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Loan Bubble
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Household spending is rising significantly faster than incomes, the Central Bank has warned. Peter
Kovalev / TASS

Russia could be in the midst of a payday loan bubble as struggling households load up on
short-term, high-interest debt as they come out of the coronavirus recession, a Central Bank
representative told lawmakers Monday.

“This year we are already seeing a fairly rapid growth in individuals’ debt burdens, and in
some places we can even talk about bubbles,” the Vedomosti business daily cited Ksenia
Yudayeva, the Bank’s first deputy chairman, as telling the State Duma’s financial committee
in a hearing.

Russian household spending power sank to its lowest level since 2009 in the first months of
the year, according to analysis by the Bank of Finland’s Economies in Transition (BOFIT) unit
— with the coronavirus compounding years of squeezes on living standards spurred by
sanctions over Russia’s annexation of Crimea in 2014 and the Kremlin’s austere economic
policies.



https://www.vedomosti.ru/finance/news/2021/05/17/870029-tsb-soobschil-o-vozniknovenii-puzirei-na-rinke-potrebitelskogo-kreditovaniya
https://www.themoscowtimes.com/2021/04/21/putin-announces-new-cash-handouts-familiar-policies-in-pre-election-pitch-a73688

Related article: Russia’s Inflation Headache Intensifies as PM Blasts Corporate ‘Greed’ for
Price Hikes

In response, households have loaded up on credit to help cover everyday expenses. The
number of payday loans issued hit a record high in March, while the volume of loans which
are more than 90 days overdue has risen by 20% over the last year to above 1 trillion rubles
($13.5 billion).

It is not the first time Russian regulators have feared a surge in lending, as the coronavirus
pandemic dealt only a temporary reprieve to a years-long phenomenon of household
spending rising faster than incomes, with the gap being covered by higher borrowing rates. In
2019, the Bank backed a series of measures which capped interest rates and forced banks to
keep more capital on hand for the riskiest borrowers.

The Bank is now supporting a new round of draft bills working their way through Russia’s
parliament that would compel banks to tell borrowers when a new loan would take them
above a 50% debt-to-income ratio — where spending on debt repayments makes up more
half their monthly income — Yudayeva said Monday.
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