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MAIN TRENDS AND CONCLUSIONS
Russian infla on reached the target rate of 4% year-on-year in mid-May 2017,
which is essen al for at least two reasons. First, this is a refuta on of the mass
pessimism spurred at the me (before the oﬃcial infla on target rate for 2017
was announced) when the central bank said nothing but that such a target can
possibly be reached. Second, this gives evidence that the threat of stagfla on
now appears to be less tangible in Russia. By contrast, more people are now
taking about a poten al, albeit less tenable, threat of defla on, as well as the
target was expected to be reached at the end of the year, but not late in the
spring. However, the essen al issues of low infla on eﬀect on economy and life
will be le unanswered if infla on remains low.
Our experts have pointed to the two key factors that contributed to the
decelera on of infla on, namely the slow pace of aggregate demand recovery
and the rouble apprecia on over the recent five months. At the same me, all
the CPI components have been slowing: food products, non-food products (the
main contributors to the last year infla on) and services to households.
However, there is clear evidence of risks of infla on accelera on, including
diverse movements of interest rates in Russia and in the United States: Fed’s
monetary policy ghtening coupled with interest rate cuts in Russia will make
U.S. assets more a rac ve and trigger capital ou lows. Consumer demand
may recover at faster pace primarily because of lending growth. There is s ll
uncertainty about fiscal policy, especially amid the current electoral cycle. Finally, although expecta ons for infla on hit an all- me low of 11%, they are
s ll way above the actual infla on. Facing such risks, the Bank of Russia is likely
to con nue a moderately conserva ve monetary policy, easing it in a step-bystep manner. According to the experts, as economic growth recovers and economic agents adapt to a low infla on rate, the ques on of cu ng the target
rate may be raised. Addi onally, it is likely there would be much less scep cism
toward such a new target.
The infla on decelera on is regarded posi vely in general, while the rouble apprecia on that has contributed largely to the decelera on is treated
quite diﬀerently. Various departments and ministries repeatedly specified (and
keep specifying) rouble exchange rates, around 62–65 roubles per U.S. dollar,
which they think are desirable (op mal). The ques on about op mal rouble
exchange rate was added to a regular business survey among Russian industrial
enterprises that was conducted by Gaidar Ins tute during the last spring. Most
answers diﬀer largely from the op mal rates favoured by government oﬃcials
and some economists, while industrial enterprises’ op ons are based on their
suﬃcient experience of opera ng amid both a deprecia ng and apprecia ng
rouble.
According to the results, the Russian industrial sector said they would like
the rouble exchange rate to be 52 roubles per U.S. dollar (it is revealing that
nearly the same answer (51 roubles per U.S. dollar) was given during the last
year survey ini ated by the Russian central bank). The strongest rouble (42 roubles per U.S. dollar) was favoured by pharmaceu cal enterprises because the
pharmaceu cal industry relies heavily on imported raw materials and equipment, followed by light and food processing industries (48–49 roubles per U.S.
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dollar), whereas export-led iron and steel and chemical enterprises said the
op mal exchange rate would be respec vely 61 and 59 roubles per U.S. dollar.
According to the survey conducted in February 2015 when the rouble
started to fall, 58% of enterprises said they need the rouble to be stronger,
while only 2% of enterprises said they would like the devalua on to con nue.
Throughout the en re period of 2015–2017, the vast majority (up to 78%)
of enterprises said that rouble apprecia on is a must for reducing costs of
produc on, while 67–72% of enterprises said devalua on tends to increase
the cost of products. Similarly, manufacturers definitely give preference to a
strong rouble as a driver of domes c demand. Finally, the share of Russian
enterprises thinking that strong rouble tends to promote investment was
5–7 mes that of enterprises saying investment can be boosted by rouble
deprecia on. Furthermore, this was proved again in the last spring when the
rouble was rela vely stronger, that is, enterprises said they would like the
rouble to be even stronger.
The surveys also confirmed industrial enterprises’ overall posi ve expectaons in Q1 2017, which well correlates with the analysis of execu on of regional and local budgets at that period. Revenues increased 16.8% (from Q1 2016)
mainly due to a 30.5% hike of profits of enterprises and organiza ons (the dynamics of revenues slowed considerably in April mostly because profit tax was
deferred to May). The posi ve result was obtained despite cu ng the rate for
regionally levied profit tax.
In January–April 2017, the consolidated budget expenditures of subjects of
the Russian Federa on increased (compared with the same months last year)
at highly moderate pace and nearly equalled the infla on rate (on a April-April
basis). Compared with the same period, not only did the regional public debt
increase, but it also dropped 3.2% in nominal terms, to Rb 2.275 trillion. The
composi on of regional public debt con nues facing posi ve changes for debtors – the share of federal budget loans increased (to 47.4% on 1 April 2017),
while the share of expensive loans from credit ins tu ons, which was bigger
than that of budget loans as early as two years ago, shrank (to 28.7%). This is
a reason for our experts saying “that there are real prospects of resolving the
regional debt issue”. However, some regions are faced with a situa on not as
good as it might seem. The Kabardino-Balkarian Republic has been hit hardest
(by, among other things, the dras c slump of budget revenues spurred by excise du es on alcoholic products which tends to be long-term).
Regional diﬀerences are s ll relevant for analysing the foreign economic
situa on. Despite sanc ons and counter-sanc ons, the European Union connues to be one of the major service importers and exporters in the Russian
turnover of services. Furthermore, the European Union added 1.7 p.p. to its
share of the Russian turnover of services, reaching 44.8% at 2016 year-end,
which is higher than the figure seen in 2013–2015. China’s share increased by
0.8 p.p., s ll accoun ng for a moderate 3.2% of the Russian turnover of services, which, for example, is smaller than Switzerland’s share (4.6%). By contrast,
Egypt’s share fell down to 0 (from 2.3% in 2015) and Turkey’s share decreased
2.5-fold (from 6.4% to 2.6%) because of administra ve constraints.
On the whole, the turnover of foreign trade in services was down 11% to
USD 125bn in 2016 (USD 140bn in 2015), which corresponds to an overall decline of 11% in the foreign trade turnover during the same period. Thus services remained unchanged (21.1%) in terms of a percentage of the Russian
foreign trade. Russia’s exports of services declined as li le as 2%, while imports
of services were down by 16%, due to the dras c plunge (-31%) facing travel
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services (one of the major services) (imports of construc on services dropped
substan ally, too), which is not unreasonable given Russia’s sanc ons against
Turkey and ban on Russia-Egypt air travel. It is worthy of no ng, however, that
the imports of travel services were also aﬀected by the con nuing decline in
households’ real income in 2016: Russian outbound travels were expected to
decline.
Amid the recent crisis, the dynamics of income, salaries/wages, subsistence level has taken on par cular importance over the past two years. Our
experts have analysed poten al implica ons that may be faced because of
adop ng a dra bill to raise the minimum wage to equal the subsistence level. The relevant dra bill is currently underway – a task set by Russian Prime
Minister Dmitry Medvedev – and the minimum wage is likely to reach the
target value within the ensuing 2–3 years. The idea of raising the minimum
wage was repeatedly debated in the past, and the Labour Code of 2001 s pulated that the minimum wage cannot be lower than the subsistence level for
the workforce.
Given the current value of the minimum wage and subsistence level, the
minimum wage should be raised by 40% so that the target value for both can
be reached. This also means that the ra o of minimum to average wages will
increase from the current 20% to 28%, which, however, will have no strong
eﬀect on the Russian posi on in the overall ranking: the ra o of minimum to
average wages is about twice as high in European countries (it is merely 25% in
the United States).
According to the experts’ es mates, raising the minimum wage to equal the
subsistence level could directly influence 3–4 million persons (5–6% of the total employed workforce) or, if real wages are raised, less. According to Rosstat, about 10% of the workers employed at enterprises and organiza ons were
paid less than the subsistence level in 2016. However, the oﬃcial number of
workers employed at enterprises and organiza ons is approximately two thirds
of the total employed workforce in Russia. A similar increase in the informal
sector is diﬃcult to project.
Based on the Russian prac ce of raising the minimum wage, as well as
foreign research papers, the experts have assumed that raising the minimum
wage may have both posi ve and nega ve eﬀects. The former refers to inequality reduc on, moderate decrease of poverty and overall wage increase in
a given sector, while the la er refers to boos ng the informal sector and the
unemployment for the most vulnerable group of workers.
A special emphasis has been placed on the regional aspect of the problem.
In 2007, Russian regions were oﬀered an opportunity to set a minimum wage
on their own, provided that it is equal or higher than the value set forth in the
federal law. Fi y three regions took the opportunity, and now there are regions
where the minimum wage is higher than the federal subsistence level. As a result, million persons are currently residing in the regions technically complying
with the dra bill which has not yet been prepared. Therefore the reform will
primarily embrace the poorest regions where the informal employment rate is
high. However, eﬀorts to promote produc vity and reduce poverty of workers
will face a weak regional economy and a lack of opportunity to a ract extra
investment. The strong inequality between regions makes it more diﬃcult to
address the issues of the working poor and of strong inequality in a uniform
manner on a country-wide basis. Conclusion: the issues of low minimum wage
should be addressed at the regional rather than at the federal level.
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1. RUSSIAN INFLATION HITS 2017 TARGET RATE
A.Bozhechkova, A.Kiyutsevskaya, P. Trunin
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Since the beginning of 2017, the Bank of Russia cut the key rate by 0.25 p.p.
to 9.75% p.a. on 24 March and by 0.5 p.p. to 9.25% p.a. on 28 April. Un l 2017,
Russia’s central bank maintained the key rate intact, seeking to pursue the trend
toward steady infla on decelera on. In January–April 2017, the infla on rate slid
from 5% on a January–January basis to 4.1% on an April-April basis. Given 0.3% of
consumer price growth rates in April, the end-April infla on rate stood at 3.7% on
a year-on-year basis. In the first half of May, the Consumer Price Index rose 0.2%
to reach 4.0% (compared with the same period of 2016), according to Rosstat,
which is in line with the Bank of Russia’s year-end target (Fig. 1). As a reminder,
the Bank of Russia an cipated as early as December 2016 that the infla on rate
would not reach 4% un l by the end of 2017. The infla on decelera on was driven by sluggish recovery of aggregate demand, as well as by a strengthening rouble, over the recent five months.
The consumer infla on slowdown was governed by all the CPI components. For instance, food prices increased as li le as 1.8% in January–April
(+2.7% in January–April 2016). At the same me, most of the contribu on
to the food infla on in April was made by the price growth for vegetable and
fruits, up 4.7% from the value seen in March (-0.1% in April 2016), which
was seemingly due to the deple on of supplies le from the last year’s crop.
The end-April food infla on rate therefore accelerated to 0.6% (0.4% in April
2016), while it stood at 0.1% in March. Nevertheless, rela vely low growth
rates of prices of the rest of food product categories compensated for the
increase in prices of vegetables and
fruits.
30%
Non-food prices were up 1.1% in
January–April (+2.9% in January–April 25%
2016). All in all, the infla on decelera- 20%
on in the non-food sector stood out 15%
well against the other components
10%
(0.2% in April 2017 vs. 0.6% in April
5%
2016). Prices and rates of paid services
to households increased 1.0% in the
0%
first four months of 2017 mostly due
to the increase in prices of passenger
transport services. On the whole, the
infla on rate in the service industry in
Source: Rosstat.
April was 0.2% rela ve to the month
Fig. 1. CPI growth rate in 2011–2017, % change, year to year
earlier (0.3% in April 2016).

