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Abstract

Considering Russia’s rich and vast oil resources, this country is one of the
world’s greatest producers and exporters of this nonrenewable energy
resource, and like other petrostates, receives a major part of its national
income in this way. The dependence of Russia’s budget on oil has raised
the significance of world oil price fluctuations for this country. Since
1970s, the global oil market has experienced numerous shocks, which
have in turn, had significant effects on Russia’s economy. Therefore, the
theoretical study of oil shocks and their historical impact on Russia’s
economy, as well as the policies adopted by this country to reduce the
effects of those shocks, is considered a practical issue for Iran’s oil-based
economy. The outcomes of this research indicate the positive impact of
historical oil shocks on Russia’s economic growth. The establishment of a
stabilization fund in 2004 and its development into the Reserve Fund and
the National Welfare Fund in 2010 are considered to be this country’s
most important policy in reaction to oil price shocks.
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Introduction

The oil sector and the impact of crude oilpricing on petrostates’
economy are critical issues, petroleum being the main source of
income for these governments. This sector has the potential, as a
powerful lever, to affect the countries’ macroeconomic
indicators either positively or negatively. The issue needs to be
observed more carefully in the case of Russia, due to its
dependence on oil, as well as due to the recent conditions of the
international sanctions (related to Ukraine and the separation of
Crimea). Owning huge oil resources, Russia is considered as one
of the major petroleum producers and exporters across the
globe. As Klare (2012) indicates in his book, this field of energy
has caused the political racism of the United States toward
petrostates, such as Iran, Russia, and Iraq, and may be used
against Russia by the Western governments, as a non-military
weapon.

The impact of oil pricing might be an exogenous factor,
stemming from global oil prices, such as the North Sea oil, West
Texas oil, or the prices of the OPEC basket. Therefore, Russia’s
economy and its macro variables are affected by unstable
factors. Accordingly, any fluctuations and instabilities in the
global oil market will cause imbalances and even crisis inside a
country Jahadi, & 'Elmi, (1390 [2011 A.D]), unless efficient
policies are adopted by planners and policy makers in return.

In order to control oil price shocks, Russia has pursued
policies such as nationalization, politicization, developing the oil
export market of the Russian Federation, developing joint oil
fields, etc. The establishment of a stabilization fund in 2004,
after the 2003 oil shock, is considered as the most prominent
policy against the global oil price shocks. Russia developed this
fund in 2008 and split it into two separate funds, named the
Reserve Fund and the National Welfare Fund. The Reserve
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Fund maintains a short-term perspective and is more in the
service of providing for and supporting the federal government
budget, while the National Welfare Fund maintains a long-term
perspective at the community level and has had investments
regarding the pensioners’ welfare and the country’s
infrastructure development.

This article first presents the historical and analytical impacts
of oil price shocks on the economic growth of the Russian
Federation (the former Soviet Union up to the early 90s and
Russia thence) during the years 1972 to 2014, and analyzes the
Russian stabilization fund as the country’s most prominent
policy against the negative impacts of oil shocks. Next, a review
of the literature will be observed. Then, a brief introduction to
the Russian Federation’s economy will be presented; the
impacts of the oil price shocks on the country’s economy,
specifically its economic growth, will subsequently be reviewed.
The last section will refer to the policy of establishing a
stabilization fund and its development.

Research Questions

Considering the occurrence of various oil shocks across the
history and their impacts on the economic growth of Russia as
one of the main crude oil producers and exporters, this article
will attempt to investigate the following questions:

a) How was Russia’s economic growth affected by oil price
shocks?

b) What policies has Russia adopted in order to control the

negative impacts of oil price shocks?

Review of the Literature

Since the 70s, oil price shocks and fluctuations have been
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scrutinized in many investigations in terms of their effects on
the performance of an economy and its indices (see e.g.
Taghizadeh Hesary et al., 2015; Rasoulinezhad, 2016;
Taghizadeh Hesary et al., 2017). It may be assumed, in general,
that all economies in the world, especially those of petroleum
exporting countries, are affected by oil prices. Therefore, any
fluctuations in the prices may lead to positive or negative effects
on the economic indices of countries across the globe. However,
one might begin by asking “what causes the oil price
fluctuations in the first place?”

There are many factors which are considered to be the
economic causes of an oil price rise, such as the rise in oil
demand, expecting lack of oil supply, changes in the global gold
price, the world stock markets, as well as financial crises. Also,
noneconomic factors such as wars, outbreak of dangerous
diseases, turbulences, terrorism, diplomatic speeches, as well as
changes in diplomatic relations, may play a role in creating oil
price fluctuations across the globe.

