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The Impact of Global Financial Crisis on the 
Mechanism of Economic Growth in Russia

Shinichiro Tabata1

Abstract: A noted specialist on the Russian economy presents an assessment of the impact of
the global financial crisis on the mechanism of the country’s economic growth. Focusing on
the demand side of the economic ledger, the author explores the question of whether Russia
will be able to re-attain the high economic growth rates of the period from 2000 to 2007 after
recovering from the crisis. The paper analyzes the sharp drop in production in 2008 and the
first quarter of 2009, attributing most of the damage to liquidity problems and declines in the
price of oil. Empirical evidence is based primarily on data collected by the author from the
Central Bank of Russia and the country’s federal bureau of statistics (Rosstat). Journal of
Economic Literature, Classification Numbers: E010, E200, E660, F210, G010. 11 figures, 3
tables, 29 references. Key words: Russia, global financial crisis, economic growth, GDP,
GDI, terms of trade, foreign trade, ruble exchange rate, money supply (M2), currency
reserves, current account, FDI, private capital, banking system, oil prices, natural gas.

INTRODUCTION

or nine consecutive years through 2007, Russia enjoyed an economic boom, yielding
average annual growth rates of 7 percent, a pace unmatched since the rapid industrial-

ization of the Soviet era. During this nine-year period, Russia was commonly regarded as one
of the most prominent emerging economies and lionized as one of the four BRIC countries.
Since then, however, the global financial crisis has hit the Russian economy harder than most
specialists expected during its onset in September 2008 (Ericson, 2009b, p. 221; Hanson,
2009, pp. 23-25). In 2009, the Russian economy will record a year of negative economic
growth, while the other emerging economies, notably China and India, are growing rapidly
and will lead the world economy more strongly than before the crisis.

The main question addressed in this paper is whether Russia will be able to return to the
high economic growth path of 2000–2007 after recovering from the shock of the global
financial crisis. For this purpose I investigate the mechanism supporting its economic growth
during that period. My investigation and analysis will be focused on the demand side of the
economic ledger, primarily because the supply (or production) side has recently been
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discussed by Hanson (2009) and Kuboniwa (2009, pp. 17–20).2 The next step, which follows
this probe of the growth mechanism prior to 2007, is my analysis of new factors that have
been added to that mechanism after 2006. I will then briefly analyze the causes of the sharp
decrease in Russia’s economic output during the financial crisis, and explain how and why
the former mechanism of economic growth ceased to function. The final section considers
the possibility of a more lasting change in the growth mechanism.

THE MECHANISM OF ECONOMIC GROWTH FROM 2000 TO 2007

Let me start by briefly characterizing the mechanism or model for growth during the
first seven years of the 21st century. First, growth was fueled by trade gains obtained mainly
due to the rising oil prices on the world market.3 As we have repeatedly argued (Tabata, 2006;
2009, p. 82; OECD, 2006, pp. 22–24; Kuboniwa, 2007), GDP indicators in real terms are unable
to fully measure these gains, because the price increases are deflated. Figure 1 represents my cal-
culation of terms-of trade effects and GDI (gross domestic income) indicators (defined as GDP
plus terms-of-trade effects) using the domestic demand deflator. This figure shows rather clearly
that the terms-of-trade effects have been strongly influenced by oil prices and were substantial
during the period from 2003 to 2006, ranging from 1.3 to 4.1 percent of GDP. Accordingly, the
growth rates of GDI have been higher than those of GDP since 2003.

2One of the reasons underlying the different approach followed here involves the difficulty of making accurate
estimates of the growth of capital stocks, which Kuboniwa and Hanson have attempted to overcome.

3For details on oil price increases and forecasting, see Gaddy and Ickes (2009, pp. 5B9).

Fig. 1. Terms of trade effects, 1996–2008. The prices of oil represent the world average converted
to the ruble at official exchange rates and deflated by CPI. Sources: Compiled by the author from CBR
(2009b), IFS (2009), and Rosstat (2009).
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Second, investments were not the driving force that powered this mechanism, for that role
has rather been assumed by the final consumption of households.4 As shown in Figure 2, calcu-
lated on the basis of the most recently available official data (Rosstat, 2009), household con-
sumption has been a dominant factor since 2001, evidencing the peculiarities of the Russian
growth model, which differs from the relevant models of other economies experiencing high
growth, such as China, India, and Saudi Arabia (Tabata, 2009, pp. 82–85).

