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MAIN TRENDS AND CONCLUSIONS

There are serious, albeit hypothe  cal, threats that are coupled with small 
but already-realized risks. The weight of the threats is so uncertain that it 
tempts one to treat it as a fake, whereas the risks are in the spotlight and de-
bated a lot although they weight much less than the threats. 

The former defi nitely refer to the lengthy U.S. congressional debates on 
a new package of sanc  ons against Russia. There are way more than zero 
chances that the package will be endorsed because things are messed up 
in the White House. The White House has decided to join the sanc  ons, 
seemingly in exchange for reserving the U.S. President’s right to repel them 
(it’s perhaps the fi rst  me congressmen have ever a  empted to arrogate to 
themselves the right). The nega  ve economic and poli  cal poten  al of the 
dra   bill is very signifi cant, albeit not well calibrated yet, because it does not 
seem to be inevitable so far.

Bad weather condi  ons in Russia’s European regions seem pale beside 
the foregoing. However, the weather-related upsurge of prices (which is un-
typical of this season) has prompted further analysis of infl a  on risks. When 
evalua  ng the June spike in infl a  on, our experts have men  oned another 
key interest rate cut in mid-June which, according to the experts, seems to 
be an un  mely measure of monetary policy easing, and the central bank will 
therefore have to slow the pace of key interest rate cuts.

Although the underlying infl a  on (excluding the price change driven by 
seasonal and administra  ve factors) con  nued to decline – from 5.5% in Ja-
nuary 2017 (rela  ve to January 2016) to 3.5% in June, there are high risks 
that infl a  on will accelerate: the bearish trend for the rouble’s exchange rate, 
moderate crop yield forecasts for this year, Fed’s monetary policy  ghtening, 
as well as consumer demand recovery. Real personal income in May 2017 did 
not fall on a May-to-May basis. Furthermore, the retail trade turnover in April 
and May 2017 increased by respec  vely 0.1% and 0.7% compared with the 
same periods last year – fi rst  me since December 2014, seemingly driven by 
the growth in consumer credi  ng.

The growth in consumer credi  ng has further drawn a  en  on of experts 
who claim this also caused the increase in households’ propensity to save in 
bank deposits, in cash and in securi  es in the fi rst fi ve months of 2017. Sav-
ings in that period increased by a total of Rb 970bn compared with Rb 777bn 
in the same period of 2016. The amount of cash in circula  on and the propen-
sity to purchase foreign currency in cash (foreign currency in hands increased 
approximately 10%) also increased. Amid stagna  ng real incomes, however, 
the growth in consumer credi  ng (individuals’ credit outstanding increased 
Rb 264bn) is regarded as somewhat fi nancial risk facing households.

Experts studying the demography in Russia have noted that Russia’s eco-
nomic stagna  on had no eff ect on the fer  lity behaviour. The average fer  lity 
rate (births per woman) stood at 1.75–1.78 over a few years. However, the 
number of births in Russia con  nues to decline in 2017 because of a small 
size of the female genera  on at the peak of fer  le age (the nega  ve dyna-
mics has been observed since the H2 2016). It has long been realized that 
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the sex-age structure of the Russian popula  on will ‘shrink’ inevitably. Demo-
graphic holes of type as it is now have been occurred almost every quarter of 
a century since WWII. The latest small-size genera  on was born in the 1990s.

In the end, a certain decline in the death rate can no longer off set the de-
cline in the number of births, and therefore Russia is again faced with a natu-
ral popula  on decline (-112,000 persons in the fi rst fi ve months of 2017). 
And, the natural popula  on growth in Russia in 2013–2015 was reduced to 
zero as early as in 2016. Since the number of births is declining, the birth/
death rate can hardly be expected to become posi  ve again if there is some 
possible decline in the death rate. According to Rosstat’s “medium-case” 
forecast, the number of births will con  nue declining almost steadily over 
the decade to come, and it is not un  l nearly 2030 that the annual number of 
births is expected to stabilize at a level of 1.5 million (compared with almost 
1.9 million in 2016) and to start growing for a long period of  me.

The decline in the number of births shouldn’t be confused with the de-
cline in the fer  lity rate (births per woman) which is not the case: the fer  lity 
rate remains overall stable across the country. However, the fer  lity rate has 
indeed fallen in rural areas over the past three years, whereas the stability is 
accounted for by urban popula  on.

The eff ect of ci  es or rather agglomera  ve eff ects are also studied in 
terms of the extent to which they can aff ect produc  vity in the industrial sec-
tor. Some researchers show that the eff ects in the manufacturing industry of 
West European countries comprise about 5% of the total factor produc  vity, 
if a city doubles in size. Our authors assume that the eff ect in Russia is twice 
as much as that in West European countries: if a city has a popula  on twice 
as large as the popula  on of another city, then the fi rms opera  ng in the 
former would be by 8–10% more produc  ve than the fi rms opera  ng in the 
la  er. For example, the average produc  vity in the vicinity of Moscow and 
St. Petersburg decreases steadily with a distance from the ci  es (produc  vity 
at a distance of 200 kilometres is 40% below the produc  vity in the centre of 
agglomera  ons). Considering various factors that create the agglomera  ve 
eff ect (ranging from the level of compe   on to the convenient geographical 
loca  on of a city), experts assume that this also may be associated with mi-
gra  on of workers seeking to realize their poten  al in large ci  es.

