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Figure O-1: In April - May, industrial production Figure O-2: In April, Russia's PMI indexe

growth turned negative in Russia reached record lows
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The pandemis spread resulted ineducedfiscal revenueand a weakened rublén the firstfive months

of 2020, despite the contribution to revenues from the owdf sale of Sberbank sharethe federal
budgetregistereda deficit of Rubt06.6billion compared toa surplus ofRuldl,283.3 billion in the same

period last year on the back of higher spending and lower oil/gas reveAftes acceleratigin April,

inflation slowed downin May to 3.0 percent, y/y as disinflationary pressures from a decrease in
aggregate demand outweighed the impact of the FX passthrdugh.2 ik SNJ RAEIRESY SR 3t 2
NA&] I OSNBAZ2Y 2y TFTABNPOAXNISR VRNJ SEE MY EHzMIYK 2MIt S HING
MM LISANEDSYST GKS o0S3IAyyAy3a 2F (GKS &SI N®

Bank asset quality is likely to deteriorate across the corporate, SME and retail segruessian banks

entered thecrisiswith reasonable capital buffe@nd comfortable liquidity However, thehigh levels of

NPLs(close to 10 percentfan beexpected to increase further @sousehold andcorporate finances

deteriorate due to disruptioa in economic activity from theCOVIBEL9 outbreak and a rise in
unemployment. The ability of ompaniesand SME®perating in the transportationservices, tourism,

trading, and real estate sectorto service and repay their bank loamsll come under the greatest

pressure. Risks in foreignurrency lending have alsocreased due to the depreciation of the ruble and
disruptions inforeign trade.

Unemployment increased in April 202the tnemployment rate increased to 5.8 percantApril and 6.1
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percent in Mayfrom 4.7and 4.5percent insame months 02019 respectvely. This corresponds to an
increase ofl1.1 million people or 33 percent compared toMay 2019. The number of registered
unemployedpersonsincreased even more k.4 million people or 17@ercentand reached®.3 million
peoplein May 2020 This is likely to be onlgomepart of the labor market reactionvarious forms of
underemployment (partime work, reduced working hoursnpaid leavé are likely tohave increased in
AprikMay.

The crisis is affecting the welleing of householdS&andards of livingare beingaffected in schooling by
the suspension of classes; in health servjd®sthe potential saturation of hospitaJswhich, combined
with a reluctance of the public to get care for important but ragent conditions, ideading to
inadequate care for nowommunicable diseasesdexacerbation of the existing disease burdand in
mobility, by containment measurethat have drastically reducé public and private transportation.
Those engageth the retail, tourism, hospality, and entertainment industriegre mostaffected in the
short run due tdockdownmeasures andhe limited ability to work onlineMetropolises and cities, due
to the concentration of tesetypes of activities and of higher population densitjese also more likely

to be most directly affectedinformal workers, who may not qualify for formal benefits, are also more
likely to be exposed to welfare losséhe share of informal employment in Russia is estimated to be
between 15 and 21 percent.

Shortterm impacts could be followed ldgepermedium/longterm impacts These couldnvolve non-
recoverable losses such as learning at critical ages, worsening of chronic health conditions, permanent
job and skillossesand smaltbusiness bankruptcies. Smaltdties and rural areas may suffer the spread

of the virus several weeks or months lat&ectorsnot initially affected like agriculture could be
affected in later stages if disruptions in internal logistics, international trade, or financial conditions
make resuming full production difficulAnd overburdenechealth services may have to prepare for
future increased demand due to delayed treatmeatsla possibleresurgence of virus infectien

/| owdza@IAQ2 Yy 212X A 08 MNP ad Rz Sh &F NF AYESG 12N
Macrofiscal stabilization policies and accumulated buffease allowed the authorities to implement
effectivestabilizationmeasuresA floating ruble since 2014 has acted as a shock absorber to external
disruptions. In March 2020, whendthruble experienced strong depreciation pressure from the steep fall
in oil prices and capital outflow from the EMDES, FX currency sales under the fiscal rule framework
helped to stabilize theforeign exchange marketThe CBRold US$2.2 billion from Marc to the
beginning of Jy under the fiscal rule framework. In additiothe CBR established a mechanism for FX
saleswhenthe price of Urals, the Russian oil price benchmark, falls below US$2%hsbbtal amount
of FX currency sold is limitad US$304 billion funds acquired through the sale of Sberbank shares
The CBR condusFX sales to compensate for oil, gas, and oil products expbréssnue fallout.As of
Juy 4, the CBR had sold US$4.3 billion (around Rub300 billion) in the FX market based on funds acquired
through the sale of Sberbank shares.

