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THE POLITICAL AND ECONOMIC RESULTS 
OF FEBRUARY 2014

S.Zhavoronkov

February 2014 saw a sharp deteriora  on of Russo-
Ukrainian rela  ons and a drama  c escala  on of ten-
sion over the Crimea in the a  ermath of the change 
in government in Ukraine on the night of 21-22 Febru-
ary. A few words about the chain of events leading to 
this denouement. On 20 February, the confronta  on 
between forces loyal to President Viktor Yanukovych 
and the protesters turned into armed clashes into the 
course of which almost 100 people lost their lives. 
On 21 February, MPs from Mr. Yanukovych’s Party of 
Regions defected en masse and sided with the oppo-
si  on, thus enabling it to form a new parliamentary 
majority. A  er this, Viktor Yanukovych and opposi-
 on leaders signed an agreement to end the crisis. 

The deal set out plans to hold early presiden  al elec-
 on in 2014 and revert to the 2004 Cons  tu  on, thus 

scrapping the exis  ng presiden  al system and replac-
ing it by the previous parliamentary-presiden  al one. 
However, on the next day President Yanukovich fl ed 
from Kiev, and the Ukrainian Parliament voted to dis-
miss him, set an early presiden  al elec  on for 25 May 
2014, and formed a new government headed by one 
of the opposi  on leaders, Arseniy Yatseniuk1. Viktor 
Yanukovych and the heads of his power structures 

1  The legi  macy of all these decisions made by Ukraine’s par-
liament is rather doub  ul: Ukraine does not have a presiden  al 
impeachment law, and her President, even under the 2004 Cons  -
tu  on, is en  tled to par  cipate in the appointment of a number of 
ministers. On the other hand, Yanukovych’s fl ight from the country 
has made the Ukrainian Parliament the most legi  mate govern-
ment agency in Ukraine. 

February saw a sharp deteriora  on of Russo-Ukrainian rela  ons in the a  ermath of the bloody confl ict in Ukraine 
that led to President Viktor Yanukovych’s fl ight into Russia and to the Crimean parliament’s refusal to recog-
nize the new Ukrainian authori  es. Russia’s authori  es have so far con  nued to insist that Yanukovych is s  ll 
Ukraine’s legi  mate president, although his chances to return to power are prac  cally non-existent. At the same 
 me, it should be said that all this does not detract from the legi  macy of some of the Kremlin’s concerns about 

the situa  on of Russian-speakers in Ukraine and the autonomous status of the Crimea. In February 2014, Russia 
passed a new law on the elec  on of depu  es to the State Duma. According to this law, in order to register their 
party lists for a State Duma elec  on, those par  es that do not have a party representa  ve in at least one Russian 
regional legislature will have to gather a minimum of 200,000 signatures. Also, the Law contains the require-
ment that candidates nominated by such par  es in single-member districts should submit the signatures of at 
least 3% of voters in their cons  tuency to register. The same requirement applies to self-nominated candidates 
in single-member districts. A similar dra   law on regional and municipal elec  ons was introduced to the State 
Duma. However, chances are high that the consequences of the new State Duma elec  on law will be disappoint-
ing for United Russia, because a reduc  on in the number of elec  on contestants will result in a smaller number 
of votes cast for those poli  cal par  es that failed to pass the electoral threshold, and thus in fewer seats being 
redistributed among the parliamentary par  es.

were declared for interna  onal search. A week later, 
Yanukovych resurfaced in Russia and announced that 
he would not return to Ukraine out of fear for his life. 
Meanwhile, the new Ukrainian government was recog-
nized by most of Ukraine’s regional and local authori-
 es (apart from the Crimea), as well as by the USA and 

the EU countries. The Supreme Council of the Crimea 
refused to recognize the legi  macy of Ukraine’s new 
authori  es and set a referendum for the future status 
of the peninsula for May 2014. The proponents of the 
referendum have formulated their goals rather vague-
ly: on the one hand, the future status of the Crimea 
implies that the Crimean region will be part of Ukraine, 
while on the other it is said that its status will be regu-
lated by an interna  onal agreement (who will be the 
par  es to such an agreement?!). Meanwhile, the Rus-
sian troops sta  oned in the Crimea in accordance with 
Black Sea Fleet agreements, began strange maneuvers 
viewed by the Ukrainian authori  es as intended to 
provoke armed clashes. Russia kept silent on claims of 
military interven  on. 

It should be noted that the Crimea, where a ma-
jority of the popula  on is Russian-speaking, has rea-
sons to be unhappy with the events in Ukraine: the 
new Ukrainian authori  es began their rule with can-
celling the law on regional languages, which permit-
ted the use of two offi  cial languages in regions where 
the size of an ethnic minority exceeded 10%. In the 
1990’s, Ukraine abolished the offi  ce of President of 
the Crimea and blocked the elec  on of Sevastopol’s 
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mayor. However, Russia’s ac  ons has so far looked 
less like safeguarding the interests of Russian-speak-
ers and more like struggling against the new Ukraine’s 
govern ment and giving support to the de-facto ousted 
regime of fugi  ve President Yanukovych. Apparently, 
Yanukovych has no chance of returning to power. It is 
highly probable that in the foreseeable future Russia, 
quite reasonably, will a  empt to get the highest price 
for diploma  c recogni  on from the new Ukrainia n 
government beset by economic diffi  cul  es and a le-
gi  macy crisis. However, one can only hope that the 
above-men  oned ‘military maneuvers’ do not result 
in a full-blown war with Ukraine, which will be much 
more diffi  cult than the 2008 Russo-Georgian War: the 
total ac  ve strength of the Ukrainian armed forces is 
180,000, and if the war comes, there will be no short-
age of ba  le-hardened volunteers from Kiev’s blood-
ied streets. Russia’s failu re to formulate any specifi c of-
fi cial demands to the new Ukrainian leadership can be 
seen as a serious miscalcula  on, because many possi-
ble demands (e.g. concerning the status of the Russian 
language in regions with a Russian majority, the status 
of the Crimean autonomous region, etc.) appear to be 
quite reasonable and jus  fi ed.   

In February 2014, in an apparent eff ort to perpetu-
ate the current composi  on of the Russian Parliament, 
the Federal Assembly passed a State Duma elec  on 
law which turned the screws on small poli  cal par  es. 
The Law introduced a mixed electoral system for the 
State Duma to be used in the next parliamentary elec-
 on in 2017. One half of the MPs will be elected by 

par  es’ lists, and the other half – from single-member 
districts. The poli  cal par  es which managed to pass 
the 3% electoral threshold at the last elec  on (i.e. the 
four parliamentary par  es and Yabloko), and the poli  -
cal par  es represented in at least one Russian regional 
legislature (i.e. Patriots of Russia, Fatherland, the Rus-
sian People’s Party, Just Cause, Civic Pla  orm, Com-
munists of Russia, and Russian Party of Pensio ners for 
Jus  ce) will be exempt from the requirement to gather 
voter signatures in order to get registered for elec-
 on. All the other poli  cal par  es will have to gather 

at least 200,000 voter signatures. Single-member dis-
tricts will be an even tougher nut to crack for such par-
 es: the new law requires that candidates nominated 

by them submit the signatures of at least 3% of voter s 
in their cons  tuency to register. It is a fantas  cally sur-
real requirement, bearing in mind that the average 
number of voters in an electoral district is about 450 
thousand, which means that a candidate will have to 
gather 13.5 thousand voter signatures. Moreover, ac-
cording to Russian legisla  on, the vali dity of voter sig-
natures can be verifi ed, if necessary, by graphologists 
from the Ministry of Internal Aff airs, whose opinion 

will be more important than the notarized statement 
submi  ed by a ci  zen, which means that any signa-
ture can be declared invalid. A similar dra   law on 
regional and municipal elec  ons was also introduced 
to the State Duma – apparently, in an  cipa  on of the 
forthcoming elec  ons to the Moscow City Duma. The 
dra   law contains a lot of absurdi  es – for example 
it envisages that those par  es that have previously 
passed the electoral threshold under the propor  onal 
electoral system in a given populated locality should 
be endowed with the right to appoint their depu  es 
from municipali  es without collec  ng the necessary 
number of voter signatures, whereas in many regions, 
for example, Moscow or St. Petersburg, such elec  ons 
have never been held. 

The  ghtening of the screws on small poli  cal par-
 es could well prove to be counterproduc  ve for the 

authori  es. By reducing the number of elec  on par  -
cipants, they will also automa  cally reduce the number 
of seats gained by United Russia as a result of the re-
distribu  on of the votes captured by those par  es that 
failed to pass the electoral threshold. And it should be 
borne in mind that the number of votes redistributed 
among the par  es that managed to pass the threshold 
in the regional elec  ons held in 2012-2013 was rather 
impressive. In any case, this discriminatory measure 
will certainly revive the old strategy of vo  ng for any 
party other than United Russia, which proved to be so 
successful in December 2011. Moreover, those barred 
from standing for elec  on will get a mighty impetus to 
par  cipate in street protests rather than in the legal 
poli  cal process previously adver  sed by the authori-
 es as a healthy alterna  ve to rio  ng. 

On 24 February, less than 24 hours a  er the closing 
ceremony of the Sochi Winter Olympics and a few days 
a  er the coup d’état in Ukraine, a Moscow court sen-
tenced the fi rst batch of defendants in the so-called 
Bolotnaya case (several defendants had already been 
sentenced in a number of trials conducted under a 
special procedure a  er admi   ng their guilt). The sen-
tences handed down in February were rela  vely so   – 
seven of the defendants got prison terms ranging from 
2.5 to 4 years, while the eighth defendant, a woman, 
was given a suspended sentence. Also in February, 
Aleksey Navalny, who had been restricted from travel-
ling outside Moscow under one of the numerous cases 
pending against him, had his restric  ons stepped up 
to house arrest. In a separate development, a Moscow 
court arrested billionaire Gleb Fe  sov, the leader of 
Green Alliance – People’s Party ‘on suspicion of grand 
fraud’. Fe  sov is suspected of siphoning out the assets 
of Moi Bank [My Bank], a small bank formerly owned 
by him – despite the fact that the bank had gone 
bankrupt when belonging to new owners and none of 
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the bank’s managers had been arrested (it should be 
added that the same is also true of the managers and 
owners of Master Bank, Invest Bank, etc.). A ridiculous 
situa  on arose, in which a person who had not had 
any execu  ve or administra  ve powers at the  me of 
the reputed law infringement was suspected of com-
mi   ng it, while the persons possessing such powers at 
that  me were presumed to be innocent. It seems that 
Fe  sov’s current problems (previously, he was barred 
from registering as a candidate for Moscow mayor) 
are directly related to the forthcoming elec  ons to the 
Moscow City Duma – the authori  es are appa rently 
afraid that Mr. Fe  sov will use his huge untainted 
funds to promote his poli  cal ambi  ons. 

In February, a big scandal erupted in the central ap-
paratus of the RF Ministry of Internal Aff airs, which 
resulted in a major reshuffl  e of its top personnel. 
General Denis Sugrobov was dismissed from his post 
as head of one of the Ministry’s key departments, the 
Main Administra  on for Economic Security and An  -
Corrup  on Ac  vi  es. His career at the Ministry of In-
ternal Aff airs had been meteoric, and his superiors had 
held him in high regard for his unblemished reputa  on 
and excellent track record (in November 2013 he had 
been promoted to the rank of Lieutenant General; at 
age 37 he had been one of the youngest generals in 
the post-Soviet history of the Ministry of Internal Af-
fairs). His deputy, Major General Boris Kolesnikov, and 
a number of top inves  gators were arrested ‘for trying 
to entrap an FSS [Federal Security Service] offi  cer on 
bribery charges’. Although Russia, unlike the United 
States, prohibits entrapment in bribery, such cases 
actually belong to the murky grey zone between legal 
and illegal, and it is generally very diffi  cult to determine 
whether or not any provoca  on of a bribe has taken 
place in a corrup  on case, or one of the par  cipants 
of some corrup  on transac  on had reported it to the 
police who thus crea  ng a legi  mate ground for the 

la  er to undertake ‘opera  onal inves  ga  ve ac  ons’. 
Moreover, General Sugrobov and his colleagues had 
violated the unwri  en rule that informa  on on corrup-
 on in another ‘power’ agency should be reported to 

that agency’s own security service and inves  gated by 
it. The arrested inves  gators alleged that they had not 
known the status of the suspect and believed him to 
be a crook impersona  ng an FSS offi  cer. In a separate 
development, Yuri Alekseev was dismissed as head of 
the Inves  ga  ve Commi  ee of the Ministry of Inter-
nal Aff airs (it should be noted that this department 
had periodically been at loggerheads with Sugrobov’s 
Main Administra  on for Economic Security and An  -
Corrup  on Ac  vi  es). Sugrobov was believed to be a 
protégé of the RF President’s mighty assistant, former 
Deputy Minister of Internal Aff airs and former head 
of the Main Administra  on for Economic Security and 
An  -Corrup  on Ac  vi  es Yevgeny Shkolov, while Yuri 
Alekseev was alleged to owe his appointment to Sergei 
Ivanov, Chief of Staff  of the Presiden  al Execu  ve Of-
fi ce. Thus, the dismissals of the highest-level offi  cers of 
the Ministry of Internal Aff airs (the names of their suc-
cessors (their successors have not been named as yet) 
have strengthened the posi  on of the current Minister 
of Internal Aff airs, Vladimir Kolokoltsev. 

Late February saw the conclusion of the Sochi 
Winter Olympics. A  er a disappoin  ng start, Russia 
had managed to top the medal table by the  me the 
Olympics came to an end. Russia’s success at the Sochi 
Olympics gave the Russian authori  es a good pretext 
for claiming that the Games had been totally jus  -
fi ed and corrup  on-free (although the criminal case 
against Akhmed Bilalov is s  ll open, etc.). The Olym-
pics have certainly improved Russia’s image – but at a 
price. Overall, the Games cost 1.5 trillion rubles, most 
of which was taken from public sources and quasi-
budget funds (credits from Vneshekonombank and 
other state-owned banks).  
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INFLATION AND MONETARY POLICY IN JANUARY 2014
A.Bozhechkova

In January 2014, infl a  on in the Russian Federa-
 on remained at a high level: the consumer price in-

dex stood at 0.6% at the month’s end (as compared to 
0.5% in December 2013), by 0.4 p.p. below the level 
recorded in 2013. As a result, infl a  on reached 6.1% 
on an annualized basis (Fig. 1). Core infl a  on1 stood at 
0.4% in January 2014, by 0.1 p.p. lower than the level 
recorded in 2013. 

Prices of food products increased 1.0% in Janu-
ary 2014 against December 2013 (Fig. 2). Prices of the 
following food products slowed down: bu  er (from 
2.3% in December 2013 to 1.3% in January 2014), milk 
and dairy products (from 1.6% in December 2013 to 
1.1% in January 2014), fi sh and seafood (from 1.5% 
in December 2013 to 0.8% in January 2014). Prices of 
the following food products kept falling: eggs (-6% in 
January 2014 against -0.6% in December 2013), cereal 
and bean products (-0.3% December 2013 and Janu-
ary 2014), granulated sugar (-0.8% against -1.4% in De-
cember 2013), sunfl ower oil (-0.7% against -1.1% in De-
cember 2013), red meat and poultry (-0.1% in Decem-
ber 2013 and in January 2014). Prices of the following 
food products saw increased growth rates: fruits and 
vegetable products (from 2.8% in December 2013 to 
5.8% in January 2014), alcoholic beverages (from 0.4% 
in December 2013 to 1.6% in January 2014). 

Prices and tariff s of retail paid services in Janu-
ary 2014 increased 0.5%, whereas in December 2013 
they increased 0.6%. In January 2014, tariff s of hous-
ing and public u  lity services grew at a rate of 0.2%, 
showing a 0.1 p.p. growth over the level recorded in 
December 2013. Prices of the following services saw 
increased growth rates: interna  onal travel services 
(from 0.1% in December 2013 to 0.4% in January 2014), 
medical services (from 0.6% in December 2013 to 1.4% 
in January 2014), culture organiza  ons’ services (from 
1.5% in December 2013 to 1.6% in January 2014), 

1  The reference consumer price index is an indicator which de-
scribes the level of infl a  on in the consumer market, net of seasonal 
factors (prices of fruit and vegetable products) and administra  ve 
factors (tariff s of regulated types of service, etc.). The index is also 
calculated by the Federal State Sta  s  c Service of Russia (Rosstat).

The consumer price index stood at 0.6% in January 2014 (1.0% in January 2013), rising 0.1 p.p. above the value 
recorded in December 2013. Infl a  on reached 6.1% at the end of 12 months. The consumer price index stood at 
0.5% within the fi rst 17 days in February 2014. Net capital ou  low from the country reached $16,6bn in Q4 2013 
to a total of $64,7bn, reaching a total of $64,7bn within 12 months.

personal services (from 0.5% in December 2013 to 
0.7% in January 2014), insurance services (from 0.3% 
in December 2013 to 1.0% in January 2014), educa-
 on services (from 0.0% in December 2013 to 0.2% in 

January 2014). Prices of the following services slowed 
down: passenger transport services (from 3.4% in De-
cember 2013 to 0.1% in January 2014). 

In January 2014, growth rate of prices of non-food 
products increased 0.1 p.p. against December 2013 
and stood at 0.3%. Prices of the following non-food 
products increased most: tobacco products by 0.8%, 
the same growth grate was recorded in Decem-
ber 2013; washing and cleaning products by 0.7% 
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Fig. 1. CPI growth rate in 2011 thru 2013 (% year over year) 
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(+0.4% in December 2013), consumer electronics and 
other household appliances by 0.5% (+0.3% in Decem-
ber 2013), audio-video appliances by 0.4% (+0.2% in 
December 2013). Prices of the following non-food 
products slowed down: clothing and underwear by 
0.2% (+0.4% in December 2013), knitwear by 0.3% 
(+0.5% in December 2013), footwear by 0.1% (+0.2% 
in December 2013). Prices of motor gasoline increased 
0.2% (-0.5% in December 2013). 

In February 2014, infl a  on kept growing basically 
through growth in the price of fruits and vegetables 
and dairy products. Note that weakening of the ru-
ble made a certain contribu  on in pushing up infl a-
 on, factoring in a big share of imported goods in 

the consump  on of economic agents in the Russian 
Federa  on. The already happened devalua  on of the 
ruble may accelerate infl a  on by 0.3–0.5 p.p. in the 
short run. Furthermore, if the ruble keeps weakening 
within a horizon of 6–12 months, the eff ect of the ru-
ble exchange rate on prices may reach 50%, i.e. price 
growth may accelerate at half a rate the ruble weakens 
against the US dollar. Within 24 days in February 2014 
the consumer price index stood at 0.7% (0.5% in the 
corresponding period of 2013). Lack of pronounced 
demand-driven pressure on prices as well as improved 
situa  on in the global agricultural market is the key 
factor constraining infl a  on. 

In January 2014, the monetary base (broad defi -
ni  on) contracted 11% to Rb 9351,2bn (Fig. 3). The 
following components of the monetary base (broad 
defi ni  on) saw a decline: banks’ correspondent ac-
counts (a decline of 10.1% to Rb 1142bn against De-
cember 2013), bank deposits (a decline of 75.7% to 
Rb 126bn), the volume of cash in circula  on, including 
cash on hand at credit ins  tu  ons slid down by 7.6% 
to Rb 7672bn. The volume of obligatory reserves inc-
reased 0.6% to reach Rb 411,3bn. 

In January 2014, the monetary base (narrow defi ni-
 on) (cash plus obligatory reserves) contracted 7.3% 

to reach Rb 8083,4bn (Fig. 4).
In January 2014, volume of excessive reserves at 

commercial banks1 shrank 29.1% to Rb 1268bn while 
bank’s debt on repo transac  ons was reduced 5.5% 
to Rb 2,7 trillion. According to the data on Febru-
ary 25, 2014, banks’ debt on repo transac  ons was re-
duced to Rb 2,3 trillion. The interest rate in the inter-
bank lending market 2 was maintained at an average of 
6.1% in January 2014 (6.4% in December 2013), 13% 

1  Commercial banks’ excess reserves with the Central Bank are 
referred to the amount of commercial banks’ correspondent ac-
counts, their deposits with the Central Bank, as well as Central 
Bank bonds held by commercial banks.
2  Interbank interest rate is the monthly average MIACR, an in-
terest rate on ruble overnight interbank loans.

higher than the level recorded in January 2014 (5.4% 
in January 2013). In the period of February 1 thru 24, 
2014 the rate averaged 5.92% (Fig. 5). 

On January 13, 2014, the Central Bank provided Rus-
sian banks with Rb 480bn out of a limit of Rb 500bn as 
part of a 3-month repo auc  on secured by non-market 
assets. The hurdle rate was 5.76% with a lowest rate of 
5.75%. As a reminder, it was October 15, 2013 when 
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the regulator held such auc  on for the fi rst  me. The 
amount of allocated funds totaled Rb 500bn at 5.76% 
p.a.. During a similar auc  on which was held by the 
Bank of Russia on February 10, 2014 the hurdle rate 
stood at 5.85% while the allocated amount totaled 
Rb 200bn. It should be noted that it is only large banks 
with a dis  nctly bigger collateral base that can aff ord 
such ac  ons despite fairly easy terms of lending at a 
fl oa  ng interest rate. 

The Central Bank’s interna  onal reserves totaled 
$498,9bn as of February 1, 2014, showing a 2.1% con-
trac  on since the beginning of the year (Fig. 4). At 
the same  me, the monetary gold reserves increased 
$1,7bn in January 2014 a  er a posi  ve revalua  on of 
assets. In general, the contrac  on of the interna  onal 
reserves in January 2014 was basically caused by the 
regulator’s foreign currency interven  ons. 

Bank of Russia’s foreign currency interven  ons 
through selling foreign exchange amounted to $7817m 
and 586m euro by the end of January 2014, making a 
record since the fall of 2011, when the amount of fore-
ign exchange sold by the regulator in the domes  c mar-
ket reached $1,17bn (Fig. 6). Factoring in a substan  al 
amount of foreign exchange interven  ons, the Bank 
of Russia’s measures are aimed at not only fl a  ening 
vola  lity of the ruble exchange rate, but also maintai-
ning it amid ongoing weakening of na  onal currencies 
in developing countries. In January 2014, the regula-
tor conducted no opera  ons to purchase foreign cur-
rencies in connec  on with the Federal Treasury re-
plenishing or spending foreign currency resources of 
sovereign funds. The 14-  me 5-kopek extension of 
the borders of the dual-currency trading band in Janu-
ary 2014 pushed them to a level of Rb 34,25–41,25. In 
the period of February 1 thru 24, 2014, the regulator 
repeatedly made a 5-kopek shi   on the dual-currency 
tra ding band. As of February 24, 2014, the dual-cur-
rency trading band was kept with a range of Rb 35,05–
42,05. In the period of February 1 thru 24, 2014, Bank 
of Russia’s foreign currency sales volumes amounted 
to $5086m, and foreign currency interven  ons associ-
ated with the Federal Treasury replenishing or spend-
ing foreign currency resources of sovereign funds to-
taled $295m. Steady weakening of the ruble exchange 
rate, in our opinion, raises economic agents’ devalu-
a  on expecta  ons, thereby weakening further the 
ruble exchange rate and spending the Central Bank of 
Russia’s reserves. In our opinion, dras  c devalua  on of 
the rub le exchange rate with its subsequent stabiliza-
 on at a level reached would be a be  er policy. 