A completely diff erent type of migra  on (fi rst of all, a mass infl ow of refu-
gees) was considered among the three new key issues – along with digital 
economy and healthcare issues – which were raised at the recent G20 Sum-
mit. Germany’s G20 Presidency amid the eff ect of “the Trump factor” is the 
topic of an expert review.
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1.  INFLATION UPSURGE AMID BAD WEATHER
A.Bozhechkova, P.Trunin

The Russian consumer price infl a  on gained speed in June 2017, up 4.4% 
from June 2016, which is 0.4 p.p.s above the Bank of Russia’s target infl a  on 
rate for 2017 and 0.3 p.p.s above the rate seen in May 2017. The price rise 
was driven basically by the increase, due to adverse weather condi  ons, in 
food prices which appears to be temporal. However, the current infl a  on dy-
namics may force the Russian central bank to slow its easy monetary policy in 
an environment of con  nuing high infl a  on risks including a lean crop yields, 
rouble deprecia  on, consumer demand rally, as well as uncertainty about the 
fi scal policy.

The Bank of Russia cut the key in-
terest rate in mid-June by 0.25 p.p.s to 
9% p.a. – for the third  me in a year. 
However, given the infl a  on data for 
June that were published early in July, 
this monetary easing seems to be some-
what un  mely.

As a reminder, the January–May in-
fl a  on rate dropped to 4.1% in April and 
May (rela  ve to April and May 2016) 
from 5% in January (rela  ve to Janu-
ary 2016), thus ge   ng much closer to 
the Bank of Russia’s target infl a  on rate. 
Infl a  on slowed in the fi rst fi ve months 
of 2017 in response to sluggish reco very 
of aggregate demand, as well as be-
cause of the rouble deprecia  on. However, consumer prices picked up sharp-
ly to hit 0.6% in June, an increase of 4.4% from June 2016 (Fig. 1).

The increase in consumer price infl a  on was fi rst of all driven by the up-
surge of food prices in response to adverse weather condi  ons. Food prices 
in June increased by an overall of 1.0% (+0.1% in June 2016), and prices of 
fresh fruits and vegetables were up to 8.3% from May (-1.1% in June 2016). 
Some food price infl a  on started up as early as April 2017 as the previous-
year’s harvest stocks depleted, with food prices hiking by 0.6% (0.1% in 
March 2017).

Despite the growth in food price infl a  on, the underlying infl a  on rate 
(the price change driven by seasonal and administra  ve factors is excluded) 
con  nued to fall since January 2017. For instance, while in January the under-
lying infl a  on rate stood at 5.5% (from January 2016), in June it reached 3.5% 
(from June 2016) – an argument in favour of the assump  on of one-  me 
seasonal infl a  onary shock in June. However, given the fact that the Russian 
Ministry of Agriculture downgraded in June its wheat crop forecast for 2017 
from 110 to 100–105 million tonnes as a result of unfavourable weather con-
di  ons, there are high enough risks that food prices will con  nue to grow.
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A survey by InFOM (a sociological and marke  ng research fi rm) shows 
that median infl a  on expecta  ons among individuals remained unchanged 
in June a  er declining to 10.3% in May from 11% in April 2017, which was 
seemingly driven by the above  me factors associated with the food price 
rise. Furthermore, the Bank of Russia’s es  mates based on surveys of an  ci-
pated infl a  on movements give evidence of declining infl a  on expecta  ons 
among individuals. For instance, the Bank of Russia’s probabilis  c es  mate 
obtained through “overlapping” respondents’ es  mates on the current infl a-
 on rate was 3.8%, which is lower than the current infl a  on rate1.

Non-food prices in June increased 0.1% (0.5% in June 2016). Price infl a-
 on of non-food products slowed at a faster pace than other items (0.2% in 

May 2017 compared with 0.4% in May 2016), seemingly driven by, among 
other things, the rouble apprecia  on in January–May 2017. Prices and rates 
of paid services to individuals in June 2017 increased 0.7% (0.6% in June 
2016) mostly in response to a seasonal rise of prices of passenger transport 
services, health and leisure services, and outbound travel services.

Thus, accelera  ng infl a  on in June was indeed driven by short-term fac-
tors. However, other risks may be realized before the end of the year. Con-
sumer demand recovery can become a source of accelera  on in infl a  on 
in addi  on to the weather-related depressed crop yields: in May 2017, for 
instance, real personal incomes saw no change compared with May 2016, 
whereas they were falling during the previous three months. Furthermore, 
real wages were on the rise since August 2016, with growth rates gaining 3.7% 
in May 2017 compared with the same period last year. Furthermore, the re-
tail trade turnover in April and May 2017 increased by respec  vely 0.1% and 
0.7% compared with the same periods last year – fi rst  me since December 

1  The Bank of Russia Bulle  n “Infl a  on Expecta  ons and Consumer Sen  ment”, No. 6, 
June 2017.
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2014, seemingly driven by the growth in consumer credi  ng. For instance, 
since March 2017, the growth in consumer credit outstanding, as adjusted 
for the exchange rate revalua  on, reached a posi  ve value of Rb 80.1bn in 
May – fi rst  me since October 2014 (excluding August 2016).

