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President Vladimir Putin is finding out the hard way that Russia can’t accelerate economic
growth and build barricades to limit the fallout from future U.S. sanctions at the same time.

The nation’s policy makers have done a good job of delivering him the latter, by cutting
spending, keeping monetary policies tight and funneling excess oil revenues into reserves.
But data due as early as Tuesday are likely to show that it’s all coming at the expense of
economic growth.

The economy may have expanded just 1.4 percent in the third quarter from a year ago after
gaining 1.9 percent in the previous three months, according to a Bloomberg survey. Putin
pledged after his re-election in March to accelerate growth to a level that exceeds the global
average of 3.7 percent.
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“Growth should be higher, but they are preparing for complete financial isolation,” said Elina
Ribakova, a visiting research fellow at the Bruegel think tank in Brussels. “They now have
almost no reliance on external borrowing.”

Putin’s growth ambitions have fallen by the wayside as the sanctions noise from Washington
grows louder amid an investigation into alleged election interference. Faced with proposals in
Congress that include curbs on sovereign debt and state-owned banks, and still mopping up
the fallout from penalties imposed in April, Russia’s policy makers have chosen to play it
extra safe.

Less Vulnerable

The measures have ensured that Russia is now much less vulnerable to external shocks than it
was during the first U.S. sanctions in 2014. An increase in oil revenues this year has made the
nation the only major emerging market to be running both current and fiscal account
surpluses, according to Ribakova.

The burden has been shifted to consumers, though, who are having to bear the brunt of rising
inflation after uncertainty around sanctions prompted a 15 percent slide in the ruble this year.
An increase in value-added tax next year to fund spending will exacerbate that further.

Related article: Putin Resurrects Soviet Super Chicken as a Sanctions Defense

The Economy Ministry cited the weaker currency and increased uncertainty as a drag on
investment in July through September, estimating growth of 1.3 percent for the period.
Central bank Governor Elvira Nabiullina told reporters in Moscow last week that her task is
not to allow the “serious external pressures” Russia is living with to curb growth.

What Our Economists Say... “Sanctions have been a drag on investment and productivity.
Another geopolitical shock could tip the economy into contraction in early 2019, when higher
inflation will have already buffeted demand.” --Scott Johnson, Bloomberg Economics

In another move likely to hurt the economy, however, the central bank raised borrowing costs
for the first time since 2014 in September. Nabiullina said last week that ‘temporary’ rate
hikes shouldn’t be cause for concern, prompting bets there will be another one in December.

“Qil prices are still pretty high, as is Russian oil production, and yet the economy is struggling
to generate much growth momentum beyond 1-2 percent,” wrote Timothy Ash, a strategist at
BlueBay Asset Management in London. “Frankly, if sanctions were not effective, the Russian
economy would be doing so much better.”
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