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/NEWNE G Russia’s exit from the recession looks bumpy
but PMI indicators remain in the growth zone

Purchasing Manager Index
Manufacturing, services and composite, seasonally

corrected
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/NEWNEG The recovery is expected to be broad-based
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/NEG Below-the-target Inflation and record low
Inflation expectations

24 | | 2 * However, it may take a few more
20% years before inflation

W\\//\N  16% expectations are firmly anchored
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/NEWNEG Fiscal policy becomes too hawkish

ECONOMIC
s Federal budget in % of GDP Federal budget expenditures: growth in real terms
2017 2018 2019 2020 Interzovernmental transfers —
Media ——
Expected Forecast Sport
Revenues 16.0 15.7 15.1 14.8 secial policy il
Expenditures 18.1 17 15.9 15.6 Jeah —
Balance 2.2 -1.3 -0.8 -0.8 Education L —
Primary expenditures 17.3 16.2 15.1 14.8 Fruvironment —
- Housing and communal exp I
Primary balance -1.3 0.5 0.0 0.0 National economy —
Oil and gas revenues 6.3 5.6 5.1 4.9 State securrity "
Non-oil and gas revenues | 9.7 10 10 9.8 National defense p—
State mamangement —
Non-oil and gas balance -8.5 -6.9 5.9 5.7 Primary expenditure _—
Non-oil and gas primary balance -7.6 -6.2 5.1 -5.0 50 -40 .30 -20 -10 0 10 20
Qil price (Urals) 49,9 43.8 41.6 42.4 7020 W2019 W 2018
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World Bank Source: OECD, Federal Treasury of the RF, Eurostat, WDI. Source: OECD, Federal Treasury of the RF, Eurostat, WDI.

Note: The latest available data for Canada, Brazil and China Note: The latest available data for Canada is 2011, for Brazil 2013.
is2014.



/S&%MEG Banking sector: the most serious long-term macroeconomic
and structural challenge

GROWTH

» Largest banking crisis since the market transition: Economic costs — at least 6% of GDP

* Deposit holders’ compensations and recapitalization of banks are for the time being
the major channels of money supply

* No creditor haircut has mitigated spillover effects to the real sector...
* ...and encourages complacency to longer term hazards of the new normal
 State banks: oligopoly, high margins, artificially cheap deposits, expensive lending

e State bank customers: large companies in resource sectors, infrastructure and
manufacturing — with soft budget constrains with highly restrained credit access for
the rest of the economy

* Disadvantages to new growth drivers which lack collaterals: fast growing urban
services, SMEs, digital companies, developers



NEWNE G

[t Banking crisis ends up in a bad equilibrium

o CBR does not have a viable post-crisis strategy
E Potential of transition to China — like banking sector model:
“ state owned banks and off-banking p2p fintec
E I Share of state owned banks in:
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Public sentiments:
economic expectations improve,
political attitudes remain stable
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Protest potential: political demands

— quite possible r would take part
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Protest potential: economic demands

— quite possible would take part
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https://www.levada.ru/2017/09/28/protestnyj-potentsial-6/ekonom-5/
https://www.levada.ru/2017/09/28/protestnyj-potentsial-6/ekonom-5/

vonon FI P

/ IHOHOMMYECHMA
POCT

Rather trust

Rather distrust

i
=
| !

e

Source: Levada-Center

-35

Institutional trust is highly selective

Index of institutional trust (Sept. 2017)
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https://www.levada.ru/?attachment_id=16860
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Dynamics of institutional power from citizens’ perspective
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http://www.levada.ru/?attachment_id=15251
http://www.levada.ru/?attachment_id=15246
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[ Generation Z:
stand-alone minority cohort

Web-anchored 70% get the news from the internet (against
10% in the elderly cohorts)

Vastly outnumbered and detached the smallest age cohort among the Russian
from the rest of society population

Depoliticised only 8% discuss politics with relatives and
friends, only 45% know about Alexei Navalny
(against 55% of all population)

