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Abstract

The research of this article is reinterpretatiorthef role of the Russian federal budget in the
implementation of socio-economic policy of the cttynResearch question is based on the
premise that a key moment of political and inteéllat agenda is the future economic growth
of the country, its quality, its sources and itsgress rate. This article analysis the forecast of
Ministry of Economic Development of Russia in th@l2-2019 (three scenarios — a basic,
basic+ and target). The main idea is that the GioWity rate (from the basic scenario) is too
high and too optimistic: 2%. Neither the EconomievBlopment Ministry, nor the Ministry
of Finance of the Russian Federation explain sugh hate. According to Rosstat, the 1Q
2017 GDP growth rate was only 0.5%. Current budgetalicy of cuts and accumulation of
reserves leads to stagnation. The correlation amsatyf the main components of the GDP
were conducted (for the period 2006-2019). It tdrroait that the most important factor
determining growth is internal consumption. The lidecin real disposable income leads
directly to the decrease in food and nonfood prtglsales. The reducing of income goes
along with increasing of socio-economic differetia. According to the data of Russia's
budget for 2017-2019 years, there has been a éetlirthe share of spending on public
administration, defense and public order in faviothe sectors that form the preconditions of
growth. Russia falls into the trap of "long crisigt low rates of economic growth, the state
and society’s resources are not enough to solvertapt social problems, to reduce poverty
and to develop the infrastructure. There is nougharesources for technological production
modernization. It influence a gradual loss of tewhbgical capacity, human capital,
competitiveness decline, the ruble’s exchange &atd, the destabilization of the payments’
balance.
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Struktura i dynamika gospodarki (przypadek Rosji). Ocena prognoz
gospodarczych

Abstrakt

Artykutu koncentruje si na reinterpretacji roli rosyjskiego higtu federalnego w realizaciji
polityki spoteczno-gospodarczej kraju. Ptyj zalaenie, ze kluczowym aspektem agendy
politycznej i intelektualnej jest przyszty wzrosbgpodarczy kraju, jego jakg zrodia i
stopieh postpu. W artykule analizuje siprognoz Ministerstwa Rozwoju Gospodarczego
Rosji na lata 2017-2019 (trzy scenariusze — podstaypodstawowy+ i docelowy). Gtéwn
ideg jest, ze tempo wzrostu PKB (z podstawowego scenariuszd)zjeyt wysokie i zbyt
optymistyczne: 2%. Ani Ministerstwo Rozwoju Gospadago, ani Ministerstwo Finanséw
Federacji Rosyjskiej nie wyjaiaja tak wysokiego tempa. Wedtug Rosstat, tempo wzrostu
PKB w | kwartale 2017 wyniosto jedynie 0,5%. Obepuaéityka budetowa c¢c¢ i akumulacja
rezerw prowadg do stagnacji. Przeprowadzono angkorelacji gtownych sktadnikow PKB
(w latach 2006-2019). Okazatagste najwaniejszym czynnikiem decydagym o wzrgcie
jest konsumpcja wewtrzna. Spadek realnych dochodéw do dyspozycji pdaiva
bezpadrednio do spadku sprzedaartykutow spaywczych i artykutow nigywnosciowych.
Zmniejszenie dochoddw sprzyja zmicowaniu spoteczno-ekonomicznemu. Zgodnie z
danymi rosyjskiego buetu na lata 2017-2019, nagsit spadek udzialu wydatkédw na
administragy publiczry, obrore i porzdek publiczny na rzecz sektoréw, ktére stanmowi
wstepne warunki wzrostu. Rosja wpada w pulagiitugiego kryzysu”. Przy niskim tempie
wzrostu gospodarczego zasobyngtwa i spoleczestwa nie wystarczgj do rozwjzania
waznych probleméw spotecznych, zmniejszenia ubdstwazwoju infrastruktury. Nie ma
wystarczajcych zasobéw na modernizacjprodukcji technologicznej. Wplywa to na
stopniowg utrat zdolnaci technologicznych, kapitatu ludzkiego, spadek kioencyjndci,

spadek kursu rubla i destabilizagjilansu ptatniczego.

Stowa kluczowe:PKB, prognozy, rozwd;.

Introduction

We can observe recession in the Russian economyh&is the problem presented in
this article. The dynamics of Russia's GDP is hakfer than the world’s average rate that

leads to an increase in the technological gap mdth countries (and as a consequence to the
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gap in the living standard). The problem is exaatth by the fact that in Russia the
investment has been reducing for three consecyeaes from 2014 to 2016. The paper
discusses the main causes of the economic growtlerslr exhaustion. The first is the
immense growth of the public sector. The secondamas the Ministry of Finance actions
according to which investment support is not of hirghest priority. Let it also be noted that
the concern about the population income is nothenlist of core values, discussed by senior
management.