The CBR switched to an accommodative monetary pdiley.CBR lowered ifolicy rate from 6.25
percent in February t@a record low4.5 percent inJune It is also implementing additional policy tools
such as special refinancing rates, favorable conditions for specific types of loans, postponing the



introduction of tighter rules, and reducing regulatory and supervisongdéns for financial institutions.
Moreover, the CBR has introduced a Rub500 billion facility to support SMEs lending and has approved
measures to ease liquidity regulations for systemically important financial institutions. The CBR also
announced measuresot maintain the availability of insurance services, to support professional
participants in the securities markeand the trading and clearing infrastructure, and to support
collective invetment market participants. For households affected by the C@QW9lbrisis, the CBR
allowed banks and microfinance organizations to restructure their loans, forgo penalties and avoid
foreclosures on collateral.

The Russian governmeipackageof fiscal support measuresf 4 percent of GDPemairs within the
fiscal rule The measures ara combination of additional spendintie provision for guarantees and tax
deferrals and the reallocation of expendituregTable Gl). These measures, combined with CBR's
measures, are broadlsimilar tothose inother countrieson public health, support for employees, short
term liquidity,the smooth functioning of financial markets, exchangee stability andendingsupport.

TableO-1: Fiscal measures total percentof GDP

Bln Rub | % of GDR
Healthcare and epidemiological measures 246.8 0.3%
Households 665.9 0.7%
incl. selfemployed 9.6 0.01%
Large companies & SMEs & Individuar&mteneurs & NPOs| 2,590 2.7%
Regions 373 0.4%
TOTAL 3,876 4.0%

SourceGovernment of the RiMinistry of FinanceyWorld Bank staff estimations.

Russia's fiscal and financglpport packagés relatively smaltompared to advanced economies, but at
par with benchmark countrie3.he optimal size of any support package is contingent on the severity of
the outbreak and a country's initial conditions (such as the state of the health sector; commodity
dependence; fcal and monetary space and degree of informality, to name a few). With these caveats,
Russia's support package in response to the crisis is relasivelll ands less frordoaded compared to
other G20 economies. However, it is at par with countriefhwgimilar GDP per capita (Figure3p
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Note: Data as of June 12, 2020, except Russia as of June 30, 2020 (WB staff calculations). LHS shows selected
countries with comparable GDP per capita range; RHS she@@ €onomies (apart from Argentina, China,
Mexico, Turkey included on LHS).

Russia hafiscal headroom to further support relief and recovery measimgsrms of government debt
sustainability and external sector debt, Russia favorably compares to other EMDESs. Public debt as a
share of GDP totals about 14 percent, compared to 58 perceetage for EMDEs. The ruble bond

market is capped to abourul23 trillion, of which government bonds were arouRdib9 trillion by end

2019, indicating some room for domestic debt issuance. Gaiev external debt 29 percentof GDP

compared to 60 percenEMDE averageborrowing in euros is another optioRinally,tappinginto the

NWFcould provide some fiscal spade this unique crisi Fa 2F WdzyS m3I BWS b2CQ
8.2trillion (8.4 percent of GDP Starting from January 1, 202he government announced an increase

in the personal income tax from 13 to 15 percent on incoriasveRub5 million a year

Various secial protection measureannounced by the government, in principle, could compensate for the
increase incrisisinduced pverty. The crisis would have increased tpeverty rate from a baseline
projection of 12.0 percento 148 percent in 2020 l{ased on the projected growth rate of minus 6
percent in 2020 However, a preliminary assessment of social protection mitigatiosasures
announced thus far, such ashanges to child allowances, maternity capitahd social security
contributions to SMEs, finds that such measures matly compensate for this increase in poverste,
bringing it down tol2.2 percentin 2020 (Figuré®-4).

