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RUSSIA’S ECONOMY IN JULY 2013: 
PRELIMINARY DATA AND PRINCIPAL TRENDS

K.Rogov

Socio-poli  cal background: 
neither prohibit nor permit 
EscalaƟ on of socio-poliƟ cal tensions in July 2013 

was caused by upcoming elecƟ ons in various regions 
on September 8, 2013. The tension, in its turn, refl ects 
general uptrend in poliƟ cal acƟ vity, which has been 
of cellular nature so far, of both common ciƟ zens and 
elite groups. Main collisions in July have been develop-
ing around the upcoming mayoral elecƟ ons in Moscow 
and St. Petersburg, as well as municipal elecƟ ons in 
Yaroslavl.

In Yaroslavl, confrontaƟ on was boosted aŌ er oppo-
siƟ on incumbent mayor Yevgeny Urlashov announced 
his intenƟ on to run as leading candidate for Mikhail 
Prokhorov’s Grazhdanskaya Plaƞ orma (Civil Plaƞ orm) 
instead of Edinaya Rossiya (United Russia) in the up-
coming municipal elecƟ ons. Such a development would 
guarantee a major defeat for United Russia and total 
loss of control in the city by the same. The Yaroslavl Mu-
nicipal Duma (City Council) made aƩ empts to ouster 
the popular mayor, who eventually was arrested in the 
night of July 3, 2013 on the charge of aƩ empƟ ng to so-
licit a bribe and bribetaking. In spite of its iniƟ al repre-
sentaƟ ons, the InvesƟ gaƟ ve CommiƩ ee of the Russian 
FederaƟ on has failed to provide a convincing evidence 
of the charge within a month and its witnesses began 
to alter their evidence. The foregoing totally contra-
dicts the common pracƟ ce, when bribe extorƟ on and 
bribery charges are regarded as having real prospects 
in court subject to physical evidence, typically, when 
the accused has been caught with the mainour. Fur-
thermore, the case in hand deals with a legally elected 
mayor. This is why Urlashov’s arrest and detenƟ on can 
be regarded as poliƟ cally moƟ vated acƟ on. In fact, any 
other mayor might be arrested through such a scheme 
(on unsaƟ sfactory extorƟ on charges). Anyway, at the 
end of July the Yaroslavl municipal electoral commis-
sion refused under a far-fetched pretext to register Civil 
Plaƞ orm for the upcoming municipal elecƟ on.

Contrariwise, main opposiƟ on candidate Aleksei 
Navalny was registered as Moscow mayoral elecƟ on 
candidate with the aid of municipal authoriƟ es in Mos-
cow. On the following day, however, he was charged 
with defrauding Kirovles, a state-owned Ɵ mber com-
pany, by Kirov Court. The prosecuƟ on used the same 
scheme which was iniƟ ally tested in the second YUKOS 
case: the diff erence between two transacƟ ons was 

regarded as evidence of damage caused to the fi rst 
seller, then the total transacƟ on amount was regarded 
as the amount of damage based on an absurd ruling 
of the Supreme Court, whereby any business transac-
Ɵ on might be regarded as severe criminal off ence, de-
priving a person of the right to stand for elecƟ ons ad 
vitam under another provision (in direct contradicƟ on 
to the ConsƟ tuƟ on of the Russian FederaƟ on). Aleksei 
Navalny was arrested in the courtroom, but unexpect-
edly released – contrary to the common pracƟ ce – on 
the following day. He may therefore parƟ cipate in the 
Moscow mayoral elecƟ on campaign. The biggest ever 
unauthorized acƟ on in support of Navalny was held 
downtown and aƩ ended by at least 10,000 persons 
prior to Navalny’s release.

Analysts have explained such an unusual behavior 
of Moscow municipal authoriƟ es towards Navalny by 
the fact that certain poliƟ cal groups are seeking to lend 
more legiƟ macy to Sergei Sobyanin’s elecƟ on as Mos-
cow mayor, thereby strengthening his poliƟ cal weight. 
Some assume that it may be indicaƟ ve of Sobyanin 
being considered a candidate for successor-backup of 
President PuƟ n who is losing ground.

One way or the other, these collisions show that 
government authoriƟ es in poliƟ cally acƟ ve regions are 
facing two tasks which contradict one another, namely 
lend more legiƟ macy to elecƟ ons and prevent opposi-
Ɵ on forces from geƫ  ng stronger. AƩ empƟ ng to solve 
these tasks, government authoriƟ es have to use more 
risky combinaƟ ons which act as destabilizaƟ on factor. 
Quiet and smooth elecƟ ons are passing.