Third, one of the major factors suppressing growth can be traced to increasing imports,
prompted by the rise of exchange rates (symptoms of Dutch disease). As shown in Figure 2,
the negative contribution of imports to GDP growth was substantial, amounting on average
to -4.4 percent during the 2001–2005 period. Because the positive contribution of exports
during the same period was on average 3.4 percent, that of net exports was negative, except
in the years 2002 and 2003.

Given the basic structure of the Russian growth mechanism, the immense increase in imports
appears to have been inevitable. Figure 3 demonstrates that Russia’s imports have increased due
to the rise in exchange rates of the ruble in real terms; the correlation (between import volumes
and exchange rates) from 1994 to 2008 is quite high (r = 0.985).5 The rise in exchange rates, in

4The investment rate (ratio of gross fixed capital formation to GDP) for Russia amounted to 18.3 percent dur-
ing the period 2001B2005, while on average it was as high as 38.9 percent for China in 2001B2007 and 27.6 percent
for India in 2000B2008 (China Statistical Yearbook, 2008; CSO, 2009; Rosstat, 2009).

5Before the ongoing global crisis, it had been argued that Russia=s current account would soon turn negative
because of the increase in imports. This argument appears to have regarded the elasticity of imports to GDP as rather
high in Russia, and to have neglected the fact that the registered import increases mainly reflected the rise in ruble
rates. Even in the midst of the crisis, Minister of Finance Aleksey Kudrin (2009, p. 16) predicted that in 2009 Rus-
sia=s current account balance was expected to equal zero. Yet, as discussed below, the decrease in the current account
surplus in 2007 coincided with an unprecedented increase in capital inflows.

Fig. 2. Contribution to GDP growth by final use, 1998–2008 (percent).
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turn, is explained by the growing current account surplus, which increased rapidly, espe-
cially from 2002 through 2005 (Fig. 4). It goes without saying that, theoretically, as
imports grow, the current accounts surplus gradually decreases and exchange rates cease to
rise. In the Russian model, however, because exports continued to increase due to the rise
in oil prices, the current account surplus continued to grow; from 1994 through 2008, the
correlation between exports in dollars and oil prices (world averages reported in IFS) was
r = 0.996.

In the 2000s, the Central Bank of Russia (CBR) pursued a policy of keeping nominal
exchange rates of the ruble stable. Although First Deputy Chairman of the CBR Aleksey
Ulyukayev (2009, p. 17) has indicated that a shift in the bank’s priorities from maintaining
ruble exchange rates to controlling inflation occurred in 2003, the CBR continued to inter-
vene in exchange markets, as demonstrated in Figure 5, compiled from recent Central
Bank data (CBR, 2009b). Since the introduction of the dollar–euro basket in February
2005, the ruble’s exchange rate against this basket (in nominal terms) has been the main
target of the bank’s currency policy, kept stable until 2007 (Fig. 6). The International Mon-
etary Fund (IMF) recognized Russia’s de facto exchange rate arrangements as being
pegged (IMF, 2008, pp. 1152–1153), although Russian authorities insisted on declaring
them (managed) floating.

As a result of interventions in exchange markets by the CBR, Russia’s foreign reserves
increased dramatically, as did the country’s money supply (M2) (Fig. 5), prompting substantial
price increases. The strong correlation between international reserves and money supply (r =
0.995 from January 2001 through December 2007) signaled a lack of sterilization due to under-

Fig. 3. Imports and the ruble exchange rate against the dollar in real terms, 1994–2008. The
exchange rate of the ruble in real terms is calculated from its nominal annual average, deflated by GDP
deflator. Sources: Compiled by the author from CBR (2009b), IFS (2009), and Rosstat (2009).
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development of Russia’s financial markets (Ulyukayev, 2009, p. 20).6 The consumer price
index (CPI) rose on average by 13.6 percent annually during the period from 2000 to 2008.7

Accordingly, although increases in the nominal exchange rates of the ruble were not especially
large, exchange rates in real terms increased by approximately 10 to 20 percent annually from
2000 to 2007 (Fig. 6).8 Consequently, Russian policymakers faced a painful dilemma, being
forced to choose between restricting ruble appreciation and controlling inflation.