These findings need to benterpreted with caution. These estimates are subject to actual
implementation whichwill depend on many different factors. For example, the assessment assumes
currenttake-up rates of unemployment insuraewhere 25 percent of beneficiaries get the benefitut

the actual takeup might be differentChild allowancesof which only somere meangested, tend to

have a better takaup rate. Tax exemptions and subsidies to SMEs are new measures andiitu# thff
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ascertain their takaup rates.If any of these policies have lower take rates than expected, because of
administrative o other logisti@l complications, the poverty rate could end up above the baseflime.
analysis alsdhypothesizes acontained impact of the cris on metropolitan areas and large urban
centers and the spread of the pandemic is somehowntrolled and shoHived, with limited ripple
effects on rural areag=inally, the assessment assumes that GDP would contracirtogderate, baseline

6 percent in 2020 (see Outlook section). A more adverse scenario would yield different results.

FigureO-4: Ex anteannouncedgovernmentmeasurescould partly contain the crisisinduced increase
in poverty
Poverty impact of CO\AD® and wlicy responses (a simulation exercise), percent of the population
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SourceWorld Bank staff estimations.

Note: The Bue line represents official poverty rates. Segmented orange line represents projections based on
RUSMOD model arRLMSHSE2018 data.

In the mediurderm, amore substantive agendar socialprotection reforms is necessafussia spends
around 3.2 percent of GDP on socéasistance programs, which at face value is double the global
average ofL.6 percentand well above the.2 percent averagspending in its regional group. However,

the socialassistance system in Russia does not necessarily prioritize the poor. Overall, qeycernt

of GDPis directed to meansgested programs (compared to an Opgroent average in the EU, ranging
from 0.1 in Bulgarido 1.4 percentin the Netherlands). Mitigating the impact of tf@OVIBL9 crisis on

the poor and vulnerable is attainable using the current welfare system but needs strengthening along
two dimensions:(i) its coverage of the poor must be expanded &}l its generosity needs to be
increased. Before the crisis, the poor received only 10 percent of social assistance transfers. Even when
covered, they receive insufficient support to move out of poverty. [Ewel of meandested benefits is
small: a poor person receives on average aroonetthird of the poverty gap.

5dhdzif221Y ! REE&NM NBOSaairzy
With oil prices averaging US$32/bbl in 2020 émelglobal economy contracting 8.2 percent, yly, the
baselire scenario suggests a contraction of Russian GDRIpe&ent, a 11-year low, with a moderate
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recovery in 2022022.In 2020, overall household consumption is expected to shrink bpetcent, and

gross fixed capital investment 8ypercent. Negative contribution from exports contraction is expected

to weigh on GDP growth the most. Any numerical forecast for the period ahead, however, is subject to
unprecedented levels of uncertaintyd assumptions.

LT O2y WISA YAt a NBSR Ay (KS Ad/S AXSR I olatSH OBT 2 nHn &
LIk yl“?éYA éz I B é szél“? A y (J K§’2 ééaﬁsﬁﬁﬁe@@ NEC)?D}EIdNJ{ﬁ2ZEIS§I(J dzyl

A = 4 oA

LISNOISYWR 02 odm WGWENIFOENA VAWK Gza ESKYARAODRFEadzYLIGAZ2Y A
f SIR (KS NYy@SAINESY (i Aad SELISOGSR A2 duydMeBY &b até® |
AY HanunX SELERNI 3INRBsGK Aa SELSOGSR (2 oEWROfth dz2L) Ay

positive, projected GDP growth ahead, GDP levels in 2022 would have barely caught updodgemic

levels (Figur&-5).
C A FgNBDPevels in 2022 would have barely caught up to gpandemic levels

10 105
8 }100
6 1 95
4 | F 1 90

- 1 85

80

GDP levels, %

75

GDP growth rate, %
o

2002
2003
2004
2005
2006
2007
2008
2009

2010
2011
2021
2022

1 70

1 65

-8 1 60

-10 L -4 55

= GDP growth rate GDP levels, 2019=100 (RHS)

{2dzMREBGIGE 22NIR . Lyl adl¥FF OLtfOdA | GAZ2yaod

AAAAA

¢KS 3ISYySNIt 3I20SNYYSyild 06dzR3S (-1 kad ASIEKR ISTERISR ILINGRR ¢ S dzN.
0St Zé GKSLJI\I;'MG\Sé'é{KIQIi erJnKC)o?}\aOJS]f(SNIEm&BQZ EI%S@[BJK\WWUSX/U