In the coming months, infl a  on will be accelerated by the rouble’s ex-
change rate dynamics. The rouble-dollar exchange rate dropped 6.5% to 
60.4 roubles in June/fi rst week of July, which is bound to be refl ected in the 
price dynamics given a big propor  on of imported goods in the Russian con-
sumer goods basket. The rouble’s devalua  on in ques  on is primarily asso-
ciated with a decline of 7.1% (to USD 46.7) in oil prices in June/early in Ju-
ly 2017 (a local low of USD 44.76 per barrel was reached on 21 June 2017) 
(Fig. 2). Over the longer term, the exchange rate dynamics can also be driven 
by further  ghtening of Fed’s monetary policy coupled with falling interest 
rates in Russia, thus making US assets more a  rac  ve, triggering capital out-
fl ows from other markets, including from Russia.

Thus, the Bank of Russia, faced with possible risks of accelera  ng infl a  on-
ary processes in 2017, will have to rethink the pace of lowering the key inter-
est rate. Moreover, accelera  ng infl a  on is a challenge for reaching regula-
tor’s targets, par  cularly if the above risks are realized.
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2. PROPENSITY TO SAVE: 
STRENGTHENING AT THE EXPENSE OF LENDING GROWTH

М.Khromov

In the course of the fi rst fi ve months of 2017, people tended to save in cash, 
bonds and in their bank accounts. One of the reasons could be retail lending 
growth, which increased households access to fi nancial resources and result-
ed in larger assets savings. 

In January–March 2017, the amount of household funds placed into bank 
accounts and deposits moved up by Rb 356bn1, which cons  tuted 2.0% of 
disposable household income over the period. Compared to the same period 
of 2016, growth of retail bank deposits has gone up by 22% against Rb 291bn 
or up 1.7% of disposable household income registered a year earlier. Growth 
rate has also gone up. During the fi rst fi ve months of 2017, the amount on 
deposits increased by 1.5% against 1.2% a year earlier.

Overall boost of savings dynamics in bank accounts was accompanied by 
a slowdown of growth of deposits on bank accounts denominated in rubles. 
Deposits denominated in na  onal currency grew over fi ve months of 2017 by 
Rb 472bn or by 2.6% compared to Rb 517bn or 3.2% registered a year earlier. 
The volume of household funds on bank accounts and deposits denominated 
in foreign currency on the contrary was shrinking both in the current and in 
previous year. However, the rates slowed down from 3.4 to 2.1%, which not 
only has off set the slowdown of ruble deposits growth but also ensured in-
crease of the overall volume of household bank deposits. 

 Analysis of solely bank deposits dynamics is insuffi  cient for assessment 
of households’ propensity to saving. It is necessary to take into considera  on 
changes in other households fi nancial assets – cash and bonds. Moreover, it 
is paramount to keep in mind dynamics of fi nancial obliga  ons – credit in-
debtedness. 

Let us analyze changes, which took place in the household preferences re-
garding fi nancial instruments diff erent to bank deposits. The volume of cash 
in circula  on outside of the banking system (monetary aggregate M0) went 
up by Rb 98bn over 5 months of 2017. Purchases of foreign currency in cash 
by households have grown signifi cantly. The amount of foreign cash in the 
hands of the popula  on increased by around 10% (the ruble equivalent con-
s  tuted Rb 280bn) over fi ve months2. This amount is much higher than the 
one posted a year earlier when growth rates of foreign cash in the hands of 
the popula  on cons  tuted around 3% (Rb 65bn in terms of na  onal curren-
cy). This led to the aggregate amount of cash to growth over fi ve months of 
2017 by Rb 378bn, which came to 2.1% of disposable income of households. 
This is three  me more than a year earlier when cash saving growth cons  -
tuted barely 0.7% of disposable income (Rb 123bn). 

1  Dynamics of deposits denominated in foreign currency was adjusted to the change 
of the ruble to dollar and euro exchange rate. 

2  1st quarter – data released by the Bank of Russia, April–May – IEP es  mates.
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Thus, households tend to save in cash as well. Although the currency 
structure and its dynamics diff er signifi cantly from bank deposits. 

A diff erent picture is observed regarding savings dynamics in bonds. Ac-
cording to Rosstat, in January–May 2017, households spent Rb 235bn on 
bonds or 1.3% of their disposable income. This fact demonstrates a reduc-
 on of interest towards this type of asset by more than one third compared 

to the same period of 2016 when households’ savings in bonds increased by 
Rb 363bn or by 2.1% of the disposable income. 

At the same  me, overall growth of savings on bank deposits, in cash and 
bonds for the fi rst fi ve months of 2017 exceeded the amount registered for 
the same period of 2016 – Rb 970bn against Rb 777bn or 5.3% of disposable 
income compared to 4.4% a year earlier. 