According to the Bank of Russia’s preliminary es  -
mates, net capital ou  low from the country reached 
$16,6bn in Q4 2013, making a total of $64,7bn within 
12 months, by $10,1bn more than the amount record-

Fig. 6. Bank of Russia’s currency interven  ons 
and ruble exchange rate vs. the currency basket 

in March 2010 thru January 2014
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Fig. 7. Ruble exchange rate indicators 
in January 2005 thru January 2014

ed within 12 months in 2012. Banks’ and other sec-
tors’ net capital export reached $5,2bn and $59,7bn 
respec  vely in the period of January 2013 thru De-
cember 2013. 

In January 2014, the real eff ec  ve ruble exchange 
rate vs. foreign currencies weakened by 1% (-1.1% in 
December 2013). As a reminder, the real eff ec  ve ru-
ble exchange rate lost 2% in 2013 in general (Fig. 7). 

In January 2014, the ruble-to-dollar exchange 
rate dropped from 7.9% to Rb 35,2. The ruble wea-
kened against euro by 6.7% (Rb 48,1) while the 
euro-to-dollar exchange rate averaged 1.36 during 
the same month. The value of the dual currency 
basket dropped 7.3% to Rb 41,0 in January 2014. 
Within 26 days in February 2014 the ruble-to-dollar 
exchange rate dropped 1.1% to reach Rb 35,6 per 
US dollar while the euro-to-ruble exchange rate fell 
2.6% to reach Rb 48,9 per euro, so the value of the 
dual currency basket lost 1.9% to Rb 41,6. The euro-
to-dollar exchange rate was 1.36 in February 2014. 
The ruble lost vs. the US dollar basically because 
of a trend towards decline in the current account 
balan ce and capital fleeing the country. Note that 
the Euro strengthened in response to the Euro-zone 
recovering from recession. 

The Bank of Russia Board of Directors made a deci-
sion on January 13, 2014 to cut the volume of targeted 
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interven  ons from $60m to 0 daily. This measure of 
the Central Bank of Russia is aimed at further enhanc-
ing fl exibility of the exchange rate forma  on mecha-
nism, crea  ng condi  ons so that economic agents can 
gradually adapt to fl uctua  ons of the exchange rate 
and master currency risk management instruments. 

On February 3, 2014, the regulator introduced “fi ne 
tuning” opera  ons on liquidity provision due to the abol-
ishment of daily repo overnight auc  ons. The intensity of 
using “fi ne tuning” opera  ons by the Bank of Russia is 
planned to be reduced to 2–3  mes monthly as the bank-
ing system adapts to the use of the key instruments of 
liquidity provision and absorp  on of the Central Bank of 
Russia for longer periods (from 1 week to 1 year). 

On February 17, 2014, the Bank of Russia supple-
mented its monetary policy system with “fi ne tuning” 
opera  ons aimed at absorbing liquidity. Such opera-
 ons will be conducted as 1-6-day deposit auc  ons at 

a maximum rate equal to the key rate (5.5%). 
According to the Bank of Russia, “fi ne tuning” de-

posit opera  ons are aimed at absorbing excessive li-
quidity in the banking sector at moments when the 
supply of liquid assets outstrips largely the demand 
due to autonomous factors. The introduc  on of “fi ne 
tuning” instruments will allow liquid assets to be man-
aged more effi  ciently, which will eventually create pre-
condi  ons for fl a  ening interest rates vola  lity in the 
interbank lending market.  



RUSSIA’S FINANCIAL MARKET IN FEBRUARY 2014

9

RUSSIA’S FINANCIAL MARKET IN FEBRUARY 2014
N.Andrievsky, E.Khudko

Dynamics of the Russian 
stock exchange market basic structural indices 
Russia’s MICEX index showed 1442.84 points on 

February 4, 2014. In February 2014, the MICEX in-
dex reached its highest 1507.49 points on Febru-
ary 17, 2014 supported mostly by a rising trend in 
Gazprom’s stock. 

Norilsk Nickel’s stock demonstrated the monthly 
fastest growth in February 2014, rising 11.09% in 
the period of February 1 thru February 25, 2014. As 
a reminder, in January 2014 Norilsk Nickel’s stock 
was leading against the backdrop of the news on the 
company’s plans to borrow and sale its ore fi elds lo-
cated in other countries. Stocks of other companies 
saw an insignifi cant increase in February 2014. Sber-
bank’s common stock dropped 0.52% from February 3 
thru February 25, 2014, whereas its preferred stock 
went up 4.15% during the same period. VTB’s stock 
saw a decline in February too, losing 1.5% by Febru-
ary 25, 2014. 

Sberbank’s stock showed a nega  ve yield by Febru-
ary 25, 2014, with annual losses of 11.67% (since Feb-
ruary 25, 2013). However, VTB lost most on its stock 
among the most liquid Russian stocks last year, losing 
18.76%. Other stocks generated a small yield, e.g., 
Gazprom and Norilsk Nickel gained 5.93% and 5.97% 
annually, respec  vely. Lukoil’s and Rosne  ’s stock gen-
erated no income for long-term investors, except for 
distribu  on of dividends, Rb 50 (2.49%) per Lukoil’s 
share and Rb 8.05 (3.24%) per Rosne  ’s share. 

The dynamics of sector indices in February 2014 fol-
lowed the dynamics of most liquid Russian stocks. The 
metal sector index gained most (7.85%) from the be-
ginning to February 17, 2014. Oil and gas sector saw an 
increase too. Novatel’s stock contributed substan  ally 
to the index growth, gaining 7.33% in response to the 
news of increased principal fi nancial indicators. 

Average daily trading turnover in the Moscow Stock 
Exchange in February 2014 was Rb 31,43bn, account-
ing for 0.13% of the stock exchange capitaliza  on. 

The MICEX Index increased 2.47% in February 2014, reaching its highest value 1507,49 points on February 17, 2014 
supported mostly by a rising trend in Gazprom’s stock. The MICEX stock exchange market capitaliza  on amount-
ed to Rb 23,92 trillion (36.88% of GDP) by February 25, 2014. The market volume and the corporate bond market 
index remained unchanged while the average weighted yield kept growing in February 2014. An increase in issu-
ers’ fundraising ac  vity and stable situa  on with issuers honoring their obliga  ons to bondholders had a posi  ve 
eff ect on the corporate bond market. 
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Fig. 1. Dynamics of the MICEX Index and futures prices of Brent 
crude oil in the period of February 2013 thru February 25, 2014

Source: RBK Quote, author’s es  mates. 
Fig. 2. Most liquid Russian stocks growth rates 

in the Moscow Stock Exchange in February2014 
(since the beginning of the month) 

Source: RBK Quote, author’s es  mates. 
Fig. 3. Most liquid Russian stocks growth rates in the Moscow 

Stock Exchange in the period 
of February 25, 2013 thru February 25, 2014
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Sberbank’s stock contributed an average of 24.56% to 
the stock exchange turnover on a total of common and 
preferred stocks. It was only Gazprom, accoun  ng for 
an average of 24.8% of the stock exchange turnover, 
that could compete with Sberbank. Therefore, the two 
major companies accounted for up to 50% of the trad-
ing turnover in the Moscow Stock Exchange, whereas 
the next top-5 companies contributed 26.2%. It should 
be noted that besides the foregoing most liquid Rus-
sian stocks, the top-5 most traded stocks also includes 
Magnit retail company. Eight companies accounted for 
70% to 80% of the daily trading turnover in the stock 
exchange. 

According to the Emerging Por  olio Fund Research 
(EPFR), Russian market-oriented founda  ons saw 
a capital ou  low of $299m in the period of Janu-
ary 30, 2014 thru February 19, 2014, 18.0% less than in 
January 2014. Moscow stock exchange market (MICEX) 
capitaliza  on totaled 23,92 trillion (36.88% of GDP) as 
of January 24, 2014, an increase of Rb 654,3bn (2.81%) 
since the beginning of the month. It should be noted 
that capitaliza  on increased basically in response to an 
increase of capitaliza  on in the energy and fuel sector. 
Extrac  ng companies kept accoun  ng for 48.0% of the 
MICEX capitaliza  on structure by type of economic ac-
 vity in February 2014. The share of the manufactur-

ing sector accounted for 12.3%. It was only the share 
of wholesale and retail trade companies that saw sig-
nifi cant changes, increasing 0.5% 

Corporate bond market
The Russian domes  c corporate bond market vol-

ume (measured by the par value of outstanding secu-
ri  es denominated in the na  onal currency, includ-
ing those issued by non-residents) saw no changes in 
February 2014 a  er a rapid growth in the beginning of 
the year: the indicator reached Rb 5,284,1bn by the 
end of January 2014, showing an increase of 0.5% over 
the value observed at the end of January 20141. Con-
sequently, no changes were recorded in the number 
of bond issues (1054 corporate bond issues registered 
in the na  onal currency against 1052 at the previous 
month end), and the number of bond issues in the 
debt segment (355 issuers against 357 companies at 
the end of January 2014). In addi  on, there are out-
standing 12 USD-denominated bond issues of Russian 
issuers (a total of more than $1.8bn), and a JPY-de-
nominated bond issue. 

Investment ac  vity in the secondary corporate 
bond market in February 2014 diminished consider-
ably, especially against January, when sales normally 
subside. For instance, total volume of transac  ons in 
the Moscow Stock Market amounted to Rb 117,8bn in 

1  According to Rusbonds informa  on agency.

the period of January 24, 2014 thru February 21, 2014 
(to compare, trading volume in the period of Decem-
ber 20, 2013 thru January 23, 2014 amounted to 
Rb 163,8bn), while the number of transac  ons in the 
period under review slightly decreased to 27,900 (to 
compare, the number of transac  ons in the previous 
period amounted to 29,100)2. This dynamics of trading 

2  According to Finam Investment Company. 
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shows that small investors were interested in trading 
securi  es. 

The Russian corporate bond market index IFX-
Cbonds kept growing, although at a slower rate, like in 
January 2014. By the end of February it gained merely 
1.4 pints (or 0.4%) against the level observed in the 
previous month. The corporate bond average weight-
ed yield increased a  er a temporal decline in Janu-
ary 2014 to reach 8.50% by the end of February 2014 
against 8.35% late in December 2013 (Fig. 6)1.

Speaking of worsening of the situa  on in the corpo-
rate bond market, it should be noted that the market 
saw a rela  ve stabiliza  on as early as February 2014. 
In par  cular, the Central Bank’s decision late in Janu-
ary 2014 to lower the limit on overnight repo opera-
 ons had no impact on bank liquidity. Previously rated 

scores of credit rankings for Russia and several large 
issuers in the debt market early in February were re-
confi rmed with a stable forecast. This in turn facili-
tated further support of strong demand for sovereign 
bonds. However, the situa  on in the debt market dete-
riorated markedly in the second half of February 2014 
I n response to worsening of the economic situa  on in 
the Russian Federa  on and rapid weakening of the ru-
ble because of substan  al capital fl eeing the country. 

The corporate bond por  olio dura  on value kept 
falling. As of the end of February 2014, dura  on was 
687 days, 27 days shorter than the value observed as 
of the end of the previous month. Such a dynamics 
of dura  on resulted par  ally from growth in interest 
rates in the market. 

Manufacturing corporate issuers, namely OJSC Mag-
nitogorsk Iron and Steel Company and OJSC Russian 
Railways, saw the lowest yield (more than 1 p.p.), 
whereas the bonds issued by fi nancial companies such 
as OJSC NOMOS-BANK and OJSC Promsvyazbank saw 
the highest growth in the yield (in the previous month 
the fi nancial sector was most of all driven by a down-
trend). However, most liquid bonds of issuers at the fi -
nancial sector and high-tech companies saw a decline, 
although it was 0.1 p.p. or less on average. 

In February 2014, Russian bond issuers’ ac  vity re-
garding registra  on of new bond issues hit a record for 
the last few months. For instance, 10 issuers placed 61 
bond issues denominated in rubles at an aggregate par 
value of Rb 398,6bn in the period of January 24, 2014 
thru February 21, 2014 (to compare, 42 bond issues at 
Rb 167,2bn were registered in the period of Decem-
ber 20, 2013 thru January 23, 2014). Major bond is-
sues were placed by OJSC Alfa-bank (30 series of listed 
bonds at an aggregate par value of Rb 200bn), OJSC 
Russian Agricultural Bank (15 series of listed bonds 
at an aggregate par value of Rb 100bn), OJSC Norilsk 

1  According to Cbonds Informa  on Agency. 

Nickel (4 series of listed bonds at an aggregate par val-
ue of Rb 50bn).2 Although trading fi gures in the prima-
ry market were below issuers’ ac  vity regarding reg-
istra  on of new bond issues because of deteriorated 
condi  ons, they were s  ll high. For instance, nine is-
suers placed 13 bond issues denominated in rubles at 
an aggregate par value of Rb 112,8bn in the period of 
January 24, 2014 thru February 21, 2014 (to compare, 
27 series of listed bonds at an aggregate par value of 
Rb 125,7bn in the period of December 20, 2013 thru 
January 23, 2014) (Fig. 7). Major bond issues were 
placed by OJSC NK Rosne   (two series of listed bonds 
at an aggregate par value of Rb 35bn), two mortgage 
agents affi  liated with VTB Group – CJSC VTB 2013-1 
and CJSC VTB-BM1 (two series of bonds at Rb 28,8bn 
and Rb 25,96bn, respec  vely)3. Addi  onally, OJSC VEB-
leasing placed a bond issue denominated in rubles and 
four bond issues denominated in foreign exchange at 
Rb 5bn and $400m, respec  vely. Since mortgage bonds 
accounted for almost half of the placed bond issues, 

2  According to Rusbonds informa  on agency. 
3  According to Rusbonds informa  on agency. 

Source: According to Cbonds Informa  on Agency. 
Fig. 6. Dynamics of the Russian corporate bond 

market index and average weighted yield

Source: According to Rusbonds informa  on agency. 
Fig. 7. Dynamics of ini  al public off erings of corporate 

bonds denominated in the na  onal currency
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the IPO sta  s  cs diff ered in large maturity terms. The 
mortgage agents managed to borrow for a period of 
33 to 40 years while another three issuers for 10 years. 

No bond issues were declared void by the Bank of 
Russia Financial Markets Service for non-placement 
of a single bond in February 2014 (a single bond is-
sue was declared void in he previous month)1. In the 
period of January 24, 2014 thru February 21, 2014, all 
of the 14 issuers redeemed their bond issuers at an 
aggregate value of Rb 91,7bn in the due date (all of 
the issuers honored their obliga  ons and no technical 
default was announced in the previous months). This 
is a posi  ve factor in the market. Fourteen corporate 

1  According to the Bank of Russia Financial Markets Service.

bond issues at a total of Rb 53,8bn are to be redeemed 
in March 20142. 

Addi  onally, no real default(s) (e.g., when the is-
suer has failed to repay to bondholders even within 
a grace period) on coupon yield payment and early 
redemp  on(s) of securi  es on the put date and full 
repayment were reported in the market in the period 
of January 24, 2014 thru February 21, 2014, like in the 
previous months 3.  

2  According to Rusbonds company. 
3  According to Rusbonds company. 
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THE REAL SECTOR OF THE ECONOMY IN JANUARY 2014:
FACTORS AND TRENDS
O.Izryadnova

In January 2014, the macroeconomic situa  on was 
determined by factors which were formed in the sec-
ond half of 2013. In January, a drop in investments in 
capital assets (7.0%) and the volume of building work 
(5.5%) against January 2013 had a substan  al eff ect on 
the domes  c market.  The situa  on somewhat stabi-
lized thanks to prevalence of weak growth in the con-
sumer market and stabiliza  on of the situa  on in the 
manufacturing sector. In January 2014, the index of 
retail trade turnover and the index of paid services to 
households amounted to 102.4% (104.4% a year earli-
er) and 101.6% (106.6%), respec  vely, against January 
2013. From the 2nd quarter of 2013, the growth rates 
of households’ real income started to decrease, while 
those of consumer lending, from the 3rd quarter of 
2013; due to the above situa  on the share of expen-
ditures on purchasing of goods and payment of ser-
vices in the pa  ern of households’ monetary expenses 

In January 2014, the macroeconomic situa  on is under the eff ect of the same factors which determined the 
economic dynamics in 2013. In January 2014, a drop of 7.0% and 5.5% in investments in capital assets and the 
volume of building work, respec  vely, against January 2013 had a substan  al impact on the domes  c market. 
Also, slowdown of growth rates of consumer demand on the commodity market (to 102.4% against 104.4% a 
year earlier) and the market of paid services (to 101.6% against 105.6%) was observed.
The Rosstat carried out adjustment of industrial produc  on indices on the basis of the 2010 base year which re-
sulted in specifi ca  on of the results of 2013: the industrial produc  on index, the index of produc  on of primary 
products and manufacturing index amounted to 100.4%, 101.0% and 100.5%, respec  vely, against 2012. 

with growth in expenses on mandatory payments and 
contribu  ons, savings and cash on hands started to 
decrease gradually. In January 2014, the growth rate 
of a turnover of the food market amounted to 100.9% 
year on year and roughly corresponded to the respec-
 ve index of the previous year, while the growth rate 

of a turnover of the nonfood market slowed down to 
103.4% against 107.3% a year earlier. Weakening of 
demand in January 2014 was jus  fi ed by prevalence 
of high infl a  on rates – 106.1% against January 2013 
with a decrease of 1.5% year on year in households’ 
actual income. 

In January 2014, the con  nued recession in the real 
sector had a nega  ve eff ect on the general economic 
situa  on. As compared to January 2014, the index of 
industrial produc  on amounted to 99.8%, including 
100.9% in produc  on of primary products, 100.8% in 

Source: The Rosstat.
Fig. 1. Produc  on indices by the main types of manufacturing in the 2012–2014 period, 

%, January on January of the previous year
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manufacturing and 96.1% in produc  on and distribu-
 on of power, gas and water.

In manufacturing, growth rates by the type of ac  vi-
 es vary considerably. Unstable dynamics of individual 

types of ac  vi  es is determined by internal factors of 
compe   veness of those ac  vi  es with prevalence of 
the trend of advanced growth in the import as com-
pared to domes  c produc  on. With the exis  ng trend 
of reduc  on of investment demand in January 2014, 
higher slowdown was registered with produc  on of 
machines and equipment, building materials and re-
lated produc  on of engineering materials in the iron 
and steel industry. In the same period, in the segment 
of produc  on of intermediate goods output growth 
was registered over a larger por  on of the list of the 
main types of chemical produce as compared to Janu-
ary 2013. In January 2014, the index of produc  on of 
charred coal and oil products amounted to 102.9% as 
compared to the respec  ve period of 2013. In analyz-
ing the dynamics of manufacturing, it is worth no  ng 
the specifi cs of func  oning of industries aimed at the 
domes  c consumer market. In January 2014, the index 
of tex  le and sewing produc  on amounted to 107.3% 
on January 2013, while the index of produc  on of 
leather, leather ar  cles and footwear, to 98.3%. Un-
stable dynamics of produc  on of the above ac  vi  es 
is long-las  ng which factor is evidence of existence of 

unresolved problems due to a shortage and low qual-
ity of domes  c primary products, as well as a lack of 
modern manufacturing of a new genera  on of prod-
ucts required on the market. 

From January 1, 2014, in calcula  on of produc  on in-
dices the Federal Sta  s  cs Service carried out a switcho-
ver to the new 2010 base year. From 2010 to 2013, the 
year 2008 was used as a base year. In accordance with 
the interna  onal requirements and the exis  ng prac  ce 

Table 1
INDUSTRIAL PRODUCTION INDICES IN THE 2010 2013 PERIOD, % ON THE PREVIOUS YEAR 

Industry Produc  on 
of primary products Manufacturing Produc  on and distribu  on 

of power, gas and water
2010 107.3 (–0.9) 103.8 (+0.2) 110.6 (–1.2) 102.2(–1.9)
2011 105 (+0.3) 101.1(–0.8) 108.0 (+1.5) 100.2 (+0.1)
2012 103.4 (+0.8) 101.0 (–0.1) 105.1 (+1.0) 101.3 (+0.1)
2013 100.4 (+0.1) 101.1(–0.1) 100.5 (+0.4) 97.5 (–0.7)

Note. In brackets, devia  ons from the earlier published data are stated. 
Source: The informa  on on the social and economic situa  on. January 2014. The Rosstat.
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of na  onal sta  s  cs services, in switching-over to a new 
base year a mandatory retrospec  ve adjustment of 
produc  on indices in the 2010-2013 period was carried 
out on the basis of such updated data on produc  on of 
goods and services as was formed in compliance with 
the Regula  ons of Development and Publica  on of the 
Data on the Products of the Primary Sector and Manu-
facturing Industry and Produc  on and Distribu  on of 
Power, Gas and Water  approved by the Rosstat and the 
Ministry of Economic Development of the Russian Fe-
dera  on in June 2009 and with taking into account the 
outputs of complete observa  on over ac  vi  es of small 
and mid-sized business en   es in 2010. 

In January 2013, the Rosstat published the updated 
data on the dynamics of industrial development in the 
2010–2013 period which factor pointed to the need to 
adjust the earlier made conclusions on the nature and 
the rate of coping with the consequences of the crisis. 
In accordance with the updated data, in the 2011–2013 

period there was an increase in growth rate indices as 
regards manufacturing with a slowdown in produc  on 
of primary products. In 2013, the output growth rates 
in manufacturing were adjusted to 100.5%, while the 
index of produc  on and distribu  on of power, gas and 
water was reduced to 97.5% on the previous year. 