The aim of the study is to analyze the processoofoseconomic and financial orders
formation based on officially reported data in twntext of power-oriented and political-
cultural approaches. The hypothesis of the studjuites several related statements. In
Russia, there still exist discrepancies betweerdéntared goals of overcoming the crisis and
achieving the desired economic growth. On the amhthe basic projections of the Russian
government do not correspond to the tasks of actgehe required economic growth and of
exit from the structural crisis. On the other haikde declared goals of the Russian
government do not correspond to the real data preden the official projections. Contrary
to the dominant point of view, the main risks ot achieving the basic projected parameters
of Russia’s social-economic development are nogéreal (sanctions, oil price) but internal
(institutions, priorities and the executive authied’ goals). Modern principles of the state
economy support in Russia preserve its backwardtiesstate representatives are not able to
do anything productive to turn the emerging negatirend into a constructive direction.

In the article, the following methods and approacivere used to solve the problem:
the analysis of statistical information, Russia’sigtry of Finance data, Russia’s Ministry of
Economic Development, Russia’s Accounts Chambeerdlwere also used the methods of
correlation, with the help of SPSS STATISTIC pragré/23).

The article is devoted to the analysis of the Rausseconomy problems. The
methodological base is the combination of politicaltural and power-oriented approaches.
The discrepancies between the declared and rearigment priorities are shown on the
examples of statistical data, analytical materistisjctural analysis, Russia's budget dynamics
and official forecasts. There was conducted thdyaisaof the state role in forming socio-

economic and financial-monetary societal orders.

Bibliography review
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The problem of the state’s role in forming soci@mamic and financial-monetary orders
is studied according to different approaches. Nastitutional economic theory offers several
mechanisms thankful to which the state’s expenséspalitics can have either positive or
negative effect on economic growth. For exampleording to the theory of endogenous
growth, expenses on education, health, communitatiousing, economic and transport
infrastructures have a positive effect on econognawth (Aschauer 1990; Barro 1990;
Romer 1990; Block 1990; Block 2010). Economic slogests P. Evans and G. Rauch proved
that the bureaucracy representatives “competenag’ahpositive effect on economic growth
(Evans 1995). Basing on the idea that economic tjralepends mainly on the quality of
institutions ensuring the markets existence, pitypeghts and low transaction costs D. North
suggested a new approach to understand the proteg®nomic change. He presented the
way different societies come to different institual infrastructure, which largely determines
the trajectory of their economic development. Adoag to A. Maddison, D. North, D. Wallis
and B. Weingast the state also provides politicabity, legal institutions, stable monetary
system and secure reliable management (Maddisob; 198rth, Wallis, Weingast 2011).
Without these institutions economic actors will moake investment (Chandler, Amatori,
Hikino 1997). Without the enumerated institutioresgonomic subjects will not make
investment (Chandler, Amatori, Hikino 1997). Sontere@mists suppose that investment in
scientific research and development, support oh-nigk projects and implementation of
military expenses are effective. Moreover, the cbas not simply between “for” or “against”
the state, but between “for” or “against” individwonomic policy options that can support
economic growth (Tyson 1992).

There is another opinion that do not accept thte stdervention in the economics. It is
noted that the state’s activity in economics iggitimate, that is the authorities try to
maximize their share of the national income andetne they take resources from the private
sector (Buchanan 1997). These theories involveqtiesstion of how nations can achieve
competitive advantages in the markets for theinrasses (Dobbin, 2012, 2016; Kolodko,
2014; Cowen 2013; Ritchie, Lewis, Nicholls, Ormst@13; March 2015; Temin, Vines
2015; Fligstein 2007, 2013).

Politico-cultural and power-oriented approache®m# relatively new look at forms of
stability and instability in modern market econosi®olitical and institutional stability in
societies plays a huge role in their economic Btgbin modern societies states are involved

in both investing and in class conflict regulatidime state intervenes not only on the side of
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the capitalists, as suggested by the Marxists asgtniarxists (Burawoy 2001; Burawoy,
Lukacs 1992; Wright 2005). The state protects naty qrivileged groups of workers,
according to institutional economists (Polanyi'®20Nureev 2015; Jessop 1990). Polanyi's
tradition is valuable because it keeps our attento the relations between states, their
political structure and economy. Embedded autontangors are also significant as they re-
contour the attitude of the state’s representatteesconomic development (Herschenkron
1962; Hannan, Freeman 1984; Evans 1995), when riytledite gets special significance
(Voslensky 1991; Higley, Lengyel 2000). Their at¢tbahavior allows to understand how
there is solved the dualism whether the state iguay predatory in relation to the economy,
or it is rational and benefits the people. Any ss@l of the economics structure and dynamics
performed in terms of politico-cultural and poweieated approaches starts with the
definition of conditions under which the relationsHhetween the state and economics are
mutually beneficial and productive. The initial patependence (Hedlund 2015, p. 26), and
structural inertia, influencing the change are alsmmportance (Hannan, Freeman 1984).
Institutional mechanisms as structural and culttoahs represent a codification of social
relations and constitute a method of social reguiatvhich serves to reproduce socio-
economic relations and to stabilize the proces$esdcetal savings. The economic system
level captures the social mode of economic reguiativhich is used by B. Jessop, and which
is comfortable because it reflects the nature hedbject of regulation (Jessop 1990; Jessop
1995). This important point also draws the attantd J. Kamierczyk (2015). The mode of
societalization at the level of societal paradigrapin 2005; Tickell, Peck 1992) relates to the
processes of societal regulation that go beyondetmmomic system. There are meant the
models of mass integration and social cohesion doase the universality of ideologies,
values, life styles and mentality. The regime ofistal accumulation and the method of
societal regulation shape the way of this societiggelopment. The basis of the institutional
order is the active role of the state and comprekensocial compromise. Historical
examples of national governments of different idgadal orientation are de Gaulle in France,
the Labour party in England, Christian Democrat€Germany who made great efforts to
compromise and provide economic growth and risingnd standards through the
implementation of the “welfare state”, the Keynesimodel of demand management and
control over the employment relationships (Harve389; Lash, Urry 1987; Stevenson,
Burawoy, Skocpol 1985). Neo-institutional realisgplkains the continuity of the politics by