 Speaking about bank lending to households, which cons  tute a bulk of 
their fi nancial liabili  es, one can dis  nguish the following. Although retail 
debt on bank loans resumed an upward trend from April 2016, and on the 
whole for the period January–May 2016 its growth was nega  ve – Rb 71bn. 
(0.4% of disposable income). Small contrac  on of the retail lending was due 
to the ongoing recession in consumer lending, which shrank by Rb 257bn and 
growing housing credit (+Rb 185bn). In 2017, downward trend of consumer 
lending halted and from March retail indebtedness on consumer lending has 
been growing steadily. Three months growth has exceeded contrac  on re-
gistered in January–February and on the whole, during fi ve months consu-
mer lending has increased by Rb 150bn. Growth of residen  al loans debt has 
slowed down to Rb 114bn. However, overall volume of retail credit exposure 
has gone up by Rb 264bn, which cons  tutes 1.4% of households’ disposable 
income.

Table 1 
DYNAMICS OF CHANGE OF HOUSEHOLDS’ MAIN FINANCIAL ASSETS 

AND OBLIGATIONS FOR JANUARY MAY 2016 AND 2017
January–May 2016 January–May 2017 

Rb bn. % of disposable income Rb bn. % of disposable income
Funds in bank accounts 
and deposits, total 291 1.7 356 2.0

Including in rubles 517 2.9 472 2.6
In foreign currency -226 -1.3 -116 -0.6

Cash, total 123 0.7 378 2.1
Including foreign cash 58 0.3 98 0.5
Foreign cash 65 0.4 280 1.5

Savings in bonds 363 2.1 235 1.3
Total savings 777 4.4 970 5.3
Bank loans debt («-» – 
loans growth, «+» – 
reduc  on)

71 0.4 -264 -1.4

Including housing 
loans -185 -1.1 -114 -0.6

Consumer loans 257 1.5 -150 -0.8
Balance on fi nancial 
instruments 848 4.8 706 3.9

Table 1 provides a summery on households’ transac  ons with fi nancial in-
struments for the fi rst fi ve months of 2016 and 2017. The table demonstrates 
that growing households’ propensity to save was accompanied by a robust 
recovery of retail credit ac  vity. On the one hand, the real dispo sable income 
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stopped contrac  ng in 2017, which indicated their growth in the nominal 
terms. This on its own led to increase of both nominal spending on fi nal con-
sump  on and on investment in fi nancial assets. On the other hand, resump-
 on of consumer credit growth has expanded households’ fi nancial resourc-

es, which in the wake of close to zero growth rates of real income exposes 
addi  onal risks for sustainable fi nancial state of the popula  on. 
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3. DEMOGRAPHICS: THE NUMBER OF BIRTHS IS DECLINING 
А.Makarentseva

In 2017, the number of births began declining. This is due to the popula  on 
makeup according to sex and age. To be more precise, it is due to small num-
ber of women at the peak of reproduc  ve age. Another demographic hole is 
forecast for a period of at least 10 years. Despite the decline in the morta lity 
rate, we will not manage to off set the decline of births – according to the re-
sults for 5 months of 2017, natural popula  on decline totaled to 112,000 in-
dividuals. 

The inevitability of sex and age group contrac  on that would eventually 
hit Russia was men  oned for several years. Such demographic gaps pop up 
around once in 25 years since 1945 (Fig. 1). The latest scanty genera  on was 
born in 1990s. 

Growth and decline of the total number of births do not linearly depend 
on the number of women of reproduc  ve age. This indicator is aff ected by 
birth-rate intensity in various age groups. At present, the peak of births ac-
counts for women at 27 who were born in the 1990s. Mother’s age when 
giving birth to the fi rst child hits 25.5 years (up 3 full years in two recent de-
cades). Due to this fact as well as to the 
fact that recently the birth rate in the 
range of reproduc  ve age of 25–34 was 
high; the period of large genera  ons 
lasted longer than was expected. 

According to the Rosstat forecast, 
it is projected that in the coming de-
cade there would be constant decline 
of births. Solely by around 2030, an-
nual number of newborns will stabilize 
at 1.5 mn (for comparison: 2016 saw 
nearly 1.9 newborns) and will grow for 
a prolonged period. 

Newborns decline was already no-
 ceable in the second half of 2016. The 
fi rst fi ve months of 2017 saw 83,300 less 
births than registered for the same pe-
riod of last year (679,200 and 762,500 
respec  vely) (Fig. 2). In modern Russia, 
the number of births does not signifi -
cantly depend on seasonality, although 
during a year there are certain ups and 
downs. In par  cular, a decline in births is 
tradi  onally linked to a decline of mar-
riages registered in May (in 2017, the 
number of marriages registered in May 
is half the number of marriages regis-
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tered in April and this is a customary 
situa  on). Despite a change in behav-
ior in marital-reproduc  ve sphere, 
provisional correla  on between mar-
riage registra  on and birth of a baby 
remains string – at present more than 
half of mothers under 30 concep  on 
and marriage registra  on occur with-
in a year. Recently, the peak of births 
fall for July and August. 

As against 2016, decline of new-
borns has already aff ected all regions 
of the Russian Federa  on with solely 
20 subjects registering such decline at 
less than 10 p.p.s (Fig. 3). There is no 
obvious social and regional compo-
nent in this trend. Moreover,  mely 
monthly sta  s  cs is rather vola  le 
at the regional level. It is clear that 
neighboring and similar in social and 
economic profi le regions this de-
cline dynamics can diff er. Decline in 
newborns “is lagging behind” in the 
r egions where fi rstborns arrive at a 
later age – fi rst, Moscow and Moscow 
regio n, certain northwestern regions. 
Regions with early reproduc  ve age 
(North-Caucasus federal districts, Al-
tai regions) register a reduc  on of 
the total number of birth earlier and 
there it goes unevenly. 