01.01.2017

According to Rosstat, Russian infla on slid to 4% in mid-May 2017, which is
the Bank of Russia’s target rate for infla on in 2017. However, infla on expecta ons are remaining high despite substan al decelera on of the actual
infla on rate. Monetary easing is slow amid risks of low crude oil prices and
of capital ou lows.
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Weak consumer demand s ll reMexico
mains one of the key factors restrainRussia
ing infla on. For instance, the decline
Brazil
India
in households’ real disposable cash inPeru
come accelerated again in April, reachColumbia
ing 7.6% from the value seen in April
Thailand
2016 (-3.3% in February and -2.1% in
South Africa
March). It was only in January 2017 that
Bulgaria
this indicator saw growth since October
Argentina
2014, due to a one- me supplement
Chile
Algeria
payment to re rees.
Indonesia
The rouble exchange rate was also
Saudi Arabia
responsible for the infla on slowdown.
Venezuela
The rouble gained 4.0% against the
United Arab Emirates
U.S. dollar since the beginning of the
China
year, up to 57.2 roubles per US dollar,
Turkey
according to the data da ng to 20 May,
-7
-5
-3
-1
1
3
5
7
9
reaching 55.85 roubles per U.S. dollar at
Source: IMF.
the end of April, which was equal to the
exchange rate seen in July 2015. In Jan- Fig. 2. Growth of na onal currency nominal eﬀec ve exchange rate in
developing countries, % change from December 2016
uary–May, the RUB/USD exchange rate
averaged 59.9 roubles per U.S. dollar.
The observed strengthening of the rouble was largely due to the crude
oil price growth in January–May 2017, up 40% from the value seen in January–May 2016, or by 21.8% from the average of 2016. In January–April 2017,
the increase in nominal eﬀec ve rouble exchange rate was therefore much
stronger (up 7.8% from to the exchange rate seen in December 2016) than
the na onal currency of developing countries, ranking second a er the Mexican peso (up 8.3% from December 2016) (Fig. 2).
Risks of infla on ramp-up are remaining high despite substan al slowdown in the actual infla on rate. This is primarily driven by risks of deprecia on in the exchange rate due to falling crude oil prices. The exchange
rate dynamics also may be aﬀected by Fed’s monetary policy ghtening
coupled with interest rate cuts in Russia, thus making U.S. assets more attrac ve and triggering capital ou lows from other developed and emerging
markets, including Russia. Facing such risks, the Bank of Russia is likely to
con nue a moderately conserva ve monetary policy, easing slowly terms
of credi ng.
Addi onally, infla on is facing risks of possible recovery of aggregate demand. According to Rosstat, the retail turnover in April 2017 saw no changes
compared to that of April 2016 following the annualized decline over more
than two years. Given the above-men oned con nuous decline in real income, this may be related to growth of consumer credi ng.
Besides the task of maintaining the infla on rate at 4%, the Bank of Russia
is also faced with the task of reducing infla on expecta ons. Persistently high
infla on expecta ons of economic agents seems to be another source of infla on forcing the Russian central bank to run a cau ous policy. According to
the Bank of Russia’s es mates based on InFOM’s survey, households’ median
expecta on for infla on hit an all- me low of 11% in April (down 0.2 p.p.
from March), which however was way above the actual infla on, thus giving
evidence of the sluggish nature of infla on expecta ons.
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Finally, uncertainty about fiscal policy, especially amid the current electoral cycle, remains a source of infla on risks. For instance, the Russian government approved on 18 May Finance Ministry’s amendments to the 2017
federal budget, whereby budget expenditures will increase Rb 315bn, while
spending of the Reserve Fund and of the Na onal Wealth Fund will be cut
down by Rb 91.1bn and Rb 4.7bn respec vely.
Thus, given possible risks of infla on accelera on in 2017, the Bank of
Russia is likely to con nue easing its monetary policy on a step-by-step basis,
taking account of the dynamics of aggregate demand, infla on expecta ons,
as well as the fiscal policy. Note that the central bank’s 4% infla on rate target seems to be reasonable and in line with the prac ce of central banks in
developing countries (Table 1).
Table 1
CENTRAL BANKS’ INFLATION TARGETS

