
Russia’s Top 3 Business Stories This
Week
What you need to know according to The Bell

January 12, 2018

Pavael Durov / Flickr, Pixabay, MT

1. Russia’s sovereign Reserve Fund dries up after several years of budget deficit

What happened:

Russia’s sovereign Reserve Fund, which was built up over years with profits from oil exports,
is empty and has ceased to exist, the Finance Ministry announced on Tuesday. The Russian
government still has $65 billion in a second sovereign fund to cover planned budget
shortfalls, but it might not last long.

— Russia started saving money in the period when oil prices were high, between 2000

https://themoscowtimes.com/articles/russias-reserve-fund-ceases-to-exist-60157


and 2011, on the initiative of Alexei Kudrin, Putin’s most trusted liberal economist and
Finance Minister. At its high point in September 2008, the Reserve Fund held $142
billion.

— By 2014, when oil prices had plummeted and Western sanctions had put an end to
economic growth, there was only $87 billion left. Budget shortfalls grew from 0.5
percent of GDP in 2014 to 3.5 percent in 2016 and ate up the remaining reserves.

— Russia still has $65 billion in the National Wealth Fund (NWF). It was established in
2008 to help finance Russian pensions, but was actually used to fund government-
backed investment projects. Now this $65 billion is the only fund left to cover budget
deficits, estimated at $21.8 billion in 2018.

— Oil prices are rising again. On Thursday, Brent broke through $70 for the first time
since 2014. This gives reserves a chance to recover. In 2018, the Finance Ministry is
planning to purchase $35 billion of foreign currency reserves, which could go to the
NWF.

— Spending is also increasing, however, as the government is coming up with costly
projects in the run-up to the presidential election.

Why the world should care:

The reserve funds are a backup for the riskier parts of state budget spending, like
international military operations.

2. Russian internet entrepreneur launches $5 billion ICO to challenge global payment
systems

What happened:

The messaging app Telegram, boasting 150 million users worldwide, is reportedly planning to
launch its own cryptocurrency with a $5-billion ICO in March 2018. The ultimate goal is to
build a blockchain payment system that can rival Visa and Mastercard.

— Telegram owner Pavel Durov was the founder of Russia’s largest social network
Vkontakte, which now has 97 million monthly users.

— In 2014, Durov sold Vkontakte and left Russia to found Telegram, an encrypted
messaging app which has made a name for itself by refusing to hand over user data to
government agencies.
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Related article: How Telegram Became the Durov Brothers' Weapon Against Surveillance

— In Russia, Telegram has been under constant threat of being shut down for refusing
to cooperate with the authorities. Telegram is also the most popular messaging app in
Iran with 40 million users. It was blocked after mass protests erupted in the country in
December 2017, but most users continued using the app through VPN.

Why the world should care:

Telegram is arguably the most successful internationally recognized product of Russian
origin in the world right now. Its reputation as a secure app with a zero-tolerance policy
towards government demands could now help promote it as a secure payment system. 

In Russia Telegram has become a distribution channel for a variety of media, including those
who support and oppose the Kremlin. According to Durov, the app has about 10 million users
in Russia, rivaling Facebook’s share in Russia (15 million monthly users), and it is widely used
among Russia’s business and political elite.

3. How a fortnight of New Year’s holidays hurts the Russian economy

What happened:

Russia is still waking up from its long New Year celebration. The official holiday is at least 10
days long — this year, from Dec. 29 to Jan. 9. In fact, the entire country stops its normal
working schedule from about Dec. 20 to Jan. 15.

Western-oriented Russians love speculating about the economic damage the long holidays
cause. Every year, FBK consulting estimates the negative economic impact of the break at
around 1.5 percent of GDP.

The solution, it might seem, would be for Russia to just cancel the holidays to boost the
economy. But the figures say that the main problem is not the long break itself. On average,
Russians rank among the world’s top-5 for hours spent at work. It is their low labor
productivity that sends these hours into the trash can.

Why the world should care:

If you tried to get in touch with Russians to do business after Dec. 29 and received no
response, you shouldn’t be surprised. For better results, try send a reminder next week.
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