Despite a gradual mortality decline, the number of deaths in the near fu-
ture is unlikely to fall below the number of births. In the fi rst fi ve months of 
2017, natural decline of popula  on totaled to 111,800 persons (natural de-
cline of popula  on according to monthly data for 2017 is registered in 65 re-
gions of Russia). In 2013–2015, natural growth of popula  on was observed, 
which came to naught in 2016. 

General birth rate coeffi  cient (number of births per one thousand of popu-
la  on) totaled to 11.2 permille in January–May 2017. There are no reasons to 
speak about signifi cant movement in birth rate intensity. The average number 
of babies per a woman has for several years been staying in the range of 1.75–
1.78 babies. 

The ongoing stagna  on has not refl ected on the reproduc  ve behavior of 
the popula  on. The birth rate is stable owing to the urban popula  on, mean-
while the birth rate in the rural areas (around 30% of Russian popula  on) in 
recent three years has been declining. 

A number of long-term structural changes stand behind the birth rate dy-
namics. There is more and more evidence that among women born in the 
1970s the level of fi nal childlessness is growing compared to the previous 
genera  ons. Our forecast of childlessness growth coincides with the es  -
mates made for the en  re Eastern and Western Europe – and stays around 
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Fig. 2. Monthly number of births, babies
Source: The unifi ed interdepartmental sta  s  cal informa  on system 

(UISIS),  mely informa  on released by Rosstat.

Fig. 3. Ra  o of total birth coeffi  cient in January–April 2017 
to January–April 2016, in %

 Source:  mely informa  on release by Rosstat.
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15–20% (previously it stayed in the 
range of 6–8%). 

This is a new phenomenon for Russia 
in contrast with, for example, widely dis-
cussed issue of delaying births. During 
recent two decades, the average age of 
fi rst  me moms has grown signifi cantly. 
However, it grows not so fast and s  ll is 
signifi cantly less than in many European 
countries. Urban popula  on represents 
the driving force in this respect. In addi-
 on, it is not a “new demographics re-

ality”– if we compare with early 1960s 
increment of this indicator cons  tuted 
around one year. 

Delaying to give a birth does not lead to a decline of the fi nal number of 
births in a genera  on and to a high rate of childlessness. There are countries 
where despite the high age of fi rst-  me mothers childlessness stays at a low 
rate (for example, Portugal) and the fer  lity rate, the number of children per 
woman – stays high (for example, Ireland). 

Finally, the growth rate of third and more births per woman a  racts at-
ten  on. Now, they cons  tute around 18%, which roughly is similar to the 
situa  on seen in mid-1980s but is s  ll far from the level posted in the 1960s 
(Fig. 4). Cumula  vely, these factors demonstrate that the dominant during 
couple of decades’ model of a single child family has stopped being wide-
scale.

Despite the fact that demographic “hole” represents a common phenom-
enon for Russia, it poses a challenge for social infrastructure. State system of 
preschool educa  on faces it fi rst. One should hope that there are no mass 
closures of ins  tu  ons for kids and a promise of accessibility of nurseries will 
be carried out. Discussions about s  mula  ng the fer  lity take a new round. 
Had the program known as “mother’s capital” not been implemented in 
2007, it should have been invented now. Addi  onal measures for material 
incen  ves are been widely discussed, however their impact is not very high. 
On the whole, one should acknowledge that we will not be able to avoid the 
eff ect of small number of mothers and consequently of a serious decline of 
births in the near future.
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4. AGGLOMERATIVE EFFECTS IN RUSSIAN INDUSTRY 
V.Gordeev, R.Magomedov, T.Mikhailova

Agglomera  ve eff ects in the Russian manufacturing industry are signifi cant 
and higher on average than in West European countries. Also, there is a 
marked “agglomera  on shadow eff ect”, that is, fi rms’ produc  vity tends to 
grow in the vicinity of large ci  es and to decline with distance from an  ag-
glomera  on  centre. With the Russian economic development as it is now, 
the growth in industrial employment in large ci  es is a reserve produc  vity-
enhancing tool.

The modern economy is driven by ci  es where there is high concentra  on 
of popula  on, fi rms, market transac  ons. Indeed, most to the value added 
is created by ci  es. The larger a city and the density of its popula  on is, the 
higher is the labour and capital produc  vity in the city.

The agglomera  ve eff ects observed in the manufacturing industry of West 
European countries account for about 5% of the total factor produc  vity, if a 
city doubles in size. These results have been obtained by some researches1.

What are the mechanisms driving agglomera  ve eff ects? Large ci  es are 
on the winning side in terms of produc  vity due to their convenient geo-
graphical loca  ons such as intersec  ons of convenient transport routs, sea-
shores and navigable waterways. Large ci  es are a  rac  ve to most ambi  ous 
and effi  cient labour migrants. In addi  on, large ci  es off er strong compe  -
 on which only the most effi  cient fi rms can meet.