the organizational characteristics of the statas lassumed that economic actions, social
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norms related with them and institutions are immeérs the broad contexts of predictable
relationships between economic agents, among whemost important role is performed by
cultural and authority relations. Production, exd& distribution, consumption of a product
are associated with the development of informatiprgduction estimates, formation of

identities, the generation and decoding of meaniRg®ple borrow ready cultural scenarios
prescribed scripts, develop conceptions of contwointerpret what is happening and to
explain their own actions (Radaev 2008, p. 76).hatity relations go through any economic
system, and the essential character is “the irmhusf the criterion of authority control and

disposal (Verfugungsgewalt) in the sociological aapt of economic action” (Weber 1978, p.

67). The applied political-cultural and authorityetised approaches accept all the provisions.
The trajectory of Russia's development in the conte of the world’s economics

Power-oriented and political-cultural approachesat a broad range of key motives. In
addition to economic interests, the agents’ actamesstructured by sociocultural and cultural-
normative schemes, including ideal and practicahddrds of economic behavior, shared by
customers, competitors and other subjects, and atardy local and regional communities.
There is also revealed the state’s role, repreddmgebureaucrats, politicians and officials in
the formation of socio-economic and financial-mamgt societal orders. Figure 1
demonstrates the trajectory of the Russian ecor®ndevelopment, the economics of
developed and developing countries and the ecorsoafithe whole world for the period of
2005-2016. The world economic growth rate begamatosimultaneously in 2010. In the
same period Russia’s economic trajectory also dsexk By 2016 over the past 10 years, the

average annual growth rate of Russia’s economissiu@®o (Figure 1).
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Figure 1. GDP growth rates in Russia and some chaseountries in 2005-2016 (%)
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Sources: Russia and the World, 2016, pp. 14-18siRasd the World, 2010, pp. 14-19.

As it follows from the projection for the 2017-201t#at is considered to be more realistic
by the Ministry of Economic Development of the RaasFederation (the base variant of the
projection) by the beginning of 2020, the stagmatill have been continuing for 13 years
(Official statements from the Russian Finance Mrigis website, 2016). In this projection by
2019 the oil price will grow to $55 per barrel, awdl not be set at $40 for another three
years, as it is noted in another version of theps€fable 1). The Russian economics’
trajectory over the past decade was not entirelgosim In different periods, it covers from
the rise of oil prices to its collapse then thesaguent recovery and a new drop. But the
average annual rate of the economics amountedofs,land its aggregate growth over the
years is behind the world’s one in 2.3 times. If take 2010 as a starting point, eliminating
the failure of 2009, then we can state that fortladl second decade of the XXI century
stagnation has been continuing. As the Russianoacias rate of growth is below the world’s
average, the technological gap and the gap indistandards will at best be stable. Poorer but
rapidly developing countries will try to reduce thap from the leaders (Figure 1). If Russia
doesn’t change the economic development trajeatdhshift closer to poor countries. There
was conducted the analysis of the Russian elitorect The highest level of the state’s
management is represented at meetings of the Rugswernment, which form key solutions
to the country's development. The draft law “Oneeleral budget for 2017, 2018 and 2019”
was discussed on the™8f October 2016 (Table 1) and was adopted as #sichvariant of
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Russia’s socio-economic development projection. fdmameters of it are presented in Table
1 and 2.

Table 1. The basic parameters of Russia’s socio-emmic development projection (year 2015 — fact, 261
2019 — plan)

2015 2016 2017 2018 2019
GDP, billion rubles 80804/0 82815, 86806, 92296,0 98860,C
The rate of GDP growth, % to the previous year -3,7 -0,6 0,6 1,7 2,1
The average price of Urals oil, $/bbl. 51,2 41,0 40,0 40,0 40,0
;I;}Zeuas\/%r;al?aer,arzgreasl sé(::gange rate of the rul 60.7 675 67.5 68.7 711
The consumer price index in annual terms, % 129 5,8 4,0 4,0 4,0

Source: The explanatory note to the..., 2016.