Ay T AYS & A TN OGVKSS 20N8 4 @KBEINRNDS SRA FNBY (GK6&&{ dzf NDIBY i

Fdzy Ra FTNFRXKMAKSHNI @2 NNBHR2KKI 6 KS TSR SINGNWFIsyrjectidS I A 2 y |
to total about 8 percenof GDP by the end of 2022.
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Risks arefirmly tilted to the downside They include a more protracted pandemic and hence a
prolongation of containment measures, a slow and shalipebal economic recoverg, further drop in
commodity prices, and a slower recovery due to lasting impactshomseholdsand firms and
disruptions in global value chains. Rreisting financiasecta vulnerabilities could be amplified by the
pandemic.ln a more adverse scenario, GDP could contract by 9.6 percent in 2020 and recover by a
marginal 0.1 percent in 2021.

9N LISOAIE C20dzAY 9RdOFGAZ2Y AY wdzA &ALl

Education is a significant contributor to Rlis€8 & K dzY | Russ@lisLdAnked 84¢h in the World
.hy1Qa Kdzyly OFLAGEE AYRSEZ FYR wdzaadaAly adGdzRSyda
outcomes (a measure of their performance in different internationagsessments ofmathematics,

reading and science)Systemic analyses, reforms, and the internationalization of education have helped
Russia become one of the leading countries in education outcoRwssidboth contributes to¢ and

benefits fromg participating in the global educatia@ommunity.

However, there remaiaystemic issues with &ttcentury skillscritical for the future labor forceRussian

students fare poorly in terms of collaborative problesolving skills relative to their performaa in the

GNF RAGAZ2Y It 2N) O23ayAGAQGS ajAaffta YSIFEadz2NBR o6& (GKS h
(PISA). That is, they do well in terms of traditional math, science, and reading proficiency, but not as well

in terms of what could be defined & aajiAffa 2F G(KS TFdzidNBdé ¢KS RSO
area for enhancing the Russian education system and can be an effective response to thel@OVID

crisis as it raises personal resilience, efficiency, and the employability of yolrgnsit Another

systemic issue is wide regional disparitiesrexample premiums to educatiom Russian regionsnge

from 10.1 percent (Karelia Republic) to 38.2 percent (Altai Repuablibg university level and from 10.4

percent to 20.6 percerat the vocational level.

COVIEL9related £hoolclosures coultkad to a learning loss of more than otlérd of a Russian school

year. If schools remain closed fdive months this year, the learning loss of the average studsnitid

reach 16 PISA points nreading(despite currentcompensabry measuressuch as online learning and
educational TV)These losses are higher than those estimated for OECD and EU countries. Moreover,
there are distributional issues: hile students from the top quintileould lose about 14 PISA points,

those inthe bottom quintilecouldlose B points. These 8 points translate into a loss compared with
missing onehalf of the yea® learning(FigureO-6). A fivemonth school closure could reducearginal

future earningsby about2.5 percent per year over a studéitworking lifeLonger closures would have

a larger impact.
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FigureO-6: Potential learning lossn readingin Russia due taCOVIBL9 (if schools are closed for

months)
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SourceOECD PISA database, World Bank staff calculations.
Note: Losses are calculated for reading (which is fundamentally correlated with other subjects).

The current response to the COMMDrisis could also be an opportunity to tackle structural imbalances
of Russian education and speed up needed reforms

The pandemiccould widen the achievement gap between socioeconomic groups in Russia.
Programs could be adopted to address this issue. & besld include reducing the digital divide

to ensure that all students and teachers benefit from learning platforms, for example, by making
IT equipment more accessible for families and teachemproving connectivity, and better
support forthe developrent of digital learning materials.

Regional disparitiescould be reduced by, in addition to improving connectivity in lagging
regions, ensuring more equitable access to quality learning. Traditional education approaches in
regions could be improved by modiverse teaching and learning practices, stimulating learning
environments in schools, and more extracurricular opportunities for vulnerable students.