The share of imports in retail goods sales during the period 2000–2008 ranged from 40 to
47 percent (RSY, 2008, p. 569; Rossiya, 2009, p. 338).9 Although it is difficult to precisely iden-
tify the industries afflicted most severely by the Dutch disease, the indices of industrial output

6From 2004 to 2007, the Stabilization Fund of Russia played an important role in sterilization (Tabata, 2007,
pp. 702-704; Ulyukayev, 2009, pp. 20B22, 121B124).

7Causes for inflation in Russia, other than increases in money supply, included rising state-regulated prices in
the natural monopoly sectors (e.g., natural gas, electricity, and rail transportation), and increases in energy and food
prices in the global markets.

8In Figure 6, the rate of the ruble=s increase in 2005 was obtained by calculating the exchange rate against the
basket of currencies at the end of 2004 (in which the weight of the euro was 40 percent). In February 2005 the CBR
set the weight of the euro at 10 percent and gradually increased it to 40 percent by December (it had been further
increased to 45 percent in February 2007). The exchange rate of the ruble against the dollar decreased by 3.6 percent
in nominal terms in 2005, due to the introduction of the basket and the appreciation of the dollar against the euro in
that year; in nominal terms, the ruble appreciated 10.6 percent against the euro in 2005.

9The relationship between the large positive contribution of household consumption and the large negative
contribution of imports to GDP growth requires further examination.

Fig. 4. Exchange rate of the ruble and the inflow of foreign currencies, 1999–2008. The ruble
exchange rate is the same as in Figure 6. Sources: Compiled by the author from CBR (2009b) and
Rosstat (2009).
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Fig. 5. International reserves and money supply, beginning of quarter, 2001–2009.

Fig. 6. Increases in ruble exchange rates, 1999–2008 (percent of preceding year). Exchange rates
against the dollar prior to 2004, and against the dollar–euro basket after 2005. Increases are calculated
from rates at the end of year. Sources: Calculated by the author from CBR (2009b) and Rosstat (2009).
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shown in Table 1 (calculated from Rosstat data) suggest that domestic production was seriously
damaged by imports in such industries as textiles, chemicals, and transport equipment.10

NEW FACTORS OF ECONOMIC GROWTH SINCE 2006

Since 2006, the mechanism of Russia’s economic growth has changed slightly, as a
result of the emergence of new factors reflecting excess capital in world financial markets.
First, inflows of private capital have supplanted current account surpluses as the major force
underlying the rising exchange rate of the ruble. Due to the continuing increase in imports
(31 percent in 2006 and 36 percent in 2007), the growth rate of the current account surplus
fell to 11.9 percent in 2006 (relative to 2005), and the current account itself declined by 18.7
percent in 2007. This should have weakened the upward pressure on exchange rates, but in
fact the ruble appreciated due to the substantial net inflow of private capital. As shown in
Figure 7, compiled and calculated from Central Bank data (CBR, 2009b), the outflow of
private capital from Russia before 2005 exceeded its inflow, reflecting an enormous tide of
capital flight. In 2006, for the first time since the collapse of the Soviet Union, a net inflow of
private capital began to materialize, reaching $41.4 billion for the year and increasing to

Table 1. Index of Industrial Output in 2008 in Relation to 1991, 2000, and 2005

Industry 1991 = 100 2000 = 100 2005 = 100

Mining and quarrying 103.7 139.6 104.6

Energy-producing materials 116.4 143.9 104.3

Non–energy producing materials 65.7 109.5 105.8

Manufacturing 84.4 165.5 122.3

Food products 86.3 158.3 114.8

Textiles and textile products 26.2 112.0 105.6

Leather and, leather products 27.1 174.8 124.3

Wood and wood products 54.1 144.3 111.3

Pulp, paper, and paper products 127.9 157.5 117.7

Coke and refined petroleum products 79.9 132.9 113.2

Chemicals and manmade fibers 87.3 125.1 106.5

Rubber and plastics 124.3 236.8 167.1

Other non-metallic mineral products 65.2 161.8 126.4

Basic metals and fabricated metal products 98.0 146.7 111.9

Machinery and equipment 61.0 188.9 135.3

Electrical, electronic, and optical equipment 139.3 307.5 119.8

Transport equipment 69.2 130.3 131.3

Other manufacturing products 111.5 184.6 123.3

Electricity, gas, and water supply 101.4 131.9 117.8

10Kadochnikov=s (2006, p. 88) analysis of the 1994B2003 period concluded that the fluctuation of the real exchange
rate has had a major effect on the dynamics of growth. The difficulty in investigating the Dutch disease derives from the
absence of a quantity index of imports by industry and the lack of data on the shuttle trade, which accounts for almost 30
percent of Russia=s imports but whose commodity structure has not been reported in foreign trade statistics.
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$82.4 billion in 2007. The inflow consisted primarily of loans granted to Russian banks and
other sectors (mainly enterprises) as well as foreign direct investment (FDI), which increased
significantly (Fig. 8, compiled and calculated from CBR, 2009b).11

11The large increase in loans from abroad in 2007 was reported to be due in part to the purchase of Yukos assets
(Tabata, 2009, p. 90).