Of prac  cal interest is to measure the size of agglomera  ve eff ects for a 
wide range of fi rms, geographic loca  ons and branches of the Russian manu-
facturing industry. Knowing and understanding the rela  on of the indicators 
of geographical distribu  on of economic ac  vity in the Russian Federa  on 
and the economic eff ec  veness at the level of small economic en   es such 
as fi rms and enterprises can enable us to increase the eff ec  veness of the 
evolu  on of the spacial pa  ern of the Russian economy, to realize its eco-
nomic implica  ons, and to develop a regional policy built on the above fac-
tors.

When sampling out of more than 70,000 manufacturing industry enter-
prises employing 10 or more workers across the country, we evaluated the 
extent to which fi rms’ produc  vity depends on the size of their loca  on. On 
average, if a city has a popula  on twice as large as the popula  on of another 
city, then the fi rms opera  ng in the former would be by 8–10% more produc-
 ve than the fi rms opera  ng in the la  er. In Russia this propor  on is higher 

than in western countries.
However, the cause-eff ect rela  onship can be reversed, too. For example, 

it is not par  cularly the size of a city but ci  es themselves that are build and 

1  See Sveikauskas L. “The produc  vity of ci  es” (The Quarterly Journal of Economics, 1975. 
pp. 393–413), Combes P.P., Duranton G., Gobillon L., and Roux S. “Es  ma  ng agglomera  on economies 
with history, geology, and worker eff ects” (“Agglomera  on Economics”, University of Chicago Press, 2010. 
P. 15–66) and Combes P.P., Duranton G., Gobillon L., Puga D., and Roux S. “The produc  vity advantages 
of large ci  es: Dis  nguishing agglomera  on from fi rm selec  on” (Econometrica, Vol. 80, No. 6, 2012. 
P. 2543–2594).
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grow in loca  ons geographically favourable for economic ac  vity that make 
fi rms more produc  ve. Or there is another explana  on: it is not agglomera-
 ve eff ects but the inherent advantages of geographical loca  on that aff ect 

the produc  vity.
Alterna  vely, agglomera  ve eff ects are created through the self-selec  on 

of workers and producers: the most enterprising businessmen and compe-
tent workers tend to realize their poten  al in large ci  es. Thus, migra  on 
tends to increase the produc  vity in larger ci  es and to decrease it in small 
and medium-size ci  es from where best workers migrate to larger ci  es.

We have studied these possible alterna  ve explana  ons using instrumen-
tal variables, that is, the data on urban popula  on in 1897 and in 1959. The 
economic pa  ern and the technological level at that  me diff er to the extent 
that the history of popula  on density can be assumed as having no direct ef-
fect on modern produc  vity. Migra  on today is even far less dependent on 
heritage.

There is another explana  on of the agglomera  ve eff ects in ques  on – 
fi erce compe   on in large markets. There are many consumers and fi rms 
in large ci  es. Compe   on gets tougher with increasing number of fi rms in 
the market. Least effi  cient producers fail to compete and go bust, and such 
a rigorous selec  on boosts the average produc  vity. We have tested the hy-
pothesis according to which the compe   on eff ect tends to force the worst 
(of the survived) fi rms to catch up with average fi rms in large ci  es.

The fi ndings show no eff ect of self-selec  on. Ineffi  cient producers are not 
forced out from large markets, but rather, large markets make it easier for 
fi rms to stay in business: producers are even more effi  cient in large markets 
than in small ci  es. At the same  me, however, large markets create leaders 
of industry: highly produc  ve fi rms are more typical of agglomera  ons.

Thus,  the market size in modern Russia is not related to a tougher compe-
  on. Rather markets in large ci  es are not saturated enough, compe   on is 

weak, and even ineffi  cient producers have an opportunity to fi nd a distribu-
 on area.

Furthermore, in the geographical vicinity of large agglomera  ons the 
ave rage produc  vity declines steadily with distance from an agglomera  on 
centre. For example, the average produc  vity in the vicinity of Moscow and 
St. Petersburg decreases steadily all the way up to 200 kilometres from the 
ci  es. Produc  vity at a distance of 200 kilometres is 40% below the produc-
 vity in the centre of agglomera  ons.

Agglomera  ve eff ects in the Russian manufacturing industry are strong 
and direct, thus increasing the produc  vity of all the fi rms in loca  ons with 
higher popula  on density. Therefore, the poten  al of redistribu  on of eco-
nomic ac  vity toward Russia’s large ci  es is substan  al and yet to be fully 
implemented.
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5. GERMANY’ PRESIDENCY IN THE G20: TESTING BY TRUMP 
М.Larionova

For nearly a decade, the G20 has united leaders of developed and developing 
countries to deal with common challenges. There are diff erent assessments 
of its role in handling the crisis and solving global management issues. But 
it is obvious that amid the changing situa  on in the world, worsening of the 
environment and growing hos  lity to the globaliza  on1 the G20 remains a 
major economic coopera  on forum. In 2017, Germany chairs the G20 and it 
is possible to sum up the preliminary results.  

Challenges and Expecta  ons 
With the 45th US President taking the offi  ce – Donald Trump is known for 

his tough rhetoric in respect of the mul  lateral trade policy and the Paris 
Climate Change Agreement – the G20’s chances to advance coopera  on in 
problem lines (fi ght with protec  onism, nego  a  ons on the outstanding is-
sues of the Doha agenda and  mely implementa  on of the Paris Agreement) 
are thrown into ques  on. Further uncertain  es were related to par  cipa  on 
in the G20 summit of new leaders of Brazil, France, the US, Korea and Italy. 
The results of the referendum on the UK membership in the EU, the June 
elec  ons in the UK and the start of the Brexit nego  a  ons required mobi-
liza  on of eff orts to develop domes  c and pan-European posi  ons on the 
parameters of “the agreement on the orderly exit” and future coopera  on2.