Turkey
Kazakhstan
South Africa
Mexico
Columbia
Indonesia
Russia
Brazil
Peru
India
Chile
Hungary
Poland
Romania
Great Britain
Norway
New Zealand
Australia
Czech Republic
Canada
Iceland
Israel

Actual infla on rate
(April 2017 from April 2016)
Developing countries
11.9%
7.5%
6.1%
5.8%
4.7%
4.2%
4.10%
4.1%
3.7%
3.0%
2.7%
2.2%
2.2%
0.6%
Developed countries
2.7%
2.2%
2.2%
2.1%
2.0%
1.6%
1.9%
0.7%

Target rate for 2017
5% +/- 2 p.p.
6–8%
3–6%
3% +/- 1 p.p.
3.0%
4% +/- 1 p.p.
4%
4.5 +/-1.5 p.p.
1–3%
2-6%
3% +/- 1 p.p.
3% +/- 1 p.p.
2.5% +/-1 p.p.
2.5% +/- 1 p.p.
2.0%
2.5%
1–3%
2–3%
2% +/- 1 p.p.
1–3%
2.5%
1–3%

Sources: central banks’ oﬃcial websites.

The level of central bank’s infla on rate target is not high if measured by
the standards of other developing countries, and its increase would counter
with the worldwide prac ce. Moreover, as economic growth recovers and
economic agents adapt to a low infla on rate, the ques on of cu ng the
target rate may be raised.
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2. OPTIMAL ROUBLE EXCHANGE RATE FOR RUSSIA’S
INDUSTRIAL SECTOR
S.Tsukhlo
A survey of the Gaidar Ins tute to find out which rouble exchange rate is opmal for Russian industrial enterprises reveals that their preferences diﬀer
from industry to industry. Most respondents said they would like to see the
Russian rouble appreciate.
The ques on about op mal (desirable) rouble exchange rate for enterprises was added to the March 2017 regular business survey of the Gaidar
Ins tute. The ques on wording mirrored that of the May 2016 survey among
the same enterprises, as ini ated by the Research and Forecas ng Department of the Russian central bank1.
The results appear to be well founded because it has been more than two
years since the Russian industrial sector has been opera ng (including demand for their products, prices, prices of raw and other materials, prices of
machinery and equipment) amid a free-floa ng rouble exchange rate. As a
reminder, in 2014–2017 the rouble exchange rate varied (according to Russian central bank’s average monthly exchange rates) within a range of 33.78
to 77.93 roubles per U.S. dollar. The average monthly exchange rate hovered
around 50.47 and 77.93 roubles per U.S. dollar a er the devalua on of December 2014. Thus, enterprises had enough me for comparing the eﬀects
of both a weakening and strengthening rouble to find out which rouble exchange rate suites them best.
Preferences
Our survey shows that 52 roubles per U.S. dollar was op mal for the
Russian industrial sector in March 2017, which nearly matches the results
(51 roubles per U.S. dollar) of the May 2016 survey. The industrial sector thus
has a longstanding and me-proven view of the rouble exchange rate amid
contemporary, real-life produc on and sale environment. However, the survey results diﬀer, albeit quite reasonably, from industry to industry.
Pharmaceu cal enterprises said they would like the exchange rate to be
42 roubles per U.S. dollar (the strongest rouble exchange rate among respodents from other industries), presumably because the pharmaceu cal industry
relies heavily on imported raw materials (substances) and equipment that have
no comparable Russian counterparts, and the rouble exchange rate influences consumer demand, even for Russian medicines. By contrast, iron and steel
enterprises said the op mal exchange rate would be 61 roubles per U.S. dollar, and the explana on for this would appear to be that they can export their
products. A similar exchange rate (59 roubles per U.S. dollar) was favourable
for the chemical industry which has a good export poten al and implemented
successfully investment programmes at mes when the rouble was s ll strong.
The results, however surprising they might appear as first sight, showed
that the light and food industries favoured nearly the same exchange rate of
1

