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ISSUES
1.Two Scenarios

2.Causes of Growth
3.Cconcerns




Economic Growth in USD

¢2000-08: 27% a year
eGDP grew 9 times in 9

years:
0$196 billion 1999
e$1.7 trillion forecast 2008




Real Growth
1999-2008:
/% GDP a year

Will 1t continue?




Russian Government:
Russia 2020

1.Innovation Scenario:

6.5%0 per year

2. Inertia Scenario: 3.9%
per year




Causes of High Growth

1. Capitalist Convergence: Open
Market Economy since 1999

2. Free capacity in production,
Infrastructure and human
capital

3. OIl price windfall since 2004




Half Growth from
Total Factor Productivity

1. Free resources: exhausted?
2. Human capital: still improving

3. Allocation of labor: improving

So far, growth has always been
higher than expected, but...




Economic Concerns Are

Accumulating

. End of boom & overheating: Inflation
15% a year

. Low Investment ratio: 23% of GDP

. Declining & scarce labor force, but

Immigration & reallocation

. Extreme corruption: Transparency
International: Russia 143rd among 180,
but 46th richest country

. Inability to build infrastructure: Roads
and oll pipelines constant since 2000




Economic Concerns (2)

. Oll prices moderating and oil and gas
production stagnant

. Growth has been driven by trade, now baring
WTO: 0.5-1 percentage points a year

. Renationalization: Private share of GDP from
/0% of GDP in 2004 to 65% In 2007

. No sign of reforms In social sphere: Pensions,
education, health care

10. Poor state-dominated bank system, but today
little monetization Is beneficial




Oil and Gas Production
Stagnhating, 1985-2007
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Source: BP Statistical Review of World Energy, 2008; UBS




Recent Crisis: Vulnerabilities

eCorporate governance
Mechel & TNK/BP

e\War In Georgia

e |[nternational 1solation:
WTO suspended

ePolitical unpredictability




Conclusions

1. Aggravated contradictions
2. Macro remains strong

3. Vulnerabilities dominate the
current picture

4. Growth likely to fall
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