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Rising prices have undermined support for Russia's ruling United Russia party. Anton Novoderezhkin /

TASS
Russia’s inflation rate accelerated to a new five-year high of 6.7% in August, the federal
statistics service said Wednesday.

The country has seen rapid price increases since the start of the year as the global economy
recovers from the coronavirus pandemic, causing supply shortages and driving up costs of key

materials.
Economists had expected Russia’s inflation rate to come in higher than the 6.5% recorded in

July. But the figures will not be welcome news for the Central Bank, which has hiked rates
aggressively in recent months in a bid to tame price rises, or the Kremlin, which faces a key

test of support in parliamentary elections next week.

Prices are now rising at their fastest rate since August 2016.
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Food prices have risen by 8.5% over the last 12 months, with surveys showing rising
supermarket bills are regularly cited by Russians as their biggest problem.

The Central Bank will meet Friday and financial markets are pricing in another rate hike of 50
basis points to 7%. The regulator, a long-standing critic of loose monetary policy, has moved
rapidly to raise rates this year, moving away from the historic low of 4.25% during the second
half of 2020.

Higher interest rates are typically used to cool down an overheating economy or bring
inflation down. Russia’s official target is to maintain a rate of inflation around 4%.

“The most unpleasant surprise was the growth of core inflation — from 6.8% to 7.1%,” said
Dmitry Polevoy, investment director at Loko Invest.

Related article: Russians Say They Are Being Forced to Vote in Elections, This Time Online

Some economists also pointed to the Kremlin’s pre-election giveaways to pensioners and
service personnel as contributing to the uptick in inflation. President Vladimir Putin
mandated cash handouts of 10,000 rubles ($S140) to the country’s 43 million pensioners
ahead of State Duma elections next week — a move commentators saw as an attempt to boost
support and turnout among the ruling party’s strongest supporters.

Analysts at Sova Capital expect inflation could surpass 7% in the coming months, especially if
Russia’s important agricultural output is affected by a particularly hot and dry summer,
further pushing up food prices.
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