Fig. 7. Current account balance and private capital flows, 1994–2008 (top) and by quarter for
2008 through the first half of 2009 (bottom), in billion dollars.
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It should be noted that considerable amounts of “foreign” capital arrived from Cyprus
and other known tax havens. In terms of foreign direct investments into Russia reported in
Rosstat data (explained below), three sources (Cyprus, the Virgin Islands, and Bermuda)
accounted for 44.2 percent of the total in 2007 and 56.6 percent in 2008. With respect to
loans provided to enterprises, the shares of Cyprus and the Virgin Islands were 25.4 and 29.9
percent in 2007 and 2008, respectively.12 This might reflect the situation, revealed by Nikita
Krichevskiy, in which leading Russian corporations are governed by offshore holding com-
panies registered in tax havens (Hanson, 2009, pp. 27–28).

The growth of foreign capital inflows was promoted by liberalization of capital and
currency transactions in Russia in July 2006 (Konno, 2009a, pp. 69-70; Ulyukayev, 2009,
p. 20), and inflated by the rise in ruble exchange rates in real terms. Thus, a “vicious” cir-
cle was formed between the growth in foreign capital inflows and the appreciation of the
ruble.

The enormous volume of incoming foreign currencies (including both the current
account surplus and net private capital inflows; see Fig. 4) has heightened substantially inter-
ventions by the CBR; thus, net purchases of foreign currencies increased from $72.2 billion
in 2005 to $117.6 billion in 2006 and $142.3 billion in 2007 (CBR, 2009b). Consequently,
Russia’s international reserves grew rapidly during these years, resulting in a considerable
increase in money supply (see Fig. 5). The dilemma between higher inflation and apprecia-
tion of the ruble continued unabated.

A second change in the growth mechanism that has occurred since 2006 has been the
substantial increase in the contribution of investments to GDP growth. As Figure 2

12Based on data derived from AFormation of Foreign Debts of Non-banking Corporations of the Russian Feder-
ation,@ a compilation available from the CBR (2009b).

Fig. 8. Inflows of private capital, 2000–2008.



SHINICHIRO TABATA 691

Tabata.fm  Page 691  Wednesday, December 9, 2009  10:04 AM
demonstrates, the contribution of gross fixed capital formation to GDP growth rose to 3.2
percent in 2006 and 3.9 percent in 2007, representing the largest contribution by investments
since the collapse of the Soviet Union. The investment rate amounted to 21.1 percent in
2007, reflecting in part the increase in foreign direct investment in Russia. Trends in FDI can
be tracked on the basis of two official sources: (a) balance of payments statistics compiled by
the CBR and (b) data on FDI released by Rosstat (Table 2). Both sets of data, especially the
former, show a large increase in investments since 2006,13 which according to the CBR
accounted for 17.5 percent of gross fixed capital formation in 2007.

The increases in investment may reflect in part improvements in the functioning of the
banking sector (in general) and increases in working capital and the money supply (in partic-
ular). It seems that these improvements were prompted at least in part by the growing influx
of foreign private capital. Both bank assets and bank lending as a percentage of GDP have
increased sharply, especially, since 2006 (Fig. 9),14 implying that the role of the banking sec-
tor in the economy has recently been expanding. The rising influence of foreign capital on
these developments is apparent from the recent increase in loans provided to Russian banks,
as discussed above and depicted in Figure 8. The share of non-residents’ holdings in the cap-
ital of banks, while not as high as in the Central and East European countries, increased from
6.2 percent at the end of 2004 to 25.1 percent at the end of 2007 (Fig. 9). The increase in

