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Demographic indicators. size and

growth of population
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Demographic indicators. age structure
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Russiaisthe only country where until recently
life expectancy was not correlated positively with

strong growth in incomes
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neral economic indicators: GDP volume and GDP
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General economic indicators: current
account and gross foreign reserves
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General economic indicators: inflation and
unemployment
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General economic indicators: investments
and FDI flows
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General economic indicators: gross and net FDI

ows of FDI in 2005 favt

bln USD, fra

i
-I
] L[] | —
& & &
[ Net FDI M Gross FDI

India

Source: World Economic Outlook

:,. BCEMWPHbLIW EAHK




Fiscal indicators. central government fiscal
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Fiscal indicators. gover nment
expenditures
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| nstitutional indicators: banking sector
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Business environment
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Russia: positive changesin the business

environment, 2002-2005
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Russia: negative changesin the business
environment, 2002-2005
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Russia the investment climate is worse for firms
that operate in a competitive environment
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At thefirm leve, private R& D expendituresin
Russia arelow reativeto the BI C countries.
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Russia’s productivity in manufacturing islower than in BIC
countries, although labor costs are higher than in China and
| ndia, suggesting relative problemsin industrial competitiveness
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Russia: recent data indicate slowing growth,
especially in tradable sectors of the economy

Manufacturi n
Electricity, gas, water production
and distribution 1.6
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Transport andcommunication 7.2 10.5 6.1
Finance 9.6 4.5 6.5
| mmovable property operations,
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Short term outlook:

GDP growth rate projections
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rojection

2005 2006 2007
7.7 -7.2 -6.8
-3.1 -2.5 -1.8
-0.7 -1.1 -1.2
Russa 7.6 8.4 8

] BCEMWPHBLIW BAHK

2005 2006 2007
India | N ING B 4.3
Brazil * 5.7 4.5 4.5
China 38 | 34 35
Russa 12.6 10 8
-_

* - year end inflation

Source: OECD Economic Outlook, World Bank staff estimates



L ong term outlook:

2025: BRICs
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Conclusions (1)

ontinue to attract substantial flows of foreign inve urther boosti ng
potentials for the future output growth.

n Risksrelated to global economic imbalances will contl nue to weight on the
outlook for BRIC countries and especially Brazil.

n Country specific risks and challenges include:

Russia - sustained upward pressure on the exchange rate and inflation;
potential fiscal easing, further aggravation of competitivenessin
manufacturing industries.

China - potential for increased protectionism at Chinese exports.
India - high level of off-budget subsidies for petroleum products.
Brazl - expansionary fiscal policy.
n Presidential election in October 2006 (in Brazil) and in March 2008 (in
Russia) may add uncertainty to the outlook for these countries.
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Conclusions (2)

2 long term. Thiswill help to enst
~ growth rates and therefore increasing sh:
In the world market.

ese economies

n But the sustainability of high growth will depend on the
severa crucia factors:

sound and stable macroeconomic and devel opment
policies,

development of strong and capable institutions (including
political);

human development (improved healthcare and education);
Increasing degree of openness.
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Conclusion (3)

aln comparative advantages

oeconomic stability and rich natu

n Todiversify away from its growing dep
resources and to maintain its comparative
Russian economy will need to boost the proc
International competitiveness of its manufacturing sector.

n  Russiacan do this by:
creating incentives for greater firm-level innovation,

by improving the skill base of its labor force,

by creating a stable policy environment that is conducive to
competition.
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Conclusion (4)

ough improved in recent years
ill characterized by significant in
punish its most dynamic and innove

Creating better investment climate and pra
for fair competition iscrucial for competitive

: S and innovation in
Russia.

8§ Countries successful in creating an innovation economy are
characterized by a high level of competition and competitive
pressures. |CA data confirm the importance of competition for
Innovation in Russia.

§ Thisproblemisrelated to key areas of structural reform in Russia:
administrative reform, fiscal federalism, local self-government,
competition policy, administrative barriers to business, land reform.
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