There are other factors which limit the poten  al of Germany’s presidency 
in the G20. Germany’s permanent and large current account surplus is re-
garded by the interna  onal community as a factor which may give rise to 
global imbalances. Also, partners are cri  cal of the fact that the German go-
vernment does not u  lize the available large fi scal space to s  mulate domes-
 c demand and economic growth in Europe and other countries. Germany’s 

eff orts to implement the agenda of sustainable development  ll 2030 were 
cri  cized at the na  onal level3. In addi  on, the September parliamentary 
elec  ons, emergence of Mar  n Schultz, a new prominent fi gure who is run-
ning for the offi  ce of the German Chancellor from the German Social-Demo-
cra  c Party, and the growing popularity of the populist German Alterna  ve 
party have added up tensions to the domes  c poli  cs.

At the same  me, there were high expecta  ons from Germany’s presi-
dency due to both external and internal factors. Firstly, the need to respond 
to growing challenges of deglobaliza  on, economic inequality and climate 

1  Cheng, Shuaihua (2017) When it comes to ‘saving globaliza  on’ world leaders are 
s  ll missing the point. 3 January. Geneva: World Economic Forum. h  ps://www.weforum.
org/agenda/2017/01/when-it-comes-to-saving-globaliza  on-world-leaders-are-s  ll-missing-
the-point?utm_content=buff er47b7b&utm_medium=social&utm_source=twi  er.com&utm_
campaign=buff er

2  European Council (Art. 50) guidelines for Brexit nego  a  ons. h  p://www.consilium.
europa.eu/en/press/press-releases/2017/04/29-euco-brexit-guidelines/

3  Т. Fues (2017) The Priori  es of Sustainable Development in G20’s Ac  vi  es: Oppor-
tuni  es and Challenges for Germany’s Presidency // Bulle  n of Interna  onal Organiza  ons: 
Educa  on, Science and New Economy. V. 12, No. 2. 
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change is forming a request for resolute collec  ve ac  ons which Germany 
could s  mulate. Secondly, having both a signifi cant economic and diploma  c 
infl uence and intent to promote mul  lateral coopera  on, Germany is able to 
upgrade the effi  ciency of the G20 and consolidate the role of the forum as a 
general wellbeing guarantor1,2.

The Priori  es
The priori  es of the presidency presented by Angela Merkel on 30 No-

vember 2016 were divided into three groups of issues united by the slogan: 
“Building Resilience – Improving Sustainability – Assuming Responsibility”. 
“Building of Resilience” includes issues typical of the G20 agenda issues, such 
as promo  on of economic growth through structural reforms, monetary and 
fi scal policy measures, consolida  on of the fi nancial architecture and deve-
lopment of fi nancial markets; preven  on of a tax base dilu  on and tax eva-
sion, fi gh  ng protec  onism and consolida  on of mul  lateral trade and in-
vestment regimes, crea  on of quality jobs and promo  on of labor effi  ciency. 

Coopera  on within the “Improving Sustainability” group is focused on 
protec  on of the climate, promo  on of energy stability, crea  on of incen-
 ves for investment into a viable infrastructure and technological innova-
 ons.  Carrying out of the agenda of the sustainable development  ll 2030 

and handling of digital technology promo  on issues, development of digital 
infrastructure and crea  on of norms, standards and interna  onal regula-
 on rules in digital trade and economy have become central issues of co-

opera  on within the frameworks of the presidency. For the fi rst  me in the 
G20 history, the mee  ng of ministers responsible for the digital economy 
was held. The mee  ng set the lines of collec  ve ac  vi  es under the digi-
taliza  on road map. 

The need of collec  ve eff orts to prevent pandemics, create sustainable 
healthcare systems and overcome the risks of resistance to an  microbials  
was on the agenda of the mee  ng of healthcare ministers held for the fi rst 
 me in history and aimed at rendering poli  cal support to interna  onal ini-
 a  ves and the leading role of the World Healthcare Organiza  on (WTO) and 

the UN in dealing with global healthcare problems.  
Along with such tradi  onal issues for the G20 as fi ght against terrorism, 

corrup  on and food security, Germany’s presidency set the goal of solving 
the problems of refugee protec  on and root causes of displacement and il-
legal immigra  on.

The Summit Decisions 
What will be the legacy of Germany’s presidency for the partners?
The geopoli  cal issues – North Korea’s missile tests, the war in Syria and 

the diploma  c crisis between member-states of the Coopera  on Council of 
Arab States of the Gulf – which dominated during the summit did not prevent 
the G20 to agree upon the key economic agenda issues and formulate obli-
ga  ons to increase employment, complete the fi nancial sector reforms, pro-
mote effi  ciency and prominence of interna  onal economic and fi nancial in-

1  Cooper, Andrew F. (2014) The G20 and Contested Global Governance: BRICS, Mid-
dle Powers and Small States. In: Caribbean Journal of Interna  onal Rela  ons & Diplomacy. 
Vol. 2(3), September 2014. P. 87–109.