Table 2. Foreign Direct Investment, 2000–2008

Year

CBR data Rosstat data

FDIa, bill. 
dollars

In percent of 
total gross 

fixed capital 
formation

In percent of 
GDP

FDI, bill. 
dollars

In percent of 
total gross 

fixed capital 
formation

In percent of 
GDP

2000 2.5 5.7 1.0 4.4 10.1 1.7

2001 2.7 4.6 0.9 4.0 6.9 1.3

2002 3.2 5.1 0.9 4.0 6.5 1.2

2003 7.5 9.4 1.7 6.8 8.6 1.6

2004 17.8 16.3 3.0 9.4 8.7 1.6

2005 10.9 8.0 1.4 13.1 9.6 1.7

2006 27.2 14.8 2.7 13.7 7.5 1.4

2007 47.9 17.5 3.7 27.8 10.2 2.1

2008 62.8 17.1 3.7 27.0 7.4 1.6
aExcluding FDI to banks.
Sources: Compiled and calculated by author from CBR, 2009b; Rosstat, 2009; and IFS, 2009.

13Russia is also unusual in that outward foreign direct investment has been large, especially when compared
with developing countries such as China and India (Uegaki, 2009).

14Data on bank lending include credits, deposits, and other funds placed with organizations, individuals, and
credit organizations (provided in the monthly Kratkosrochnyye ekonomicheskiye pokazateli, available from Rosstat,
2009). They are reported in rubles as well as in foreign currencies, which are separately reported in CBR (2009b) or
the monthly Byulleten= bankovskoy statistiki.
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money supply has already been discussed (see Fig. 5); as percentage of GDP, M2 increased
from 25.6 percent at the end of 2004 to 40.1 at the end of 2007.

It is fairly well known that the Russian banking sector was weak and played a lim-
ited role in financing the economy (OECD, 2009, pp. 97–123), although the situation
improved somewhat in 2006 and 2007. As Ericson (2009b, p. 217) has recently
observed, finance and the “real economy” (all other sectors) had indeed become much
more closely integrated than in the past. It should be emphasized, however, that this out-
come resulted from the growing influence of foreign capital that in turn was possible
because of the unprecedented excess of financial resources in global markets. In reality,
the Russian banking system, dominated by several state-owned banks and characterized
by a large number of small banks, is still weak by international standards, as revealed by
the current economic crisis.

SHARP DECREASE IN PRODUCTION IN LIGHT OF
THE GLOBAL FINANCIAL CRISIS

Since the fourth quarter of 2008, the growth rate of Russia’s GDP has declined signifi-
cantly. In fact, GDP decreased in absolute terms for the first half of 2009, falling 10.4 percent
relative to the corresponding period in 2008. In some branches of manufacturing, such as
machine-building, output declined by more than 30 percent in the first half of 2009. The
sharp decrease in production was caused mainly by three factors: (a) liquidity problems, (b)
an abrupt and pronounced fall in oil prices, and (c) a decline in overall exports in quantitative
terms.

Fig. 9. Development of the banking system, 2000–2008 (at year end). Sources: Compiled by the
author from CBR (2009b) and Rosstat (2009).
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Liquidity Problems

First, liquidity problems of enterprises have caused an immense drop in inventories, which
contributed to 9.1 percent of the decrease in GDP in the first half of 2009 (as shown in Table 3,
compiled by the author from Rosstat, 2009). According to unpublished inventory data for the
first quarter of 2009 obtained from Rosstat in August 2009, 58.8 percent of the decrease (in
nominal terms) in inventories (izmeneniye zapasov material’nykh oborotnykh aktivov) was
caused by a decline in production inventories (proizvodstvennyye zapasy), and 22.2 percent by
a decrease in goods for sale (tovary dlya pereprodazhi). Thus, the decrease in inventories was
mainly caused by the decline in stocks of materials used for production. It should be empha-
sized that the volumes of inventories in Russia have traditionally been large, because enter-
prises were inclined to hoard stocks of production inputs in order to protect against production
halts caused by shortages (and thereby meet output quotas under the old Soviet system). This
probably was one of the reasons why the contribution of inventories has been so large in
Russia, as demonstrated both in 1998 and during the ongoing crisis (see Fig. 2).

One can readily imagine that the tremendous decrease in inventories reflected the short-
age of working capital in enterprises, brought about by increases in capital flight abroad,
decreases in money supply, and the growing preference of banks and enterprises for foreign
currencies. The huge outflow of private capital, which erupted in the fourth quarter of 2008
(Fig. 7), implied a complete change from the situation in 2006–2007, when a great amount of
foreign capital entered the Russian economy in the form of bank loans and foreign invest-
ments, prompting increases in the circulation of the ruble.