Bank of Russia. Talking Trends. Macroeconomics and Markets. 2016. No. 6. P. 46–49.
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48/49 roubles per U.S. dollar, even though they are normally expected to
hold absolutely opposite views regarding the exchange rate from the perspec ve of tradi onal view regarding import subs tu on and compe on
with imported products. Russia’s food industry has long (1995–2017) been
faced with the weakest compe on (similar only to that for the construcon materials industry) from producers of far-abroad countries. Since August
2014, the food industry has been enjoying an extra benefit from Russia’s ban
on food imports from Western European countries. Therefore, the compe on from imported food products deteriorated in 2015–2017 and was regarded as ‘weak’ by Russian food producers (note that it was close to ‘none’
in 2000–2002). However, the industry relies heavily on imported equipment
and materials, and therefore food enterprises said the rouble needs to be
stronger. Not only will the la er enable enterprises to cut down their costs
and prices, but it will boost households’ real income and demand for food
products.
The light industry is facing a diﬀerent situa on: none but the light industry
has been involved in such a relentless compe on with imported products
on average in 1995–2017 and during the post-devalua on period of 2015–
2016. The share of compe ve (with imported products) markets within the
industry reached 80% in 2011–2013 and declined slightly to 73% in 2015–
2016. Only one third of light industry enterprises were sa sfied with the demand on their produces in 2015–2017. Nevertheless, the industry needs the
rouble to be strong, although it is supposed to advocate for a weak rouble.
There is only one reason behind such an “abnormal” a tude to the rouble
exchange rate: imported equipment, raw and other materials are cri cal for
the light industry. A weakening rouble therefore tends to boost industries’
ex-factory prices, deteriorate investment and hence the quality of products,
lower demand in the domes c market. In this situa on it is logical that the
light industry leans toward a stronger rouble.
How do enterprises form their view of rouble exchange rate?
Our surveys as early as 2014 (April and December) showed that imported
equipment, parts and components, raw materials are cri cal for Russian industrial enterprises. In April 2014, when such words as ‘devalua on’ and ‘import subs tu on’ were not yet
part of the vocabulary of most
Iron and steel industry
poli cians, economists and
producers, 40% of enterprises
Chemical industry
admi ed that they would conMechanical engineering industry
nue buying imported products
Forest industry
no ma er how high the price
might rise. The result was treatFood industry
ed placidly and valued academiLight industry
cally rather than poli cally. The
same ques on was also added
Construction materials industry
to the December (2014) quesMedical industry
onnaire to ul mately show
the same results: about 40%
0
20
40
60
of enterprises kept saying they
Fig. 1. Op mal rouble exchange rate for Russian enterprises, March 2017,
would con nue buying importRUB/USD
ed products no ma er how high
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the price might rise, even amid the strongest rouble devalua on since August 1998, when a “what-if” scenario of import price upswing materialized.
Another remarkable result was delivered by the February (2015) business survey among industrial enterprises to find out which counter-recession
measures were most eﬃcient at the onset of the crisis of 2015–2016. Russian
producers that were expected to praise the rouble devalua on because consumers would inevitably switch from appreciated imports to Russian taxes
said that boos ng the rouble exchange rate should be the top priority counter-recession measure. At that me, 58% of enterprises said they need the
rouble to be stronger and taxes to be cut, while only 2% of enterprises said in
February 2015 they would like the devalua on to con nue. The 2015 result
fits well with the results of the 2012–2014 surveys to find out whether the
counter-recession measures would be eﬃcient in case of a “second wave of
crisis”. The (then!) hypothe cally abrupt rouble devalua on during the intercrisis period was favoured by only 3% of enterprises, and a smooth depreciaon by 12%.
Russian industry’s strong a tude towards the rouble devalua on prompted us to launch a monitoring to measure the eﬀect of rouble exchange rate
on enterprises’ key performance figures and exchange rate varia ons that
are desirable for industrial enterprises.
According to enterprises’ direct es mates, it is the cost of Russian products that had the strongest dependence on the rouble exchange rate: only
11% of enterprises said their costs are not influenced by the rouble exchange
rate during the monitoring period of three years on average. However, the
industrial sector managed to make their costs less dependent, albeit only by
9 p.p., on the rouble exchange rate: from 93% in 2015 to 84% in 2017. The
upward eﬀect of rouble devalua on on the cost of Russia-made products was
strong indeed, as was reported by 72% of enterprises in 2015 and by 67%
in 2016 and 2017 each. Only 1–2% of enterprises managed to reduce costs
(through successful transi on to using less expensive Russian counterparts),
while another 19% of enterprises reported that the rouble devalua on had
no eﬀect on their costs, presumably because they used subs tutes while
keeping prices unchanged. In terms of cost, the tradi onal balance of eﬀects
(growth less decline) stood at +64..+71 points, the highest level compared
with the rest of performance figures.
The Russian industrial sector faced with such a situa on shows reasonably
the strongest demand for a stronger rouble with the express aim of reducing their costs. We obtained the same result in 2015, 2016, and 2017. January 2016 saw the strongest need for a stronger rouble, when the rouble was
found to be the weakest during the en re post-devalua on period. At that
me, 78% of enterprises said they need the rouble to appreciate to enable
them to reduce the cost of products.
Ex-factory prices were ranked second in terms of being influenced by the
rouble exchange rate. During the monitoring period of three years on average, only 15% of enterprises said their prices are not influenced by the rouble exchange rate. In 2017, the share of such es mates reached 19%. Another
one-fourth of enterprises managed to avoid the rouble devalua on eﬀect on
their prices. However, the vast majority of enterprises reported their prices
had been driven up by the devalua on, while only 3% of producers managed
to lower their prices. The balance of rouble devalua on eﬀects on prices hovered around +52..+58 points.
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The Russian industrial sector, despite tradi onal views, failed to boost
domes c demand for their products because of the rouble devalua on in
December 2014. Throughout the en re monitoring period (3 years) the balance of rouble deprecia on eﬀects on domes c sales has been nega ve, as
es mated by enterprises, increasing gradually its adverse eﬀect from -6 to
-15 points. At the same me, most (more than 60%) enterprises said that
domes c demand for their products was either influenced by the rouble exchange rate or changed under the influence of varying exchange rate. Devalua on-led demand for Russian products hit a peak in 2015, as was noted by
17% of enterprises. By 2017, however, the share of such enterprises dropped
to 11%. The la er is explained by both the rouble apprecia on and buyers’
gradual adapta on to a new economic environment, whereas the adverse
(recession!) eﬀect of the rouble devalua on on domes c demand exhibited
rather reverse dynamics (es mated by respec vely 23%, 25% and 26% of enterprises) or was at least stable.
This popped up unexpectedly for some analysts and prompted prac oners’ (managers of Russian industrial enterprises) need for a stronger rouble in
order to s mulate growth of domes c demand for Russia-made products. The
need was found to be strongest in January 2016, when the rouble exchange
rate hit the lowest level on record in every month of 2014–2017, and it was
January 2016 that we asked the ques on about which exchange rate would
be op mal to ensure growth of domes c demand for the products manufactured by Russian industrial enterprises. Based on the experience gained in
the (recession) year immediately following the devalua on, more than a half
(52%) of Russian industrial enterprises said they would like the rouble to appreciate, while only 12% of enterprises wanted the rouble to depreciate to
boost domes c demand. Today (amid rouble apprecia on in 2017 and at the
beginning of recovery from the recession), when further rouble apprecia on
is less needed, only 27% of enterprises say they want the rouble to appreciate to boost domes c demand for their products. Once again, further apprecia on of the Russian rouble remains the most sought-a er change in the
rouble exchange rate that can spur on domes c demand in 2017.
In addi on, the Russian industrial sector needs the rouble exchange rate
to be changed to ensure investment growth. Throughout the en re monitoring period industrial enterprises responded that a strong rouble would s mulate capital investment. The same response hit the highest early in 2016,
when the rouble was very weak and the industrial sector started recovering
from investment pessimism for the first me since Russia had entered a period of sanc ons and collapsing investment plans. At that me, 73% of enterprises said the rouble needs to be stronger to boost investment, while only
8% of them said the rouble needs to be weaker to boost capital investment.
In March 2017, when industrial enterprises’ investment plans hit a posi ve
peak amid crisis and the average monthly exchange rate stood at 58 roubles
per U.S. dollar, almost half of enterprises said that further rouble appreciaon could s mulate investment, while 11% of them wished the rouble to be
weaker. The balance of rouble exchange rate eﬀects on investment s ll ps
definitely toward a stronger rouble.
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3. REGIONAL BUDGETS: REVENUES ON RISE, TOUGH POLICIES CONTINUE
I.Arlashkin, A.Deryugin
Despite cu ng the rate for the regionally levied profit tax, profit tax revenues have contributed largely to boos ng growth rates of regional budget
revenues and to the par al recovery of produc ve expenditures. However,
most of the regions are s ll op ng for a tough fiscal policy, trimming growth
of revenues.
Revenues
According to the data on the execu on of regional and local budgets in
Q1 2017, subjects of the Russian Federa on saw their consolidated budget revenues increase 16.8%, which is much higher than the infla on rate
(104.3%) recorded in the period between March 2016 and March 2017. In
Q1 2017, 70 regions generated more consolidated budget revenues than
those recorded in Q1 2016, of which 64 regions saw revenues overtake the
infla on rate. This was due to high growth rates of revenues in January and
March of 2017, which stood at 137.0% on a January-January basis and at
115.1% on a March-March basis (Fig. 1).
The growth of revenues in Q1 2017 was driven up basically by corporate
profit tax (130.5% over Q1 2016), property taxes (112.9%), as well as non-tax
revenues (113.2%).
High growth rates of profit tax revenues of regional budgets were no ced
despite the fact that one p.p. of the profit tax rate has been transferred (since
1 January 2017) from the regional to the federal level.
Growth rates of personal income tax – the principal source of revenues of
regional and local budgets (30.4% of total consolidated budget revenues in
2016) – stood at 106.9% in Q1 2017, which is below both the average growth
rate of tax and non-tax revenues (115.8%) and the growth rate of personal
income tax in 2016 (107.5%). All in all, the dynamics of personal income tax
corresponded with the dynamics of wage/salary growth in economy (Fig. 2)
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Source: figures are based on the data released by the Federal Treasury of Russia.