On the basis of the updated quarterly and monthly 
dynamics, in 2013 a major drop in industrial produc-
 on took place in the 1st quarter, while from the 2nd 

quarter there was a revival of economic ac  vi  es gen-
erated by recovery growth in manufacturing. In the 4th 
quarter of 2013, output growth in manufacturing was 
twice as li  le as compared to the respec  ve index of 
the previous year and amounted to 2.4%. However, 
taking into account a slump in manufacturing in the 
1st quarter and weak unstable growth in April–Septem-
ber 2013 one should not overes  mate the eff ect of the 
last quarter of 2013 on the nature of the dynamics of 
industry in 2014.  
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RUSSIAN INDUSTRY IN JANUARY 2014
S.Tsukhlo

Demand on Industrial Produce1

In January, a drop in demand on industrial pro-
duce – which drop is typical of the beginning of the 
year – did not amount to a tradi  onal extent. The ini-
 al data showed a decrease in the balance of answers 

only to -26 points, while in previous years it fell to 
-40 p.p. According to the ini  al es  mates, the share 
of reports on growth in demand amounted to 11% af-
ter 1% in January 2013 and 5% in January 2012. As a 
result, clearing of a seasonal factor showed the result 
which is unique in the last two and a half years – a 
posi  ve balance, that is, growth in demand  (Fig. 1). 
However, it is with a minimum intensity rate of +3 p.p. 
Despite the explicit posi  ve dynamics of demand, the 
volume of sales of products achieved in January sa-
 sfi ed only 46% of enterprises, while 53% of manu-

1  Surveys of managers of industrial enterprises are carried out 
by the Gaidar Ins  tute in accordance with the European harmo-
nized methods on a monthly basis from September 1992 and cover 
the en  re territory of the Russian Federa  on. The size of the panel 
includes about 1,100 enterprises with workforce exceeding 15% of 
workers employed in industry. The panel is shi  ed towards large 
enterprises by each sub-industry. The return of queries amounts 
to 65–70%.

 The ini  al data of the business surveys of the Gaidar Ins  tute1 on the state of things in the Russian industry 
showed that in January the situa  on did not change for the worse and modest posi  ve signals late in 2013 might 
consolidate in 2014. The posi  ve dynamics of the demand permi  ed to maintain output without growth in ex-
cessive reserves of fi nished products. However, the pessimism of forecasts of demand, output, prices and invest-
ments point to the fact that enterprises are s  ll uncertain about quick and sustained industrial growth.

facturers believed that their sales were “below the 
norm”, against 57% of such es  mates a year ago. 

Forecasts of the demand of the beginning of 2014 
do not ins  ll op  mism. According to the ini  al data, 
they improved only by 33 points though a year ago 
growth in January amounted to 48 points, while two 
years ago, to 40 p.p. So, clearing of a seasonal factor 
produced a fairly modest result of +1 point which is 
within the band of values of the past few months. 

Stocks of Finished Products
For seven months running, es  mates of stocks 

of fi nished products have been rela  vely stable and 
slightly excessive. A larger part (two-thirds) of indus-
try believe that the above stocks are normal. So, en-
terprises quite successfully control that index a  er its 
surge at the end of the fi rst half-year of 2013 to the 
post-crisis maximum. 

The Output
In January, following the demand the output 

showed a drop which on the basis of the ini  al data 
was not that drama  c as in the previous years. A  er 
clearing of a seasonal factor, the balance became a 

Fig. 1 Fig. 2
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posi  ve one (Fig. 2). However, output plans, as well 
as demand forecasts did not show proper growth in 
op  mism which is typical of the beginning of the year. 
The balance rose only to +27 p.p., though in the previ-
ous year its value in January was 10 points to 12 points 
higher. With the seasonal factor cleared the balance 
of plans fell to +10 p.p. which value was the 14-month 
minimum. So, enterprises do not believe so far that 
posi  ve changes which took place late in 2013 and 
early in 2014 will be preserved. 

U  liza  on of Capaci  es
The data on the posi  ve dynamics of demand and 

output is supported by the data on loading of ca-
paci  es and provision with orders. In January 2014, 
the fi rst index tradi  onally fell, but not to the extent 
as a year before. At present, 66% of capaci  es of in-
dustry are u  lized (Fig.3), while in December 2013 
(an unscheduled measurement) loading of capaci  es 
amounted to 69%. The other index appears more op-
 mis  c: provision with orders in months. In January, it 

rose to 6.2 months, having restored the normal prac-
 ce of forma  on of the produc  on program in the 

beginning of the year. That regular pa  ern was upset 
twice in the past few years: in January 2008 and Janu-
ary 2013. However, in other post-crisis years in January 
the above index exceeded seven months, while in the 
2005–2007 period it remained at a high level even in 
the beginning of the 2nd quarters.

Prices of Enterprises
Pricing policy of enterprises keeps demonstra  ng 

modesty of actual ac  ons and inten  ons of produc-
ers in that fi eld (Fig. 4). In January 2014, actual growth 
in prices turned out to be rela  vely modest as com-
pared to the previous post-crisis years. Forecasts of 
enterprises which rose in December to values which 
were normal to that period fell in January to the upper 
level of price expecta  ons which were registered late 
in 2013. It is to be noted that the earlier high level of 
forecasts of the beginning of the year con  nued for 
2-3 months. 

Actual Dynamics and Lay-Off  Plans
In January, the industry tradi  onally reported about 

substan  al lay-off s of workers. The rate of lay-off s of 
personnel amounted to 25 points which is a normal 
January level of the past few years. On the contrary, 
the forecasts of change in the number of workers tra-
di  onally improved (by 22 points in January 2014) and 
even entered the posi  ve area. However, implementa-
 on of those plans may encounter several obstacles. 

Firstly, enterprises changed substan  ally es  mates 
of their provision with personnel. If in the previous 

three quarters in industry the “less than suffi  cient” 
answers dominated over “more than effi  cient” an-
swers and, consequently, the balance was a nega  ve 
one (that is there was a lack of personnel), in January 
2014 the balance became a zero one due to a decrease 
(quite a drama  c one) in the share of “insuffi  cient” 
answers. It is to be noted that excessive provision of 
enterprises with personnel remained at the same lev-
el, that is, “insuffi  cient” answers most probably were 
changed by “suffi  cient” answers. 

Secondly, a restraint eff ect of insuffi  ciency of per-
sonnel on growth in produc  on stabilized, but at the 
level of 34% which is fairly high for the post-crisis pe-
riod. So, a third of industry experiences a lack of work-
ers, but – for increase of output in the current month. 
Es  mates of provision with personnel by the scale 
“more than suffi  cient”, “suffi  cient” and “less than suf-
fi cient” are made by enterprises “due to the expected 
changes in demand”, that is, with prospects taken into 
account. It is to be noted that prospects of the Russian 
economy are not bright even by offi  cial es  mates. 

Fig. 3

Fig. 4
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Enterprises’ Investment Plans
Enterprises’ investment plans remain at the post-

crisis minimum level set in August 2013. From that 
 me, the balance of inten  ons in industry has been 

invariably within the range of -15 points..-12 points 
(Fig. 5). It is to be noted that within that period only 
17–20% of enterprises reported about their inten-
 ons to increase investments in produc  on; the 

above values are the minimum since the beginning 
of 2010. 

Banks’ approach to provision of loans for invest-
ments in industry is not the most widespread problem 
for industrial enterprises in a  rac  on of investment 
loans. Firstly, late in 2013 nearly a third (31%) of en-
terprises used investment loans. Secondly, 30% of 
enterprises has suffi  cient own funds to fi nance invest-
ments, but in volumes which are regarded normal by 
enterprises and not offi  cials. On that issue, enterprises 
and offi  cials hold quite diff erent views. Thirdly, 16% 
of enterprises declare directly that: “at present there 
is no point in investments”. The high rate on loans is 
rated the 4th in the ra  ng of problems related to at-
trac  on of investment loans (as stated by enterprises). 
The above factor was referred to by 15% of enterprises 
which were surveyed in the 4th quarter of 2013. Weak 
(unreliable) fi nancial performances were self-cri  cally 

rated the 5th by enterprises in that ra  ng. There was 
11% of such es  mates. Investment loan periods were 
rated the 6th in the above ra  ng with 6% of enterprises 
complaining about that factor. Other problems (the 
size of a loan, collateral-related problems, credit his-
tory, diffi  cul  es related to execu  on of an applica  on 
for a loan and certainty about a loan denial) were re-
ferred to by maximum 3% of enterprises.

Fig. 5
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Balance Export Import
In December 2013, Russia’s foreign trade turno-

ver hit its record high of the en  re period of obser-
va  on, reaching the level of $ 82.5bn, which is 3% 
above the corresponding fi gure for 2012. Over that 
month, foreign goods were purchased to the total val-
ue of $ 33.4bn, thus climbing 3.7% above the historic 
high of October 2012, and 4.7% above the December 
2012 index. The volume of exports in December 2013 
amounted to $ 49.2bn, which is by 1.9% higher than 
the corresponding 2012 index, but by 2.2% below 
the record high of December 2011. The accelerated 
growth rate of imports pushed down the resul  ng bal-
ance of trade, which in December 2013 dropped on 
December 2012 by 3.7% – to $ 15.8bn. 

Over December 2013, world oil prices remained at 
a stable level. At the 164th Mee  ng of the Confer-
ence of the Organiza  on of the Petroleum Expor  ng 
Countries (OPEC) on 4 December 2013 it was decid-
ed that the current produc  on level of 30.0 million 
barrels per day for its member countries should be 
maintained un  l June 2014, thus keeping oil prices 
on the rise. The movement of oil prices responded 
only slightly to the US Federal Reserve System’s deci-
sion to taper its securi  es purchases. As before, the 
level of oil prices was sustained by the geopoli  cal 
problems in the Near East and North Africa, including 
Iraq, Libya, Syria, and Egypt. As a result, the average 
monthly price of Brent in December 2013 amounted 
to $ 110.8 per barrel, which represents a rise of 1.2% 
on December 2012. The price of Urals in December 
2013 was $ 109.9 per barrel, or by 1.4% higher than 
in December 2011. 

But on 20 January 2014 the European Union and 
the USA announced their decision to ease some of 
the sanctions previously imposed on Iran, as they 
had managed to achieve an agreement with Tehe-
ran concerning the reduction of its nuclear program. 
At present, Iran exports 60% less oil that it did two 
years ago, and its oil exports will remain at this level 
in the nearest future. However, if the issue of Iran’s 
nuclear program is finally settled, all international 
sanctions against that country will be lifted, and 
its oil will once again return into the world market, 

In December 2013, low growth rates were displayed by both Russia’s exports and imports. Nevertheless, in terms 
of value, the volume of foreign trade turnover hit its record high of the en  re observa  on period. The Eurasian 
Economic Commission (EEC) con  nues its work adjus  ng the rates of the Customs Union’s Single Customs Tariff .

 Source: RF Central Bank.
Fig. 1. Major Indicators of Russian Foreign Trade 

(bn US dollars)

which may result in a decline of prices for energy 
carriers. 

During the monitoring period from 15 January 
through 14 February 2014, the average price of oil 
amounted to $ 107.49 per barrel, or $ 784.7 per ton. 
Thus, according to the informa  on released by the RF 
Ministry of Economic Development on 19 February 
2014, the rate of export duty on oil from 1 March on-
wards will be brought down by $ 1.9 — to $ 384.4 per 
ton. The duty on diesel fuel, with due regard for the 
adjustment coeffi  cient of 0.65, will amount to $ 249.8 
per ton against $ 251 in February; the duty on gasoline 
(which amounts to 90% of the duty on oil) will be re-
duced from $ 347.6 to $ 345.9 per ton; the duty on the 
other petroleum products, adjusted by the coeffi  cient 
of 0.66, will amount to $ 253.7 per ton against the cur-
rent rate of $ 254.9. The duty on liquefi ed hydrocar-
bon gases from 1 March onwards will be set at $ 169.1 
per ton against $ 202.4 in February.

According to data released by the World Bureau of 
Metal Sta  s  cs (WBMS)1, the supply-demand balance 
on the world non-ferrous metal market towards the 
end of 2013 appeared to be as follows: excess supply 
of copper in late 2013 was at the level of 387 thousand 
tons, that of nickel – 197 thousand tons, that of zinc – 
78 thousand tons, and that of aluminum – 1.1m tons. 

1  h  p://www.world-bureau.com
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There is a shortage in the supply of lead in the amount 
of 319 thousand tons, while shortage in the supply of 
pewter rose to 10.3 thousand tons by the end of the 
year. 

As es  mated by the London Metal Exchange (LME), 
in December 2013 the price of aluminum dropped on 
December 2012 by 16.7%, and the prices of copper 
and nickel – by 9.5% and 20.2% respec  vely. 

In December 2013, the mean value of FAO Food 
Price Index changed very li  le on November, amount-
ing to 206.7 pp. The rising prices of dairy products and 
meat were counterbalanced by the declining prices of 
sugar, cereals and vegetable oils. On the whole, the av-
erage annual value of FAO Food Price Index for 2013 
was 209.9 pp. and, although this fi gure is 1.6% below 
its 2012 level, this is the Index’s third highest historic 
value since it was fi rst introduced. The increased sup-
plies of cereals (with the excep  on of rice), bu  er and 
sugar brought down the world priced for these produ-
cts. However, the prices of dairy products and meat hit 
their record highs in 2013.

In 2013, the volume of Russian exports dropped 
to $ 523.3bn, which is 0.9% below the corresponding 
index for 2012. At the same  me, the cost volume of 
exports to the countries of the far abroad increased – 
they received Russian goods to the value of $ 444.9bn, 
which is by 0.1% exceeds their last year’s cost vo-
lume. The cost volume of exports to the CIS countries 
amounted to $ 78.4bn, which is by 6.3% less than in 
2012. In the structure of Russia’s exports, exports to 
the countries of the far abroad shrank from 84.2% to 
85%.

A decline on 2012 of the cost volume of exports in 
2013 was noted with regard to three groups of com-
modi  es. 

Exports of foodstuff s and agricultural raw materials 
dropped by 2.4%, and the share of this group in the 
total volume of exports shrank from 3.2% to 3.1%. The 
volume of exports of agricultural produce declined 

due to the reduced physical volumes of exported 
wheat and meslin (a 2:1 mixture of rye and wheat) – 
by 13.9%, as well as the reduc  on of their across-the-
board prices by 10.5%. The drop in their physical vol-
umes is explained by the reduced purchases on the 
part of Egypt, the country that un  l recently had been 
the biggest buyer of Russia’s cereals, and also by the 
increased compe   ve capacity of Ukraine and Kazakh-
stan resul  ng from last year’s bumper harvests of ce-
real crops. The decline of across-the-board prices fol-
lowed the general trend on the world market. 

In 2013, for the fi rst  me since 2009, there occurred 
a decline of exports of chemical products. According to 
data published by the Federal Customs Service, Rus-
sia’s chemical exports in 2013 dropped on 2012 by 
3.9% – to $ 30.7bn. This happened due to plummet-
ing exports prices for fer  lizers and synthe  c rubbers. 
Thus, over that year, the price of nitrogen fer  lizers 
dropped by 10.3%, that of potassium fer  lizers – by 
14.7%, and that of synthe  c rubbers – by 18.1%.

The most impressive drop in the cost volume of ex-
ports in 2013 occurred in the commodity group ‘me-
tals and metal products’. In 2013, exports of these 
commodi  es shrank by 8.1% on 2012. This happened 
due both to declining across-the-board prices and to 
the shrinking physical volumes in this group of exports. 
The underlying causes were global overproduc  on of 
metals, increasing compe   on and dwindling external 
demand. 

The volume of exports of mineral products in-
creased in 2013 on 2012 by 0.6%. One of the reasons 
for the emergence of this situa  on was the declining 
cost volume of oil exports by 4% as a result of a drop of 
their physical volume by 1.4%; another reason is that 
its selling price was by 2.7% cheaper than in 2012.

At the same  me, the shrinking cost volume of oil 
exports was counterbalanced by the increasing physi-
cal volume of exports of petroleum products (growth by 
9.7%) and natural gas (growth by 22.9%). The across-

Table 1
MONTHLY AVERAGE WORLD PRICES FOR DECEMBER 2003 2013

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Oil (Brent), 
$/barrel 29.51 39.6 56.4 63.1 90.64 72.77 75.26 91.8 107.91 109.68 110.67

Natural gas*
$/million BTU 3.97 5.01 7.49 8.92 9.49 15.5 8.01 8.74 11.53 11.47 11.55

Gasoline, 
$/gallon 0.889 1.141 1.875 1.638 2.353 0.976 1.93 2.35 2.59 2.69 0.836

Copper, $/ton 2,187.3 3,137.0 7,578.0 6,643.9 6,580.5 3,072 6,982.0 9,111 7,565 7,966.8 7,214.9
Aluminum, 
$/ton 1,553.8 1,850.0 2,248.0 2,816.9 2,380.2 1,490.4 2,179.7 2,321.5 2,022 2,086.8 1,739.8

Nickel, $/ton 14,060 13,792 13,423 34,578 26,003 9,686.4 17,066 24,946 18,267 17,449 13,925

* European market, average contract price at franco fron  er.
Source: London Metal Exchange (London, UK); Interna  onal Petroleum Exchange (London); World Bank.
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the-board prices for these commodi  es were brought 
down: price of motor gasoline – by 4.6%; price of liquid 
fuels (excluding biodiesel) – by 7.9%; price of natural 
gas – by 2.9%. In spite of these changes, exports of pe-
troleum products in 2013 hit their record high of 151.4m 
tons due to increased exports to the countries of the far 
abroad (by 16.5%). Exports of petroleum products to 
the CIS countries went down by 39.3%.

Exports of natural gas in 2013 amounted to 196.4bn 
m3, which also a record high for the en  re period of 
observa  on. 

Exports were on the rise in the commodity groups 
with a low share in total exports. Thus, the volume 
of exports of leather raw materials, and fur and fur 
products, whose share in Russia’s total exports in 2013 
was only 0.1%, increased by 21.6%. Exports of tex  le, 
tex  le ar  cles and footwear (0.2% of total exports) 
increased in 2013 on 2012 by 22.6%; exports of gem-
stones, precious metals and precious metal ar  cles 
(2.7% of total exports) – by 4%.

Exports of machinery, equipment and transport ve-
hicles rose by 7%. In this commodity group, exports 
to the countries of the far abroad increased by 0.8%, 
exports to the CIS countries – by 16.7%. The volume of 
export sales of Russian passenger cars to the CIS coun-
tries increased by 50.9%.

The downward trend followed by the growth rate 
of imports, which had fi rst appeared in 2012, became 
more pronounced over the course of 2013. As a result, 
the volume of Russian imports over that year increased 
by only 2.6% – to $ 344.3bn. Imports were kept on the 
rise by the increasing supplies both from the countries 
of the far abroad, which imported goods to Russia to 
the total value of $ 294.7bn (thus exceeding by 2.1% 
the corresponding index for 2012), and from the CIS 
countries, from which Russia received goods to the to-
tal value of $ 49.6bn (a rise by 5% on 2012). The share 
of the countries of the far abroad in Russia’s total im-
ports shrank from 85.9% to 85.6%.

Imports were on the rise with regard to almost 
all commodity groups, with the excep  on of mineral 
products and machinery, equipment and transport ve-
hicles. 

The most impressive rise was displayed by the im-
ports of gemstones, precious metals and precious 
metal ar  cles (by 20.1%);  mber and pulp & paper 
produc  on (by 9.2%); and tex  le, tex  le ar  cles & 
footwear (by 7.5%). 

According to data published by the Federal Cus-
toms Service, in 2013 the cost value of imports of 
food commodi  es and agricultural raw materials to 
the Russian Federa  on amounted to $ 43.1bn, which 
is by 7.1% above the corresponding index for 2012. 
The share of this commodity group in Russia’s total 

imports increased on 2012 by 0.7 pp. and amounted 
to 13.6%.

The physical volume of the following groups of 
imports increased on their 2012 levels: wheat and 
meslin (more than fourfold), condensed milk and 
condensed cream (by 46.9%), bu  er (by 23.7%), and 
white refi ned sugar (by 29.2%). Their average across-
the-board prices also increased. Thus, the price of 
wheat and meslin rose by 7%, that of condensed milk 
and condensed cream – by 36.9%, and that of but-
ter – by 22.9%.

Imports of metals and metal products grew by 
0.9% – to $ 18.6m. This happened in the main due to 
the increased physical volume of imports of steel pipes 
(by 4.9%) and ferrous metals (by 1.8%). In 2013, the 
share of imports of ‘metals and metal products’ in to-
tal imports dropped to 6.9% against 7% in 2012.

The volume of imports of chemical products in 
2013, in terms of cost value, amounted to $ 50.1bn, 
thus having risen by 5.1%. The share of chemical im-
ports in Russia’s total imports climbed on 2012 from 
15.3% to 15.8%.

Russia’s main imports, as before, have been ma-
chinery, equipment and transport vehicles. However, 
their volume in 2013 dropped on 2012 by 1.8% – to 
$ 154.3bn. The share of machinery, equipment and 
transport vehicles in the total structure of Russian im-
ports shrank from 50.3% to 48.6%. According to data 
released by the Federal Customs Service, imports of 
passenger cars into Russia in 2013 declined on 2012 by 
16.9% – to 894.1 thousand. Imports of cargo vehicles 
dropped by 26% – to 88 thousand.

The balance of trade for 2013 is posi  ve at the level 
of $ 179bn, which is by 6.9% below its 2012 level. The 
major factor behind the trade surplus decline have 
been the worsening trading condi  ons.

The Eurasian Economic Commission (EEC) con  nues 
its work adjus  ng the rates of the Customs Union’s 
Single Customs Tariff .

By Decision No 3 of the Council of the Eurasian Eco-
nomic Commission of 31 January 2014, the rate of im-
port customs duty for some types of mul  -phase AC 
motors of an output exceeding 7.5 kW but not exceed-
ing 37 kW is to be temporarily raised. Such motors are 
used in sawing and wood-processing machines, elec-
tric pumps, electric appliances like fans, sewing ma-
chines, meat mincing machines, juicer machines. The 
rate increased from 0% to 5% is to be applied for the 
period up to and including 31 December 2015. The ne-
cessity to protect the Customs Union’s producers has 
arisen due to an upsurge of imports of some types of 
alterna  ng current (AC) motors. Over 2011, their im-
ports rose by 52%, over 2012 – by 28%, and over the 
period January – October 2013 – by 28.8% on the cor-
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responding period of 2012. At the same  me, the com-
panies opera  ng in the territory of the Customs Union 
countries have been experiencing underu  liza  on of 
their produc  on capaci  es.