Money supply, which had increased by 30 to 50 percent annually in the preceding years,
became stagnant and began to decrease in the latter half of 2008 (Fig. 5), due to the interven-
tion of the CBR in exchange markets. More specifically, when the ruble began to depreciate
suddenly in September 2008, the CBR defended it by selling its foreign reserves, thus
causing a decrease in money supply. From September 2008 through January 2009, the CBR

Table 3. Contribution to GDP Growth by Final Use, 2008–2009 (quarterly data, in percent)

Contributor
2008 2009

Q1 Q2 Q3 Q4 Year Q1 Q2 H1

GDP 8.7 7.5 6.0 1.2 5.6 -9.8 -10.9 -10.4

Final consumption 6.6 6.9 6.1 4.2 5.9 -1.3 -3.0 -2.2

Household 6.1 6.5 5.7 3.8 5.4 -1.5 -3.3 -2.5

Government 0.5 0.4 0.4 0.4 0.4 0.2 0.3 0.3

NPO -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0

Gross capital formation 3.1 4.8 3.8 -0.6 2.7 -11.1 -14.2 -12.8

Gross fixed capital formation 3.4 3.4 2.5 -0.5 2.1 -2.6 -4.6 -3.7

Changes in inventories -0.3 1.3 1.2 -0.0 0.6 -8.5 -9.6 -9.1

Net exports -1.0 -3.8 -4.3 -3.5 -3.1 2.1 6.9 3.7

Exports 3.0 0.1 0.6 -2.7 0.2 -4.8 -2.9 –

Imports -4.4 -4.3 -4.6 -0.2 -3.3 7.0 8.3 –
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sold $209.0 billion worth of dollars and euros, so that Russia’s foreign reserves decreased by
$195.3 billion dollars.15

The Russian government, as governments in other countries, injected considerable
amounts of public money into banks in order to promote the financing of the real (non-
financial) sector. The banks, however, converted the money into foreign currencies and
assets in anticipation of further depreciation of the ruble. According to a study of assets and
liabilities on the balance sheets of Russian banks, released by the CBR, while the Russian
government injected more than four trillion rubles into the banking sector during the four
months from September 2008, foreign assets in that same sector increased by an identical
amount (Konno, 2009b, pp. 2–5).

Decline in Oil Prices

A second factor underlying the general decrease in Russia’s economic output during the
global financial crisis was the sudden decrease in trade gains caused by the sharp decline in
oil prices. I calculated the terms-of-trade effects from quarterly data showing trade gains or
losses against the average for 2003 (Fig. 10).16 The results indicate that terms-of-trade effects
changed in tandem with oil prices and sharply declined in the fourth quarter of 2008 and the
first quarter of 2009. Because I believe that trade gains were the major source of the eco-
nomic boom that preceded the crisis, their sudden decline has inevitably dealt a major blow
to the Russian economy.

Decrease in Export Volume

Third, not only did export values decrease in relative dollar terms, but the quantity of
exported goods decreased considerably in physical terms, due mainly to an unprecedented
decline in natural gas exports to Europe. According to Table 3, the decrease in exports con-
tributed substantially to the decrease in GDP (accounting for anywhere between 2.7 and 4.8
percent of the decline from the fourth quarter of 2008 through the second quarter of 2009).
This partly reflected the reduced demand for Russian commodities in foreign countries due
to the recession, but in fact was largely explained by the decrease in the physical quantity of
exported natural gas (Fig. 11).

In the fourth quarter of 2008, exports decreased by 8.7 percent in real terms compared
with the corresponding period in 2007. Over the same period, exports of natural gas declined
by 19.8 percent in physical terms. Because natural gas accounted for 13.3 percent of Russia’s
total exports in the fourth quarter of 2007, this commodity alone contributed to ca. 2.6 per-
cent of the decrease in total exports (in terms of quantity) in the fourth quarter of 2008. Sim-
ilarly, in the first quarter of 2009, exports overall declined by 14.5 percent and exports of
natural gas by an amazing 58.2 percent. Because the share of natural gas amounted to 16.3

15The CBR began to release data on its net purchases of dollars and euros in exchange markets in August 2008,
in the section entitled AInstruments of CurrencyBCredit Policy of the CBR@ included in its statistical posting (CBR,
2009b). Aleksashenko (2009, p. 12) has indicated that only at the end of November 2008 did the CBR succeed in
receiving Apolitical permission@ for a more fundamental change in ruble rates (i.e., the decision to change currency
policy was discussed with Russia=s political leaders), because traditionally the ruble rate was regarded by the author-
ities as a main indicator of stability and governability.