Higher education could be improved starting with clear national strategyfor its
internationalization This could include identifyingreas of specific attentigrwith universities
attracting more international students. Suchnaapproachis even more needed under the
COVIBEL9 pandemic whenin the mediumterm, competition for international studentis likdy

to grow significantly.More flexible legislation and a morequitable allocation of funds for
transformative reforms beyond elite universitia®uld also help

National programs in education lagigorous impact evaluations and independent quality
assurance mechanisms. Instilling such evaluation and mechanisms would help reduce disparities
and increase efficiency. They could include specially targeted programs, guidelines (including
coaching progmas for teaching staff), collection of best practices, and inégjional exchanges.
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1.1 Global activity: a sharp recession amid the COVID19 pandemic

The COVIR9 pandemic has triggered a deep global economic recesSilmbal activity i€xpectedto
contract 5.2 percentt the largest contraction since World Wartll as countries grapple with the
COVIBL9 pandemic to varying degrees. Global industrial production suffered its steepest falP8bte

the global financiatrisis in Q1 2020, a#.4 percent (g/q, saar). Economic indicators point to an even
steeper fall in Q2 2020, reflecting an unprecedented collapse in services and manufacturing amid

lockdown measures. Nearly all countries have imposed stringerasuresta 4 SY (1 KS @A NUza Qa

including travel restrictions, lockdowns, and international border and school clogurdélsat have
generated both supply and demand shocks. The impact has been particularly severe for international
trade due to disruptions in thglobal value chain and weakened demand. Many emerging market and
developing economies (EMDEs) have experienced capital outflows greater than during the global
financial crisis, as aversion to risk has risen and portfolio investors have moved to safetsgablan
unparalleled speed.

Crude oil prices have plummeted since the start of the year, dropping 65 percent between January and
April. With incipient tensions in the global oil market already present in early 2020, oil demand collapsed
as a result of th pandemic, and the restrictions needed to stem its spread have severely disrupted
transportation, which accounts for around twihirds of oil demandQil demand is expected to decline

by an unprecedente® percent in 2020However, since Aprililoprices have seen a partial recovery, as
countries have started to ease lockdown restrictions, and oil producers have implemented sharp cuts to
production.The price of Brent crude oil averageg@40/bbl in June, a substantial increase from its April
average ofUSh23/bbl.

The global economy has fallen into a sharp recession amid the CQ9Ipandemict The pandemic,
which has infected over 7 million people globally, is expected to plunge the global economy into a deep
recession in 2020, with activity comtting 5.2 percent (World Bank 2020). The collapse in services
activity has been unprecedented, reflecting a sharp decline in demand amid associated lockdown
measures and travel restrictions (Figure 1). Manufacturing activity and new export orders, sisretka

08 G(GKS t dzNOKIaAy3a alyl3aSNAQ LYRSE o6talLos KI @S
from supply disruptions and weakened demand.

Global trade flows have collapsed due to the fall in demand and to severe disruptions to value ghain
The international goods trade has been deeply affected by the fall in demand, as well as by severe
disruptions to global value chains, particularly in Europe and Asia (Figure 2). Global tourdsm
important source of export receipts for many econommedas also plunged due to the pandemic. Daily
counts of the number of commercial flights were down by more than tiqearters relative to last year

as of early June.

I World Bank. 2020Global EconomiProspects, June 202Washington, DC: World Bank.
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Crude oil prices have plummeted since the start of the year, dropping 65 percent between January

and April. Brent crude oil prices averag&#s523/bbl in April, a multdecade low(Figure 6) Demand for

oil hascollapsed as a result of shutdowns from tB®VIBL9 pandemic and the severe fall in global

economic activity, with the International Energy Agemmgjecting thatoil demand declind by 18

percent inQ22020 (Figure 7). The decline in prices was exacerbated by the breakdown of OPEC+ talks in
earlyMarch, and a new production agreement announced on Aprinitially failed to boost prices. In

part reflecting the imbalance betweedemand and supply, the price of WTI Cushing, the U.S.
benchmark, briefly turned negative in April, although technical factors were also athayever, d

priceshave sincaecovered agproduction cuts have been implemented, atmtkdown measures have

started to be lifted in some countriebut they remainmore than one-third lower than their January
peak.
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1.2 Russia: heading towards a recession after relatively robust growth
in th e first quarter

The impact ofCOVIEL9 on economic activities in Russgias limited in Q22020 and mostly channeled
through a sharp reduction in trade and commodity prices. With the introduction of lockeh@asures

at the end of March, Russia slipped into recession hit by domestic supply and demandghotksa
backdrop of already weak external demand. In April, contraction in the output of five basic sectors
totaled 9.9 percent, y/y, which is on parith the contraction of this indicator in 2008@luring the global
financial crisis.