By Decision No 9 of the Board of the Eurasian Eco-
nomic Commission of 29 January 2014, the rates of 
import customs du  es on certain types of paper and 
paperboard have been altered. In par  cular, the rate 
of customs duty on some types of bleached paper 
and board paper coated with kaolin or mica powder, 
and cra   paper and paperboard, with the excep  on 
of prin  ng and wri  ng paper, is reduced from 15% 
to 5%. The rate of duty on lightweight chalk-coated 

paper supplied in rolls more than 15 cm wide or in 
sheets with height more than 36 cm and width more 
than 15 cm is reduced from 12.5% to 10%. It is note-
worthy that, over the period from 20 April 2013 
through 19 January 2014, a reduced rate of 5% was 
applied specifi cally to this type of commodity. The 
rate of duty on certain types of wri  ng and prin  ng 
paper or paperboard with no fi ber manufactured 
by mechanical or chemical methods, or containing 
no more than 10% of such fi ber in total fi ber mass, 
is reduced from 15% to 10%. Over the period from 
1 March 2014 through 31 August 2014, a rate of 5% 
is to be applied specifi cally to this commodity group 
(same as over the period from 20 April 2013 through 
19 January 2014).
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RUSSIA’S STATE BUDGET IN JANUARY 2014
T.Tishchenko

Analysis of the Main Parameters 
of Federal Budget Execu  on in January 2014 
Over the course of January 2014, the volume of 

federal budget revenue increased on the correspond-
ing period of 2013 by 2.4 p.p. of GDP (Table 1), while 
that of federal budget expenditure shrank by 8.6 p.p. 
of GDP. Federal budget surplus for the fi rst month of 
2014 amounted to 9.3% of GDP, which is by 11.1 p.p. 
of GDP above its volume for the same period of last 
year. As shown by the results of January 2014, the 
volume of oil and gas revenues amounted to 12.3% 
of GDP, which represents a 2.0 p.p. rise on its level 

According to data released by the RF Federal Treasury, Russia’s federal budget in January 2014 was executed with 
a surplus of 9.3% of GDP, while the budget for the same period of 2013 had been drawn with a defi cit of 1.8% of 
GDP. The no  ceable improvement of federal budget parameters resulted from revenue growth by 2.4 pp. of GDP 
and expenditure decline by 8.6 pp. of GDP respec  vely, compared to January 2013. Meanwhile, these changes 
have not eliminated the looming risks for the budget system’s sustainability, posed by the forecasted decline in 
the economic growth rate and the growth of government debt in the medium-term period. 

achieved over January 2013, while the non-oil and gas 
defi cit declined in absolute terms by 8.1 p.p. of GDP, 
compared to the same period of 2013. 

Over January 2014, federal budget revenue items, 
in terms of share in GDP, increased on the correspond-
ing period of last year as follows: domes  c excises – by 
0.4 p.p. of GDP; excises on imports – by 0.01 p.p. of 
GDP; tax on mineral resources extrac  on – by 0.2 p.p. 
of GDP; and revenues from foreign trade – by 0.4 p.p. of 
GDP (Table 2). The volume of some of the tax-generated 
receipts over the fi rst month of 2014, in terms of share 
in GDP, remained at the same level as in January 2013: 

Table 1
EXECUTION OF FEDERAL BUDGET REVENUE AND EXPENDITURE IN JANUARY 2013 AND JANUARY 2014 

January 2014 January 2013 Devia  on, 
p.p. of GDPbn Rb % of GDP bn Rb % of GDP

 Revenue 1,324.4 26.5  1,091.2 24.1 2.4
- including oil and gas revenues 615.0 12.3   465.9 10.3 2.0
Expenditure 858.3 17.2 1,172.5 25.8 -8.6
- including interest 23.5 0.5 28.6 0.6 -0.1
- non-interest 834.8 16.7 1,143.8 25.2 -8.5
Defi cit (–) /Surplus (+) 466.1 9.3 -81.3 -1.8 11.1
Non-oil and gas defi cit (–) /Surplus (+) -148.9 -3.0 -547.2 -12.1 -8.1
For reference, GDP es  ma  ons, bn Rb 4,988  4,533

Source: RF Ministry of Finance, RF Federal Treasury; IEP’s calcula  ons.

Table 2
RECEIPTS OF THE MAIN TAXES IN THE FEDERAL BUDGET IN JANUARY 2013 AND JANUARY 2014

January 2014 January 2013 Devia  on, 
p.p. of GDPbn Rb % of GDP bn Rb % of GDP

1. Tax receipts, including:
- tax on profi ts of organiza  ons 17.0 0.3 15.2 0.3 0.0
- VAT on goods sold in RF territory 192.0 3.8 172.7 3.8 0.0
- VAT on goods imported into RF territory 108.9 2.2 99.0 2.2 0.0
- excises on goods produced in RF territory 81.8 1.6 57.0 1.2 0.4
- excises on goods imported into RF territory 4.0 0.08 3.0 0.07 0.01
- tax on mineral resources extrac  on 236.6 4.7 203.4 4.5 0.2
2. Revenues from foreign trade 398.7 8.0 346.4 7.6 0.4

Source: RF Federal Treasury; IEP’s calcula  ons.
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tax on profi ts – 0.3% of GDP; domes  c VAT – 3.8% of 
GDP; VAT on goods imported into RF territory – 2.2% 
of GDP. 

The volume of federal budget expenditure over 
January 2014 amounted to Rb 858.3bn (17.2% GDP), 
which is by Rb 314.2bn below the expenditure fi gure 
for the same period of the previous year (Table 3). The 
decline of federal budget expenditure in 2014 on 2013 
in terms of share in GDP is s  pulated in the Federal 
Law ‘On the Federal Budget...’1, in accordance with 
the budget rules whereby the budget defi cit ceiling 
is set at 1% of GDP. Another cause of the shrinkage 
of federal budget expenditure in January 2014 is the 
low level of its cash-based execu  on, which amounted 
to 6.1% of the approved per annum budget alloca  on 
target against 8.8% in January 2013. While the general 
index of the cash-based federal budget expenditure 
execu  on in January 2014 points to its decline, some 
items demonstrated an increased level of budget al-
loca  ons, for example the level of cash-based budget 
execu  on under the items Educa  on and Interbudget-
ary Transfers over the fi rst month of 2014 amounted 
to 10.3% and 12.3% respec  vely of the corresponding 
annual targets. 

Federal budget expenditure indices in January 2014 
changed on January 2013 as follows:

• increased expenditures under the items Na-
 onal Security and Law-enforcement Ac  vity – 

by 0.2 p.p. of GDP; Environment Protec  on – by 

1  Federal Law of 2 December 2013, No 349-FZ “On the Federal 
Budget for the Year 2014 and the Planning Period 2015-2016”.

0.04 p.p. of GDP; Physical Culture and Sports – 
by 0.06 p.p. of GDP;

• reduced expenditures under the items Na-
 onwide Issues – by 0.1 p.p. of GDP; Na  onal 

Defense – by 3.2 p.p. of GDP; Na  onal Econo-
my – by 0.6 p.p. of GDP, Housing and U  li  es 
Sector – by 0.02 p.p. of GDP; Educa  on – by 
0.6 p.p. of GDP; Culture and Cinematography – 
by 0.11 p.p. of GDP; Social Policy – by 4.1 p.p. 
of GDP, Mass Media – by 0.22 p.p. of GDP; and 
Government Debt Servicing – by 0.1 p.p. of GDP. 

The volume of federal budget expenditure in terms 
of share in GDP under the items Health Care and Inter-
budgetary Transfers in January 2014 remained at the 
same level as in January 2013 – 0.4% and 1.6% of GDP 
respec  vely.

The aggregate volume of the Reserve Fund and 
the Na  onal Welfare Fund (recalculated in accord-
ance with the exchange rate of the ruble), due to 
the exchange rate’s movement in January 2014 in-
creased by Rb 211.0bn and Rb 179.3bn respec  vely; 
so, as of 1 February 2014, the Reserve Fund amount-
ed to Rb 2,859.7bn, the Na  onal Welfare Fund – to 
Rb 3,070.7bn. The addi  onal oil and gas revenue re-
ceipts for 2013 in the amount of Rb 212.2bn are to 
be transferred to the Reserve Fund over the period of 
January–May 2014 in uniformly distributed shares2. 

Although the results of January 2014 point to a 
posi  ve movement of federal budget revenue and a 
considerable federal budget surplus (9.3% of GDP), the 

2  h  p://www.minfi n.ru/ru/press/press_releases. 

Table 3
EXECUTION OF FEDERAL BUDGET EXPENDITURE IN JANUARY 2013 AND JANUARY 2014 

January 2014 January 2013 Devia  on, 
p.p. of GDPbn Rb as % of 

GDP
cash-based 
execu  on,% bn Rb as % of 

GDP
cash-based 
execu  on,%

Expenditure, total 858.3 17.2 6.1 1172.5 25.8 8.8 -8.6
including 
Na  onwide issues 78.5 1.6 7.8 77.5 1.7 8.4 -0.1
Na  onal defense 136.0 2.7 5.5 269.2 5.9 12.8 -3.2
Na  onal security and law-
enforcement ac  vity 132.8 2.7 6.5 111.5 2.5 5.5 0.2

Na  onal economy 57.7 1.1 2.5 77.3 1.7 4.4 -0.6
Housing and u  li  es sector 0.02 0.0004 0.0 1.0 0.02 0.7 -0.02
Environment protec  on 2.4 0.05 4.4 0.5 0.01 1.9 0.04
Educa  on 61.4 1.2 10.3 80.3 1.8 12.7 -0.6
Culture and cinematography 4.3 0.09 4.4 7.6 0.2 7.8 -0.11
Health care 19.8 0.4 4.2 17.7 0.4 3.5 0.0
Social policy 252.3 5.0 7.1 410.6 9.1 10.4 -4.1
Physical culture and sports 5.4 0.1 6.7 1.9 0.04 3.6 0.06
Mass media 3.9 0.08 5.7 14.1 0.3 19.4 -0.22
Government debt servicing 23.5 0.5 5.2 28.6 0.6 6.7 -0.1
Interbudgetary transfers 80.2 1.6 12.3 74.6 1.6 11.8 0.0

Source: RF Ministry of Finance, RF Federal Treasury; IEP’s calcula  ons.
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RF budget system’s sustainability is s  ll prone to risks 
associated with forecasts that the economic growth 
rate should decline, and the volume of government 
debt – increase. 

Analysis of the Main Parameters of the Execu  on of 
the Consolidated Budget of RF Subjects in January–De-
cember 2013 

Over the course of January–December 2013 (Tab-
le 4), the consolidated budget revenue of RF subjects 
amounted to Rb 8,164.7bn (12.0% of GDP), which 
by 0.9 p.p. of GDP below its level achieved over 12 
months of 2012, and by 1.7 p.p. of GDP below its index 
for 2011. 

When set against the period of January–December 
2012, the movement of the consolidated budget rev-
enue of RF subjects over 12 months of 2013 reveals 
the following changes:

• a decline in the amount of receipts under the 
following items: tax on profi ts – by 0.7 p.p. of 
GDP; revenues from sale of tangible and in-
tangible assets – by 0.1 p.p. of GDP; and gra  s 
transfers from other budgets of RF budgetary 
system by 0.4 p.p. of GDP; 

• increased receipts of personal income tax (PIT) 
and property tax – by 0.1 p.p. of GDP.

The receipts under the following remained at the 
same level: excises on domes  c goods (0.7% GDP), 
tax on aggregate income (0.4% of GDP), and revenues 
from the use of state and municipal property (0.4% 
of GDP). 

The consolidated budget expenditure of RF sub-
jects over 12 months of 2013 amounted to Rb 
8,806.7bn (12.9% of GDP), having shrunk by 0.4 and 
1.1 p.p. of GDP respec  vely on the periods of Janu-
ary–December 2012 and January–December 2011 
(Table 5). The cash-based consolidated budget execu-
 on over 12 months of 2013 and 12 months of 2012 

amounted to 91.2% and 90.8% respec  vely of the 
corresponding budget alloca  on targets. The highest 
consolidated budget execu  on indices for 2013 are 
observed under the items Mass Media and Educa-
 on – 97.1 and 95.7% respec  vely; the worst results 

are achieved under the items Interbudgetary Trans-
fers and Housing and U  li  es Sector – 51.6 and 83.6% 
respec  vely. 

The consolidated budget expenditure of RF sub-
jects over 12 months of 2013, in terms of share in GDP, 
when set against the same period of the previous year 
reveals the following changes: 

• reduced expenditures under the items Na-
 onal Economy and Housing and U  li  es Sec-

tor – by 0.1 p.p. of GDP each; Health Care – 
by 0.4 p.p. of GDP; Social Policy – by 0.1 p.p. 
of GDP; and Interbudgetary Transfers – by 
0.023 p.p. of GDP;

• increased expenditures under the items Envi-
ronment Protec  on – by 0.01 p.p. of GDP; and 
Educa  on – by 0.1 p.p. of GDP; 

• the volume of expenditure under the following 
items remained unchanged Na  onwide Issues – 

Table 4
THE MOVEMENT OF THE CONSOLIDATED BUDGET REVENUE AND EXPENDITURE OF RF SUBJECTS 

IN JANUARY DECEMBER 2012 2013 
January–December 2013 January–December 2012 Devia  on, 

p.p. of GDPbn Rb % of GDP bn Rb % of GDP
Revenue 8164.7 12.0 8064.3 12.9 -0.9
including
- tax on profi ts of organiza  ons 1,719.7 2.5 1,979.9 3.2 -0.7
- PIT 2,499.0 3.7 2,261.5 3.6 0.1
- excises, domes  c 491.4 0.7 441.8 0.7 0.0
- tax on aggregate income 292.8 0.4 271.7 0.4 0.0
- tax on property 900.7 1.3 785.5 1.2 0.1
- revenues from use of state 
and municipal property 

302.1 0.4 277.7 0.4 0.0

- revenues from sale of tangi-
ble and intangible assets 

138.4 0.2 165.9 0.3 -0.1

- gra  s transfers from other budgets of RF 
budgetary system to budgets of RF subjects

1,576.6 2.3 1,679.6 2.7 -0.4

Expenditure 8,806.7 12.9 8,342.7 13.3 -0.4
including expenditures on servicing of 
government and municipal debt  

91.2 0.1 74.6 0.1 0.0

Defi cit (–) /Surplus (+) -642.0 -0.9 -278.4 -0.4 -0.5
For reference, GDP es  ma  ons, bn Rb 67,983 62,599

Source: RF Ministry of Finance, RF Federal Treasury; IEP’s calcula  ons.
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0.8% of GDP; Na  onal Defense – 0.006% of GDP; 
Na  onal Security and Law-enforcement Ac  vity  – 
0.1% of GDP; Culture and Cinematography – 0.4% 
of GDP; Physical Culture and Sports – 0.2% of GDP; 
Mass Media – 0.06% of GDP; and Government 
Debt Servicing – 0.1% of GDP. 

As shown by the results of the period of January-
December 2013, the consolidated budget of RF sub-
jects is executed with a defi cit of Rb 642.0bn (0.9% of 
GDP), which is by Rb 363.6bn (or 0.5 p.p. of GDP) be-
low the corresponding index for 2012. 

 According to data released by the RF Ministry of 
Finance, the volume of government debt of RF sub-
jects as of 1 November 2013 was Rb 1,491.5bn. The 
total volume of resources a  racted over the course of 
last year by RF subjects against their issued securi  es 
amounts to approximately Rb 150bn, of which more 

Table 5
EXECUTION OF THE CONSOLIDATED BUDGET EXPENDITURE OF RF SUBJECTS 

IN JANUARY DECEMBER 2012 AND 2013 

EXPENDITURE
January–December 2013 January–December 2012 Devia  on, 

p.p. of GDP bn Rb as % of 
GDP

cash-based 
execu  on, % bn Rb as % of 

GDP
cash-based 

execu  on, %
Expenditure, total 8,806.7 12.9 91.2 8,342.7 13.3 90.8 -0.4
 including
Na  onwide issues 546.1 0.8 86.7 510.4 0.8 89.6 0.0
Na  onal defense 4.4 0.006 90.3 4.0 0.006 96.6 0.0
Na  onal security and law-
enforcement ac  vity 106.6 0.1 90.9 94.6 0.1 90.4 0.0

Na  onal economy 1,730.4 2.5 87.3 1,605.8 2.6 86.1 -0.1
Housing and u  li  es sector 901.9 1.3 83.6 881.2 1.4 85.0 -0.1
Environment protec  on 24.7 0.04 85.1 21.8 0.03 88.6 0.01
Educa  on 2,333.7 3.4 95.7 2,047.1 3.3 95.8 0.1
Culture and cinematography 288.1 0.4 94.2 257.0 0.4 94.9 0.0
Health care 1250.9 1.8 94.2 1,358.3 2.2 91.8 -0.4
Social policy 1,312.5 1.9 93.7 1,273.7 2.0 93.4 -0.1
Physical culture and sports 170.8 0.2 89.4 156.3 0.2 85.7 0.0
Mass media 40.5 0.06 97.1 38.3 0.06 98.1 0.0
Government debt servicing 91.2 0.1  94.4 74.6 0.1 92.6 0.0
Interbudgetary transfers 4.9 0.007 51.6 19.4 0.03 73.7 -0.023

Source: RF Ministry of Finance, RF Federal Treasury; IEP’s calcula  ons.

than half belongs to 6 regions, including the city of 
Moscow. It is assumed that in 2014 the number of RF 
subjects issuing their own securi  es will increase from 
с 28 to 39, and the volume of money thus borrowed 
will increase threefold — to Rb 450bn. In late January 
2014, by way of imposing constraints on the volume 
of foreign debt of RF subjects, the Government of the 
Russian Federa  on issued a decree1 whereby it is es-
tablished that the relevant borrowers, in order to be 
granted entry to interna  onal capital markets, should 
prove that they have a maximum credit ra  ngs, thus 
bringing to a minimum the risks for regional budgets 
sustainability.  

1  Decree of 20 January 2014, No 40 ‘On the Requirements for 
the Minimum Level of Credit Ra  ngs of Subjects of the Russian 
Federa  on’.
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In January 2014, the number of opera  ng credit in-
s  tu  ons contracted from 923 to 915, eight less. The 
Central Bank of Russia revoked the banking license 
of fi ve banks and a non-bank credit ins  tu  on, while 
two non-bank ins  tu  ons ceased to exist by decision 
of their owners. As of January 1, 2014, the revoked-
license banks’ assets amounted to Rb 39bn or less 
than 0.1% of the total assets in the banking sector 
(Rb 57,4 trillion). 

The banking sector’s total assets increased Rb 1 tril-
lion (1.8%) in January 2014. However, the en  re growth 
was determined by the revalua  on of accounts de-
nominated in foreign exchange – offi  cial USD exchange 
rate increased 7.7% in January 2014, and banks’ assets 
grew, as adjusted for the revalua  on, at a rate of 0.0% 
in January 2014. 

The assets of large state-run banks saw a higher 
than expected growth rate in January 2014. Their 
assets gained, as adjusted for the revaluation, 1.4% 
during the month. The assets of large foreign banks 
contracted 3.8%, and the assets of large and small 
Russian banks lowered 1.6% and 1.1% respectively. 
As a result, state-run banks accounted to 56.8% of 
the total assets, making a new historical highest. 

The Russian banking sector generated Rb 94bn 
of profi t in January 2014, corresponding to ROA at 
2.0% p.a. and ROE at 17.9% p.a., overtaking slightly the 
values observed at 2013 year’s-end when ROA stood 
at 1.9 p.a. and ROE at 16.9% p.a. It should be noted 
that in January 2014 the amount of contribu  ons to 
the provisions for losses on loans and other assets 
increased markedly to Rb 122bn, 3.5-  mes as much 
as the average value observed in 2013 (Rb 34bn). This 
is indica  ve of a record profi t prior to the crea  on 
of provisions (Rb 216bn), almost doub ling the aver-
age monthly value observed in 2013 (Rb 117bn). This 
in part can be explained by the income from revalu-
a  on of accounts denominated in foreign exchange 
amoun  ng to Rb 39bn during the month. 

In January 2014, banks generated extra revenues of Rb 39bn from the devalua  on of the ruble , whereas adverse 
dynamics of household disposable incomes triggered worsening of the quality of retail loans. Banks keep being 
dependent on monetary authori  es’ resources. 

Fundraising1

Retail bank accounts and deposits saw a 3.1% 
contrac  on (as adjusted for the revalua  on) in Janu-
ary 2014, showing the slowest growth rate since the 
fall of 2008 in retail accounts and deposits with banks. 
Even in January 2009 the bank deposit base contract-
ed less (2.4%). Annual growth rate in retain accounts 

1 Calculated according to balance-sheet accounts (form 
No. 101).
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Fig. 1. Dynamics of state-run banks’ and other banks’ 
assets (trillions of rubles), and the share of state-

run banks in the assets (%, right-hand scale)
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and deposits dropped to 14.7%, the lowest value since 
the fall of 2009. 

The contrac  on in retail deposits was accompa-
nied by the redistribu  on from ruble denominated 
to foreign exchange denominated deposits. Deposits 
denominated rubles contracted 4.2%, whereas depos-
its denominated in foreign exchange expressed in US 
dollars increased 2.2%. The share of deposits denomi-
nated in foreign exchange increased 2.1 p.p. to 19.7% 
during the month. To compare, in January 2009 the 
share of deposits denominated in foreign exchange 
increased 7.2 p.p. to 33.5%. It therefore is too soon to 
speak about a mass “fl eeing the ruble”. 

The contrac  on in bank deposits in January 2014 
had an impact on all groups of banks. Curiously 
enough, however, it was major state-run banks that 
saw the most of it, above all, Sberbank whose deposits 
declined 5.1%. As a result, the market share of state-
run banks dropped to 59.9%, but is s  ll much bigger 
than in the fi nal months of the previous year. 

Corporate customers’ accounts and deposits with 
banks saw no changes in January 2014, accounts de-
nominated in foreign exchange saw no growth, as ad-
justed for the revaluaton. Furthermore, annual growth 
rate was 15.4%. 

Stable total amount of corporate accounts and 
deposits was accompanied by strong migration 
from ruble-denominated accounts to foreign-cur-
rency accounts. Accounts and deposits denomi-
nated in rubles fell 3.5%, whereas a dollar equiva-
lent of accounts denominated in foreign exchange 
increased 14.4%. The share of corporate custom-
ers’ accounts denominated in foreign exchange in-
creased 4.3 p.p. to 25.3%. 

Migra  on of customers to state-run banks was an-
other structural change in placing corporate funds in 
January 2014. Accounts and deposits with state-run 
banks increased 6.2%, whereas other groups of banks 
saw a substan  al contrac  on in this type of liabili  es: 
by 9.2% in foreign banks , 8.1% inlarge private banks, 
and 4.3% in small and medium-sized banks. 

Banks’ debt to the monetary authori  es – the 
Bank of Russia and the Ministry of Finance of Rus-
sia – changed insignifi cantly in January 2014. Its total 
amount increased Rb 28bn to Rb 4,6 trillion, or 7.9% of 
the banking sector’s assets. Addi  onally, the resources 
allocated by the Central Bank of Russia on repo opera-
 ons were par  ally replaced by Bank of Russia’s loans 

and Ministry of Finance of Russia (Minfi n) deposits. 
For instance, banks’ total debt on repo opera  ons with 
the Central Bank contracted Rb 237bn, banks’ debt 
under Bank of Russia’s loans increased Rb 85bn while 
Minfi n’s deposits went up Rb 185bn. 
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Fig. 3. Dynamics of state-run banks’ and other banks’ retail 
deposits (trillions of rubles), and the share of state-run 
banks in the retail deposit market (%, right-hand scale)
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Fig. 4. Dynamics of corporate accounts with state and other 
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Loans issued 
Households’ loan debt to banks increased Rb 14bn 

(0.1%) in January 2014. This can be explained by the 
revalua  on of a small amount of loans denominated 
in foreign exchange. The amount of retail loans, as ad-
justed for the revalua  on, remained the same. Growth 
rate in retail bank loans kept slowing down, falling an-
other 0.9 p.p. to 26.8% as of the end of January 2014. 