16I used the quarterly data expressed in percent of the assumed quarterly average for 2003, published in the
GDP section of Rosstat (2009).
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Fig. 10. Terms-of-trade effects for Russia, 2003–2009. Terms-of-trade effects are calculated
against the average in 2003, while oil prices represent the world average reported in IFS. Sources: Cal-
culated by author from IFS (2009) and Rosstat (2009).

Fig. 11. Exports of natural gas, 2007–2009. Export prices are calculated from customs data,
excluding exports to Belarus. Sources: Compiled by author from SEP (monthly) and FTS (2009).
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percent in the first quarter of 2008, the decline in natural gas exports contributed to 9.5 per-
cent of the overall physical decrease in exports during the first quarter of 2009.17

The decrease in natural gas exports can be explained primarily by the mechanism used
to set natural gas prices in Russia. Because the price was set on the basis of the average price
of petroleum products during the preceding nine months, it was very high in the fourth quar-
ter of 2008 (Fig. 11). By that time it was reported that European countries had in response
begun to import less expensive liquified natural gas from Qatar.18 Furthermore, the cessation
of natural gas flows by pipeline through Ukraine for a period of two weeks in January 2009
also was in part responsible for the decrease in gas exports to Europe.19

POSSIBLE CHANGES IN RUSSIA’S GROWTH MECHANISM

It is unlikely that the rise in oil prices experienced in 2000–2007 will be repeated in the
near future, as these prices may not increase beyond $90 or $100 per barrel. It is also unlikely
that the immense capital inflows into Russia observed in 2006-2007 will resume in the near
future, at least not in their previous form. Much depends on the situation in global financial
markets. I would argue that under such conditions, Russia’s economic growth going forward
will only be possible in the form of import substitution.

I am not referring to import substitution of the type that was realized by the sharp
decline in ruble rates following the 1998 financial crisis (a survival strategy when imports
become prohibitively expensive), although that episode did show the real potential that exists
for import substitution in Russia. At that time, the process lasted for only one or two years, in
the aftermath of a truly dramatic devaluation of the ruble (almost by half in real terms). In
contrast, the more recent decline in ruble rates against the dollar–euro basket from August
2008 through January 2009 amounts in real terms to only 22.2 percent.

Prime Minister Vladimir Putin reportedly observed that “it makes no sense to make
import substitution an end in itself for the Russian economy.”20 But a certain level of import
substitution may well emerge as a natural response to conditions that accompany global eco-
nomic recovery. For example, if the rise in oil prices is moderate, then a moderate increase in
ruble exchange rates can be expected as well.21 Even if oil prices remain in the range of $50–
$70 per barrel, domestic demand for consumption will be sufficient to boost import substitu-
tion. Furthermore, we can expect Russian enterprises that are financed by foreign capital
(and rely—to a degree—on foreign technologies) to increase their production as economic
conditions improve going forward. This scenario, of course, is predicated on considerable
improvements in the business and investment climate in the country.

17Data on natural gas and total exports by quarter are available from CBR (2009b).
18I owe this information to Masumi Motomura, Chief Researcher of Japan Oil, Gas, and Metals National Cor-

poration. See Ericson (2009a) for Russia=s efforts to enhance its market power in European natural gas markets in
recent years.

19There are no relevant data to assess the effect of the two-week interruption directly.
20These remarks were reportedly made at the open meeting of the Chamber of Commerce and Industry of the

Russian Federation (a nongovernmental, nonprofit organization headed by former Prime Minister Yevgeniy Prima-
kov; BBC Monitoring, May 27, 2009), in which Putin contrasted import substitution with the innovation-based
development model forming the core of the Concept of Long-Term Socio-economic Development of the Russian
Federation in the Period to 2020 (approved by Government decision No. 1662 on November 17, 2008).

21The CBR intends to move to inflation targeting within a couple of years (e.g., see CBR, 2009a; OECD, 2009,
pp. 84B93; Ulyukayev, 2009, pp. 94B107), but  such targeting is only feasible given a moderate rather than sharp
increase in oil prices.
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