Brown (2006) believes in an impending increase in the
globaloil demand, especially from the United States as well as
from emerging economies such as China and India, as another
reason for the increase in the world oil prices. As Tertzakian
(2010) explains in his book, these countries have experienced a
rapid industrialization and their manufacturing factories require
petroleum and oil products. That is why such economies play an
effective role in the global oil market, as consumers with a
growing high demand. Also, in recent years, the global market
has experienced severe fluctuations in the supply of crude oil,
due to problems such as Iran sanctions, the United States’ attack
to Iraq (2003), the Arab Spring, the attack of the International
Coalition to Libya, as well as the domestic problems of Nigeria
and Venezuela. Moreover, there have been sudden rises and falls
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in the prices of this exhaustible source, stimulated by the United
States’ financial crisis and Europe’s debt crisis in 2007 and
2008, as well as by Syria’s crisis and the emergence of the ISIS
in Iraq. Krugman (2008) even believes rumors to be potent of
creating tranquility or tension in the market, for example, a
rumor regarding a non-nuclear deal between Iran and the P5+1
might create tension in the global oil market. However, it must
be taken into consideration that severe shocks or fluctuations are
short-term phenomena and that supply and demand reach
equilibrium again in the long run, according to the market’s
economy.

Many researchers have investigated the ways in which oil
price shocks affect the economic growth of a country or of a
group of homogeneous countries, such as the petroleum
exporting countries. The investigations, in general, indicate
either a positive relationship between crude oil price shocks and
economic growth, or a negative one. In the case of oil-rich
developing countries such as Iran, there exists a negative
relationship between the two variables, according to most
investigations, which is a sign of Dutch disease in the economy.
However, according to studies such as Ito (2012), Shibanova-
Roenko and Guznova (2012), as well as Rasoulinezhad (2014),
Russia’s economic growth has had a positive relationship with
oil price shocks since the dissolution of the Soviet Union during
the 90s. Some of the most significant studies are presented in
Table 1 below.
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Table 1. Background studies regarding the relationship between oil price shocks
and economic growth

Type of

dtios Author (year) Elaboration

Bruno & Sachs (1982), Corden &

Neary (1982), Corden (1984), There is a negative
Neary & van Wijnbergen (1984), relationship between
Gelb (1988), Spatafora & Warner the increase in the
(1995), Torvik (2001), Sosunov & price  of  natural
Zamulin (2007), Lartey (2008), resources and the
Lama & Madina (2010), Jacob Imo  economic growth
(2012), Corden (2012)

Dutch disease

Moradi (2010), Eqgbali et al. (2004), There is a positive
Gounder & Bartleet (2007), relationship between
Positive Schneidar (2009), Berument et al. the increase in the
relationship ~ (2010), Zuhair (2010), Du et al. price of natural
(2010), Peersman & Robays resources and the

(2012), Jawad (2013) economic growth

Reference: Authors

In the neoclassical school of economics, oil is considered to
be one of the major factors in the economic growth of petroleum
exporting countries, such as Russia. Therefore, it seems only
logical that the prices of this natural resource, as the production
function inputs, have various impacts on the development of
those countries. The impacts, according to Roubini and Sester
(2004), depend on the size of the shock, the intensity of the
shock, the dependence of the economy to oil, as well as the
impact of the oil sector on the monetary and financial policies.
In a simple economy, a high positive oil shock would, all of a
sudden, multiply the amount of the government’s income
through foreign exchange, which would in turn increase the
value of national currency. When the national currency of a
country is strong, other countries’ merchants will consider the
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national currency of that country to be expensive, and will have
to spend more for imports. As a result, the products of that
country will be more expensive for them, which would lead to a
decrease in the volume of exports from this country. In a larger
scale, there will be a decrease in the competitiveness of non-oil
industries, such as agriculture and manufacturing industries,
with those of other countries. This situation is called “Dutch
disease” in economic terms, and leads to the increase of the
social gap in the developing oil-rich countries, such as the
African countries. Abubakar (2004) writes of the African oil-
rich countries as rich regions with a poor society. On the other
hand, when there is a negative shock in the oil price, the state
budget will face a severe deficit; consequently, the governments
will attempt to obtain international funds, as well as loans from
other countries, which would, in turn, increase their foreign debt
(Auty, 2004).

