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After the 2014 economic turmoil, which followed a sharp drop in oil and
gas prices, Russian authorities adjusted the fiscal budget at the beginning
of 2015 according to the projected, lower but stable, oil market prices.

For further information contact:

This stable outlook vanished after the oil price dropped in the face of the

Rating-Agentur Expert RA GmbH
Walter-Kolb-Straße 9-11
60594 Frankfurt am Main, Germany
+49 (69) 3085-45-00
E-mail: info@raexpert.eu
www.raexpert.eu

newly arranged US-Iran agreement (which allows the latter country to
increase world-oil exports) as well as the recent slow-down of the Chinese
economy. The still heavy dependence of Russian fiscal revenues on oil
price calls for keeping a close look on devaluation and price increase these
days. Even though the Russian fiscal balance deteriorated significantly
and foreign-currency-denominated debt increased as a result of a
devaluation side-effect, the country’s debt load remained bearable in
2014. Western sanctions and Russian countersanctions were additional
drivers of the external position deterioration and poor economic
performance of Russia during the year 2014.
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debt represented 15,3% and 40,8% of GDP and fiscal revenues
respectively by the end of 2014. The main driver of debt load increase in
2014 was external debt, which jumped from 1 885 billion RUB in 2013 to
3 057 billions of Rubles by the end of 2014 as a result of the harsh
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domestic debt, which contributed to an overall increase of the total
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government debt up to 12 338 billions of Rubles by July 2015 (see graph
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1). Short-run risks remain negligible with short-term debt accounting for
2,5% of GDP and 6,7% of budget revenues in 2014. In contrast, the high
long-term exposure is evidenced by the yield on 10-year government
bonds (RUGE10Y), which amounted to 10,8% by the end of July 2015.
Such a high yield resulted from the high uncertainties on the outlook of
the Russian economy among international and local investors.
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Graph 1: Break-down of Russian government
debt (bill of RUB)

Government’s heavy reliance on oil revenues raises concern in the
face of the recent drop in oil prices. Diverting from the preliminary data
provided in our previous research report1, the actual consolidated
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Russian deficit reached 846 billions of Rubles in 2014, representing 1,2%
of GDP in that year and a slight decrease compared with 2013 figure (848

is considered, the whole picture looks more disturbing (see graph 2).
Non-oil fiscal balance showed a deficit of 10% of GDP in 2014 and is
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projected to keep such a trend in the years to come as Russia’s
dependence on oil and gas2 is likely to remain in place and projected

Source: RAEX (Europe) calculations based on data from the Ministry of
Finance of Russia and CBR

break-even price for oil stands around 100 USD/bll. (more than twice the
current price).

Graph 2: Non-oil fiscal balance performance
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59,5 billions of USD by the end of 2014 (see graph 3). However, the
negative outcome recorded by the balance of payments (-8,7 billions of
USD by the end of 2014) was mainly driven by the net loss in the capital
account which suffered a sharp decline from -0,4 billions of USD in 2013
to -42 billions of USD by the end of 2014. Such a significant loss is

Graph 3: Russian balance of payments (Bill USD)

explained by the large outflow of capital which took place in Russia after
the strong devaluation of the Ruble in the second half of 2014. In an effort
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Recent decline in oil prices introduces risk of devaluation and
further price increase. Since October 2014 the consumer price index
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Russian counter-sanctions on EU imported goods as well the sharp
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devaluation of the Ruble which followed the drop in world-oil prices (see

Research report on Russia 13th of February, 2015 (http://raexpert.eu/reports/Research_report_Russia_13.02.2015.pdf).
Preliminary assessment based on the execution of consolidated budget as of 01.12.2014.
2 Export sales of crude oil, petroleum products, and natural gas accounted for 68% of Russia's total export revenues in 2013, based
on data from Russia's Federal Customs Service. Oil and natural gas activities make up a large portion of Russia's federal budget.
According to the Ministry of Finance, 50% of Russia's federal budget revenue in 2013 came from mineral extraction taxes and export
customs duties on oil and natural gas.
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graph 4). In order to face such a positive trend in prices, the CBR increased
its refinance rate, reaching a maximum of 17% by December 2014 (see

Graph 4: Exchange rate vs. Oil price

graph 5). After oil prices stabilized and exchange rate trend became
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for the Chinese economy fueled a further drop in oil prices since May
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Graph 5: Inflation rate vs. CBR refinancing rate
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country to increase oil supply globally, combined with negative prospects
2015. If this trend remains in place, a new devaluation and price increase
could take place.

Conclusion
The country’s heavy dependence on oil revenues, devaluation and price
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increase risks still stand as the factors which determine the
creditworthiness of Russia. While gross government debt and
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represents the main matter of concern for the Russian government. If
decline in the oil price persists during 2015, this could ultimately fuel a
further devaluation of the Ruble and push Russia to another year of poor
economic performance.
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