Macroeconomics: 
quiet summer and military and poli  cal budget
The July macroeconomic condiƟ ons were governed 

by insignifi cant increase in oil prices and stabilizaƟ on 
of the ruble exchange rate and infl aƟ on. A growth in 
oil prices to $108 per barrel by July 10 (106.2% of the 
price at June end) encouraged an increase of 4.9% 
(from 1330 points as of June 28 to 1400 points as of 
July 12) in the MICEX index. The monthly ceiling of the 
index was reached on July 17, 1431.8 points. A growth 
20.3% in Gazprom shares in the interval between Ju-
ly 1 and 17 against long-term downtrend in company’s 
capitalizaƟ on (the price per stock halved against post-
crisis peaks in April 2011) was the most dramaƟ c event 
in the stock market. However, the growth refl ected the 
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impact of a market factor: Gazprom received from the 
Russian Government a few oil fi elds located in the Bar-
ents Sea and the Kara Sea. In general, the stock market 
was growing in July through state-owned companies, 
namely oil and gas, energy and metallurgical compa-
nies, whereas consumer, fi nancial, and innovaƟ on sec-
tors were stagnaƟ ng. 

Though in July the ruble exchange rate downtrend 
remained unchanged, it slowed down drasƟ cally: 
ave rage price of the bi-currency basket amounted to 
Rb 37,30 in July against Rb 36,98 in June. In general, 
the basket has gained 7.3% since February 2013. Cur-
rency exchange dynamics in July were smoothed by 
Bank of Russia’s intervenƟ ons.

In July, the consumer price index grew up 0.8% 
against the previous month. Therefore, infl aƟ on was 
reduced to 6.5% on a year-on-year basis against 6.9% 
in June and 7.4% в May. However, it would be prema-
ture to speak about steady downtrend for infl aƟ on: 
high values of monthly growth in consumer prices in 
the summer of 2012 (0.9% in June and 1.2% in July) 
were driven by lower annual values. As expected, infl a-
Ɵ on rate in July was basically governed by increased 
tariff s of communal services. On the one hand, prices 
may further raise in response to a bad crop due to ad-
verse weather condiƟ ons in several regions; on the 
other hand, infl aƟ on may be miƟ gated by domesƟ c de-
mand and slower growth rates in money supply against 
the previous year (growth rates in M2 slowed down on 
a year-on-year basis from 20.9% as of June 1, 2012 to 
15.3% as of June 1, 2013).

In June, excess reserves of commercial banks in-
creased by 12.6% to Rb 1145,9bn, whereas banks’ debt 
under repo transacƟ ons increased by 7.8% to reach 
Rb 2,19 trillion; according to the data on July 25, banks’ 
debt under repo transacƟ ons amounted to Rb 2,26 tril-
lion. Interbank lending market rates saw a downtrend 
in June thru July: in June, the average monthly MIAC R 
on overnight interbank ruble loans stood at 6.3% 
(against 6.37% in May 2013) while the average rate in 
the period of July 1 thru 24 stood at 6.01%.

According to Bank of Russia’s preliminary esƟ mate, 
capital ouƞ low from the country reached $10bn in 
Q2 2013 and totaled $38,4bn in H1 2013, being just 
$1,7bn less than in H1 2012. Moreover, capital ouƞ low 
in Q2 2013 exceeded by $5bn that in 2012, being un-
doubtedly a downright unpleasant news for Russia’s 
economic authoriƟ es. Net capital ouƞ low amounted 
to $19,4bn in the banking sector and $18,9bn in other 
sectors over the period of January thru June 2013. 

In spite of reducƟ on (by 2.1 p.p. of GDP) in budget 
revenues due to deteriorated foreign trade condiƟ ons 
(oil and gas revenues dropped by 1.6 p.p. of GDP) and 
slower Russia’s economic growth rates, Russia mana-

ged to run a federal budget surplus of 0.9% of GDP in 
H1 2013. A posiƟ ve moment is that budget oil-and-gas 
defi cit fell from 10.6% to 8.9% of GDP. However, budget 
balance was aƩ ained through respecƟ ve reducƟ on of 
expenditures under such budget items as ‘Social Poli-
cy” (-0.6% p.p. of GDP), ‘NaƟ onal Economy’ (-0.4%), 
‘EducaƟ on’ (-0.4%), ‘Healthcare’ (-0.4%). In parƟ cular, 
it suggests that healthcare expenditures has seen a re-
ducƟ on of more than one third as percentage of GDP 
against H1 2012, whereas expenditures under such 
items as ‘NaƟ onal Defense’ and ‘NaƟ onal Security’ in-
creased by 0.2 p.p. in aggregate. As a result, Russia’s 
budget resembles more the budget of a military-police 
state in terms of spending: the share of military and se-
curity expenditures has been increased from 28.8% to 
33% in total budget expenditures, whereas the share 
of educaƟ onal and medical expenditures has seen a 
reducƟ on from 11.3% to 9.4%.

Real sector: from slowdown to stagna  on
The Q2 results show that the situaƟ on in the real 

sector keeps deterioraƟ ng, beginning with slowdown 
in economic growth and moving towards stagnaƟ on. 
This is supported by negaƟ ve dynamics of investments 
(against Q2 2012) and reducƟ on in producƟ on in the 
manufacturing industry.