The impact of COVIBL9 on economic activit in Russia was limited irthe first quarter of 2020
Containment measuresncludingstrict mobility restrictions were introduced only in the last week of
March, after the number of infected reached 6580st of which weran Moscow (410) (Figur8). High
frequency indicators of consumer and investment demand in Jarsaiyuary 2020 pointed to
continued domestic deand growth (Figurd0). As a result, the economy posted relatively robust GDP
growth of 1.6 percentin the first quarter of 2020 (Figurkl). A bw base effect from the first quarter of
2019 also supported this robust reading.

Figure9: The epidemic reached Russia later than 1 Figure 10: Highfrequency indicators o
EU, US, and Asian countries consumer and investment demand sugge
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staff calculations.

The limited impact of COVIB19 on economic activit in JanuaryMarch 2020 was mostly channeled
through a sharp reduction in trade and commodity prices (Figutg). This largely reflected the
negative impact from the downturn in China on global demand and growing uncertainty about the
prospects of global economic growésthe crisis escalatd in Europe andn the USThe dsruptions of
global value chains halimited impact on Russia, given its relatively low level of exposure.

Figure 11: In the first quarter of 2020GDP growth Figure 12: Export volumes for man

flash estimate points t@ limited effect fromCOVIDP commaodities exported by Russia dropped
19 the first quarter of2020compared to the first
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With the introduction of lockdown measures at Figure13; Electricity consumption dropped in Api
the end of March, Russia was also hit by(adjusted for temperature effects, y/y)

domestic supply and demand shockgyainst a .

backdrop of already weak external demand. . _
Lockdown measures caused business activities ll”‘ ||H‘”|H|I|‘ ||||“||l I|| ||||
halt and workers were often unable to go to .

work (supply shock). At the same time, the

majority of households could not realize their

demand for goods and services in full (demant
shock). This led to a decrease in consumptio
and investment in the end of March, which
continued in ApriMay. In Apriland May retalil

sales turnover slumped by 23atd 19.2percent,
yly, respectively Market services turnover dropped by 37.9 percent,, ywyApril During the lockdown,
electricity consumptiorin the CentraFederaDistrictfell compared to last year, which is an indicator of

subdued economic activiffFigure B).

After robust growth in JanuaryFebruary 2020 and moderate growth in March, output in basic sectors
fell by 9.9 percent in April.In Apriland May highfrequency statistics poirtd to negative growth in all
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sectorsexcept foragriculture(Figurel4). Manufacturingcontractedby 10 percent, y/yjn April and 7.2
percent, yly, in Mawith sevee negative impactin metals production and transport vehiclé$owever,
the production of medical goods and pharmaceuticgtew by 13.5 percent, y/yin April, mneral
resource extraction decreased by 3.2 percent, yythe framework of the OPEC+ agreement, in May,
Russia cut oil production to 8.59 millidrarrels per day (the agreement specifies cuts to 8.492 barrels
per day for Maylune which weighted on mineraksource extraction -{3.5 percent, y/y) The
transportation sectohas beerhit by falling trade volumes andiminished demand fotravel, fallng 6
percent, yly, in April 202@nd 9.5 percent, yly, in MayPMI indexegeached record lowsn April,
compared to other countries and historicallgcovering somewhat in May (Figure 1Agcording to the
estimates of the Ministry of Economic DevelopmeBDP contracted by 12. 1 percent, yly, in April and
10.9 percent, yly, in May.