According to 2015 and 2016, the Russia's GDP pamredsed by 3.7% and 0.7%.
According to the basic variant of Russia's GDP gutipn in 2017-2019 there would be the
growth of Russia's GDP rate at +0.6%, +1.7% and %Z2correspondingly. However, the
reasons for such dramatic change in the dynamiesnat obvious. There continues the
tendency of the ruble’s weakening from 60.7 to 7dngs per dollar, which will positively
affect the competitiveness of Russian goods. Tleéraein the average oil price comes along
with the decline in the rate of inflation in RusgiEable 1). As noted by V. Gurevich, “the
sudden weakening of the ruble amid moderated iofiah 2017-2019, reduced capital flows
and stable oil prices is not quite well understqathong other projective innovations),”
(Gurevich 2016, p. 3). There comes the conclusibat tthe Ministry of Economic
Development assesses the current situation anddmteeprospects of Russia in all respects
much more optimistic than the independent expekksnflinova, Kondrashov, Cherniavsky
2016; Aleksashenko 2016; Dmitriev 2016). The mdaracteristics of the Federal budget,
which are formed in accordance with the basic wdriaf socio-economic development

projection, are presented in Table 2.
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Table 2. The main characteristics of the federal bdget (year 2015 — fact, 2016-2019 — plan)

Billion rubles In % of GDP

2015 2016 2017, 2018 2019 2015 2016 2017 20182019
Revenues 13659 13369 13437 13989 14825 16,9 16,1 15,5 15,2 15,0
Including
Oil and gas 5863 4778 5029 5133 5370 7,3 5,8 5,8 55 54
Non-oil and gas 7797 8591 8408 8856 9455 9,6 10,4 9,6 9,6/ 9,6
Expenses 15620 16403 16181 15978 15964 19,3 19,8 18,6 17,3 16,1
gﬁ::;ﬁs(g) -1961] -3034/ -2744/ -1989 -1139  -2,4| -3,7| -3,02 -2,2| -1.2
ggf?c{ii” and 03y 753 7812 7773 7122 6509 9,7 94| 90 7.7 65

Source: Explanatory note to the draft..., 2016.
In 2017-2019 there is projected the decrease adréddudget revenues from 16.1% of

GDP in 2016 to 15.0% of GDP by 2019. That will hapmue primarily to the dynamics of
oil and gas revenues, which will be reduced fro8%&of GDP in 2016-2017 to 5.4% of GDP
by 2019 (http://minfin.ru/ru/perfomance/budget/fedebudget/budj_rosp, (access:
25.10.2016)). There is projected a steady volummoofoil and gas revenues not below 9.6%
of GDP, which corresponds to 2015. The notablesia®e of non-oil and gas revenues in 2016
(up to 10.4% of GDP) is a consequence of the erdeatliditional revenues from the partial
privatization of JSC “Rosneft”. According to theatirof the federal budget (Table 2) in 2017
the revenues of the federal budget will be reducetl5.5% of GDP compared to 16.1% of
GDP, expected by the end of 2016, and then by 2004l be reduced to 15.0% of GDP
(Figure 2). In the medium term, despite the lowetast oil prices, oil and gas revenues will
continue to provide more than a third of Federaeneies. In conditions of low oil prices, a
key issue is the replenishment of budget revenResluction of Federal budget revenues
becomes the factor of decrease in federal budgenhues in general, expected from 33.3% of
GDP in 2016 to 32.7% of GDP in 2017 and 32.3% offd2019. The draft budget projects
the increase of non-oil and gas revenues in 201B:2this will be based on the growth of
domestic production and import (primarily from valadded tax, that is about one third of the

Federal budget revenues).
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Figure 2. The dynamics of the Federal budget revems, % of GDP
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The analysis of the Russia’s economic developmermesnario parameters

Component analysis of the basic economic developsmenario parameters shows that
the oil and gas portion of the revenues is at gtislat The structure of GDP growth in 2018-
2019, contains significant contradictions, whicadeo overestimation of GDP. The dynamics
of more GDP components corresponds to lower graatbs. In 2018 the basic scenario
projects the contribution of final consumption emgieure in the amount of 0.3 p.p., of gross
fixed capital formation in the amount of 0.3 pgf. goods and services exports in the amount
of 0.6 p.p., of goods and services imports in thewnt of minus 0.5 percentage points. These
factors in sum are explained by the economics dgrawt2018 by 0.6-0.7% versus 1.7% as
projected in the basic scenario by the Russian Sitiniof Economic Development (Table 3).
In the official projection of the Ministry of Econuc Development in 2018-2019, higher
GDP growth is mainly explained by the positive cimttion of the factor “changes in
reserves” (Table 3, Figure 2). It is meant thatgheduction growth in the framework of the
business cycle theory reflects economic agentseetghons about future demand. The
Ministry of Economic Development projects poor etation between the dynamics of
reserves and the economic logics, and this dynaisim optimistic that it is best seen from
the indicator “The share of reserves changes in'GBRich is the derivative to the indicator
“Contribution of reserves to GDP growth”. In theslwaprojection scenario by the Russian
Ministry of Economic Development the share of ressrchanges in GDP is rising from 1.2%
in 2017 to 2.6% in 2018 and 4.2% in 2019 (Figure 2)
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Table 3. Federal budget revenues and GDP growth stcture in the basic projection scenario by the
Russian Ministry of Economic Development, the paramters of revenue growth (year 2015 — fact, 2016-
2019 - plan)