The quality of bank’s credit por  olio deteriorated in 
January 2014. The amount of overdue debt increased 
5.9% while the amount of built up provisions for losses 
went up 6.4%. This triggered an increase in the share 
of overdue debt from 4.5% to 4.7%, while the provi-
sions to credit por  olio ra  o expanded from 7.2% to 
7.6%. The January deteriora  on of borrowers’ capa city 
to repay might have been triggered by contrac  on of 
household disposable income (by 1.5% as compared 
with January 2013). 

Corporate borrowers’ debt volume on loans from 
banks increased 0.6% (as adjusted for the revalua  on) 
in January 2014. Annual growth rate stood at 12.5% as 
of the end of January. Annual growth rates have been 
remaining below 13% for two consecu  ve months, the 
lowest growth rate in the corporate segment of credit 
por  olio since February 2011. 

The quality of loans in the corporate segment also 
deteriorated in January 2014, but not as much as it did 
in retail lending. Overdue loans increased 3.7% during 
the month, increasing their share from 4.0% to 4.1% 
in the total amount of loans. The volume of provisions 
for losses in January 2014 increased 4.2% while the 
provisions to debt ra  o went up from 6.9% to 7.1%. 

Banks’ liquid assets saw a contrac  on from 6.1% 
to 4.6% of the total bank assets. Such a dynamics is 
typical of the fi rst month of a year a  er accumula  on 
of surplus liquidity in December. Furthermore, the 

Table 1
RUSSIAN BANKING SYSTEM’S STRUCTURE OF LIABILITIES AT MONTH END , AS PERCENTAGE OF TOTAL

12.08 12.09 12.10 12.11 06.12 12.12 03.13 06.13 09.13 10.13 11.13 12.13 01.14

Liabili  es, billions of rubles  28022 29430 33805 41628 44266 49510 49839 52744 54348 54981 56259 57423 58445
Equity   14.1 19.3 18.7 16.9 16.8 16.2 16.7 16.3 16.5 16.5 16.2 16.0 16.1
Loans from the Bank of Russia   12.0 4.8 1.0 2.9 5.1 5.4 4.5 4.4 5.8 6.0 6.6 7.7 7.4
Interbank opera  ons 4.4 4.8 5.5 5.7 4.8 5.6 5.4 5.2 5.1 5.2 5.4 5.1 5.2
Foreign liabili  es    16.4 12.1 11.8 11.1 11.3 10.8 10.4 10.8 10.1 10.0 10.3 9.9 10.3
Retail accounts and deposits     21.5 25.9 29.6 29.1 29.4 28.9 29.6 29.6 29.3 29.2 28.9 29.4 28.7
Corporate accounts 
and deposits    23.6 25.9 25.7 26.0 24.0 24 23.9 23.5 22.9 22.3 22.4 23.8 24.1

Accounts and deposits of 
government agencies and 
local government authori  es  

1.0 1.0 1.5 2.3 1.5 1.6 1.4 2.4 2.9 3.2 2.6 0.9 1.4

Outstanding securi  es      4.1 4.1 4.0 3.7 4.5 4.9 5.2 5.1 4.7 4.8 4.7 4.5 4.5

Source: Central Bank of Russia, Gaidar Ins  tute’s es  mates.
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amount of liquid assets fails to cover their debt owed 
to the monetary authori  es for all groups of banks, 
short of small and medium-sized ones. This means 
that all large banks are unable to keep opera  ng with-

out state support. The lowest level of “own” liquidity 
was observed in state-run banks, where its nega  ve 
value exceeded 6% of total assets.  

Table 2
RUSSIAN BANKING SYSTEM’S STRUCTURE OF ASSETS AT MONTH END , AS PERCENTAGE OF TOTAL

12.08 12.09 12.10 12.11 06.12 12.12 03.13 06.13 09.13 10.13 11.13 12.13 01.14
28022 29430 33805 41628 44266 49510 49839 52744 54348 54981 56259 57423 58445

Assets, billions of rubles 3.0 2.7 2.7 2.9 2.5 3.1 2.5 2.4 2.3 2.3 2.2 2.8 2.3
Cash and precious metals 7.5 6.9 7.1 4.2 3.0 4.4 3.3 3.3 3.5 3.1 3.0 3.9 3.0
Deposits with the 
Bank of Russia 5.2 5.4 6.5 6.4 5.8 6.8 6.4 6.0 5.8 6.0 6.1 5.7 6.1

Interbank opera  ons 13.8 14.1 13.4 14.3 14.2 13.0 14.5 15.1 13.6 13.4 13.7 13.3 14.7
Foreign assets 15.5 13.1 13.0 14.4 16.0 16.8 17.4 17.9 18.5 18.7 18.5 18.5 18.4
Retail sector 44.5 44.5 43.6 44.0 43.6 41.3 41.9 40.8 41.2 41.5 41.0 39.3 40.0
Corporate sector 2.0 4.2 5.1 5.0 3.8 3.2 3.2 3.2 2.9 3.1 3.0 3.1 3.3
State 1.9 2.7 2.6 2.3 2.3 2.2 2.2 2.2 2.1 2.1 2.1 2.0 2.0

Source: Central Bank of Russia, Gaidar Ins  tute’s es  mates.
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MORTGAGE IN THE RUSSIAN FEDERATION IN 2013
G.Zadonsky

According to the data of the Federal Service of State 
Registra  on, Cadastre and Cartography (Rosreestr), in 
2013 the total number of registra  on entries1 on in-
dividuals’ housing mortgage in the Unifi ed State Re-
gister of Titles amounted to 1,245,833 entries which 
is 7.47% higher than in 2012 (1,159,208). The number 
of entries on mortgage of housing owned by individu-
als and bought (built) at the expense of loan funds or 
purpose loans amounted 922,534 against 790,736 in 
2012 which is 16.67% higher than the index of 2012. 
In 2013, the growth rate of the number of registra  on 
entries on housing mortgage is twice as li  le than in 
2012 both in general (7.47% against 15.63%) and as 
regards mortgage of housing owned by individuals and 
bought (built) at the expense of loan funds (16.67% 
against 35.02%). 

In 2013, the share of mortgaged property units in 
the total number of real property units registered in 
transac  ons with housing kept growing (26.0%) and 
within a year rose by 4.1 p.p. (Fig. 1).

According to the data of the Central Bank of the 
Russian Federa  on, in December 2013 Rb 178.65bn 
worth of 105,810 mortgage housing loans (MHL) was 
exten ded which is 33.63% and 43.21% higher in the 
quan  ta  ve terms and monetary terms, respec  vely, 
than in December 2012. According to the data of the 
Central Bank of the Russian Federa  on, in 2013 the 
volume of the extended MHL kept growing: 657 cred-
it ins  tu  ons extended Rb 1,354 trillion worth of 
824,792 loans which is 19.24% and 31.17% higher in 
the quan  ta  ve terms and monetary terms, respec-
 vely, than in 2012 (Fig.2). As of January 1, 2014, 

the debt on MHL amounted to Rb 2,648 trillion. In 
2013, the volume of the extended housing loans (HL) 
amounted to Rb 1,404 trillion or 880,485 loans with 
the debt of Rb 2,765 trillion. As of January 1, 2014, 
the overdue debt on MHL amounted to Rb 39.50bn or 

1 The number of registra  on entries on mortgage normally ex-
ceeds the number of mortgaged housing units.

In 2013, growth in mortgage housing lending con  nued. In 2013, the volume of the extended mortgage housing 
loans (Rb 1,354 trillion) exceeded by 31.17% that of 2012. The quality of the por  olio of mortgage housing loans 
(MHL) kept ge   ng worse: in 2013 the overdue debt fell to Rb 39.5bn with a decrease of its share in the debt to 
1.49%; as of January 1, 2014 the debt without overdue payments in the total amount of the debt rose by 0.12 p.p. 
against January 1, 2013 and amounted to 96.05%, while the share of the defaulted MHL (with payments overdue 
for over 180 days) fell by 0.48 p.p. and amounted to 1.78%. In 2013, a decrease in the weighted average interest 
rate on ruble MHL within a month changes for a 0.2 p.p. growth in December to 12.1%.

1.49% of the outstanding debt which is 0.59 p.p. low-
er than as of January 1, 2013. As of January 1, 2014, 
the share of the overdue debt as a percentage of the 
outstanding debt on MHL fell by 0.47 p.p. to 1.0% as 
compared to January 1, 2013, while that on loans in 
foreign currency increased by 1.15 p.p. to 12.57% as 
compared to January 1, 2013.

In 2013, the share of MHL in foreign currency in 
the volume of the extended loans kept decreasing: by 
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0.3 p.p. to 1.12% and 0.02 p.p. to 0.23% in the mon-
etary terms and quan  ta  ve terms, respec  vely, as 
compared to 2012.  As of January 1, 2014, the share 
of such loans in the outstanding debt decreased by 
1.93 p.p. to 4.22%, while the share of overdue debt 
on MHL in foreign currency in the total overdue debt 
increased by 1.84 p.p. and amounted to 35.59%.

According to the data of the Central Bank of the 
Russian Federa  on, as of January 1, 2014 the share 
of the debt on MHL without overdue payments in the 
total amount of the debt on MHL increased by 0.12 
p.p. as compared to January 1, 2013 and amounted 
to 96.05%. The share of the debt on defaulted loans 
(with payments overdue for over 180 days) in the to-
tal amount of the debt on MHL decreased within the 
same period by 0.48 p.p. and amounted to 1.78%. 

According to the data of the Central Bank of the Rus-
sian Federa  on, out of six groups of credit ins  tu  ons 
ranged by the value of their assets (in a descending or-
der) the share of Group I of fi ve credit ins  tu  ons with 
the largest assets in the total volume of MHL extended 
in 2013 was at the level of 72.22% and 76.93% in the 
monetary terms and quan  ta  ve terms, respec  vely, 
having gained 6.23 p.p. and 4.62 p.p., respec  vely, as 
compared to 2012. As compared to 2011, the share of 
Group 1 in the volume of the extended MHL increased 
by 18.46 p.p.; in the quan  ta  ve terms it increased by 
14.63 p.p. which is evidence of the con  nued monopo-
liza  on of the mortgage market. As of January 1, 2014, 
the fi rst two groups (19 credit ins  tu  ons) account for 
80.13% of the MHL market. The shares of other groups 
of credit ins  tu  ons decreased accordingly.

With a decrease of the shares of the overdue debt 
in the total debt in the Russian Federa  on in general 
(Rb 39.50bn) to 1.49% in 2013 against 2.08% in 2012, 
Group II of credit ins  tu  ons is in the lead having pre-
served the largest value of the overdue debt (3.04%) in 
2013, thus, having the most risky por  olio of MHL. In 
2013, the quality of credit por  olios of groups expressed 
as a percentage of the overdue debt of the group to the 
outstanding debt of the group got worse with Group III 
and Group V, but improved with the others.

In 2013, the lowest value of the average value of 
MHL in rubles (Rb 1.31m) was registered with Group 
V, while the largest one of the average value of MHL 
in foreign currency (Rb 20.5m), with Group VI (Fig. 4). 
As compared to 2012, the average values of MHL in 
rubles for all the groups increased. The highest growth 
in the average value of MHL in foreign currency was 
registered with Group II and Group VI, while the lar-
gest decrease, with Group IV (Fig. 3).

In 2013, the weighted average rate on MHL in rubles 
rose by 0.1 p.p. as compared to 2012 and amounted to 
12.4%. Growth in the rate on loans in rubles was regis-

tered with all the groups. Within a year, the weighted 
average rate on MHL in foreign currency decreased by 
0.2 p.p. and amounted to 9.6% (Fig.4). In 2013, the 
weighted average rates on loans in foreign currency 
decreased by 1.3 p.p., 1.5 p.p. and 0.5 p.p. in Group I, 
Group II and Group VI, respec  vely (Fig. 4).

In December 2013, a decrease in the weighted 
avera ge rate on MHL in rubles within a month changed 
for growth (12.1%) which amounted to 0.2 p.p. In De-
cember, the respec  ve rate on mortgages refi nanced 
by the ОАО Agency for Housing Mortgage Lending 
(ОАО AHML) amounted to 11.13%, which is 0.14 p.p. 
lower than the rate in November. In 2013, the weight-
ed average annual rate on loans refi nancing by the 
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ОАО AHML increased, having amounted to 10.98% 
against 10.67% in 2012. 

In 2013, the weighted average period of lending by 
all the groups of credit ins  tu  ons as regards MHL in 
rubles amounted to 14.7 years, while that as regards 
MHL in foreign currency, to 12.7 years. The longest 
weighted average period of lending as regards loans 
in rubles amounted to 15.6 years with Group III, while 
that as regards loans in foreign currency, to 21.2 years 
with Group I. The shortest weighted average period of 
lending was registered with Group VI: 10.3 years and 
2.1 years as regards loans in rubles and loans in foreign 
currency, respec  vely. 

According to the data of the Central Bank of the 
Russian Federa  on, in 2013 credit ins  tu  ons bought 
Rb 85.98bn worth of rights of claims on MHL which 
is 5.17% more than in 2012. The volume of the pur-
chased rights of claim on loans in rubles decreased 
by 2.47% and amounted to Rb 61.71bn, while that on 
loans in foreign currency rose by 31.3% and amounted 
to Rb 24,274bn. In 2013, as in 2012 the largest volume 
of the purchased rights of claim on MHL in rubles and 
foreign currency was registered with Group IV of credit 
ins  tu  ons.

According to the ОАО AHML, in 2013 the volume of 
transac  ons on the primary housing market with use 
of mortgage lending increased by 10 p.p. as compared 
to 2012 and amounted to 30% (Table 1).

In 2013, the share of the ОАО AHML on the mortgage 
market amounted in ruble terms to 8.2% (Rb 111.3bn) 
or about 10% of the total number of the extended 
loans, including the work on the primary market (refi -
nancing) and the secondary market: 3.5% (Rb 48.0bn) 
and 4.7% (Rb 63.3bn), respec  vely. According to the 
es  mate of the ОАО AHML, in 2013 the total volume 
of the issue of mortgage securi  es amounted to Rb 
140,625bn of which 55.5% (Rb 78.1bn) of securi  es 
were issued with par  cipa  on of the Agency. 

In 2014, the size of the maternity capital of the 
OAO AHML has increased and amounts to Rb 429,400. 
In 2014, the indexed annual payments to military 
servicemen – par  cipants in the funded mortgage 
scheme – amounted to Rb 233,000. As regards the 
Military Mortgage program, the Agency increased the 
maximum amount of the mortgage loan in buying of a 
fl at on the primary market from Rb 2m to Rb 2.2m and 
reduced the minimum size of the ini  al contribu  on 
from 30% to 20%.  

Table 1
MHL IN THE PRIMARY AND SECONDARY HOUSING MARKETS

2008 2009 2010 2011 2012 2013
Mortgage loans for buying housing on the primary market, including the one which is under construc  on

Billion Rb 120.9 15.6 38.8 107.5 206.4 406.1
Thousand units 64.4 13.3 30.8 78.5 138.3 247.4
Million sq. m 3.3 0.5 1.2 3.2 6.1 11.5

Mortgage loans for buying housing on the secondary market
Billion Rb 534.9 136.9 340.1 609.4 825.6 947.5
Thousand units 285.1 116.7 270.2 445 553.4 577.4
Million sq. m 13.5 3.7 8.1 16.3 20.9 24.0

The volume of the primary MHL market as % of the total volume of the extended MHL 
 18.4 10.2 10.2 15.0 20.0 30.0

Source: on the basis of es  mates of the ОАО AHML.
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THE LIVING STANDARDS OF THE POPULATION OF THE RF 
S.Misikhina

The nominal per capita index of the popula-
 on’s money income in January 2014 amounted to 

Rb 18,626, which is by 51.9% below its December 2013 
value. This is a seasonal decline, caused by the tradi-
 onal December payments (year-end rewards and bo-

nuses, ‘thirteenth salaries’, etc.). The nominal per cap-
ita money income increased on January 2013 by 5.5%. 
The popula  on’s real disposable money income1 in 
January 2014 amounted to 98.5% of its January 2013 
level, and to 47.8% of its December 2013 level. 

Table 1
CHANGES IN THE REAL DISPOSABLE MONEY INCOME, %

As percentage of
corresponding period 

of previous year
previous 
period

2013 
January 100.6 49.3
February 105.9 132.1
March 109.1 103.1
Q1 105.6 76.1
April 108.0 106.5
May 99.3 86.8
June 101.6 115.6
Q2 103.0 112.9
1st half-year 104.2
July 104.0 95.1
August 103.4 101.8
September 99.8 96.0
Q3 102.4 99.6
Jan–Sep 103.5
October 105.2 105.4
November 101.1 103.2
December 102.1 140.9
Q4 102.7 120.1
Year 103.3

2014 
January 98.5 47.8

Source: data released by Rosstat.

1  The amount of income cleared of mandatory payments and 
deduc  ons and adjusted by the Consumer Price Index.

The slowdown of the popula  on’s income growth rate that had started in the fi rst half year of 2013 con  nued 
through January 2014. Due to the implementa  on of measures designed to raise the salary level in the budget-
funded sphere in accordance with the President of the Russian Federa  on’s Execu  ve Order of 7 May 2012, 
No 597 ‘On Measures Aimed at the Implementa  on of Government Social Policy’, the highest growth rate in 2013 
was displayed by salaries in the spheres of educa  on, healthcare and social services. In 2013, the planned salary 
levels were prac  cally achieved for certain categories of employees in the budget-funded sphere; however, the 
salary levels in municipal ins  tu  ons are s  ll below the planned targets.

If these developments are compared with the situa-
 on observed a year ago, it becomes evident that the 

income growth rate in January 2014 is lower than in 
January 2013. This trend is true with regard to both 
the nominal and real money income of the popula  on. 
Thus, the slowdown of the income growth rate that 
started in the second half year of 2013 is con  nuing 
through the fi rst month of 2014.

The average monthly charged wage in January 2014 
amounted to Rb 28,945, or 73% of its December 2013 
index, thus having increased on January 2013 by 8.7%. 

The real average monthly charged wage in January 
2014 dropped on December 2013 by 27.4%. Howev-
er, when compared with the corresponding period of 
last year, the real monthly charged wage increased by 
2.5%.

The salary raise in the budget-funded sphere result-
ed in a situa  on where, in 2013, the salary index in the 
public educa  on and healthcare sectors was growing 
at an accelerated rate by comparison with its counter-
parts in other sectors. The overall increase, in 2013, of 
the average monthly charged wage index (less social 
benefi ts) amounted to 123.2% in the public educa-
 on sector and to 118.9% in the public healthcare and 

social welfare sectors, which resulted in the average 
monthly salary in the educa  on sphere amoun  ng to 
Rb 23,421, and that in the public healthcare and social 
welfare sectors – to Rb 24,564, while the na  onal av-
erage monthly wage index for that year is Rb 29,960. 

The upward movement of these indexes pushed up 
the sectoral-to-na  onal salary ra  o in the following 
three sectors:

• in the public educa  on sector – to 78%,
• in the public healthcare and social welfare sec-

tors – to 83%.
Rosstat (Russia’s Federal State Sta  s  cs Service) 

con  nues to monitor the salary levels of those catego-
ries of employees in the budget-funded sphere, the 
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targets for which were set by the RF President’s Execu-
 ve Order of 7 May 2012, No 597 ‘On Measures Aimed 

at the Implementa  on of Government Social Policy’. 
In general over the year 2013, the salary levels of 

the relevant categories of employees in the budget-
funded sphere of each RF subject were geared as fol-
lows to the average monthly wage index 

• in the public educa  on sector: 73.5% for tutors 
employed at educa  onal establishments pro-
viding extracurricular educa  on to children,1 
94,9% for tutors employed at pre-school edu-
ca  onal establishments2, 96,9% for teachers 
employed at secondary schools and other gen-
eral-educa  on establishments, and 134,9% for 
the faculty members of a higher (professional) 
educa  onal establishment;

• in the public healthcare sector: 47.8% for nurs-
ing staff , 141% for physicians and other health-
care prac   oners with higher educa  on diplo-
mas, employed at medical ins  tu  ons and pro-
viding medical care services to the popula  on. 

1  As a percentage of the average monthly salary of secondary 
school teachers in a RF subject.
2  As a percentage of the average monthly salary in the general 
educa  on sphere in a RF subject.

It should be noted that the growth rate of the avera-
ge salary index for municipal budget-funded medical 
ins  tu  ons is falling behind that of the corresponding 
indexes for federal and regional medical ins  tu  ons. 
So, the average fi gures cited here are by no means true 
for each employee belonging to the relevant catego-
ries in the budget-funded sphere.

By the RF President’s Execu  ve Order of 7 May 2012, 
No 597 ‘On Measures Aimed at the Implementa  on 
of Government Social Policy’ for 2012 it is established 
that in that year the average salary level of secon dary 
school teachers and the tutorial staff  of othe r general 
e duca  on establishments should be raised to match 
the average salary for a given region’s eco nomy. In 
2012, this target was not achieved. However, it was 
prac  cally achieved in 2013, when the average sa-
lary of the staff  of general-educa  on establishments 
reached the level of 96.9% of each region’s average 
salary. At the same  me, the average salary level at 
municipal general-educa  on establishments so far has 
amounted to only 86.8% of the average salary level in 
each given region.

In 2013, in accordance with the RF President’s Execu-
 ve Order of 7 May 2012, No 597, it was planned that 

the average salary of tutors employed at pre-school ed-

Table 2
THE MOVEMENT OF AVERAGE MONTHLY CHARGED WAGE, %

Average monthly charged wage per worker
Nominal Real

on corresponding period 
of previous year on previous period on corresponding 

period of previous year on previous period

2013 
January 112.9 73.4 105.4 72.7
February 110.8 99.6 103.3 99.0
March 112.5 107.9 105.1 107.5
Q1 111.9 90.4 104.5 88.7
April 116.4 104.7 108.5 104.2
May 112.4 99.0 104.7 98.4
June 112.6 104.3 105.3 103.9
Q2 113.8 110.6 106.2 109.0
1st half-year 112.9 105.4
July 113.3 97.6 106.4 96.8
August 113.7 96.9 106.8 96.8
September 112.8 100.4 106.3 100.2
Q3 113.2 97.8 106.4 96.4
January–September 113.0 105.7
October 112.0 102.5 105.4 101.9
November 110.9 101.4 104.1 100.8
December 109.3 130.9 102.7 130.2
Q4 110.6 113.2 103.9 111.7
Year 112.4 105.3
2014 
January 108.7 73.0 102.5 72.6

Source: data released by Rosstat.
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uca  onal establishments should be raised to match the 
average salary level in the general educa  on sphere of 
each region. This target has very nearly been achieved: 
the average salary of tutors employed at pre-school ed-
uca  onal establishments in 2013 amounted to 94.9% of 
the average salary level in the general educa  on sphere 
of each given region, but the salary level of tutors em-
ployed at municipal pre-school educa  onal establish-
ments is below the average and amounts to only 89.9% 

of the average salary of tutors employed in the general 
educa  on sphere in each region.