Figurel4: In Apriland May growth weakened in all Figurel5: PMI indexeseached record lows in

sectors except agriculturgpercent April
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SMEs are disproportionally affected by the current crisis, being more vulnerable to suppty
demand shocks while relying more on services consumptiatich has rapidly declined (Box 1%iven

the limited resources of SMEs and obstacles in accessing capital, the gpegioghich SMEs can survive
these shocks is more restricted than for larger firms. In Russia, SMEs account for about 20 percent of
GDP (18 peent in 2018versus22 percent in 2017) andbout 24.9 percent of total employmentor
18.8million as of December 20)9There is a national project aimed at SME developntiegitincludes
targets to raise employment in the sector to 25 million people and the contribution to GDP to 32.5
percent by the end of 202&he target for 2020 i23.5 percent of GDPYet, under current conditions,
SME sectoturnover is expected to declinaifther, increasing risks of bankruptciés.the past year, the
number of SMEs has fallen, notably in the Central Federal District (Figiueh& number of employees

in the SME sector in 2019 decreased to 18.8 million from 19.3 million in2@1F. In Murch-April 2020,
employment in SMEs declined, bupicked up in May (Figurk?).
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Figurel6: The number of SMEs has decline Figure 17: The number ofemployees in SMEs he

notably in the Central Federal District followed a declining trend, picking up in May 2020
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SourceRussia Unified Register of SMEs.
Note:Data refers to the 10 of the respective month.

In May, Russia announced a threztage plan to emerge from lockdown, as the COMI®cases growth

rate slowed to about 5 percentMitigating contagion is crucial to avoid a continued rise in new cases.
Like containment policies, which started in MoscowMarch 30, reopening policies, at least in terms

of timing, have been delegated to regional authorities, commensurate with the extesdtofe COVID

19 casesn their regions. The first stage allows people to walk and exercise outdoors; small shops and
savicesector establishments can «@pen, limiting the number of visitorsin some regions, a pass
system was developed to enforce restrictions. In the second stage, schools and larger shops and service
sector businesses can opas well as some educatioradilities In the third stage, parks, hotels,
restaurants, and all shops are to reopen. Criteria for lifting restrictions in specific regions include
infection rates, the availability of hospital beds, and testing capacity. The reopening is conditional on
safety guidelinedor all three stagesincluding social distancing and disinfection. The stages -of re
opening in Russia are in line with those implemented in other countries, yet, entering the respective
stages later allows for ampportunity to learn fran others.

As of June 4, most regions have-opened small shops and servieector establishmentsHalf of the
regions have r@pened for domestic tourism, with the resumption of domestic transport, including
flights. Starting May 12, industrial enterprise&and construction sites resumed activity and are now
operating in almost all regions. As of June 19, @mggions remained in lockdown (stage 0), most have
begun opening small shops, 13 regions have entered the second stageopénig. Sakhalin Oblas

was the first region to enter the third stage of-opening. In Moscow, most restrictions were lifted as of
June 9, allowing residents (including those above the age of 65) to move freely, while certain businesses,
including hairdressers, beauty salorsterinary clinics, and employment agencies, could resume work.

In the subsequent phase in Moscow, starting on June 16, further businesses, including dental clinics,
libraries, real estate offices, and museums, were allowed {open, as well as openingitside areas of

cafes and restaurants. At the same time, the mask regime will continue to operate.

24



Box1: SMEs are disproportionally affected by the current crisis, being more vulnerable and less
resilient to the supply anddlemand shocks, while relying more on services consumption that has
rapidly declined.

In March-April, demand for consumer goods and services fell sharpiygst severelyaffecting sectors
ONHzOA I £ G2 wdzB&D. Afidst idolatidrapolicied Argnazhtdl to prevent the spread ¢
COVIELY, service sectors (notably restaurants, hotels, beauty salons and hairdressers, touris
retail nonfood stores) saw sharp drops in revenues. The sectoral structure of SME output is dom
by wholesale and retail trade, manufacturing, and construction (Fidgt®). Zemtsov and Tsarey
estimate that these sectoral shocks can lead to a decrease in SME aitpptto 77 percent (in &
pessimistic scenario incorporating multiplier effectsiy fact, the estimated revenue per sector, bas
on CBR payment flowsotably for the wholesale and retail sector (61 percent of SME outpus)s
declined sharply from the end of March to the end of April, with some signs of recovery in th
weeks of May (FigureB1-3).

FigureB1-1: The highest number of SMEs wc¢ Figure B1-2: Main SME turnover comes from th
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SourceRosstat.