2015 | 2016 | 2017| 2018 2019

Total revenues, (1)+(2) 16,9 16,2 15,5 15,2 16
Oil and gas (1) Qil and gas 7,3 5,8 5,8 5|5 5,4
revenues Tax on extraction of mmeral resources 8,9 3,4 3,8 3,7 3,6
Export duties 3,3 2,4 D 19 19
(2) Non-oil and gas 9,6 104 9|7 9,7 9,6
Tax on organizations’ income 0/6 0,6 Q,7 D, 7 0,7
VAT on goods sold in Russia 3 3|2 3,3 3,5 3,6
. VAT on goods |mp.orted into the Russiarj 2.2 23 23 2.3 23
Non-oil and gas territory
revenues Excise duties on goods manufactured in the

. . 0,7 0,8 0,9 0,9 0,9
Russian territory

Excise duties on goods imported into the
Russian territory

0,1 0,1 0,1 0,1 0,1

Import duties 0,7 0,7 0,6 0,6 0|6
GDP growth, % from the previous year -3,7 -0,6 0,6 1,7 2,1
The final consumption expenditure -5,4 -2,3 0 0,3 ,7/0
I Gross fixed capital formation -1,6 -0/8 -0,1 0,3 40,
Contribution to
GDP growth, PF Change of reserves _ -1/8 1,3 0,9 1,1 1,2
Export of goods and services 1 -0,1 D,5 0,6 0,2
Import of goods and services 5,4 1,2 -0,7 -0,5 0,5
Change of reserves, % of GDP -1,1 D,4 1,2 2,6 4,2
Parameters of Retail trade turnover, % -1D -416 0,6 1,1 1,8
revenue growth, The volume of paid services, % 2 -0,5 0,7 1,3 2
% to the Real disposable revenues -4,3 -5,6 0,2 0,5 0,8

previous year

Source: Explanatory note to the draft..., 2016; Thogget of the main characteristics..., 2016.

In the end there appear two serious problems., Fivstvalue of reserves change shares in
GDP for 2019 is the highest since 2001, that ibdighan in the periods of rising and high oll
prices and high economic growth. Second, an ungestted large share of reserves changes
in GDP in 2018-2019, does not correspond with tlieenit economic dynamics. From the
data of 2001 and further it becomes evident thatéiserves changes share in GDP is usually
about half the rate of GDP growth for the same yEaure 2). That means that in the basic
projection, the share of reserves changes in GE3tirmes exaggerated in 2018, and 4 times
in 2019.
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Figure 3. GDP growth and the reserves changes indhbasic projection scenario by the Russian Ministry
of Economic Development
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Thus, we need to substantially reconsider and wsitaledl in details what positive effect
the “reserves changes” factor has on the “resereestonomic growth in the framework of
the business cycle theory. Apparently, this iskég conclusion from the basic projection of
the Ministry of Economic Development, which is te lerified both theoretically and
empirically basing on the preceding dynamics oftthne series. Moreover, it is necessary to
pay attention to the incorporated in the projectpate of recovery in consumer demand
(retail trade turnover and the dynamics of paidises) that rely on a much more moderate
pace of recovery in real disposable populationmaes (the last section of the Table 3). After
a sharp decline of retail trade turnover it is olgtar how to plan its growth when that the
majority of Russian people do not have savings amg opportunities to increase
consumption.

The main points of the Russia’s budget expendéweeshown in Figure 4. This projection
on the growth of incomes and consumer expensdiministry of Economic Development
basic scenario along with the expected producti@nease in reserves implies the growth in
consumer optimism and activity in conditions of tpacted real incomes stagnation. This
assumption is too optimistic considering the faetttmany Russians do not have savings and,
hence, are not able to increase consumption, witlebying on revenue growth.

Federal budget expenses in the 2017-2019 are forméae framework of the budget
rules. In the medium term, it is expected to resuheimplementation of budget rules to
weaken the budget system sensitivity to the vahatbf world oil prices. According to

preliminary estimates, the new edition of the budgées will become fully effective from
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2020, while the years 2017-2019 are announcedti@nsition period because of the need to
avoid too rapid compression of expenses to thd lEwisaged by the concept of new budget

rules.