From 1 February 2014, labor pension indexa  on 
was carried out in order to adjust the pension size to 
the infl a  on rate. The size of pension was increased 
by 6.5%. Indexa  on was applied to a total of 37.8m 
pensioners. According to data released by the RF Pen-
sion Fund, the resul  ng average labor pension now 
amounts to Rb 11.4 thousand.  
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ALL SOUND IDEAS ABOUT MILITARY REFORM DESERVE 
TO BE SUPPORTED AND FURTHER DEVELOPED
V.Tsymbal

The mee  ng of the Collegium of RF Ministry of 
Defense which took place on 21 January 2014 once 
again drew a  en  on to the various issues of military 
service, especially among the students and tutors of 
higher educa  onal establishments, because on that 
day, the Collegium, among other things, discussed 
a number of new approaches to military training of-
fered by higher educa  onal ins  tu  ons. From the 
students’ point of view, the main posi  ve feature of 
the new proposals is that such training may, to some 
extent, exempt them from conscrip  on into the 
armed forces1. The proposals drew so much interest 
that the mass media, including the Internet, began to 
respond to them even before the release of the cor-
responding offi  cial documents2.

Some of those responses were cri  cal. Thus, a lot 
of misunderstanding was caused by the fact that even 
the  tle of the report submi  ed by Lieutenant General 
Vasily Tonkoshkurov, Chief of the Main Organiza  onal-
Mobiliza  on Directorate (MOMD) of the General Staff , 
slapped together two issues, giving the fi rst priority to 
a subordinate issue (the military training of students) 
and relega  ng the general issue (the provision of the 
armed forces with militarily trained mobiliza  on re-
sources) to second place. Both issues belong to the 
domain of Russia’s military personnel policy. Howe-

1  V. Tonkoshkurov. Vystuplenie na kollegii Minoborony 
21.01.2014 g. po voprosu ‘O formirovanii sistemy voennoi pod-
gotovki ctudentov vysshikh uchebnykh zavedenii i obespechenii 
potrebnostei Vooruzhennykh Sil voenno-jbuchennymi mobilizat-
sionnymi resursami’ [Speech at the mee  ng of the Collegium of 
the RF Ministry of Defense on 21 January 2014, en  tled ‘On the 
Issue of Further Developing the System of Military Training for 
the Students of Higher Educa  onal Establishments and Mee  ng 
the Armed Forces’ Demand for Military Trained Mobiliza  on Re-
sources’] // Voenno-promyshlennyi kurier [The Military-Industrial 
Courier], No 5, 5 February 2014. 
2  A. Nikolsky. Minoborony predostavilo plan voennogo obuche-
niia studentov-rezervistov [The Ministry of Defense Makes Public 
Its Plan of Military Reserve Training for Students] // Vedomos   
[The Gaze  e], 22 January 2014. 

At present, Russia’s expert community, including specialists from various fi elds, as well as her various military 
agencies, are ac  vely discussing proposals concerning a new system of military training off ered by higher educa-
 onal establishments, which will exempt their graduates from conscrip  on into the armed forces. Unfortunately, 

the proposals released so far do not touch upon a number of very important military and social aspects of the 
issue under considera  on. Moreover, the new proposals are, in fact, a call to begin military training reform from 
scratch, totally ignoring all the previous eff orts at reforming the system of manning Russia’s armed forces. It 
should be said that the history of those eff orts deserves proper a  en  on in its own right. 

ver, they are also related to a more general issue as to 
how to prepare specialists, including those with high-
est qualifi ca  ons, to be employed in Russia’s na  onal 
economy, state civil service and other socially impor-
tant structures and sectors.  

It would have been much be  er if the Chief of the 
MOMD had begun with explaining to the Russian ci  -
zenry what was so wrong and worrisome in the cur-
rent system from the points of view of the general 
public and the military, and only then had off ered 
ways of solving the problems and defi ned the essence 
of the forthcoming reform. Instead, General Tonko-
shkurov said that for him, as a military man, the thing 
that counted most was the fact that the proposal had 
been ini  ated by the Commander in Chief in his latest 
message to the Federal Assembly. 

Another fl y in the ointment was put by the press: 
newspaper reports revealed that the proposal had 
already been approved by the ‘power ver  cal’ and, 
moreover, had been discussed with and accepted by 
the governing bodies of higher educa  onal establish-
ments. As far as the details of the forthcoming switcho-
ver to the new system are concerned, it is said that 
they will be worked out by a ‘task force’ ‘comprised of 
members of the military and the rectors and principals 
of [Russia’s] leading educa  onal establishments’.   

In order to avoid any misunderstanding, it should 
be noted, to begin with, that judging from the text of 
General Tonkoshkurov’s speech, he put special empha-
sis on the quality of Russia’s military-trained mobiliza-
 on pool and not on crea  ng, in the Russian Federa-
 on, a special ins  tute of reserve service compa  ble 

with those exis  ng in many foreign states. The issue of 
crea  ng a mobiliza  on reserve in Russia has the focus 
of an ac  ve discussion in recent years, but the case at 
hand is the enrollment, in the armed forces’ reserve, 
of military-trained graduates from higher educa  onal 
establishments. What will be the purpose of their in-
clusion in the reserve?
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 In the words of the proposal 
submi  ed by the MOMD 

In the words of mass 
media reports

‘to ensure the accumula  on 
of a military trained reserve 

and to grant the young people 
receiving a higher educa  on 

at Russia’s higher educa  onal 
establishments an opportu-
nity to freely choose one or 
other method of execu  ng 
their cons  tu  onal duty to 

defend the Fatherland’. 

‘to off er military reserve 
training for those stu-
dents who will express 

their wish to go through 
such training while receiv-
ing educa  on at a higher 

educa  onal establishment, 
and thus to become ex-

empt from military service 
under conscrip  on’. 

The issue of manning Russia’s Armed Forces on a 
voluntary basis is by no means a new one. Since No-
vember 1992, when the fi rst RF President, Boris Yelt-
sin, signed the RF Government’s decree on switching 
the RF Armed Forces to voluntary manning on a con-
tract basis (it should be noted that this decree is s  ll 
valid), there have been a lot of administra  ve deci-
sions taken and failed. Gradually, the Decree has lost 
its most essen  al elements – the deadline for and the 
terms of the switchover to voluntary manning under 
contract. Conscrip  on has been preserved, including 
for higher educa  on graduates, which has given rise to 
corrup  on. Moreover, there has been a lot of bullying 
of such conscripts. Worst of all, these poorly trained 
servicemen have been intensively used in combat ac-
 ons in hot spots, etc. At the same  me, the army has 

been worried by their unreadiness for ac  ve service, 
as well as by the resul  ng prolifera  on of law viola-
 ons. 

As far as the manning of the RF Armed Forces is 
concerned, the current numerical situa  on is as fol-
lows. Their overall numerical strength, characterized 
by President Pu  n as ‘op  mal’ (without off ering the 
criterion of op  mality) and consolidated by Dmitry 
Medvedev’ presiden  al execu  ve order, amounts to 
1 million. In reality, according to offi  cial government 
sta  s  cs for 2013, the RF Armed Forces are at about 
82.7% of their approved manning levels.  

The number of offi  cers is quite suffi  cient. The 
scheduled number of offi  cers in ac  ve service is 220 
thousand. Around 16 thousand offi  cers do not per-
form any service du  es, but are en  tled to money al-
lowances while wai  ng for their future to be clarifi ed 
and housing be granted. Even when these offi  cers are, 
at long last, to be re  red, the ra  o between offi  cers 
and other ranks (NCO&OR) in the RF Armed Forces will 
s  ll be suffi  cient or even redundant even in compari-
son with the armies of foreign states. The aforesaid 
‘undermanning’ of the RF Armed Forces should be 
fully a  ributed to the shortage of NCO&OR: soldiers 
(sailors), sergeants (pe  y-offi  cers), and praporshchiks 
and midshipmen. It should be said that this shortage 

should be eliminated only by the recruitment of highly 
skilled professionals capable of tackling complicated 
state-of-the-art equipment and weaponry being sup-
plied to the armed forces in ever greater numbers. 

Bearing in mind that nowadays Russia faces no ex-
plicit military threats to her security even in spite of 
this manpower shortage of her armed forces, there has 
arisen a ques  on as to whether the RF Armed Forces 
are actually experiencing any manpower shortage at 
all. Regre  ully, this ques  on is defi nitely beyond the 
scope of this paper.

It should be noted in this connec  on that Russian 
boys are faced with the armed forces manning pro-
blem not once but twice: fi rst, when they are being 
registered for future conscrip  on, and second, a  er 
fi nishing high school. Most of the boys enroll in higher 
educa  onal establishments in order to receive an edu-
ca  on, but for some their enrollment can serve a se-
cond purpose – that of evading conscrip  on, because 
students are en  tled to postponement thereof. Higher 
educa  on graduates  face a diff erent problem, the 
problem of fi nding employment, star  ng businesses, 
etc. Most of them resent post-graduate conscrip  on – 
it should be borne in mind that some students begin to 
work part-  me during the fi nal year of their academic 
studies, become good specialists, and, upon their 
gradua  on, would be welcomed with opened arms 
into the profession by their employers. A year of ser-
vice under conscrip  on for such post-graduates means 
a lamentable gap in their careers and a sheer loss of 
money. Moreover, it should be noted that Russia’s de-
fense capacity is hardly increased by post-graduates 
being dra  ed into her armed forces because their stay 
in the army is very short and their level of mo  va  on 
for military service is low. 

Below, we present the results of our brief analysis of 
the MOMD’s proposals, which takes into account both 
the situa  on exis  ng in the Russian Federa  on and 
the previous recommenda  ons concerning military 
reform. The fi rst major a  empt at reforming the man-
ning system of the Russian armed forces, made during 
the fi rst presiden  al term of Mr. Pu  n, consisted in the 
proposals prepared at the IET and submi  ed by Yegor 
Gaidar directly to President Pu  n. In his turn, the Pres-
ident addressed those proposals to Prime Minister 
Medvedev, who transmi  ed them down the chain of 
command to the ministers in charge of defense and se-
curity ma  ers as well as to top military commanders. 
The IET proposals were discussed at a mee  ng of the 
RF Government and widely debated in society. That is 
why the reform a  empt is worth men  oning here. 

The 2001 and 2014 proposals are analyzed by us 
against the background that had come into being by 
the end of 2013. The new proposals are characterized 
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Table 1

Characteris  cs Non-implemented 
1992–2001 system Exis  ng system, 2013 Proposed system 

The extent of the duty to 
defend the Fatherland

Russia’s Cons  tu  on and laws extend this duty to all male ci  zens who are ful-
ly fi t for military service and who do not have reasons for their military ser-
vice to be replaced by alterna  ve service, in peace-  me – in accordance with 
RF legisla  on, in  me of war – on a mandatory basis. Female ci  zens – on a vol-
untary basis or in accordance with their voluntarily taken obliga  ons 

Training for service 
in offi  cer posi  ons

At military educa  onal establishments (at military schools and ins  tutes), at the military 
chairs of civil higher educa  onal establishments, and at special short-term courses

Training for military 
service in NCO&OR 
posi  ons, related to 
the required military 
occupa  onal specialty

For all – at training units –
under conscrip  on or 
on a voluntary basis (as 
a rule, not far from the 
place of residence) – only 
for training purposes, not 
for peace-  me service 

For all – at training units and 
the training detachments 
of line units – under con-
scrip  on, with transi  on to 
established posi  ons upon 
the conclusion of training, 
on an exterritorial basis

For the majority – at training 
units and the training detach-
ments of line units – under con-
scrip  on. For students of higher 
educa  onal establishments, on 
a voluntary basis – military train-
ing and periodical re-training 

The possibility of and 
the procedure for 
switching over to ac  ve 
military service in peace-
 me upon the recep  on 

of military training 

For all – on a purely 
voluntary basis

On a mandatory basis 
under conscrip  on

For many – under conscrip  on, 
for military trained graduates 
of higher educa  onal establish-
ments – enrollment in the reserve

The possibility of choos-
ing alterna  ve service Poten  ally exists for everyone

The principle of 
manning NCO&OR 
posi  ons in regular 
forces – in peace-  me

On a voluntary basis, 
upon the conclusion of 
a contract (all such posi-
 ons are contract-based).

Either on a mandatory ba-
sis under conscrip  on or 
on a contractual basis

For the majority – either under 
conscrip  on or under a contract, 
for military trained students of 
higher educa  onal establish-
ments – enrollment in the reserve

Mandatory military 
service in peace-  me None

Except for graduates of 
higher educa  onal establish-
ments with military chairs, 
upon being trained thereat 

Not mandatory for higher 
educa  on graduates who have 
received military training

The dura  on (term) 
of military service

As specifi ed in 
the contract

Under conscrip  on – 1 
year, including the  me of 
training, or the  me speci-
fi ed in the contract

Under conscrip  on – 1 year on 
the regular basis, if the con-
script has refused to be trained 
in a military specialty, or the 
 me specifi ed in the contract

Corruptogenity Minimal 

At the  me of admi  ance to 
a pres  gious higher educa-
 onal establishment with a 

military chair and at the  me 
of being enrolled therein

For higher educa  on students – 
at the  me of expressing their 
wish to be trained for an offi  cer 
or NCO occupa  onal specialty

Discoherence in the 
conscript pool Minimal

Determined by the fact of 
admi  ance / non-admi  ance 
to a higher educa  onal 
establishment and by the 
existence / non-existence 
of a military chair thereat

Determined by the fact of admit-
tance / non-admi  ance to a higher 
educa  onal establishment and 
by the existence / non-existence 
of vacant offi  cer training places 

Budget expenditures
On tui  on, cater-
ing, etc. during the 
period of training

On paying the monthly money 
allowances (MA) of the train-
ees, that are below the aver-
age monthly wage (AMW) 

Must be determined a  er the 
introduc  on of amendments to 
exis  ng norma  ve legal acts

Family expenditures Minimal Compensa  on for the diff er-
ence between MA and AMW 

Compensa  on for the diff er-
ence between MA and AMW 

Perils of military ser-
vice in peace-  me Minimal Determined by residence 

in barracks, bullying, etc. 
Similar to those currently faced by 
all conscripts, except for students
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on the basis of the Chief of the MOMD’s speech, while 
the earlier proposals – on the basis of the IET’s publica-
 on1, which off ers a jus  fi ca  on and explana  ons of the 

signifi cance of the 2001 proposals, as well as an analy-
sis of the response to them on the part of the leader-
ship of Russia’s Armed forces and other troops. The re-
sponse was sharply nega  ve, because the IET proposals 
included the total aboli  on of conscrip  on. They envis-
aged that the only peace-  me duty of all Russian youths 
should be to receive military training and take the oath. 
Then they should be free to choose between voluntary 
service under a contract and becoming a military-trained 
reservist. The comparison is illustrated in Table 1. 

The IET proposals were opposed not only by senior 
military commanders, but also by corrupt military and 
civilian offi  cials at all levels who were selling exemp  ons 
from conscrip  on, by corrupt lawyers, medics, etc. 

The des  ny of the IET proposals is well known. They 
were distorted. And a  er being distorted, they were 
submi  ed to the Commander in Chief in the autumn 
of 2003. Conscrip  on was preserved for a great major-
ity of Russia’s youths, and all the drawbacks of com-
pulsory military service remained intact. The dura  on 
of military service was set at one year – too long for 
the conscripts to be happy, and too short to be eff ec-
 ve from a military point of view. Permanent-readi-

ness units alone were switched over to a contractual 
basis. As the authori  es simultaneously reduced the 
money allowances of contract personnel, the numeri-
cal strength of even those units fell below normal le-
vels. Moreover, ever-increasing numbers of conscript 
soldiers were shamelessly forced to sign a contract. 
By late 2007, the corresponding Federal Targeted Pro-
gram had completely failed.

Bearing in mind the sad fate of the previous ini  a-
 ves designed to partly abolish conscrip  on, the RF 

Ministry of Defense is eager to introduce the new one 
without procras  na  on. ‘Service’ under the new sys-
tem will begin at ‘elite’ higher educa  onal establish-
ments as soon as autumn 2014. The full transi  on to 
the new system will be completed a  er the year 2015. 

Although the proposed system of military training 
for students is characterized as ‘voluntary’, this will be 
true of only those students who are enrolled in the new 
training system upon expressing their wish to become 
‘reservists’. But will there be enough vacancies in the 
reserve for all of them? Three types of military training 
at higher educa  onal establishments are being consi-

1  E. Vatolkin, E/ Liuboshitz, E. Khrustalev, V. Tsymbal. Reforma 
sistemy komplektovaniia voennoi organizatsii Rossii riadovym I 
mladshim komandnym sostavom [The Reform of the System of 
Manning Russia’s Armed Forces by Non-Commissioned Offi  cers 
and Privates]. Vypusk nauchnykh trudov No 39P [Essays in Scien-
 fi c Research, No 39P], Ye. T. Gaidar and V.I. Tsymbal, Eds. // IEPP, 

Moscow: Moscow. 2002. 

dered for introduc  on. They are as follows: 2.5 years 
to get an offi  cer rank; 2 years – to get a sergeant rank; 
and 1.5 years – to become a trained private (or sailor). 
The course of training will be completed by a call-up 
for three-month-long military training. The students 
trained under this system will become exempt from 
ac  ve duty, including the universally hated military 
service under conscrip  on. The rest of the students, 
as well as all the other male persons within the mili-
tary conscrip  on age limits, will be subject to 1 year of 
compulsory military service. 

Whether or not the new military training system will 
be able to cope with the number of volunteers remains 
unclear. It is said that the number of military chairs at 
68 pres  gious higher educa  onal establishments will 
remain unchanged. Perhaps these military chairs will 
become the tes  ng grounds of the new system. Propos-
als and sugges  ons coming from the governing bod-
ies of these higher educa  onal establishments will be 
analyzed and taken into account. They will certainly be 
made, for example, by the Rector of Moscow State In-
s  tute of Interna  onal Rela  ons who already has ‘a sur-
plus of applicants for training at the military chair over 
the number of training places available’. Something will 
defi nitely be said by the Rector of Bauman Moscow 
State Technical University (BMSTU), who speaks on be-
half ‘of all BMSTU students that are fi t for military ser-
vice but do not want receive a military rank at the mili-
tary chair for the purpose of serving as an army offi  cer 
therea  er’. And the Rector of Moscow State University 
has expressed a similar concern for humani  es stu-
dents, and par  cularly for ‘specialists with knowledge 
of rare languages’. It is not clear how these ideas can 
be reconciled with the plans to fi nd for such students 
some unspecifi ed military occupa  onal special  es 
closely related to their academic disciplines. However, 
it seems that the ini  ators of the new system have a 
primary concern that is diff erent from that of the wor-
ried rectors. According to the Chief of the MOMD, the 
new system will enable ‘students of higher educa  onal 
establishments to con  nue their educa  on without 
interrup  on, to receive adequate military training and 
the basic prac  cal skills in their chosen military occupa-
 onal specialty, to fulfi ll their cons  tu  onal duty to de-

fend the Fatherland while obtaining a higher educa  on, 
and to increase their chances of ge   ng a job, including 
in the civil or municipal service, a  er comple  ng their 
higher educa  on’. 

The la  er part of this quota  on reveals the social 
iden  ty of the new system’s lobbyists. They are infl u-
en  al offi  cials who do not want their children to go 
ac  ve duty, although Russia has a law that makes com-
ple  on of military service a necessary precondi  on of 
civil service or government employment. 
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Apparently, in the fi rst phase of the reform, the 
number of training units subordinated to the RF Mi-
nistry of Defense will not grow. Such units have a dif-
ferent purpose – to train personnel for Russia’s stan-
ding army. They cannot focus exclusively on making 
mili tary specialists out of students during short mili-
tary training s  nts. 

The MOMD’s report presents the ini  al con  ngent 
of trainees broken down by category: 10 thousand 
future reserve offi  cers; 15 thousand sergeants; and 
28 thousand privates. The total number of students 
undergoing military training is 53 thousand – much 
less than the total number of higher educa  on stu-
dents. During the launch of the new system, the rest 
of the students as well as the other members of the 
conscript pool will serve under the current system. 
Maybe, they will be dra  ed into the RF Armed Forces 
along with those who have not received a higher edu-
ca  on and, like them, are mostly reluctant to serve in 
the military and take part in the peace-  me tasks of 
the RF Armed Forces. Another category of RF ci  zens 
to be justly worried by the new system are people in 
professional occupa  ons that do not require a higher 
educa  on, but only a specialized secondary educa  on.  

It is reasonable to ask: what would be the a   tudes 
of ordinary people towards the new ini  a  ve put forth 
by the authori  es? 

The proposed system has both minuses and plusses. 
It goes without saying that higher educa  on graduates 
dra  ed into the RF Armed Forces (at a rate of up to 
60,000 per annum) have greatly ‘gentrifi ed’ the mo-
res and improved the skills of Russia’s NCOs and other 
ranks. Former students were able to master the most 
complicated equipment and machinery mush faster 
than their comrades who had not received higher edu-
ca  on. Such people will disappear from the line units 
of the RF Armed Forces, as if gone with the wind. Their 
absence from the ranks is a big minus. 

But the plusses defi nitely outweigh this disadvan-
tage. The main advantage of the new system is that it 
will accelerate the absorp  on of graduates into em-
ployment, thus facilita  ng Russia’s economic deve-
lopment. From the point of view of offi  cials, the main 
advantage of the forthcoming reform will, most likely, 
be aboli  on of the dra   for their sons, who will thus be 
able to uninterruptedly con  nue their careers begun 
as part-  me student jobs. 

The advantage of the new system for the country as 
a whole is that its adop  on means a step in the right 
direc  on – toward a complete switchover of all Rus-
sian armed forces to volunteer military service on a 
contractual basis. 

Many parameters of the new system are similar to 
those proposed in 2001. Thus, the line units of the RF 
Armed Forces will be manned exclusively on a contrac-
tual basis, which means that students, like anybody 
else, will not be dra  ed therein. Courses in military 
science will be taken by students at their higher edu-
ca  onal establishments, while their prac  cal training 
will take place at the military training camps of the RF 
Armed Forces. The military training camps off er two 
op  ons: a three-month s  nt and three one-month 
s  nts. All these aspects of the new system faithfully 
copy the proposals put forth by the IET in 2001.