Fig. 1. Growth rates of total consolidated budget revenues of subjects of the Russian Federa on,
% change from the same period previous year
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Fig. 2. Growth rates of total personal income tax revenues of the consolidated budget of subjects of the Russian
Federa on and the average monthly nominal accrued wages, % change from the same period previous year

Growth rates of local tax and non-tax revenues of the consolidated budget
of subjects of the Russian Federa on stood at 115.5% in Q1 2017 compared
to Q1 2016. Among the principal sources of revenues, apart from personal
income tax, intergovernmental fiscal transfers from budgets of other ers
saw a rela vely slow pace of growth (103.9%), which is well in line with the
year-earlier trends.
The situa on diﬀered largely from region to region. In terms of average
growth rates of revenues regionwide, Central Federal Orkug (119.8%), NorthWest Federal Okrug (120.0%), South Federal Okrug (132.8%), Privolzhskiy
Federal Okrug (121.6%) and Siberia Federal Okrug (121.9%) ranked at the
top, while North-Caucasian Federal Okrug (106.5%), Urals Federal Okrug
(98.1%) and Far East Federal Okrug (101.0%) hit the bo om of the ranking.
Thus, the federal okrugs split up into two groups, of which, the former faced
rapid growth rates, and the la er slow ones.
Excluding the eﬀect of certain regions on the overall situa on facing a given
federal okrug and considering the contribu on of regions with consolidated
budget revenues growth rates above a certain level, the outsider was NorthCaucasian Federal Okrug. Privolzhskiy Federal Okrug took the lead (100%),
while half of the regions within the federal okrug exhibited more than 120%.
In Q1 2017, like in the previous year, the consolidated budget revenues
of 14 donor regions which did not receive equaliza on grants/transfers over
the past two years saw slower growth compared to lower-revenue regions
(115.7% vs. 117.8%). The diﬀerence becomes even more evident when it
comes to growth rates of profit tax revenues (119.3% vs. 149.8%). It is however too soon to say there are trends toward less fiscal diﬀeren a on between high- and low-revenue regions.
Preliminary data on the execu on of regional budgets in the first four
months of 2017 show serious change in growth rates of revenues in April.
While the data da ng to Q1 2017 show a 116.8% growth of consolidated
budget revenues of subjects of the Russian Federa on, the 4-month figure was merely 104.3%. Corporate profit tax revenues of regional budgets
dropped by more than a half (to 46.9%) from April 2016.
However, these results should not be interpreted as reversal of the trend
in budget revenues because profit tax was deferred to 2 May. The 4-month
figures of 2017 therefore appear to be incomparable with the same period of
2016, so it is not un l the end of 5-month period that conclusions can be made.
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Expenditures
In the first four months of 2017, total growth of consolidated budget expenditures subjects of the Russian Federa on stood at 104.4% compared to
the same period previous year, which is close to the CPI (104.1%) during the
same period (on a April-April basis).
While posi ve growth of consolidated budget expenditures of subjects of
the Russian Federa on was observed in 46 regions at the end of the first four
months, only 22 of them saw expenditure outpace the infla on rate over the
same period. Therefore most of the regions cut their real spending during
that period.
The cash execu on of consolidated budget expenditures of subjects of the
Russian Federa on stood at 27.1% in the first four months of 2017, which is
close enough to the “ideal” figure of 33.3% (one third of expenditures during one third of the year). Only four regions had cash execu on higher than
33.3%. At the same me, the cash execu on was less than 25% of the approved expenditures in eight regions.
The func onal breakdown of consolidated budget expenditures of subjects of the Russian Federa on in Q1 2017 remained unchanged compared
to Q1 2016 (Table 1), except that spending on Na onal Economy and Housing and U li es slightly increased. In addi on, debt servicing costs decreased
primarily due to proac ve federal policy of replacing bank loans (expensive in
terms of servicing) with cheap budget loans.
The dras c change in spending on Healthcare and Social Security Policy was
most likely of technical nature: since 2017 almost all the regions started recognizing compulsory medical insurance contribu ons for unemployed individuals
as part of spending on Social Security Policy, while many regions previously
recognized such contribu ons as part of spending on Healthcare. There was an
adverse trend in shrinking the share of spending on educa on by 0.8%. In addion, in Q1 2017, expenses on capital investment in public (municipal) properes and on social security and other payments to individuals as part of spending on Educa on dropped by respec vely 12% and 15% from Q1 2016.
Table 1
FUNCTIONAL BREAKDOWN OF BUDGET EXPENDITURES
Type of budget expenditures
Budget expenditures, total
Na onwide Issues
Na onal Defence
Na onal Security and Law enforcement
Na onal Economy
Housing and U li es
Environmental Protec on
Educa on
Culture and Cinematography
Healthcare
Social Security Policy
Physical Culture and Sports
Mass Media
Public Debt Servicing
General intergovernmental fiscal transfers
to budgets of the budget system of the
Russian Federa on

Growth (M3 2017 As % of total expenditures
to M3 2016), %
2016
2017
7.1
100.0
100.0
7.7
6.3
6.3
6.9
0.0
0.0
6.3
1.0
1.0
12.7
13.3
14.0
18.8
7.5
8.3
18.1
0.3
0.3
4.1
28.8
28.0
12.6
3.4
3.6
-47.1
16.0
7.9
47.3
18.9
26.0
35.7
1.8
2.3
-6.4
0.5
0.5
-8.2
2.1
1.8
-39.2

0.0

Source: figures are based on the data released by the Federal Treasury of Russia.
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Fig. 3. Dynamics of public debt owed by subjects of the Russian
Federa on, Rb bn
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Fig. 4. The ra o of public debt owed by subjects
of the Russian Federa on to tax and non-tax revenues, %
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Equilibrium and public debt
Maintaining growth rates of tax
and non-tax revenues at a rela vely
high level, as well as Russia’s Finance
Ministry’s policies aimed at encouraging regional authori es to implement
a ght fiscal policy, minimized the
budget deficit and stabilized regions’
public debt. For instance, not only did
the regional public debt increase in
the period between 1 April 2016 and
1 April 2017, but it also dropped 3.2%
in nominal terms, to Rb 2.275 trillion.
Despite a posi ve trend in resolving the regional debt issue, now it is
too soon to say the trend is strong
and steady. A compara ve analysis of
the dynamics of debt owed by donor
regions and the rest of the subjects
of the Russian Federa on has shown
that the decline in total debt was triggered exclusively due to reducing the
donor regions’ debt which is rela vely
low enough as it is (Fig. 3). The public
debt of other regions stabilized rather
than decreased.
Nevertheless, achieving almost
zero growth rates of public debt in
lower-revenue regions amid rela vely
good growth rates of revenues would
help reduce their debt burden. Should
growth rates of tax and non-tax revenues of the budget of subjects of
the Russian Federa on remain at the
level of Q1 2017, the ra o of regional
public debt to revenues would drop
from 33.8% to 27.9% on a MarchMarch basis, while in regions faced
with a more sever debt issue the ra o
would increase further from 56.3% to
47.8% (Fig. 4).
The composi on of regional public debt was overall driven by the
year-earlier trends, that is, the share
of federal budget loans increased (to
47.4% on 1 April 2017), while the
share of expensive loans from credit
ins tu ons, which was bigger than
that of budget loans as early as two
years ago, shrank (to 28.7%) (Fig. 5).