In response to the crisis, the CBR approve@®ab500 billion package to support SMEs, of which Rub150 bil
are to be channeled to SMEs to sustain their payments to employeesresponse to the crisis, a number
measures have been taken to support SMEs in sectors seen as most vuldiénahlding tax deferrals (except fq
VAT), deferrals of rental payments on state or municipal properties; a reduction of security requirements fq
contracts in public procurement; a social tax rate cut, and angirth moratorium on fines and bankruptcy an
sacial security payments deferral for microbusinesses. The CBR allowed regulatory forbearance for ba
micro-finance organizations to enable the restructuring of loans for SMEs and individuals affected by the pal
and softened requirements for lemdy to the most affected industries. Sionth, zerepercent interest loans arg
provided for SMEs to pay salaries, while Russian regions can provide additional support. In Moscow, this in
percent interest loans to SMEs in vulnerable sectors, sudssidi exporting SMEs, and partial compensation for

WMSYGazogs {tI ¢ atdéhSdd bfHevélopraentofithe sedtor af émall and medaired enterprises

under the conditions of pandemic and crigig Ly a2y A(i2NRYy3d GKS W/ORyYE AR2DPMA A ( dzt
April, Gaidar Institute for Economic Policy.

4The Government approved a list of most adversely affected sectors including air and road transport, culture and

leisure, sports, catering, travel agencies, hospitality, dental clinics, and others.
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purchase of new equipment and for switching te@mmerce practices.

FigureB1-3: Isolation measures have had an adverse effect on revenues in SME sectors of operat
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SourceCBR.

1.3 Balance of payments: the COVID19 crisis has weighed on the
current account since February, mainly due to the contraction in
energy exports

The current account surplus narrowed in the first quarter of 2020, mdirdytolower export receipts.
Despitea steep decline in oil prices in March and gloomy prospects of global emgmwth in the
medium term, net capital outflows decreased in thist quarter of 2020 compared to the same period
last year. This could be partly attributed the macrofiscal stabilization policy conducted by the
government and the CBR in the l&ise years and accumulated macfiscal buffers that are helping
Russi navigate the crisis.

The current account weakened in the first quarter of 2020 @ frercent of GDPcompared to 8.9
percent of GDP in the same period last year, mainly due to a weaker trade balance on the thack of
COVIEL9 pandemic (Figure8). In ApritMay, the current account droppedo US%.2 billion, from
US4H.0.2 billion inthe same period last yeawith oil pricesdroppingfurther and lockdown measures
restricting domestic production.

In Q1 2020, the trade balance surplus registered at UB$9 billion, compared to US$4 billion in Q1
2019, mostly due to a fall in energy exports on the back of lower prices and voluBesrgy exports
dropped by abouR0 percent (USH.2.6billion) as the spread dhe pandemimegatively affected global
demand Naturalgas exports dropped the mastieclining byabout 50 percent. From a high basethe
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first quarter of 2019, natural gas prices slumped already in January in annual terms with loaded stock
facilities in the EU, abnormally warm weather and higher exports of liquefied natural gas (LNG) (Figure
19). Volumes of natural gas exports diminished B% percent. In Janua#yebruary 2020, LNG expdits
volume and value continued growinghough slower than in 2019. While oil prices slumped by 35
percent in FebruamMarch with the spread ofCOVIBEL9 and the OPEC+ fallit, crude oil exports
decreased byt5 percent as contracts for deliveries were signed some time in advance.

Figurel8: The current account weakened in tt Figure19: In the beginning of 2020, prices dropp
first quarter of 2020 to . percent of GDF for most commodities exported by Russia
compared to 8.9 percent of GDP in the sal

period last year

Source CBR, Federal Customs Service of theCRRmodity.

The spread ofCOVIB19 dampened global demand and negatively affected prices for other goods
exported by Russiasuch agmetals, fertilizers and timber. Export values declined by 15 percent in the
first quarter of 2020, declining further by918 percent in Januasipril 2020, compared to the same
period in the previous yeaiYet, in the first quarter of 2020, newil export valus droppedby about4.9
percent. The stagnation in metal products exports deepened after a protracted dmsp year.In
JanuaryApril 2020, woodexport value fell by 10.7 percent and chemical product exports k.9
percent (Figure0).
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