Thus, the sound ideas of switching the RF Armed 
forces to voluntary military service on a contractual 
basis will be materialized, however gradually. It should 
be men  oned that Russia remains the only member of 
Group of Eight (G8) that s  ll preserves conscrip  on. Do 
we really want to be an excep  on to the general rule 
adopted by the rest of the civilized world? More over, 
the delay in a switchover to volunteer military service 
has already cost Russians dearly. This holds especially 
true for people from families that cannot aff ord to re-
deem their children from conscrip  on by giving bribes 
to offi  cials.
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FACTORS OF CHANGE IN THE VALUE ADDED
OF THE INDEUSTRIAL SECTOR IN 20131

E.Astafi eva

The results of decomposi  on of growth in the output index point to the fact that in 2013 growth in the gross value 
added (GVA) of industry was achieved by means of accumula  on of extensive factors. According to the prelimi-
nary es  mates, the growth rates of the aggregate factor produc  vity (AFP) of industry turned out to be nega  ve. 
In 2013, in the pa  ern of costs of the main factors of the industrial sector capital inputs had a dominant role to 
play; changes in labor costs in manufacturing are characterized by growth in labor volumes (the number of the 
employed) and reduc  on of the rate of u  liza  on thereof (hours worked).

1An approach to analysis of the factors behind dif-
feren  a  on of diff erent types of economic ac  vi  es 
is based on decomposi  on of economic growth rates. 
The basis of the above approach consists in evalua-
 on of the diff eren  al form of the produc  on func-
 on under which the output growth rates are the total 

of the three components. The fi rst two components 
determine the eff ect of the dynamics of costs of the 
main factors: labor and capital (extensive components 
of growth). The evalua  on methods used suggest the 
fact that the costs of factors are equal to the product 
of factor volumes (the number of the employed and 
volumes of capital assets) by the rate of u  liza  on 
thereof (hours worked by one employed person and 
loading of industrial capaci  es). The third component 
which is determined as the aggregate factor produc-
 vity is the remainder – that cannot be explained by 

the main factors – which is regarded as characteris  cs 
of intense components of growth. Such an assessment 
of the aggregate factor produc  vity refl ects not only 
changes in “technological” components, but also exo-
genous shocks, eff ects of higher effi  ciency of produc-
 on setup, quality of management, as well as changes 

in demand and pricing situa  on.
According to the data of Rosstat, in 2013 the gross 

value added rose by 0.8% and 0.9% in manufacturing 
and produc  on of primary products, respec  vely, as 
compared to the previous year, while in produc  on 
and distribu  on of power, gas and water it fell by 1.6%.  
It is to be noted that all the sectors are characterized 

1  In that sec  on, the results of decomposi  on of growth in the 
output index (the value added of manufacturing) in 2013 – which 
were received in accordance of the methods outlined in the IEP pa-
per: The Factors of Economic Growth (Scien  fi c Work Series No. 70. 
The IEP, Moscow, 2003) – were presented. Decomposi  on is based 
on a breakdown of economic growth into extensive and intensive 
components which permit to evaluate the quality of growth and 
forecast further trends in economic development. The presented re-
sults characterize transforma  on of the pa  ern of economic growth 
and permit to iden  fy the most important factors which determine 
changes in the dynamics of growth rates of the output index. 

by slowdown of growth rates of GVA as compared to 
the previous year. In manufacturing, produc  on of 
primary products and produc  on and distribu  on of 
power, gas and water growth rates of value added hap-
pened to be 1.9 p.p., 0.7 p.p. and 1.7 p.p. lower than 
the 2012 level, respec  vely.

In 2013, maximum growth rates of value added in 
industry were demonstrated by primary sector enter-
prises. In accordance with the results of decomposi-
 on (Tab le 1), in 2013 growth rates of costs of the main 

factors were ahead of the value added growth rates of 
primary sector enterprises. The most important factor 
behind the value added growth rates of primary sector 
enterprises was capital costs: a contribu  on to growth 
rates of the GVA determined by an increase in capital 
assets exceeded almost ten  mes over the contribu  on 
jus  fi ed by labor costs. Growth in labor costs of that 
type of economic ac  vi  es was determined completely 
by an increase in the number of the employed, while the 
number of hours worked by a single worker decreased.

On the basis of the results of 2013, primary sector 
enterprises are characterized by a reduc  on of the 
AFP. Growth in GVA of that type of business ac  vi  es 
was determined completely by growth in costs of the 
main factors, while the contribu  on of the aggregate 
factor produc  vity to output growth rates happed 
to be nega  ve. As was stated above, the es  mate of 
the AFP represents a remainder which cannot be ex-
plained by the main factors. In par  cular, u  liza  on of 
value indices of the output and the capital may result 
in a shi   in the es  mate of AFP due to irregulari  es 
in the dynamics of prices of output and capital assets. 
As compared to the rest of industry, the AFP dyna mics 
of the primary sector depends to a great extent on 
the price situa  on on global markets of primary pro-
ducts. Econometric evalua  on2 of correla  on between 

2  Singling out of a situa  on component in the AFP composi  on 
is carried out by means of evalua  on of the eff ect of regression of 
the growth rates of AFP on those of global oil prices on the basis of 
the annual data in the 1993–2013 period.
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the growth rates of AFP and those of global oil prices 
permit to single out the following two components in 
AFP: the situa  on component (which is determined by 
changes in pricing situa  on on global markets of pri-
mary products) and the “ul  mate remainder”. It is to 
be noted that singling out of a component which is de-
termined by changes in oil prices from the AFP index of 
the primary sector does not result in quality changes 
in conclusions as regards the dynamics of aggregate 
produc  vity: “the ul  mate remainder” demonstrates 
nega  ve growth rates, too. 

Unlike the previous periods, in 2013 manufacturing 
industries yielded as regards the GVA growth rates to 
primary sector industries. In the past few years, enter-
prises of that type of economic ac  vi  es managed to 
restore the value added volumes which were achieved 
before recession which began in 2008. In real terms, 
in 2013 the GVA volume of the manufacturing sector 
amounted to 100% of the 2007 level. 

The pa  ern of value added growth rates of the 
manufacturing sector diff ers li  le from the pa  ern 
demonstrated by the primary sector. As compared to 
the previous periods, that type of economic ac  vi  es 
demonstrates a decrease in growth rates of capital 
assets. However, in the pa  ern of costs of the main 
factors the costs of capital are s  ll a dominant com-

ponent.  Labor costs are characterized by a nega  ve 
contribu  on to the GVA growth rates of that type of 
economic ac  vity. Reduc  on of labor costs in manu-
facturing is carried out only by means of reduc  on of 
the number of hours worked in a situa  on where labor 
volumes are posi  ve. It is to be noted that manufac-
turing industries are the only industrial sector where 
in 2013 the number of hours worked by a single work-
er exceeded the level of 2008, but at the same  me it 
is the only industrial sector where the number of the 
employed failed to amount to the pre-crisis level.  

According to the preliminary data, in 2013 the AFP 
growth rates of manufacturing are in the area in nega-
 ve values, though that es  mate is most probably a 

biased one as it does not take into account changes in 
the extent of loading of industrial capaci  es. 

In industry, the nega  ve value added growth rates 
were demonstrated by enterprises specializing in pro-
duc  on and distribu  on of power, gas and water. On 
the basis of the results of decomposi  on, reduc  on of 
GVA volumes of the above type of economic ac  vi  es 
was determined completely by a decrease both in la-
bor costs and AFP in condi  ons of growth in capital 
costs. It is to be noted that in the pa  ern of the rate 
of reduc  on of GVA in produc  on and distribu  on of 
power, gas and water AFP has a dominant role to play: 

Table 1
DECOMPOSITION OF GROWTH RATES OF VALUE ADDED OF THE INDUSTRIAL SECTOR IN 2012 2013 PERIOD* 

Produc  on of 
primary products Manufacturing

Produc  on 
and distribu-
 on of power, 

gas and water

Industrial produc  on**

2012 2013 2012 2013 2012 2013 2012 2013
GVA 1.6 0.9 2.7 0.8 0.2 -1.6 2.0 0.6
I. Costs of factors 7.56 2.88 4.15 2.73 2.35 1.29 8.86 (5.20) 0.93 (1.86) 
I.1.Labor*** 0.31 0.03 -0.17 -0.08 0.28 -0.21 3.55 (0.06) -1.55 (-0.05) 
The number of 
the employed 0.23 0.09 -0.41 0.32 -0.07 0.26 1.69 (-0.13) 0.21 (0.23) 

Hours worked (per worker) 0.08 -0.05 0.24 -0.40 0.35 -0.47 1.87 (0.19) -1.76 (-0.28) 
I.2. Capital 7.25 2.85 4.33 2.80 2.07 1.50 5.31 (5.14) 2.48 (1.91) 
Volume of capital funds**** 3.85 2.85 3.04 2.80 2.07 1.50 3.09 (3.23) 2.48 (1.91) 
The extent of loa-
ding of capaci  es 3.40 - 1.29 - 0.00 0.00 2.22 (1.91) - (-) 

II. AFP***** -5.93 -1.93 -1.44 -1.90 -2.20 -2.86 -6.86 (-3.20) -0.33 (-1.27) 

* In respect of 2013, preliminary es  mate is given.
** Es  mates as regards industrial produc  on are based on aggrega  on of the ini  al es  mates by the type of economic ac  vi  es (the 

results of decomposi  on shown in brackets were received by aggrega  on of es  mates by the type of economic ac  vi  es).
*** Preliminary es  mate of the growth rates of the number of the employed in the industrial sector is based on the data on the 

number of displaced jobs in 2013 on assump  on of the invariability of the ra  o of the employed by the type of economic ac  vi  es to the 
number of displaced jobs. 

**** The preliminary es  mate of the physical volume of capital assets in 2013 is based on the assump  on of the invariability of the 
re  rement rate of capital assets and the share of investments made in moderniza  on of capital assets.

***** The es  mate of the AFP in 2013 in the primary sector, manufacturing and in industry in general is biased due to a lack of data 
required for evalua  on of changes in the extent of loading of capaci  es of enterprises of the above types of economic ac  vi  es.
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its contribu  on in the rate of reduc  on of GVA exceeds 
more than ten  mes over the contribu  on of labor 
costs. Reduc  on of labor costs of enterprises spe-
cializing in produc  on and distribu  on of power, gas 
and water is realized by means of reduc  on of hours 
worked by a single worker, while the growth rates of 
the number of the employed in that type of economic 
ac  vi  es remain posi  ve.  

The results of evalua  ons received for the aggre-
gate data by the type of economic ac  vi  es point to 
the fact that in 2013 the value added growth rates in 
general amounted to 0.6% which is 1.4 p.p. lower than 
the 2012 level. 

In accordance with the preliminary outputs of de-
composi  on (in the absence of the data on the extent 
of loading of capaci  es), in 2013 the growth rates of the 
GVA of industry were determined completely by growth 
in capital costs. So, capital costs remain the dominant 
factor behind growth in value added of industrial pro-
duc  on despite the slowdown of growth rates of capital 
funds. In 2013, unlike previous periods the industrial 
sector demonstrated a decrease in the growth rates of 
the number of the employed which situa  on was ac-
companied by nega  ve growth rates of hours worked. 
In 2013, the AFP growth rates of industrial produc  on 
were nega  ve, too. Singling out from AFP of the com-

ponent which characterizes redistribu  on of the value 
added and labor and capital costs by the type of eco-
nomic ac  vi  es results in an insignifi cant change in the 
contribu  on of produc  vity to the AFP growth rates of 
industrial produc  on. It is to be noted that narrowing of 
diff erences in AFP es  mates received on the basis of the 
aggregate data and by the sector points to slowdown 
of the process of redistribu  on of resources between 
the types of economic ac  vi  es in industry in 2013 as 
compared to the previous period.  
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Fig. 1. Growth pa  ern of the gross value added 
of industrial produc  on in the 2012–2013 period
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A REVIEW OF TAXATION REGULATORY DOCUMENTS
ISSUED IN THE PERIOD OF JANUARY FEBRUARY 2014
L.Anisimova

 1231. The Interna  onal Financial Repor  ng Stan dards 
(IFRS) are universally accepted standards for accoun  ng 
and repor  ng despite that under the applicable law and 
regula  ons in the Russian Federa  on they are only ap-

1  See the Federal Law of 27.06.2010, No. 208-FZ “On Consoli-
dated Financial Statements”. Consolidated fi nancial statements 
are to be prepared in addi  on to accoun  ng statements in banks, 
insurance companies, and organiza  ons whose securi  es are listed 
in regulated markets. The statements will be subject to submis-
sion to par  cipants including shareholders of an organiza  on and 
the Central Bank of Russia beginning with the statements for the 
year following a year of its adop  on, but not earlier than the state-
ments for 2015. Согласно the Russian Government’s Regula  on of 
25.02.2011 the decision to introduce the interna  onal standards 
document on the territory of the Russian Federa  on was made 
with regard to the document as a whole. The Informa  on Le  er 
of the Ministry of Finance of Russia explains that the offi  cial web-
site contains a Consolidated Version of the IFRS which includes the 
complete text of the IFRS which is duly accepted for the execu-
 on on the territory of the Russian Federa  on and contains all the 

amendments made to the standards in 2013. 
2  The informa  on is included into the expert analy  cal reports made 
by IC ConsultantPlus. See ConsultantPlus: Legal News. Special Issue. 
“Amendments to the provisions set forth in the Civil Code of the Rus-
sian Federa  on on transac  ons, establishment, mee  ngs’ resolu  ons, 
 me limit for claims, etc. (the Federal Law of 07.05.2013, No. 100-FZ)”: 

“2… LLC’s par  cipants may come to be en  tled to appropriate the en-
 re profi t of the company, not just its net profi t ….There is a plan to 

en  tle par  cipants of the limited liability companies to share the LLC’s 
en  re profi t, not only its net profi t as provided for by the applicable 
legisla  on. Respec  ve amendments are to be made to the provisions 
set forth in Clause 1, Subparagraph 7, Paragraph 2, Ar  cle 33 of the 
Federal Law of 08.02.1998, No. 14-FZ “On Limited Liability Companies” 
(hereina  er referred to as “the LLC Law”), regula  ng the appropria  on 
of profi t among the par  cipants of a company. The ini  a  ves contain a 
dra   prepared by the Ministry of Finance of Russia in conjunc  on with 
the Ministry of Economic Development of Russia”. 
3  Т. Едовина, О новом стандарте обмена информацией о на-
логоплательщиках kommersant.ru/doc/2407402 от 14.02.2014 г. 
[T. Edovina. On a new Common Repor  ng Standard (CRS), kommer-
sant.ru/doc/2407402 of 14.02.2014],. The new Common Repor  ng 
Standard (CRS) will be approved by G20 in Sydney as soon as next 
week – it is expected to be introduced un  l the end of 2015. 

plied to banks, insurance companies, and organiza  ons 
whose securi  es are listed in regulated markets. There-
fore, due to the Russia’s accession to the World Trade Or-
ganiza  on (WTO), these standards will gradually replace 
the Russian Accoun  ng Standards (RAS). The Ministry 
of Finance of Russia and the Federal Tax Service of the 
Russian Federa  on (FTS of Russia) have a lot of work to 
do to integrate the IFRS methods into the Russian rules 
for tax base assessment. Of course, this objec  ve is not 
cri  cal for the  me being, because Russia’s fi scal legisla-
 on just correlates with rather than relies on the RAS. It 

was designed this way so that fi scal law and regula  ons 
have no eff ect on the amount of taxpayers’ tax liabili  es. 
Anyway, there is close rela  onship between accoun  ng 
and taxa  on. In making decisions on further produc  on 
and investment ac  vi  es, par  cipants (shareholders) 
are also governed by the degree of tax burden on their 
business. Therefore, contradic  ons and inconsistencies 
in terminology and defi ni  ons should be detected and 
transcribed (for example, realiza  on, revenues and ex-
penditures etc.). 

There are more serious challenges that will be dif-
fi cult to deal with. For instance, the defi ni  on of con-
solidated group (consolidated fi nancial statements 
under the IFRS) and principles of consolida  on which 
under IFRS 10 don’t allow consolida  on of the parent 
company and its subsidiaries engaged in co-fi nanced 
investment in the same investee4. This issue has so far 
been addressed exactly the opposite in the Russian 

4  See IFRS 10, п. В101: “В 101. When an en  ty become s an in-
vestment en  ty, it ceases to consolidate its subsidiaries at the date 
of the change of status except for any subsidiary that it is required 
to con  nue to consolidate in accordance with clause 32.” (i.e. save 
for subsidiaries that provide services that relate only to the invest-
ment en  ty’s own investment ac  vi  es). 

New trends in Russia’s fi scal legisla  on emerged and developed in the period under review, January thru Febru-
ary 2014. First of all, having adopted the Interna  onal Financial Repor  ng Standards (IFRS),1 Russia is facing the 
challenge of approxima  ng the exis  ng schemes for the determina  on of tax bases provided for by the Tax Code of 
the Russian Federa  on to the rules for the calcula  on of revenues and expenditures provided for by the IFRS. There 
is a second factor which may have an eff ect on reforming the fi scal framework, i.e. the amendments to the Civil 
Code of the Russian Federa  on which were ini  ated by previous Russia’s President D. A. Medvedev. The eff ect of the 
amendments to the Civil Code of the Russian Federa  on on fi scal rela  ons (under a dra   law “On Making Amend-
ments to the Federal Law On Limited Liability Companies as Related to the Procedure for Distribu  on of Profi t s” 
which is being under discussion un  l 21.02.2014)2 needs extra studying. The new Common Repor  ng Standard (CRS) 
commissioned by G20 and prepared by the OECD is going to be an important measure to prevent tax evasion, i.e. 
instead of providing data by request of tax authori  es, it will be provided automa  cally when certain criteria are 
met (for example, when the balance of an account has reached $250,000, etc.)3.
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Federa  on: no limits are imposed on consolida  on for 
the purpose of taxa  on of revenues and expenditures 
of the parent company and its subsidiaries, above all, 
when it comes to hydrocarbon produc  on. 

Here are some facts to support. First, the Russia n 
legisla  on contains what is called “Investment part-
nership” which is regulated by the Federal Law of 
28.11.2011, No. 335-FZ “On the Investment Part-
nership”1 and imposes no limits whatsoever on joint 
investment ac  vity of the parent company and its 
subsidiaries within an investment partnership. Se-
cond, the applicable Tax Code of the Russian Federa-
 on opts dividends out of the scope of consolida  on2, 

whereas other terms of consolida  on encourage con-
solida  on of the parent company and its subsidiaries 
for the purpose of allevia  ng the tax burden. Con-
solida  on requires a huge stakeholding in the capital 
(at least 90%)3. Other consolida  on criteria are more 
abstract: total share of VAT on internal turnover is at 
least Rb 10bn, revenues at least Rb 100bn, total assets 
at least Rb 300bn4. Given the fact that under Clause 4, 
Ar  cle 105.14 of the Tax Code of the Russian Federa-
 on transac  ons between members of the same con-

solidated group of taxpayers may not be deemed to be 
consolidated, “save for transac  ons with a produced 
mineral resource subject to the mineral extrac  on tax 
whose produc  on is taxable at a tax rate established 
in percentage terms”5, transac  ons on hydrocarbon 
produc  on between related par  es a priori don’t in-
clude any controlled transac  ons. Therefore, the cur-
rently exis  ng profi t tax scheme grants exclusive privi-
leges for allevia  ng the tax burden on profi ts through 
consolida  on of revenues and expenditures of related 
par  es producing hydrocarbons, thereby op  ng them 
out of the framework of transac  ons which are super-
vised by tax authori  es in the context of se   ng mar-
ket prices. And this scheme, in our opinion, isn’t quite 
in line with the consolida  on principle provided for by 
the IFRS. It is understood that profi t tax allowances for 
consolidated taxpayers producing hydrocarbons can to 

1  Investment partnership is referred to a simple partnership 
agreement. 
2  According to Paragraph 1, Ar  cle 278.1 of the Tax Code of the 
Russian Federa  on, the consolidated tax base contains no reve-
nues of the par  cipants in the consolidated group of taxpayers, 
which are subject to withholding tax at source (dividends) and the 
tax base which is subject to tax rates other than those established 
by Clause 1, Ar  cle 284 of the Tax Code of the Russian Federa  on 
(this clause establishes a total tax rate of 20%). 
3  Ar  cle 25.2 of the Tax Code of the Russian Federa  on. 
4  Ibid, Clause 5. 
5  According to Subparagraphs 9–15, Paragraph 2, Ar  cle 342 
thereof, rates for hydrocarbons are actually determined in rubles 
as per produc  on unit in physical measures, i.e. no hydrocarbon 
produc  on whatsoever is to be included into the transac  ons cov-
ered by tax authori  es. 

a certain extent be explained by the presence of mine-
ral extrac  on tax which determines costs per unit of a 
produced mineral resource and cons  tutes a sort of 
rent payments. However, rent payments should allow 
the manufacturer to generate average market rate of 
return in a market-driven economy. We believe, there-
fore, that op  ng transac  ons between related par  es 
producing hydrocarbons (even where the mineral ex-
trac  on tax is applied) out of the supervision of tax au-
thori  es, providing the opportunity for unlimited con-
solida  on of revenues and expenditures of the parent 
company and its subsidiaries creates an economically 
unreasonable profi t tax privilege for extrac  ng mo-
nopolies and no barriers to the emergence of channels 
for tax evasion such as recognizing subsidiaries’ losses 
incurred from foreign trade transac  ons. 

Regre  ably, the adopted Russian version of the IFRS 
lacks a clear defi ni  on of co-fi nanced investment in an 
investee, thereby giving rise to ques  ons. For instance, 
investment in the natural resource development un-
der the terms of a product-sharing agreement entered 
into between the parent company and its subsidia ries 
is co-fi nanced investment in an investee or a com-
mon produc  on? What about obtaining a produc  on 
license for a mineral deposit by the parent company 
and subsequent development of the deposit by its 
subsidiary? As a reminder, the answer to these ques-
 ons will determine the opportunity for consolida  on 

of revenues and expenditures of the parent company 
and its subsidiaries for the purpose of determining a 
profi t tax base if the IFRS’s principles of consolida  on 
are embedded into the Tax Code of the Russian Fede-
ra  on.

The issue of determining a tax base in case of ap-
plying for tax purposes the rules provided for by IFRS 9 
which regulates the assessment of revenues and ex-
penditures on transac  ons with deriva  ves will need 
further analysis. There is a problem here, i.e. the IFRS 
apply the same rules for the assessment of private in-
come to common investors and organiza  ons as pro-
fessional par  cipants. The IFRS rely on market values 
rather than the assessment of revenues on a cash ba-
sis. It is specifi c methods of classifying revenues and 
expenditures as part of transac  ons and the rules for 
market-value appraisal of assets and liabili  es that is 
the essence of accoun  ng schemes of revenues and 
expenditures under the IFRS. As a reminder, the Tax 
Code of the Russian Federa  on recognizes a priori the 
actual transac  on value (save for related par  es) as 
the market value between independent counterpar-
 es. Unless Russian manufacturers and administrators 

of budget revenues master the way of making fi nancial 
statements provided for by the IFRS, there is no point 
to give up the applicable the Tax Code of the Russian 
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Federa  on, because it is fairly autonomous and defi nes 
the market value upon comple  on of a transac  on. 
In our opinion, however, the tax allowances granted 
under the Tax Code of the Russian Federa  on to large 
producers of hydrocarbons which explicitly allow ex-
trac  ng monopolies and their subsidiaries to keep 
their revenues at their own disposal and reduce the 
tax base of the federal budget and regional budgets 
should be revised. In our opinion, making adjustments 
to tax bases following the IFRS’s principles embedded 
in the Tax Code of the Russian Federa  on will help in-
crease budget revenues through the applica  on of the 
interna  onally accepted rules for the determina  on of 
market value and consolida  on principles. 