Securities
Loans from credit institutions, foreign banks and international financial
organizations
Budget loans from other budgets of the Russian budget system

Source: figures are based on the data released by the Ministry of Finance
of Russia.

Fig. 5. Composi on of public debt of subjects
of the Russian Federa on, %
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This resulted from the growth since 2014 of budget loans aimed at replacing expensive commercial loans. The high equilibrium of regional budgets will
help maintain this trend, thus reducing debt servicing costs.
Thus the 2016 trends toward slowing growth and then reducing the debt
burden on regions con nue in 2017, which makes it possible to say that there
are real prospects of resolving the regional debt issue.
As to certain subjects of the Russian Federa on, the most sever debt issue is facing the Kabardino-Balkarian Republic: the public debt has risen 74%
over the past 12 months (mainly because of commercial borrowings) due to
the dras c slump of budget revenues spurred by excise du es on alcoholic
products which tends to be long-term and a 18.1% fall of consolidated budget revenues in the Republic in the first four months of 2017, which is 137%
rela ve to tax and non-tax revenues in the Republic. In this case, the major
challenge is not so much the amount of accumulated public debt as the prospects of its further growth in the course of the year.
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4. INTERNATIONAL TURNOVER OF SERVICES IN 2016:
IMPORTS DOWN DUE TO ADMINISTRATIVE CONSTRAINTS
A.Knobel, А.Firanchuk
Service exports and imports, except for travel services, stopped falling a er
Q2 2016 – equalling the figures recorded in 2015. Travel services were down
31% at 2016 year-end due to Russia’s sanc ons against Turkey and restricons on Russia-Egypt air travel – both countries are major des na ons for
the Russian outbound tourism. Construc on service imports dropped markedly, which is also accounted for by the an -Turkish sanc ons.
The turnover of foreign trade in services was down 11% to USD 125bn at
2016 year-end (USD 140bn in 2015), which corresponds to an overall decline
of 11% in the foreign trade turnover in 2016. Thus, services remained unchanged (21.1%) in terms of a percentage of the Russian foreign trade.
The trade turnover decline was caused by a 17% drop of exports amid stable imports (-0.3%)1. By contrast, the foreign trade turnover of services declined primarily because of a 16% fall of imports (to USD 74.4bn) accoun ng
for 29.0% of total imports of goods and services, which equals to what was
seen in 2013. Service exports lost as li le as 2% (to USD 50.5bn), the share of
services in total exports reached an all- me high of 15.0% driven by a deeper
fall exports of goods.
However, service imports were driven down by administra ve rather than
economic factors. The an -Turkish sanc ons and the restric ons on air travel
to Egypt spurred the reduc on of imports of travel and construc on services
by 31% and 22% respec vely.
In terms of a percentage of foreign trade turnover, EEU (Eurasian Economic Union) countries saw no serious change. The decline in CIS-countries’
share was primarily associated with a one-third decline of service exports
to Ukraine. APEC countries’ share of Russia’s service turnover was driven up
mostly by the increase in exports to the United States, South Korea and China and in service imports from China. The European Union raised its share
of Russia’s turnover of services to 44.8% (+1.7 p.p.), remaining the major
importer (49%) and exporter (39%) of services. Egypt’s share fell down to
0 (from 2.3% in 2015) and Turkey’s share decreased 2.5-fold (from 6.4% to
2.6%) because of administra ve constraints.
Total imports and exports of services
The decline in service exports seen since Q4 2014 ended in Q1 2016 (Fig. 1).
The decline in the first quarter was 11% (from Q1 2015). At the same me, service exports almost stabilized in the second quarter compared to the earlieryear figures (down by 3.3%). In the second and fourth quarters of 2016, service
exports stood at the levels seen in the same period of 2015 (+0.3%).
Although service imports were falling over the en re 2016, there was a
clear evidence that the fall was slowing. In the first quarter imports dropped
1
A. Knobel, A. Firanchuk. Foreign trade in 2016 // Russian Economic Developments,
2017, No. 3 (24). P. 8–17.
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Fig. 2. Service import dynamics
(since 6 November 2015) and
a similar ban on selling tourist
products that include visits to Turkey2 (since 28 November 2015). In 2016,
the decline in service imports to Egypt and Turkey reached USD 7.67bn,
and the overall fall of travel service imports was USD 10.98bn. The ban created a gap between the dynamics of outbound travels and other services
in Q4 2015, while the stabiliza on in the final quarter of 2016 was associated with the low base eﬀect: the ban aﬀected the volume of travel service
imports in Q4 2015.
In 2016, service exports hovered around 68–75% rela ve to the level seen
in the same periods of 2013, imports stood at 55–59%. This fostered the im-

1
The Execu ve Order On Specific Measures to Ensure the Na onal Security of the
Russian Federa on and on the Protec on of Ci zens of the Russian Federa on against Criminal
and Other Illegal Acts, h p://kremlin.ru/events/president/news/50647
2
The Execu ve Order On Measures to Ensure the Na onal Security of the Russian
Federa on and on the Protec on of Ci zens of the Russian Federa on against Criminal and
Other Illegal Acts and on the Applica on of Special Economic Measures Against the Turkish
Republic, h p://kremlin.ru/events/president/news/50805
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provement of the service turnover balance from -USD 58.3bn in 2013 and
-USD 36.9bn in 2015 to -USD 23.9bn in 2016.
Composi on of import and service exports
The export dynamics of five major services (accoun ng for more than 5%
of total service exports) was moderately nega ve as a whole. Transport services that rank first in terms of export volume saw a slight increase of 2%,
while the second-ranked other business services and the third-ranked travel
services dropped 7% each at 2016 year-end.
Table 1
FOREIGN TRADE IN SERVICES WITHIN BROAD CLASSIFICATION OF SERVICES
growth rate, %

services’ share
in 2016, %

2015, bn USD

2016, bn USD

growth rate, %

services’ share
in 2016, %

Processing services for goods
owned by other par es
Maintenance and repair services
Transport services
Travel services
Construc on services
Insurance and non-government
pension funds’ services
Financial services
Charges for the use of intellectual
property
Telecommunica on, computer
and informa on services
Other business services
Private services and cultural and
recrea on services
Public goods and services not
elsewhere classified
Total

2016, bn USD

Service

Service exports

2015, bn USD

Service imports

0.14

0.14

99

0.2

1.02

1.61

157

3.2

1.36
11.73
34.93
4.83

1.56
11.56
23.95
3.78

115
99
69
78

2.1 1.60 1.54
15.5 16.72 17.03
32.2 8.42 7.79
5.1 3.66 3.56

97
102
92
97

3.1
33.7
15.4
7.0

1.39

0.97

69

1.3

0.61

0.41

68

0.8

2.00

2.03

101

2.7

1.21

1.17

97

2.3

5.63

5.00

89

6.7

0.73

0.55

75

1.1

5.52

5.40

98

7.3

3.97

3.94

99

7.8

18.46 17.48

95

23.5 12.61 11.66

92

23.1

1.09

1.03

94

1.4

0.34

0.42

123

0.8

1.53

1.51

98

2.0

0.81

0.83

102

1.6

88.62 74.38

84

100.00 51.70 50.50

98

100.00

Source: own calcula ons based on the data released by the Central Bank of Russia.