Distanced from the authorities but over 50 % approve the Government and
still loyal State Duma, over 50% will vote for Putin
(against 1-2% for Alexei Navalny)

Optimistic All indicators of optimism are 10-15% higher
than for the rest of the population



HWHBP Propensity and capacity for institutional reforms has
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Increased, but remains narrowly focused

v Strong but highly selective appetite of the elites for certain types of
reforms

v"  Uncompromisingly top down policy development and
implementation

AN

Very limited deliberations and mainly behind the closed doors

AN

General population is indifferent to reform agenda

v" Many of the policy objectives of the current agenda are achievable
in the specific context of post-election Russia

12



Four pillars of post-election institutional change:

HOBBIA H3P . .
fRsapneci trong technocratic bias
Public ICT Infrastructure
administration driven and
reform changes spatial policy

Policy development
and
implementation

Project and process
mamagement

HR-cycle

Digital
transformation

Radical
deregulation

Proactive role of
business
ombudsmen

2G RIA framework

Risk-based
supervision

Legal framework

Digital finance

Digital
infrastructure

Cybersecurity
Digital skills

PPP
TIF
TOD

Agglomeration-
focused spatial
development




- HIP Reform effort has gained a momentum of its own
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v

v

Reform process is entrenched at the upper-middle ministerial
level

Less sensitivity the top-level governmental leadership changes
(PM, his deputies and key ministers)

Channels for professional influence on transformational policy
decisions are robust and effective

Change management capabilities have considerably improved

Many elements of new reform agenda are rather popular
among the public and sometimes consensus-based

There are only few truly unpopular measures, such as

retirement age increase "
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Source: World Bank

Further improvements in Doing Business:
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Jeconome Very fast progress of digital economy
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ICT use for business-to-business transactions Business to consumer Internet use B2C E-commerce Index value, UNCTAD (2014)
B EAfU score

score score
B Developed econoery

Kazakhstan _ 48 Kazakhstan
Armenia _ a4.7 Armenia o
Kyrgyzstan - 39 Kyrgyzstan
vsa [ -/ usa
cacu [N 5 EAEU
co [N - - co [ - -

Belsrus Armenia Karskhstan KyrgyZstan

Source: World Bank research based on UNCTAD E-commerce Index Value 2017 and WEF Networked Readiness Index 2016.

Source: World Bank
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But the gap with the leaders is still substantial
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By 2025, the World Bank estimates that the digital transformation of Russia could create between 7 and 13 million
new digital-economy jobs in the country, and lead to productivity gains of over USS38 billion. These forecasts imply
not only the digitization of existing business processes, but also the adoption of new business models, platforms
and ecosystems, as well as the use of emerging technologies, such as industry 4.0, robotics, blockchain and the
Internet of things. The government has also recently passed a decision to complete cryptocurrencies regulation
legislation by July 2018, to consider the launch of a national cryptocurrency and to pilot the establishment of the

first crypto-advisory and crypto-detective agencies in the city of Vladivostok.

The potential digital dividends for Russia are considerable. Given the recent government focus on digital
transformation as a national priority, the country is well-positioned to make the leap from the group of transitioning
countries to that of transforming ones and join the world’s digital economy leaders, while reaping all the economic

and social benefits this implies.

Source: World Bank



Value added per capita in percent to national average

Target spatial scenario implies:

migration of 10-15% of population from the zones of spatial inefficiency (6,2 min) to 9 largest aglomerations which will

need 186 min sqg m of new housing floor and 10 min sq m of new commerciasl real estate