In the following sections, a more detailed and theoretical
analysis of the impact of different oil price shocks on a
petroleum exporting country such as Russia will be presented.

Positive Shocks

Positive shocks occur when the oil price takes a sudden leap.
But how does a positive oil shock affect the economy of other
petroleum exporting countries, such as Russia? In the first phase
of the shock, the government’s income suddenly increases. In
other words, the price rise enhances the real national income
through the increase in the petroleum exports revenues. This
might lead to the reinforcement of the national currency value
(or foreign currency depreciation) in the exchange rate systems
(fixed or managed floating systems). In the floating exchange
rate system, the foreign exchange coming from the increase in
the world oil prices would lead to the appreciation of the real
exchange rate. In the fixed or managed exchange rate systems,

3
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however, the entering of foreign exchange would increase the
amount of national currency, liquidity, as well as inflation in the
economy. Furthermore, the appreciation of the real exchange
rate would, in turn, affect national trades. On the one hand,
inflation increases the cost of production in the economy, and on
the other hand, the economic institutions produce commodities
whose production costs less for their foreign competitors. This
circumstance in an oil-based economy would cause the onset of
recession, the increase of deployment and inflation, and in one
word, Dutch disease.

Apart from the effect of oil shocks through the mechanics of
foreign exchange rate system mentioned above, positive oil
shocks are indications of inflation, since oil prices directly affect
the prices of goods produced from petroleum products.
According to Tertzakian (2010), oil prices indirectly affect
transportation costs, urban heating costs, as well as production
and construction costs. The increase in those costs would, in
turn, affect the costs of other commodities and services, due to a
transfer of expenses from the producer to the consumer.

Moreover, a spike in oil prices might challenge the economic
growth through affecting the supply and demand of other
commodities. A positive shock in the oil price would negatively
affect the supply of other commodities, due to the increase in
their production expenses. On the other hand, there would be a
serious decrease in the demand for other commodities, caused
by the decrease of households’ disposable income (due to rising
inflation, increased consumer costs, as well as increased savings
caused by concern over the economy’s future) (Sill, 2007). It is
noteworthy that some economists, such as Fernald and Trehan
(2005), compare the effects of positive oil price shocks on the
society to that of tax increase on the consumers.

Therefore, the Resource Curse Paradox (ITpoxmsiTue
pecypcoB) might occur in petroleum exporting countries, such as
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Russia, through the positive shocks of oil prices. This paradox is
based on the fact that countries with enormous oil supplies
become much weaker economically, in comparison with those
lacking this divine gift. Therefore, oil is considered as an
economic challenge for petrostates, and is referred to as a curse,
instead of a gift.

Negative Shocks

This type of shock occurs with sudden drops in the world oil
prices. In this case, there is a significant reduction in the
government’s foreign exchange earnings. As a result, import
restrictions might be imposed in order to save foreign currency.
According to the mechanics of the foreign exchange rate system,
in the fixed foreign exchange rate system, although the
government might manage to prevent the depreciation of the
national currency, it will inevitably use the available foreign
exchange for importing basic essential goods, as well as for
paying its foreign debts. In this scenario, there will be a decrease
in the imports of other commodities (non-essential
commodities), and domestic production will inevitably suffer,
since many economic institutions will be unable to import their
raw materials and capital goods. In case the government would
reduce the foreign exchange rate through manipulation
according to the mechanics of the foreign exchange rate
system', there will be an increase in the import costs as well as
in the demands for domestic products, which will, in turn, cause
inflation. Meanwhile, national currency devaluation will bring
about mistrust among the investors, and will lessen the chances
of direct foreign investments.

The devaluation of the national currency may also be
analyzed through Game Theory. In other words, business

1 According to the 1976 framework of the International Monetary Fund (IMF), central
banks are prohibited from “manipulating the value of their national currency”.
However, many countries have adopted this policy in a fight against inflation, as in
the Italian lira (1992), the Brazilian real (1993), the Russian Ruble (1998), and the
Zimbabwean dollar (2008). More information is provided in the IMF website
(https://www.imf.org/external/about/econsurv.htm).

e
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partners will be concerned about the negative effects of the
national currency devaluation on the export of their industries.
Therefore, it is possible that they weaken their own national
currency in an effort to fix the damages caused by the
devaluation of the national currency of their business partner.
This scenario is called Currency War or Competitive
Devaluation, in Game Theory. Each party will make an effort to
win in a game of national currency devaluation, so as to gain a
competitive advantage in national currency in international
trading.