The import dynamics of six major services (accoun ng for more than 5%
of total service imports) was nega ve, albeit less homogeneous. The topranked travel services suﬀered the deepest decline (31%) in 2016, down to
32.2% (way below the average of 41% in 2013–2015). Imports of other business services, transport services and telecommunica on services dropped
1–5%, charges for the use of intellectual property fell by 11%. Construc on
service imports fell considerably by 22% due to a 25% decline in imports for
‘construc on in Russia’. Note that Turkey accounted for 33% of construc on
service imports in the ‘construc on in Russia’ sub-group in 2015. Hence the
economic sanc ons against Turkey contributed seriously to the decline in
overall imports in this service sector in 2016.
Regional structure of foreign trade in services
The regional structure of Russian foreign trade in services with major
partners is presented in Table 2. In 2016, EEU’s share changed insignificantly to 5.3%, while Belarus’s share added 0.2 p.p. to the figure seen in 2015
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Table 2
REGIONAL STRUCTURE OF RUSSIAN FOREIGN TRADE IN SERVICES
growth rate. %

region/country’s
share in 2016. %

2015. USD bn

2016. USD bn

growth rate. %

region/country’s
share in 2016. %

balance in 2016.
USD bn

turnover in
2016. USD bn

region/country’s
share in 2016. %

region/country’s
share. % change

CIS:
EEU:
Armenia
Belarus
Kazakhstan
Kyrgyzstan
Ukraine
Services not attributed to specific
CIS countries
ЕС
APEC:
USA
China
South Korea
Japan
Other countries:
Turkey
Switzerland
Egypt
Services not a ributed to specific farabroad countries
Total

Turnover of services

2016. USD bn

Region/country

Service exports

2015. USD bn

Service imports

5.78
3.04
0.27
1.70
0.79
0.28
0.96

5.26
2.86
0.25
1.66
0.70
0.24
0.79

91
94
92
98
89
87
82

7.1
3.8
0.3
2.2
0.9
0.3
1.1

8.41
4.42
0.32
1.23
2.52
0.35
1.87

6.68
3.70
0.31
1.24
1.85
0.30
1.25

79
84
95
101
74
87
67

13.2
7.3
0.6
2.5
3.7
0.6
2.5

1.42
0.84
0.05
-0.43
1.15
0.06
0.46

11.94
6.56
0.56
2.90
2.56
0.54
2.05

9.6
5.3
0.4
2.3
2.0
0.4
1.6

-0.56
-0.07
0.02
0.23
-0.31
-0.01
-0.38

0.82

0.69

84

0.9

0.36

0.29

81

0.6

-0.39

0.98

0.8

-0.05

40.80
11.22
4.92
1.76
0.81
0.61
18.90
6.64
2.64
3.21

36.20
10.43
4.02
2.01
0.79
0.55
11.25
2.16
2.56
0.02

89
93
82
114
97
91
60
33
97
0

48.7
14.0
5.4
2.7
1.1
0.7
15.1
2.9
3.4
0.0

19.64
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3.2
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0.8
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0.0
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0.11
0.02
-4.50
-3.77
0.54
-2.29
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11.24
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15.1

6.00

6.50
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12.9

-4.74

14.2

1.57

88.40

74.38

84

100.0

51.79

50.50

98

100.0 -23.88 124.88 100.0

Source: own calcula ons based on the data released by the Central Bank of Russia.

(to 2.3%), Kazakhstan’s share lost 0.3 p.p. (to 2.0%). Belarus’s share dropped
because the turnover of services in dollar terms stood at the level of 2015
(USD 2.9bn) amid its overall decline.
CIS’s share fell mainly because of con nuing downward dynamics of the
turnover of services with Ukraine1. While the 2015 decline was primarily
spurred by the falling volume of service imports, the decline in 2016 was
triggered by a more than one-third fall of service exports. Over the past few
years the turnover of services with Ukraine fell from USD 6.88bn in 2013 to
USD 2.05bn in 2016, with the share shrinking by more than two mes: from
3.5% in 2013 to 1.6% in 2016. The trend toward worsening Russia-Ukraine
economic rela ons con nued: the share of trade turnover fell from 4.7% in
2013 to 2.2% in 20162.
The dynamics and the share of trade in services with Turkey and Egypt are
presented above.
1
A. Firanchuk. Foreign trade dynamics // Russian Economic Developments, 2016,
No. 6 (23). P. 18–22.
2
A. Knobel, A. Firanchuk. Foreign trade in 2016 // Russian Economic Developments,
2017, No. 3 (24). P. 8–17.
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Despite bilateral economic sanc ons, the U.S. and EU’s share of Russia’s
foreign turnover of services increased.
The European Union, like in the case with trade in goods, con nues to
be one of Russia’s major trade partners in terms of turnover of services, accoun ng for 49% of service imports and for 39% of service exports. In addion, EU’s share of turnover of services stood at 44.8% (+1.7 p.p.) in 2016,
overtaking the figures seen in 2013–2015. The US share increased 0.4 p.p. to
overtake the figures seen in 2013–2015.
This corresponds to the trend toward increasing the US share of Russia’s
trade turnover. Note that EU’s share of Russia’s trade turnover was largely associated with the dynamics of energy resource prices – the principal source
of exports to the European Union1.
China appeared to be a major trade partner with a 14% growth of service
imports. Service exports to China reached a record growth of 27%, thus increasing China’s share of service turnover to 3.2% (+0.8 p.p.).
Switzerland’s share was brought up to 4.6% (+0.5 p.p. from 2015) because
of stable service imports and exports.

