And

Ba staggering

63 percent of

families now spend more than halfBof their income on rent and utilities. During the 2009
economicHcrisis that number was

only 55B8percent.

The labor market isBworsening as foreign companies leave the country and the
serviceBsector stagnates. Many people, especially the youth, spend more timeBlooking for
jobs than actually working. In another blow to theBworking class, the government has
conclusively eliminated theBaccumulative pension system and steadily raised property taxes.

The shortage of fundsBwill probably force the authorities to raise the retirement age
andBincome tax — but, naturally, only after 2018.

Putin is unlikely toBstart printing money as some business leaders suggested. Rather,
theBgovernment will continue its fiscal policy of restraint in the hopeHBoil prices start rising
again.

Most importantly, theBKremlin has learned to keep the Russian people happy
usingBgeopolitical victories. If they can manipulate the public mood withBEclaims of fighting
corruptionBand military feats in foreign lands, the leaders have no need toBspend money.

Russia is locked in anBHeconomic crisis, but the tightly scripted story state televisionEconveys
to millions each day is far more important than money.
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