Further deterioraƟ on of fi nancial performance re-
sults of enterprises and organizaƟ ons (in January thru 
May 2013 profi t and loss account balance stood at 
78.3% year on year) interferes with their ability to fi -
nance investments with their own resources. Capital 
investments were basically based on public funding, 
whereas direct foreign investments were insignifi cant. 
All in all, in H1 2013 capital investments stood at 98.6% 
and scope of works in the construcƟ on industry 98.1% 
year on year.

In addiƟ on, deterioraƟ on of fi nancial performance 
results of enterprises refl ects not only shortage of 
funds, but, above all, earnings diluƟ on. It is weak de-
mand against high costs that serves as the key con-
straint factor for enterprises. as is evident from weak 
investment acƟ vity. The fact that weak investment 
acƟ vity is connected with the foregoing factors rather 
than shortage of funds is supported by prevalence of 
term bank deposits in the total amount of funds which 
corporate bank clients hold in banks: they account for 
54.6% of total corporate deposits in banks, or around 
Rb 6,5 trillion. However, the June growth in corporate 
bank funds was observed in seƩ lement and current 
accounts, whereas the volume of term bank deposits 
dropped by Rb 14bn during the month. 

For the fi rst Ɵ me since 2009 industrial producƟ on in 
H1 2013 remained at the previous year level. However, 
the situaƟ on changed in the second quarter against 
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the fi rst one: while in Q1 2013, reducƟ on in the manu-
facturing industries amid weak growth in processing 
(1.2% against Q1 2012) had an adverse eff ect on in-
dustrial performance fi gures, in Q2 2013 mining was 
growing (+2.7%), whereas manufacturing industries 
saw negaƟ ve growth rates on a year-on-year basis 
(-1.3%). ProducƟ on growth in manufacturing indus-
tries was observed in chemical and petrochemical in-
dustries, rubber and plasƟ cs industry, whereas metal-
lurgic industry and machine building sector showed 
market cutback in producƟ on. For instance, producƟ on 
of machinery and equipment stood at 93.5% and elec-
trical equipment, electronic and opƟ cal equipment at 
94.7% against Q2 2012.

Consumer demand has becoming less supporƟ ng to 
the economy. Growth rates in retail trade turnover (+3.7% 
against H1 2012) and paid services to households (+2.0%) 
have almost halved against the previous year due to both 
reducƟ on in growth rates of real disposable income and 
real wages and slowdown in growth rates in retail lend-
ing (issued retail loans have grown 33.3% over 12 months 
against 39.1% as of the beginning of 2013, and 42.5% in 
the preceding year), which, in its turn, refl ects a heavy 
debt load (household expenses on payment of interests 
and principal redempƟ on accounted for 11.5% of dispos-
able income in the period of January thru May 2013). 
In addiƟ on, household consumer behavior has been 
changing in 2013: thriŌ  propensity has been growing, 
whereas the share of costs on purchase of products has 
been reducing. Retail bank deposits increased by 2.1% 
in June 2013 and 20.0% during 12 months. The forego-
ing has triggered growth in relaƟ ve investment potenƟ al 
of bank deposits (actual value of retail term deposits in 

banks reached 6.7% p.a. in H1 2013) and resulted in more 
mode rate households’ forecast of economy prospects 
and their own fi nancial standing.

Further development of adverse trends in the in-
dustrial sector had an adverse eff ect on growth (for 
the fi rst Ɵ me since the beginning of the year) in un-
employment in June against May 2013 (104.7%) and 
June 2012 (102.7%). Stock balance growth in H1 2013 
is indicaƟ ve of that no changes are to be expected in 
the foregoing trends in a short-term period.

The data obtained by Gaidar InsƟ tute’s business 
surveys also show that anƟ cipaƟ ons concerning con-
sumer growth in May, which encouraged enterprises 
to increase their output, were not borne out, and the 
increase become a problem for the industrial sector, 
having triggered drasƟ c growth in the level of dissat-
isfacƟ on with sales and made enterprises to revise de-
mand forecasts, output and employment plans in fa-
vor of a negaƟ ve scenario in June–August. In addiƟ on, 
according to business surveys, the industrial sector 
shiŌ ed in June towards absolute price cuƫ  ng against 
scheduled growth in tariff s in summer. As a result, 
2013 year-end fi nancial performance results might be 
found to be even more frustraƟ ng for enterprises than 
those in HI 2013.

Data on Q3 2013 may be found to be more encoura-
ging due to the base eff ect: the economy began to 
slow down in Q2 2012. However, it will happen, pro-
vided that adverse trends of H1 2013 stop developing, 
otherwise growth cessaƟ on might become an offi  cial 
staƟ sƟ cal factor, and, indeed, transiƟ on to a recession 
doesn’t seem to be an unthinkable scenario in the con-
text of the Q2 data.