1
A. Knobel, A. Firanchuk. Foreign trade in 2016 // Russian Economic Developments,
2017, No. 3 (24). P. 8–17.
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5. MINIMUM WAGE INCREASE: PROS AND CONS
V.Lyashok
A dra bill to raise the minimum wage to equal the subsistence level is underway – a task set by the Russian Prime Minister. This means that the minimum
wage will be raised by 40% and the ra o of minimum to average wages may
increase from 20% to 28%. According to various es mates, the dra bill may
directly influence 3–4 millions of the employed workforce. Prac ce shows
that raising the minimum wage may on the one hand reduce the inequality
and spur overall wage growth in the formal sector, and, on the other hand,
boost unemployment of the most vulnerable groups of the employed workforce and growth of the informal sector. It is however less developed regions
that will be the first to see changes.
In May 2017, Russian Prime Minister Dmitry Medvedev set a task of preparing a dra bill to raise the minimum wage to equal the subsistence level.
The idea of raising the minimum wage was repeatedly debated in the past,
and the Labour Code of 2001 s pulated that the minimum wage cannot be
lower than the subsistence level for the workforce, and the minimum wage
was expected to be raised in a stepwise manner to equal the subsistence
level. It is likely that the dra bill will be prepared and adopted soon and the
minimum wage will reach the target value within the ensuing 2–3 years.
The minimum wage is currently 7500 roubles (7800 roubles from 1 July 2017). The subsistence level is set quarterly with a lag of several months –
10466 roubles for the workforce in Q4 2016. Given the current figures, this
means that the minimum wage will be raised by 40%. The ra o of minimum
to average wages (the so-called
France
Keynes’ ra o) would therefore
Chile
increase from the current 20%
Australia
to 28%. This indicator is currentGermany
ly much lower compared with
Latvia
Poland
many developed countries incluGreat Britain
ding both Europe and the United
Lithuania
States, whose labour market is
Turkey
much less over-regulated than
Hungary
that in Europe (Fig. 1). However,
South Korea
Estonia
raising the minimum wage to a
Japan
new level will have no eﬀect on
Chech
the Russian posi on in the overall
Greece
ranking.
Spain
Many workers will be out of
Mexico
Russia (post-reform period)
scope of the reform. The Rosstat’s
USA
data show that about 10% of the
Russia (present time)
workers employed at enterprises
0.10
0.20
0.30
0.40
and organiza ons were paid less
than the subsistence level in 2016,
Sources: OECD Stat, Rosstat.
Fig. 1. Ra o of minimum to average wages
of which about 1–2% were paid
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less than the minimum wage. The la er does not contradict the labour legislaon because the workers could work on a part- me basis. Raising the federal
minimum wage will downsize this group of workers, although some individuals
will con nue to be paid less than the subsistence level. At the same me, the
oﬃcial number of workers employed at enterprises and organiza ons is approximately two thirds of the total employed workforce in Russia. Raising the
minimum wage can have a direct eﬀect only on this group of workers, whereas
the informal sector workforce (the self-employed, individual entrepreneurs
and individuals employed by individual entrepreneurs) might be out of scope
of the reform. The reform will therefore embrace 3–4 million persons or 5–6%
of the total employed workforce, or, if real wages are raised, even less.
What does the minimum wage increase mean for the labour market?
Economists have no clear cut and absolute answer to this ques on. The simplest economic model argues convincingly that the employment will deteriorate and the unemployment rate will increase, while more sophis cated theore cal models cannot give the same answer if a new level of the minimum
wage appears to be “overes mated”. For example, amid monopsony (a situaon in which a single firm is the only buyer within a given labour market. An
example is single industry towns that are very typical of Russia), raising the
minimum wage may boost the employment, as was shown by G. J. S gler1
and R. A. Lester2 as early as the middle of the 20th century. At the same me,
given a situa on in which a second (informal) segment of the labour market
exists alongside the formal segment, where ins tu onal constraints have no
eﬀect on wages and workers can freely migrate between sectors, a minimum
wage increase tends to force workers to migrate from one sector to another.
Uncertain es also arise when analyzing data on the introduc on or raise
of the minimum wage in various countries. D. Neumark and W.L. Wascher3
analysed more than 150 research papers on the subject ma er, two-thirds
of which showed an adverse eﬀect of legally enacted minimum wage on the
employment. Moreover, there is no full certainty as to the eﬀect on the informal unemployment.
The Russian data give a be er view of the previous changes in the minimum wage which more than doubled, from 1100 to 2300 roubles, in September 2007 and was raised to 4330 roubles since January 2009. That is,
within less than six months the minimum wage increased almost 4-fold. According to A. Oshchepkov and A. Muravyev4, the minimum wage more than
doubled in 2007, boos ng both the informal employment and the youth unemployment, while the reform had no eﬀect on the employment of older
age groups. The wage inequality was reduced in the formal corporate sector.
According to A. Lukiyanova5, the wage growth period from 2007 to 2009 saw
1
S gler G. J. The economics of minimum wage legisla on //The American Economic
Review. 1946. Vol. 36. No. 3. P. 358–365.
2
Lester R. A. Marginalism, minimum wages, and labor markets //The American Economic Review. 1947. Vol. 37. No. 1. P. 135–148.
3
Neumark D. et al. Minimum wages and employment //Founda ons and Trends® in
Microeconomics. 2007. Vol. 3. No. 1–2. P. 1–182.
4
Muravyev A., Oshchepkov A. Y. The Eﬀect of Doubling the Minimum Wage on Employment: Evidence from Russia. 2015. Muravyev, Alexander and Oshchepkov, Aleksey (2013)
Minimum Wages, Unemployment and Informality: Evidence from Panel Data on Russian Regions. IZADiscussion Paper No. 7878.
5
Lukiyanova A. Eﬀects of Minimum Wages on the Russian Wage Distribu on / NRU
Higher School of Economics. Series EC “Economics”. 2011. No. 09.
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sharp upsurge of wages for low-paid employees. According to A. Shanurina1,
not only did the minimum wage increase result in higher salaries for publicsector low-paid employees, but it also moved up the en re pay grade in this
sector. In general this helped narrow the wage gap between the public and
non-public sectors. S. Kapelyuk answered the main ques on of whether the
reforms of 2007–2009 fostered lowering the poverty2. He shows in his paper
that the minimum wage increase did contribute to lowering the poverty, albeit in a limited way, according to the author.
Thus raising the minimum wage may have posi ve (inequality reduc on
and overall wage increase in the formal segment) and nega ve eﬀects (informal sector growth, unemployment of the most vulnerable groups of workers), while the eﬀect is o en diﬃcult to predict and depends on many parameters.
At the same me, the eﬀect of minimum wage change on the labour market will predictably diﬀer largely from region to region. In 2007, Russian regions were oﬀered an opportunity to set a minimum wage on their own, provided that it is equal or higher than the value set forth in the federal law. As
a result, 53 regions took the opportunity, and now there are regions where
the minimum wage is higher than the federal subsistence level. The minimum wage for non-public sector employees and for workers employed by
individual entrepreneurs was higher than 10500 roubles in 19 regions in late
2016/early 2017, most of which are northern regions (Yaku a, Murmansk region, Kamchatka Territory) and the richest regions (Moscow, St. Petersburg,
Khanty-Mansi Autonomous Okrug). Forty four million persons are currently
residing in the regions technically complying with the dra bill which has not
yet been prepared. The minimum wage is equal to or higher than the regional
subsistence level (which can be lower than the federal subsistence level) in
32 regions where 54% of Russia’s popula on are residing.
This means that the reform will primarily deal with the poorest regions
where the informal employment rate is high and the share of workers paid
less than the minimum wage is way above 10%. Eﬀorts to promote producvity and reduce poverty of workers will face a weak regional economy and
a lack of opportunity to a ract extra investment. The strong inequality between regions makes it more diﬃcult to address the issues of the working
poor and of strong inequality in a uniform manner on a country-wide basis.
The issues of low minimum wage should be addressed at the regional rather
than at the federal level.

1
Sharunina A. V. Are the Russian public-sector employees “losers”? An analysis of
intersectoral wage diﬀerences // The HSE Economic Journal . 2013. Vol. 17. No. 1. P. 75–107.
2
Kapelyuk S. The eﬀect of minimum wage on poverty //Economics of Transi on.
2015. Vol. 23. No. 2. P. 389–423.
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