2. There is another group of changes to the income 
tax rules which can be made due to the adjustment 
to the basic rela  ons in the Civil Code of the Russian 
Fede ra  on. Let’s consider this in the context of a dra   
federal law “On Making Amendments to the Federal 
Law “On Limited Liability Companies” with Regard to 
the Procedure for Distribu  on of Profi ts”. In our opin-
ion, the dra   law is the authors’ a  empt to develop, 
using JSCs as an example, new universal schemes of 
taxa  on of revenues amid changes to the legal frame-
work regula  ng ownership rela  ons within the frame-
works of the Civil Code of the Russian Federa  on. 

The amendments made by the Federal Law of 
07.05.2013 No. 100-FZ1 to the Civil Code of the Rus-
sian Federa  on off er quite a u  litarian approach to-
wards ownership protec  on: a transac  on which is 
se  led in contraven  on of the Law isn’t deemed to 
be illegal and automa  cally void but subject to legal 
proceedings, i.e. is deemed to be disputed. Such a 
radical change to approaches toward ownership rela-
 ons has some reasons – the court only will inves  gate 

into disputed transac  ons, thereby allowing business’s 
risks associated with declaring all related transac  ons 
illegal and void to be mi  gated. Invalida  ng an illegal 
transac  on or driving the same to a situa  on under 
which it is other wise brought in accordance with the 
Law becomes an op  on the par  es may chose during 
an adversary legal procedure. 

In that context, having detected a viola  on of the 
law in the transac  on, the tax service isn’t en  tled to 
dispute the same (only the par  es to transac  ons are 
allowed to do that). At the same  me, however, ac-
cep  ng the results of such a transac  on, tax authori-
 es assume the risk of incorrect calcula  on of budget 

revenues at lower levels (to where 80% of profi t tax 
revenues are appropriated). Therefore, in our opinion, 

1  The Federal Law of 07.05.2013, No. 100-FZ “On Making 
Amendments to Subparagraphs 4 and 5, Paragraph I, Clause 1, and 
Ar  cle 1153 of Part 3 of the Civil Code of the Russian Federa  on”. 

the Ministry of Finance of Russia has found it unrea-
sonable to give up calcula  ng net profi t of OJSCs (using 
editorial and technical peculiari  es of the legisla  on 
on OJSCs) and allocate prior to profi t tax the en  re 
sum as diff erence between revenues and expenditures 
(gross profi t). In fact, it implies giving up on the classic 
profi t tax, the transi  on to a general scheme of taxa-
 on of total income, which can hardly be benefi cial for 

the Russian Federa  on at the present stage of its eco-
nomic development. 

Let’s illustrate the situa  on. Suppose the en  re 
profi t of a legal en  ty is shared among its par  cipants 
(founders) and the revenue, having passed through a 
chain of sharing, is ul  mately taxed on end benefi ciary 
par  es as physical bodies. Indeed, this seriously sim-
plifi es the system of taxa  on much simpler in technical 
terms and allows legal uncertain  es to be avoided in 
calcula  ng taxable profi t of the legal en  ty. However, 
the newly created value (the very same GDP) is con-
sisted of two main components, namely the invest-
ment income – return on investment (the diff erence 
between the revenue and aggregate costs) and the 
staff  compensa  on – revenue posted to manufactur-
ing costs. At present, the Russian Federa  on has both 
types of income which are subject to taxa  on as bud-
get tax revenues, while withholding tax on payments of 
dividends is subject to the terms of interna  onal dou-
ble taxa  on conven  ons, i.e. nonresidents are with-
held taxes to the budget at the source of dividends. 

Russia is a federal state. Giving up on calcula  on of 
taxable income generated on the territory of a region 
will deprive regional budgets2 of legal resources as tax 
on the profi t generated at the source of investment in-
come. Should such a scheme have been implemented, 
regions would have costly personal income tax (per-
sonal income tax) withheld from salaries and wages of 
those employed on a given territory, property tax, and 
some other taxes which are insignifi cant for regional 
budgets. Personal income tax, property tax, and other 
taxes have nothing to do with the results of entrepre-
neurial ac  vity. A tax on a “new type of dividends” will 
be withheld at the domicile of nonresident recipients 
of dividends (foreign organiza  ons and physical bo-
dies), i.e. outside the territory of the Russian Federa-
 on. Since capital fl eeing the Russian Federa  on, the 

proposed scheme may be regarded as an a  empt to 
transform the Russian market fi scal framework to a 
some kind of colonial taxa  on scheme under which 
the en  re investment income is withdrawn from the 
territory of a colony, save for earned income tax (how-
ever, costs are normally subject to minimiza  on). In 

2  And, maybe, to Russia’s budget revenues generated from in-
vestment of capital if such capital is owned by a non-resident. 
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our opinion, the Ministry of Finance of Russia should 
analyze its proposals more thoroughly. 

In our opinion, since the colonial taxa  on scheme 
doesn’t fi t Russia, profi ts from entrepreneurial ac  v-
ity must be subject to taxes withheld at the source of 
such profi ts, i.e. in the Russian Federa  on, and once 
the profi t tax is paid, net profi t may be paid as divi-
dends as it is currently the case. 

 
3. There is another issue which Russia’s monetary 

authori  es have been trying to address – counter-
measures against off shore zones which are used for 
tax free (or minimal tax burden) appropria  on of 
profi ts generated on the territory of a state within an-
other state which off ers a preferen  al tax treatment. 
Retained revenues of organiza  ons – Russian taxpay-
ers (in so far as it relates to refunded deprecia  on) – 
which are subsequently provided with the same sums 
as interest-bearing loans; other specula  ons for the 
purpose to withdraw incomes1; transfers to foreign 

1  For example, opera  ons with bills: counterpar  es have ex-
change bills, the Russian resident has honored the bill, whereas 
the foreigner has failed to do that, and the Russian resident has 
charged the loss to reserves created from pre-taxed profi ts. There-
fore, the la  er has transferred сold “cash” out the country and 
reduced the tax base in Russia. Bills can be replaced with mutual 
loans in the scheme. The use of such tax avoidance schemes is pos-
sible in no small part to the posi  on of highest judicial bo dies. For 
example, the Supreme Commercial Court of the Russian Federa  on 
(SCC Russia), considers legal automa  c off set of reciprocal claims 
for the purpose of tax base assessment required by tax authori  es. 
See The Ruling of the Presidium of the Supreme Commercial Court 
of the Russian Federa  on of March 19, 2013, No. 13598/12 which 
was communicated by Le  er of the Ministry of Finance of Russia 
and the FTS of Russia of 24.12.2013 No. СА-4-7/23263 on the Re-
view of Tax Hearings at the Highest Judicial Bodies in 2013. In fact, 
the posi  on of the SCC of Russia brings to naught the objec  ve of 
preven  ng tax-avoiding transfers to off shore zones. Despite that 
the Civil Code of Russia provides for no obliga  on to off set mu-
tual claims of counterpar  es by court, the SCC Russia encharged 
tax authori  es to accrue taxes irrespec  ve of whether or not the 
counterpar  es have mutual liabili  es, even though ne   ng of such 
liabili  es would result in a fair level of tax burden. This creates 
protec  on for abusive taxpayers. In our opinion, amendments to 
redress the injus  ce resul  ng in the infringement of interests of 
good faith taxpayers should be made to the Tax Code of the Rus-
sian Federa  on.   
The prac  ce shows that introducing special provisions into the text 
of the Tax Code of the Russian Federa  on is basically the only ef-
fi cient method of counterac  ng tax avoidance. For instance, in its 
Le  er of 23.12.2013, No. 03-08-05/56706 the Ministry of Finance 
of Russia explains that Ar  cle 269 of the Tax Code of the Russian 
Federa  on prohibits Russian organiza  ons as borrower to charge 
interest paid under a credit agreement to the expenses. Interest 
is accepted for deduc  on with regard to controlled indebtedness. 
Controlled is deemed to be indebtedness to a foreign company 
holding more than a 20% stake in the borrower or to such com-
pany’s affi  liate, except that the Russian borrower’s indebtedness is 
three  mes its equity. An interest the borrower has paid over the 
es  mated amount is not accepted as expense and re-qualifi ed as 
dividends. 

trusts from physical bodies and legal en   es (trusts 
are based on temporal transfer of ownership to third 
par  es, except that trust management rela  ons are 
not regulated by the civil legisla  on in the Russian 
Federa  on) with subsequent  provision of the same 
funds as interest-bearing loans or for the purpose of 
specula  ons in the stock exchange are only a few of 
absolutely legal channels designed to avoid taxa  on. 
Such channels o  en lead to a formal posi  on of judi-
cial bodies trea  ng fi scal rela  ons as deriva  ve of civil 
law rela  ons. In its Ruling of 16.07.2013 No. 3372/13 
on the case No. А33-7762/2011 the Presidium of the 
Superior Commercial Court of Russia gave straigh  or-
ward explana  ons that only judicial procedure of col-
lec  ng addi  onally charged taxes is mandatory when 
tax authori  es re-qualify the transac  on. 

As a result, it is not always that tax authori  es can 
prevent capital leaking under transac  ons whose ad-
verse fi scal eff ects are evident, and given that such 
transac  ons are deemed to be legally legi  mate, they 
aren’t subject to control by the Federal Financial Moni-
toring Service of Russia. Detected facts of deformed 
tax burden should, in our opinion, be considered a rea-
son for making instant amendments to the Tax Code of 
the Russian Federa  on. The prac  ce shows that it is 
only explicitly defi ned wording in the Tax Code of the 
Russian Federa  on that has so far proved eff ec  ve for 
restraining channels designed to avoid taxa  on.   

Considering the objec  ve set by the President of 
Russia – counteract capital transfer to off shore zones, 
– fi nancial government agencies has brought up the 
ques  on of introducing the concept of resident with 
respect to Russian organiza  ons2. This implies that 
Russia is claiming that any Russian resident’s revenues 
generated through permanent establishments, trusts, 
and other forms of stakeholding in foreign residents 
should be subject to taxa  on. In other words, this is 
an a  empt to impose taxes on off shore revenues on 
the capital of Russian organiza  ons and physical bod-

In paying interest (including interest re-qualifi ed as dividend) to a 
foreign organiza  on, the Russian borrower is ac  ng as fi scal agent 
and must accrue, withhold, and remit the profi t tax to the budget 
(Subparagraphs 1 and 3, Paragraph 1, Ar  cle 308, Paragraph 2, 
Ar  cle 310 of the Tax Code of the Russian Federa  on). In paying 
interest income, including that re-qualifi ed as dividend, to Russian 
organiza  ons, the Tax Code of the Russian Federa  on specifi es no 
obliga  on for the fi scal agent, therefore the Ministry of Finance of 
Russia explained that in internal rela  ons these revenues must not 
be subject to profi t tax at source. As one may see, formal grounds 
lead to absolutely diff erent tax consequences under similar trans-
ac  ons, thereby trespassing against the principle of neutrality and 
equity of taxa  on. 
2  lenta.ru 30.01.2014 г. «Минфин предложил обложить 
налогом зарубежные «дочки» российских компаний». [Minfi n 
suggests that Russian companies’ foreign “subsidiaries” should be 
subject to taxa  on]. 
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ies. Will it help increase tax revenues? There is li  le 
chance for this: any capital invested in foreign resi-
dents’ shares or credited to accounts with foreign 
banks is automa  cally subject to immunity granted 
to their fi scal residents under the law and regula  ons 
of such states. The experience of US tax authori  es is 
a good illustra  on of the fact that this problem can-
not be resolved single-handedly: let’s recall the story 
about a long-las  ng ba  le between the US tax au-
thori  es and Swiss banks, which came to the point 
that Swiss banks’ managers had to spend their vaca-
 on in Switzerland in fear of being held responsible 

under the US laws for condoning US residents’ money 
transfers to and concealing income in off shore banks. 
The United States imposed a 30% tax withholding US 
residents’ funds transferred to anonymous benefi ciar-
ies. A similar scheme was introduced in the Russian 
Federa  on last year, i.e. a 30% tax must be withheld 
from transferred dividends (interest), if no benefi ciar-
ies have been iden  fi ed. 

Economic authori  es in the developed countries 
realize that such a solu  on is based on free-market re-
la  ons. This is why the new Common Repor  ng Stan-

dard (CRS) was commissioned by G20 and developed 
by the Organiza  on for Economic Coopera  on (OECD). 
The Standard is intended to automa  cally exchange 
informa  on between tax authori  es. This is, in our 
opinion, the best possible approach, fi rst, because it 
is cheaper than other means of collec  on informa  on, 
second, it ensures the transparency and therefore le-
gi  macy of capital residence. 

Russia has been ac  ve in coopera  ng with the in-
terna  onal community in terms of adop  ng the infor-
ma  on exchange standard, because it should nego  -
ate the rules for determining the budget revenues 
base without entering into a confl ict with economic in-
terests of other countries in determining their budget 
revenues base. It helps to remember that the Russian 
Federa  on’s level of development diff ers from that 
of the OECD countries. Since the Russian budget sys-
tem was basically intended to automa  cally prevent 
sweeping loss of budget revenues amid crisis, it should 
be reformed with an abundance of cau  on. At present, 
although the prevailing two-pillar system of determin-
ing profi t tax bases in the Russian Federa  on doesn’t 
make taxa  on an obstacle to capital ou  low (which is 
unacceptable in the context of interna  onal market), it 
is s  ll able to temper the infl ow of specula  ve capital 
to the domes  c market of commodi  es (works, servi-
ces), ensuring separate assessment of taxable incomes 
generated from produc  on and in the fi nancial mar-
ket. Profi ts generated from the produc  on of mineral 
resources, manufacturing of goods (works, services) 
are not reduced by losses from fi nancial opera  ons. 

Of course, businesses would like to aggregate losses 
in the fi nancial market with sales proceedings, e.g. 
hydrocarbons, but it is s  ll an excep  onal risk for the 
Russian budget system. The tax system scheme pre-
vailing in the Russian Federa  on is in agreement with 
the informa  on exchange standard and is only applied 
on its own territory. In our opinion, this scheme should 
be retained. 

Following listed are the explana  ons and informa-
 on le  ers of tax authori  es and other federal agen-

cies, as well as reviews of the tax-related rulings issued 
by highest judicial bodies in the period under review, 
which, in our opinion, are worth emphasizing. 

4. The Le  er of January 22, 2014 No. ЕД-4-2/738@ 
issued by the Ministry of Finance of Russia and the FTS 
of Russia explains the procedure for the applica  on of 
the Russian Government’s Regula  on of 25.08.2012 
No. 851 “On the Procedure for Federal Execu  ve Bo-
dies to Disclose Informa  on on the Prepara  on of Dra   
Laws and Regula  ons and the Results of Their Public 
Discussion” in preparing laws and regula  ons of the 
Federal Tax Service of Russia. In par  cular, it is speci-
fi ed that no  fi ca  ons on the prepara  on of such laws 
and regula  ons are available on h  p://regula  on.gov.
ru. The FTS of Russia considers proposals posted on 
the website. 

5. The Federal An  -Monopoly Service of Russia 
(FAMS of Russia) Explana  ons of 24.01.2014 on the 
execu  on of the provisions of Ar  cle 15 of the Fe deral 
Law of 26.07.2006 No. 135-FZ “On the Protec  on of 
Compe   on” are worth no  ng. The FAMS of Russia 
specifi ed, among the ac  ons in providing public ser-
vices constraining the compe   on, a service provision 
fee which is not provided for by the law and related by-
laws adopted by the cons  tuent territories of the Rus-
sian Federa  on and municipal legal acts. In par   cular, 
the FAMS of Russia explained that under Clause 7, Ar-
 cle 29 of the Federal Law “On Public and Municipal 

Services” from February 1, 2011 ac  ons of organiza-
 ons engaged in providing public or municipal services 

associated with charging the fee for the provision of 
public (municipal) service may be recognized as viola-
 on of Paragraph 9, Clause 1, Ar  cle 15 of the Federal 

Law “On the Protec  on of Compe   on”, if such a fee 
is not provided for by the Federal Law “On Taxes and 
Levies”, adopted federal laws, other related by-laws of 
the Russian Federa  on, legal acts adopted by the con-
s  tuent territories of the Russian Federa  on, munici-
pal legal acts. 

6. The FTS’s Le  er of 21.01.2014 No. GD-4-3/607 
explains that consistent with the amendments made 
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to the Russian-Cypriot Double Taxa  on Agreement, 
the income from immovable property shall also cover 
the income generated through real estate trusts, real 
estate unit funds or similar collec  ve forms of invest-
ment (Clause 5, Ar  cle 6 thereof). 

Therefore, the income of a resident of the Republic 
of Cyprus from sale of investment units of a close-end 
unit fund whose property includes immovable pro perty 
located on the territory of the Russian Federa  on, sub-
ject to the provisions of Clause 1, Ar  cle 13 thereof, 
shall be subject to taxa  on in the Russian Federa  on. 

The FTS of Russia should avoid using the “trust” 
term in its legal acts and le  ers, because the legisla-
 on of the Russian Federa  on has no defi ni  on of 

“trust-based rela  ons” (a legal scheme of property 
trust management is applied in the Russian Federa-
 on). 

7. For the purpose of transferring excise revenues 
to regional budgets, the Ministry of Finance of Rus-
sia in its Le  er No. 02-08-05/1596 and the Trea-
sury of Russia in its Le  er No. 42-7.4-05/5.4-36 of 
20.01.2014 provided updated revenue distribu  on 
rates on oil products, as well as furnace oil: from Ja-
nuary 1, 2014 excises on oil products are to be trans-
ferred 28% to the federal budget, 72% to the budget 
of the cons  tuent territories of the Russian Federa-
 on (except that withholdings from cons  tuent ter-

ritories’ budget revenues to local budgets must be 
at least 10% under the laws of the cons  tuent ter-
ritories). The furnace oil excise is to be paid in full 
(100%) to the budget of the cons  tuent territories of 
the Russian Federa  on. 

8. The Russian Government Execu  ve Order of Feb-
ruary 10, 2014, No. 162-r approved a roadmap for “En-
hancing Tax Administra  on”. 

The list of measures includes important innova-
 ons, such as the FTS of Russia’s publishing of expla-

na  ons of the applicable reference intra- and inter-
documentary rela  ons allowing taxpayers to detect 
and correct errors prior to the submission of tax re-
turns (computa  ons) on diff erent taxes and levies to 
supervisors; not holding taxpayers liable for failure 
to comply with  me limits for the submission of tax 
returns in case of failure to  mely publish changes 
to repor  ng forms (through extending the period of 
submission of accounts for a period of delay of pub-
lishing) or in case of the taxpayer  mely submi   ng 
accounts according to the previously approved form; 
extending the terms of submission of tax accounts 
(fi ve days, and 10 days for e-repor  ng); expanding 
the scope of e-interac  on between taxpayers and tax 
authori  es; studying the possibility to introduce the 

ins  tute of “preliminary fi scal consultancy” on the 
assessment of business situa  ons; developing a dra   
federal law regula  ng fi scal consul  ng and fi scal con-
sultants’ liability, keeping it op  onal for being used 
by taxpayers; approxima  ng fi scal accoun  ng and 
book-keeping; simplifying fi scal accoun  ng, eliminat-
ing provisions interfering with the use of rules similar 
to the accoun  ng rules for the purpose of determin-
ing a corporate profi t tax base; considering the pos-
sibility to apply the declara  ve principle on refunding 
the value added tax (within the limits of previously 
paid value added tax for the preceding year) etc.

9. In its Le  er of 30.01.2014 No. BS-4-11/1561@ 
the FTS of Russia explained that upon a voluntary 
medical insurance agreement between an insurance 
company and employer for the benefi t of an em-
ployee, the employee shall be en  tled to social tax 
deduc  on on the personal income tax on the ground 
of insurance contribu  ons withheld directly from the 
employee’s wage. 

10. The Review of Tax Hearings at the Presidium of 
the Supreme Commercial Court of the Russian Fede-
ra  on (SCC Russia), the Supreme Court of the Russian 
Federa  on (SC Russia), as well as interpreta  on of the 
provisions of the law on taxes and levies provided in 
the rulings of the Cons  tu  onal Court of the Russian 
Federa  on (CC of Russia) in 2013 was presented in the 
Le  er of the Ministry of Finance of Russia and the FTS 
of Russia of December 24, 2013, No. СА-4-7/23263 
for the purpose of communica  ng tax authori  es and 
taxpayer s on rulings issued by highest judicial bodies 
on the key issues of taxa  on and reduc  on the num-
ber of legal proceedings. The review includes abstracts 
of most essen  al rulings on all taxes adopted in 2013, 
as well as fi scal control and taxpayers’ liability for brea-
ching the tax legisla  on. 

Where the posi  on of highest judicial bodies diff ers 
from the posi  on set forth in the laws and regula  ons 
issued by the Ministry of Finance of Russia and the FTS 
of Russia, the posi  on of the la  er is deemed to be 
changed from the date of a ruling issued by the former. 

 
11. The Le  er of the Ministry of Finance of Russia 

and the FTS of Russia of  January 29, 2014, No. GD-4-
3/1410@ provides a detailed explana  on of how to 
apply a new system of measuring the level of deple-
 on of a subsoil area Cв (Св = N/Vо), determining ini  al 

recoverable reserves (Vо), cumula  ve produc  on (N) 
for the assessment of mineral extrac  on tax for crude 
oil. Addi  onally, the Le  er explains that cumula  ve 
oil produc  on on a specifi c subsoil area (including 
produc  on losses) for a repor  ng period of taxa  on 
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is determined on the basis of the data of the na  onal 
register of mineral reserves approved for the previous 
repor  ng year (Nt-1). The calcula  on method Cвt (Свt = 
=Nt-1 / Vo) for a respec  ve year allows taxpayers to indi-
vidually apply it for the assessment of mineral extrac-
 on tax for 2013. 

In simplifi ed form, the mineral extrac  on tax rate 
for a par  cular subsoil area will be determined as (a 
ruble-denominated mineral extrac  on tax rate estab-
lished by the Tax Code of the Russian Federa  on for 
the respec  ve year t) х (free market oil price dynamic s 
factor) х (Свt).