Figure 4. The Federal budget expenses, % GDP

25
N |
20 M+ s
BRI o )
) o =y [ I ONNG pw m B e
5 NN Y O 11/ e . I e O RO B e B v 7 Y
oy N 55 [0 5l [ tes] on] 4] [5.3] |56] (el oo [HID
it | ol L] &8 51 BT 153 O 152 541 |o0n
0 Lol B2 P R I 2 P e i B
414 . 4,3 3 3 2 8 4..1 .J,l 3 2 8 .
— 2.7 2.6 291 (3.4 ’ 2 ; 2,7 23
5 T
55| (6,1 [5.8 69| |6,1| |59 6,7 |7.0] |7.2 7.9 |85 7,01 16,3| 16,0

0
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

OControl and Power Unit OEconomy
B Social Politics M Human Capital
Bl Transfers of a general character Regions B Debt Service

Source: The project of the main characteristicsQ162

The Russian Ministry of Finance suggested to deteritine highest volume of the Federal
budget expenses in 2020 as the sum of three comfzorikéhey are: (1) the basic volume of
oil and gas revenues calculated at the basic pfi¢erals” oil $40/bbl. and the basic ruble
exchange rate; (2) the volume of non-oil and gasmees, calculated in accordance with the
basic medium-term projection of the Russian Migigif Economic Development; (3) debt
servicing costs. Moreover, in case the estimatatimgency fund amount on January, 1 of the
first planned year falls below the level of 5% oDB, the highest volume of the reserve
budget use for the next budget year may not exd8édof GDP and, on this basis, the
maximum amount of the cost is adjusted. Such raledocused on reducing the impact of oil
prices fluctuations on domestic prices and exchaatg and budget policy deals with the
objectives of monetary regulation. In conditionsewlthe first and the third components of
the formula are acyclic, the second is procyclid &mere is no deficit, the active budget
policy is impossible (Sokolov 2016, p.p. 9-10). Tdraft main directions of budget policy as
well as the draft Federal budget suggest the remuct the budget expenses in 2017 to
36.2% of GDP, versus 37.3% of GDP in 2016 and 3305%DP in 2019 spending policy of
the Russian Federal budget assumes a continuecticadof its participation in the financing
of health care. Relative to GDP there will contintie reduce of overall expenses on
education from 3.7% of GDP in 2016 to 3.6% in 2@hd 3.5% in 2019. Therefore, their
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level will further shift from the levels typical fodeveloped countries (4.5% of GDP on
average in the OECD), to the levels characteristieveloping countries.

The cost of human capital in 2017-2019 will be cmstad with the capacity of regional
budgets and mandatory health insurance (MHI). Dte t7olume of health care financing in
2016 is expected to reach about 2 950 billion ibte 3.6% of GDP, against 3.9% of GDP
given in the Main directions of the budget politggeeping in mind that in 2015 the regions
were given 706 billion rubles for health expensess difficult to expect that in 2017-2019
there will be the possibility to fund these expens¢ the level of 1.3-1.4 trillion rubles
required to bring the total amount of health expsn® 3.9-4.1% of GDP per year. Thus it
follows that at the level of the budget system ¢heill not be any move to the sectors that
form human capital (Akindinova, Kondrashov, Chevslky 2016, pp. 25-26).

Ways of going out of economic stagnation are knawvar.long-term growth support there
is need to move into the real sector (investmemigfrastructure, technology development)
and into the public sector, implying the expendaft &1 in favor of health, education, and
science. But it seems unlikely that this task igl@agenda of modern Russia. Let it be noted
that on the T of December 2016 the president of Russia has sselleto the Federal
Assembly with the annual message (The MessageedRtissian President, Vladimir Putin to
the Federal Assembly December 1, 2016), whichucgtd the government to develop a set
of measures to accelerate economic growth. There megiewed the planned expenses of the
Russian federal budget according with the funclictessification of 2015-2019. These plans
contain some positive changes in the structurexpkmses. In particular, it is planned to
reduce defense and social spending. However, egpems health and education are also
reduced as a share of GDP (http://minfin.ru/rufpednce/budget/federal_budget/budj_rosp,
(access: 25.10.2016)).