Agricultur Manufactu[Transpor
TOTAL |eand  |Mining . PO Ibiversified  [Social
forestry rinng t
Moscow and StPetersburg 206% 206%
Periphery rnumupahtes (Moscow and StPetersburg 107% 112% ] 58% ] 113% ]
aglomerations)
Municipalities within large agglomerations (>1,5 min) 101% 104% - 62% 196% 105% 23%
Municipalities within other agglomerations (0.7-1,5 min) 85% 84% - 71% 108% 94% 94%
Towns and districts in dense areas ( >10 [>100 Tbic. yen| 90% - 138% 53% - 84% -
v [inh/sq km)
g q <100 Tbic. yen| 81% 144% 119% 72% 235% 74% 73%
)
© [Towns and districts in low density areas [>100 Tbic. yen| 89% - 86% 73% 0% 93% 56%
S'C—J (1-10 inh/sqg km, all year connectivity
O |with the high density areas)
Qo <100 Tbic. yen| 98% 103% 176% 77% 87% 74% 95%
©
c
% Townd in dispersed areas ( <1 inh/sq km)[>100 Tbic. yen| 98% - 30% - - 121% -
[aa)
ISIA:;OO 92% | 16% 67% i 59% 76% 53%

3eneHbin ugeT - >100%, KpacHbin <80%




Target spatial scenario:

Net migration min

Agriculture Manufactur
TOTAL |and Mining i Transport [Diversified Social
forestry 8
Moscow and StPetersburg 542 - - -80 0 622 -
Periphery rnumupahtes (Moscow and StPetersburg c 344 210 ) 245 133 £ 5cg 12
aglomerations)
Municipalities within large agglomerations (>1,5 min) -241 - - -185 - - -56
Municipalities within other agglomerations (0.7-1,5 min) -607 - - -607 - - -
Towns and districts in dense areas ( >10 [>100 Tbic. yen| -3 033 - - -1219 - -1 346 -468

v |inh/sq km)

g <100 TbIC. yen| -138 - - -57 - - -81

)

© [Towns and districts in low density areas [>100 Tbic. yen| -1 375 - - -396 - -483 -495

S'C—) (1-10 inh/sqg km, all year connectivity

O |with the high density areas)

%J <100 TbIC. yen| -109 - -109 - - - -

©

S

> Townd in dispersed areas ( <1 inh/sq km)>100 Tbic. yen| -380 -8 -231 - -23 -16 -99

| <

TOTAL<100 - 202 -341 -2791 110 4034 -1213
TbIC. Yen

3eneHbin ugeT - >100%, KpacHbln <80%




Target spatial scenario:

new housing floor min sqg m

Agricultur

- Manufactu [T . . :
TOTAL |e and Mining . anutacty)franspor Diversified Social
rinng t
forestry

Moscow and StPetersburg 18 675 - - - - 18 675

Periphery municipalites (Moscow and StPetersburg ) ) ) _ ) )
aglomerations)

Municipalities within large agglomerations (>1,5 min) 168 075 6327 - - 3994 157 753

Municipalities within other agglomerations (0.7-1,5 min)

Towns and districts in dense areas ( >10
inh/sq km)

>100 TbiC. yen

<100 TbIC. Yen

Towns and districts in low density areas
(1-10 inh/sqg km, all year connectivity
with the high density areas)

>100 TbiC. yen

<100 TbIC. Yen

Townd in dispersed areas ( <1 inh/sq km)

Beyond aglomerations

>100 TbiC. yen

TOTAL<100

TbIC. Yen

3eneHbin ugeT - >100%, KpacHbIn <80%




Economic outcomes of the target scenario by 2030

Contribution to GDP, bin rub

Aglomeration scale effects (growth of population size and density) 6 /768
Productivity effects of territorial labor migration 10 010
Investment multipliers in housing and utilities 2678
Conurbation effects 18 516
Optimal logistics and transit 6457
Optimal specialization of rural areas 3 803
TOTAL 48 232
Contribution to annual growth rate +0,8%%

* Mpn NHEPUMOHHbIX cpeaHeroaoBbix Temnax 2% B rog



MAJOR POLICY TOOLS

Favorable business environment in
aglomerations

Transport infrastructure priorities:

Local road network in agglomerations, Housing and commercial real estate

Intercity HSR ans freeways in major agglomerations
Transit coridors Europe-China

Facilitation to competitive
Facilitation of territorial migration economic specializations of

settlements in low dence areas

Cross border trade and
investment facilitation in
the Far East
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THANK YOU FOR ATTENTION!
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