2  Priori  es of the 2017 G20 summit, p. 2. h  p://www.ranepa.ru/images/media/
g20/2017hamburg/2016-g20-praesidentscha  spapier-en.pdf
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s  tu  ons, fulfi ll the plan on preven  on of tax base dilu  on and withdrawal of 
profi t from taxa  on and implementa  on of the G20 An  corrup  on Plan. Al-
so, the G20 summit launched the Partnership with Africa ini  a  ve, approved 
the G20’s Hamburg Climate and Energy Plan and the Sea Li  er Figh  ng Plan. 
The report on implementa  on by the G20 of obliga  ons to facilitate develop-
ment and the plan of collec  ve ac  ons to assist fulfi lment of goals of sustain-
able development  ll 2030 were approved.

The Hamburg Plan defi nes a set of new measures aimed at promo  on of 
resilience of the G20’s economies to shocks and consolida  on of social unity 
and trust. The leaders reaffi  rmed their readiness to carry out growth strate-
gies, par  cularly, structural reforms to achieve the goal agreed upon in Bris-
bane to increase by addi  onal 2% the aggregate growth of the G20’ econo-
mies by 2018 as compared to the projected trajectory.

Angela Merkel’s remarks at the mee  ng with the business circles that 
preserva  on of the achievements is some  mes an achievement1 are evi-
dence of the fact that G20 nego  a  ons on climate and trade issues are dif-
fi cult. Indeed, though in the G20’s communique no men  on was made of 
a tradi  onal obliga  on not to use new protec  onist measures and reduce 
the exis  ng ones and the role of trade protec  on legi  mate instruments was 
recognized for the fi rst  me, confi rma  on of the G20’s commitment to open 
markets, nondiscrimina  on principles, fi ght against protec  onism, transpar-
ency and compliance with the WTO’s rules of bilateral and mul  lateral agree-
ments can be regard as success. The leaders called for complete fulfi lment of 
the WTO agreement on making trade simpler2.

The G20’s communique and the Hamburg roadmap on climate and energy 
refl ect the specifi c US posi  on on the Paris agreement and the declara  on 
of 19 members of the G20 that the Paris agreement is irreversible. Thus, it 
demonstrates poli  cal will to implementa  on of the agreement. Recogni  on 
by the US of its intent to cooperate ac  vely to facilitate cleaner and more ef-
fec  ve u  liza  on of fossil fuel and access to it, as well as apply renewable and 
other clean energy sources is a success3.

As regards the three new priori  es: digitaliza  on, healthcare and migra-
 on, the most concrete and ambi  ous objec  ves have been formulated in 

respect of the digital economy. The leaders set the lines of collec  ve ac  ons 
to ensure effi  cient compe   on in order to s  mulate investments in innova-
 ons, promote development and u  liza  on of market-based interna  onal 

standards of digital produc  on, create predictable and transparent digital 
trade condi  ons, eff ec  vely protect consumer rights and intellectual pro-
perty rights and ensure transparency and security in informa  on and com-
munica  on technologies (ICT)4.

In healthcare, it is worth men  oning a concrete arrangement to carry out 
in full na  onal plans by the end of 2018 to prevent resistance to an  micro-

1  Speech by Federal Chancellor Angela Merkel at the G20 dialogue forum with busi-
ness associa  ons (B20) in Berlin on 3 May 2017. P. 3. h  ps://www.g20.org/Content/EN/
Reden/2017/2017-05-03-bk-merkel-b20_en.html?nn=2186566

2  The Communique of the G20 Leaders on the Summit in Hamburg (Germany) on Ju-
ly 7–8, 2017. P. 3–4. h  p://www.ranepa.ru/images/media/g20/2017hamburg/comm_2017.pdf

3  Ibid. P. 16
4  Ibid. P. 7.
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bials and support the UN and WHO’s ac  vi  es to strengthen healthcare sys-
tems and build up the poten  al to respond to emergency situa  ons1.

Networking and coopera  on arrangements as regards displacement and 
migra  on are more modest. General understanding of a country’s sovereign 
rights to carry out management and control of its borders and develop na-
 onal security measures and measures of humane and safe repatria  on and 

reintegra  on of migrants was formalized. The G20 leaders agreed on coordi-
nated ac  ons to be taken in respect of root causes of displacement and ap-
proved a set of the G20’s prac  cal measures on fair and eff ec  ve integra  on 
of legal migrants and persons with a refugee status into labor markets2.

Thus, during Germany’s presidency a founda  on for coopera  on in priori-
 es set by its presidency was laid, some progress was achieved in the forum’s 

key lines of ac  vi  es, statements against protec  onist trends in the interna-
 onal trade were made, the G20’s commitment to the Paris Climate Change 

Agreement was reaffi  rmed and coopera  on in sustainable energy and energy 
effi  ciency was promoted. The G20 reconfi rmed its role as a key forum of eco-
nomic coopera  on.

1  The Communique of the G20 Leaders on the Summit in Hamburg (Germany) on Ju-
ly 7–8, 2017. P. 13–14. h  p://www.ranepa.ru/images/media/g20/2017hamburg/comm_2017.pdf

2  Ibid. P. 23–24.
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