There was conducted the correlation analysis, baddsults are shown in Table 4. The
dataset was formed according to the Table 3 (2@I®R Indicators that didn’'t have
significant effect on the parameters of the pragecare not mentioned in the table. In the
columns of Table 4 there are shown the numbersanables corresponding to the rows. In
Russia the situation with budget revenues and GioRith is such that these projections are
not connected with such crucial parameters as “Ge@od services export”, “Real disposable
income”, “Mineral extraction Tax (MET)”. Moreovethe policy of raising export duties
negatively affects the economic dynamics (Tabléing 14). But, there may be an inverse

relationship, when the government responds tortbeme reduction by raising export duties.
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The Russian government actually continues to bas& projection on "pumping" the
population’s purchasing abilities, starting by tthe flywheel of hyperinflation again. This is
confirmed by the fact that the most important factetermining growth, is the population’s
expenses. The population’s expenses in total diected in the indicators: retail trade
turnover (0,761**), the volume of paid services ttte population (0,764**) and final
consumption expenses (0,766**) (in brackets theseshown the Pearson correlation
coefficient with the index "1". The rate of GDP gith, % to the previous year”). The
reserves dynamics is most closely connected wélpdrameters “the volume of paid services
and VAT on goods imported into the Russian teryit® of GDP” (0,756**). In turn, the

annual consumer price index is negatively relabeitié GDP growth (Table 4, line 4).

Table 4. Fragments of the Pearson Correlation matx between the main components of the Ministry of
Economic Development basic projection (2006-2019)

Pearson Correlation 1. 4, 5. 6. 8.
1. The rate of GDP growth, % to the previous year 10.742 | 0.761" | 0.764" | 0.766
2. The average price of Urals oil, $/bbl. -0.7230.773" | -0.704 -0.724
3. The average annual exchange rate of the rulilsto 0.743 0718 0.740 0.734
dollar, rubles/s$.

4. The annual consumer price index, % -0.742 1| -0.746 | -0.677

5. Retail trade turnover, % 0.761" | -0.746 1| 0.766

6. The volume of paid services, % 0.764" | -0.677 | 0.766 1

8. The final consumption expenses, % 0.766 1
11. Goods and services import, % -0.7470.774 | -0.760° | -0.716 | -0.767"
12. Reserves changes, % of GDP 0.731 0.671 | 0.756 | 0.672
14. Export duties, % of GDP -0.763" | 0.766" | -0.764" | -0.741 | -0.771
15. Tax on organizations’ profit, % of GDP 0.721 0.675 | 0.676
(1;6D.|;/AT on goods sold on the Russian territory, % o 0.751" 0724 | 0761 0.724
17. VAT on goods imported into the Russian teryitor «

% of GDP 0.673 | -0.767 0.667
18. Excise duties on goods manufactured in theiRuss 0756 | -0744 | 0772 0748 | 0774
territory, % of GDP

Note: In Table 4 there are suppressed cell valdgshado not have significant correlation, thatSgy. (2-tailed)
> 0,1. The high significance of correlation (**)wghen Sig. (2-tailed) < 0,01. If the latter is peatrformed, the
low significance of correlation (*) includes cageswhich Sig. (2-tailed) < 0.1.

Source: The materials of the Russian State ComanittStatistics (2016).
Thus, as it was expected, the crucial for econognamwnth is the population income

dynamics (Figure 5). In Russia, the decline in diaposable income leads directly to the

decrease in food and nonfood products sales, gzojhdation’s cash savings are very small.
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The reducing of absolute income goes along witlhemsing socio-economic differentiation.
There grows the layer of low-income and poor peoBieh Russians are about 20% of the
total, and they prefer to accumulate funds in folx@nassets mainly in bank deposits. The
growth of inequality causes dangerous problemsoofa$ polarization. In limited financial
conditions and slow economic recovery, only mininsaicial obligations are provided,
according to the Ministry of Economic Developmengjgctions for the next three years (On
the Federal budget for 2017, 2018 and 2019).

After a long recession the Russian economics retirtong-term stagnation, fully shown
in 2014, and it seems like the population gets uedde "at the bottom" (Figure 5). Thus,
Russia falls into the trap of "long crisis". At lokates of economic growth, the state and
society’s resources are not enough to solve impbsacial problems, to reduce poverty, to
develop the infrastructure. There is not enouglouess for technological production
modernization, which may lead to a gradual lossechnological capacity, human capital,
competitiveness decline, the ruble’s exchange matd,the destabilization of the payments’
balance. Based on the data from the Ministry ofrtéooic Development basic projections, the

majority of the Russian economics main indicatersain below the levels of 2013.

Figure 5. The dynamics of the Russian population’sncome in 2000-2016, in % to the previous year in
comparable prices

25 =0=(GDP, % to previous year

= industrial production, %
to previous year

== e= Retail trade turnover, % to
previous year

Source: The materials of the Russian State Comenitt&tatistics (2016).

