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                Russian Federation: Economic Overview
Overcoming a Challenging Past: Since the fall of the Soviet Union, the stated goal of the Russian Government has been to move from a central planning system toward a market economy. Although reform results have been mixed, the Russian Economy since the economic crisis of 1998 enjoyed seven straight years of growth at an average of 6.4% annually.
 However, Russia was one of the hardest hit by the 2008 global economic crisis. 
Russia's economy expanded 4.2% year on year in 1H 2010, but analysts say a slowdown could be in the offing. According to Economic Development Minister, Elvira Nabiullina, GDP growth slowed in June to 0.3% from 0.4% in May and 0.7% in April. Nabiullina added that despite Russian industry growing 10% year on year, it month to month the figure was down 0.4%.

“We saw a poor dynamics in industrial production of construction materials, oil-products and metallurgy. Taking into account a seasonal factor, we’ll see a slight downturn.” 

Important Events
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· As a result of years of central planning, energy production and heavy manufacturing still dominate the Russian industrial base. Russia since the economic crisis of 2008 has tried to diversify the economy in efforts to shield it from volatility in the market reflecting widely fluctuating energy prices.

· The Russian economy is dominated by large industrial enterprises. This comes from the “loan for shares” scheme of the early 1990s that allowed people well connected to the political establishment to become major share holders in formerly government owned companies. This has created a group of extremely rich “oligarchs”.

· During the high growth period of the 2000s prior to the economic recession of 2008, household consumption and fixed capital investment overtook net exports as the main drivers of the economy.

· According to The Economist, “Small enterprises and start-ups in Russia are held back by stifling taxes and regulations, as well as the strong position of incumbent industrial enterprises, which often exploit their ties to the local bureaucracy to keep nimbler competitors at bay.
 Many parts of the Russian economy are heavily influenced by the Kremlin including the energy and media sectors.
  
Economic Indicators:
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· GDP (official exchange rate US$): 1.23 Trillion
· GDP per Capita (PPP): $15,100
· GDP Growth Rate: -7.9%
· Inflation Rate (consumer prices): 11.7%

· Import of goods fob (US$): 191.8 billion
· Export of goods fob (US$): 303.4 billion
· Unemployment Rate: 7.6% (as well as serious underemployment)

· Russia produces 9.15 million bbl/day of oil and has significant reserves of wood and natural gas.

Economic Structure:
· GDP Breakdown (2009 est)

1. Agriculture: 4.7%

2. Industry: 34.8%

3. Services: 60.5%

· Principal Exports (2009 % of total) Trade (2009): Exports--$301.6 billion: 
1. Oil fuel and gas: 63.3%

2. Metals: 14.1%

3. Machinery and equipment: 5.6%

4. Chemicals: 5.9%

· Trading Partners (2009 % of total)

· Imports

1. China- 12.9%

2. Germany- 12.6%

3. Japan- 6.9%

4. Ukraine-6%

5. USA- 5.1%

· Exports

1. Netherlands- 12.2%

2. Italy- 9%

3. Germany- 6.9

4. Turkey- 5.9%

5. Ukraine- 5%

2009 Imports--$167.4 billion: machinery and equipment, chemicals, consumer goods, medicines, meat, sugar, semi-finished metal products. Major partners--EU, CIS, Japan, China, U.S. U.S. exports--$5.4 billion. Principal U.S. exports (2009)--oil/gas equipment, autos/parts, meat, aircraft, electrical machinery, medical equipment, plastics, cosmetics, and chemicals. U.S. imports--$18.2 billion. Principal U.S. imports (2009)--oil, chemicals, aluminum, iron/steel, precious stones, nickel, fish and crustaceans, copper, base metals, and wood. (US State Dept.)
Political Considerations:

· The Russian political system is composed of an executive branch, a bicameral legislative branch, the lower of which is called the Duma and a Judicial Branch.

· While Russia does have elections and a separation of power as defined in the constitution, the political reality of Russia is far from democratic. The courts are not independent, the executive branch greatly exceeds either of the other two branches in power and elections as cited by multiple election commissions are not free and fair.

· The President is head of state; he has significant powers such as being able to make executive decrees that make him comparably more powerful than his or her peers in other countries. While no longer President, Vladamir Putin still wields massive power as the current Prime Minister.

Attractions: 
· In June 2010, Medvedev came to the West Coast to round up investors for Skolkovo, his attempt to clone a Russian Silicon Valley and diversify Russia’s economy away from oil and minerals.
· Russia has abundant natural resources especially oil, natural gas, timber, and metals. These resources are a major target for foreign direct investment and trade.

· Russia is currently in the process of ascension to the World Trade Organization.

· Russia has begun to block itself together with China, India and Brazil (BRIC Economies) on issues relevant to emerging economies.

· Russia also boasts nearly 100% literacy and has a fairly well educated population. This is important as Russia’s leadership is making a concentrated effort to diversify the economy.

Troubled Spots:
· Russia’s economy is largely dependent on natural resources especially oil and timber. These products are susceptible to price fluctuations which can cause instability in the economy. 

· Corruption and monopolies have made the Russian economy inefficient and competition is non-existent in some sectors.

· There is government interference in both the media and in business. This is apparent as journalists and people in business have been targeted by the law through hard and soft threats. A recent example is the continued prosecution of Yukos Oil CEO Mikhail Khodorkovskiy.

· Russia is also going through a major demographic crisis where the number of deaths, especially from working age males far outnumbers births. This could cut Russia’s population by 30% over the next 50 years.

· Overall, human rights, journalistic freedom and rule of law are second to the interest of the state.
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