The growth potential for the Russian economics yada.5-4% per year, and, therefore,
the key question about the prospects for 2017 liether the Russian government will be able
to release this potential or at least its signifigaart or not (Aleksashenko 2016). It should be

emphasized that the state was not only able teg@rtite rights proclaimed by itself, but also
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it stepped on the path of their systematic violatidhe lack of reliable institutional
guarantees of civil society led to the growth dflaVels of authorities’ arbitrariness. The
deviation from legal norms became a kind of behammrm itself. There increased the gap
between the declared, desired and implemented dneedhll these events created the
preconditions for the society’s criminalization dafor the establishment and development of
unlawful liberty. Today, the Russian society istli@r from the Western institutional legal
freedom than it was even before the reforms in 1890

Insights

By the end of 2016, the Russian economics was t@bleach an equilibrium state,
adapting to the decline in oil prices and finan@ahctions. The new market equilibrium
costed the Russian economics high price. Privatewaption in the last two years has fallen
by approximately 15%, while investment — by moranth10%. Russian economics has
avoided the Venezuelan scenario, and, if there igatitical alteration, the growth direction is
of great probability. For this there is need tdoes private consumption and investment. The
official data analysis of the Russian budget shotiradl the current structure and the current
trends do not correspond to the requirements fay-term sustainable economic growth.

The Ministry of Economic Development, expressing tbvercoming of investment
recession and being interested in the redirectiothe@se development funds, prefers not to
discuss the real issues that hamper investmeniitgdh Russia. Among the main obstacles,
there are distrust to the judicial and law enforeetnsystem, which is unable to provide
businessmen with the protection of property rights] continuing economic sanctions from
the Western countries. Russia's economics is ssggieby high percentage of the Central
Bank refinancing rate, hard budget, high tax burdecreasing administrative costs. Sharply
increasing concentration of subjective decisiorsksrialso closes growth opportunities.
Another reason for stopping the Russian econonuwiris the deadlock development model
of 2000-s, when its basis was raw material origatabnd dominance of state companies
headed by people close to the highest level of mwwent. Modern economic situation in
Russia on the world map has changed, and the sudrsestagnation will continue to reduce
the Russian share in the world economics and te@se the gap in living standards with
developed countries. If there wouldn’t be any referby 2020 Russia will have a chance to
get into the group of countries that are charaoteriby three features: the technology of the
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previous generation; low human capital; low lifepegtancy; along with ineffective
“privatized from the inside” state.

Ahead of elections in 2018, the Russian Presidettucted to prepare a plan of actions to
increase economic growth rates above the worldageerThe new strategy, which is being
prepared by the group chaired by A. Kudrin, shcaddready by the summer of 2017. The
government did not adopt the previous version, “Beategy-2020”, officially. However,
informally “Strategy-2020” is a kind of a benchmaakd by 2016 it was executed at less than
30% (Dmitriev 2016). It seems that if the task ifmplementation of a cardinal institutional
program of economic action would not be set, thmvery prospects of Russia's economic
growth may be doubtful.

The work confirmed the hypothesis of the study,ttihm Russia there still exist
discrepancies between the declared goals of adgdhie desired economic growth and the
real actions of authorities. The objectives stdigdauthorities do not correspond to the real
data presented in the official forecasts. It isveidahat the main risks for not achieving the
basic parameters of the forecast of social and @uan development submitted by the
Russian government until 2020, are internal, repeed at the level of institutions, priorities

and objectives of the executive authorities.
Discussion of results and conclusions

The complexity of the socio-economic tasks mearsd #tonomic decisions must be
complexity. The baseline scenario of the forechstvs that the development of the Russian
economy is under pressure of external factors. B&&eline scenario has the status of a
conservative and does not provide a radical chahgeodel of economic development. This
restoration should occur at a fairly low level dfprices.

The target scenario is focused on a favorable itransof the Russian economy to the
investment model of development, which involvesumadg costs for business and restrained
growth in consumer spending in the first yearshefforecast period. Economic growth in the
target scenario should contribute to improving thusiness climate; an active investment
policy should also lead to higher annual averagevtir rate of investment to 5.2% per year in
2017-2019, what should happen due to the rapid ooV private and infrastructure
investment.

The analysis of the real implementation of the laidy the Russian Federation and the

awareness of possible inertial trend leads todHeviing conclusions
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1) hypotheses are clearly confirmed; in particullde Russian budget bypasses key
investments in human capital: government spend2@dZ-2016) on education in real terms
has decreased by 22.6%, health decreased by 25.3%;

2) the basic idea of this article is that the pkthibudget was formed on assumptions
which do not adequately reflect an objective Russgieality. The Russian government
currently has the ability to improve them, thattis,bring the budget in line with the real
economic situation. The Ministry of Finance revidbkd revenue plan of 2017 and proposed
increase of budget expenditures. The cost strugtareens;

3) the revival of investment activity, which wassbd on the Ministry of Economic
Development budgeting in the 2017-2019 is impossiilhe companies are left a small
number with investment resources due to high isterates, low profitability of their own
activities and low solvent demand of the populgtion

4) at the present time, it is common that the sgriatobjectives of development of Russia
could be realized only with the comprehensive moidation of the economy, government
social policy and law enforcement. Part of thesgbl@ms is beyond the competence of the
government. Key factors of the main problems of fRessian economy are political
competition, freedom of media, independent, homaest fair courts. However, it is not so

much economic as political issue in Russia.

The work was supported by the Russian Foundatiotdtonanities Fund, a project No.
16-030-00500. Tyumen State University.
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