In the case of a floating foreign exchange rate system, the
national currency value is determined at the market. Therefore,
in a negative shock, a national currency depreciation might
occur by the market. National currency depreciation strengthens
the economy of a country through an increase in the imports of
other countries. However, the key point in this scenario is that
most developing petroleum exporting countries do not enjoy
enough potential and abilities among their domestic producers to
increase exports. Also the shortage of foreign exchange,
together with government restrictions will prevent the import of
the raw materials. Therefore, the country might face inflation,
depression, high unemployment rates, appreciation of foreign
exchange rates, and even austerity.

The Russian Federation’s Economy

Russia has one of the greatest economies with a high capacity.
The current economic mechanics of this vast country is based on
a market-oriented state economy. After the dissolution of the
Soviet Union during the 90s, this country underwent an identity
change in its economy. Russia’s policies in the past decade
included converging with global markets, finding a place among
the emerging markets, and becoming a world economic power.
Since 2000, the decision makers of the Russian Federation have
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guided the closed and isolated economy of this country toward a
universal and market-oriented economy. However, since this
country owns huge and rich underground supplies, its economy
1s, in general, founded on oil and energy. Due to this fact, oil
and its prices affect not only this country’s economy, but also its
policies. Therefore, the impact of the Russian economy on world
energy markets has grown over time.

Following Russia’s economic developments in 1990, most
country’s industries became privatized, except energy and
military industries. Since 2011, Russia has turned into a pioneer
in petroleum production. In 2014, this country produced
approximately 10.85 million barrels per day, which was a
contribution equal to 11.66% of total world production, the total
world production being 93 million barrels per day. Also,
according to the statistics reported by the International Atomic
Energy Agency, this country is considered to be the second
largest natural gas producer in the world, owning the hugest
supplies of this source of energy. Tables 2 and 3 demonstrate a
comparison between the volumes of crude oil and petroleum
reserves of the Russian Federation, and those of several selected
countries and of the world, between the years 2011 and 2014.

Table 2. Crude oil resources (million barrels)

Year
Country

2011 2012 2013 2014

The Russian

) 60 60 80 80
Federation

Iran 137 151 155 157
Iraq 115 143 141 140
Saudi Arabia 263 267 268 268
Venezuela 211 211 298 298
The world 1476 1528 1649 1656

Reference: the International Energy Agency (2014)

—_—
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Table 3. Natural gas resources (trillion cubic feet)

Country Year
2011 2012 2013 2014
The
Russian 1680 1680 1688 1688
Federation
Iran 1046 1168 1187 1193
Iraq 112 112 112 112
Araieil:di 276 284 288 291
Venezuela 179 195 195 196
The world 6708 6809 6845 6973

Reference: the International Energy Agency (2014)

It must be noted that regarding the share of oil and gas
exports in GDP (Gross Domestic Product), in 2013, the volume
of GDP produced in Russia equaled 2113 billion US dollars, and
petroleum and natural gas exports equaled 173 and 73 billion
US dollars, respectively, the amounts equaling 8% of the
petroleum exports, as well as 3% of the gas exports in the
Russian Federation’s GDP. It must be mentioned that
considering the total exports of the Russian Federation to be 523
billion dollars in 2013, the shares of crude oil and petroleum
product exports in total exports equaled 54%, while that of
natural gas equaled 13%. Figure 1 indicates the shares of
petroleum and natural gas in GDP, as well as in the Russian
Federation’s exports in 2013.
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Fig. 1. Petroleum and natural gas shares in the Russian Federation’s GDP as well
as exports (2013)

Reference: Ministry of Finance of the Russian Federation (2014a)

In addition, this country demonstrates a strong and acceptable
performance in the field of foreign trade. The exports volume of
this country excelled the imports volume in 2014. According to
the data, the country’s exports advanced from 114 billion dollars
in 2000 to 421.7 billion dollars by the end of 2014. Moreover,
the imports of the country were increased from 61 billion dollars
in 2000 to 259.7 billion dollars by the end of 2014 (Fig. 2).

Fig. 2. The international trade of the Russian Federation (2000- 2014)
Reference: Ministry of Finance of the Russian Federation (2014a)

As complementary to the above statistics, it must be
mentioned that according to the 2013 statistics of the United
States’ Central Intelligence Agency (the CIA), the main business

—
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partners of the Russian Federation in the export sector included
Netherlands (10.7%), Germany (8.2%), China (6.8%), Italy
(5.5%), Ukraine (5%), Turkey (4.9%), Belarus (4.1%), and
Japan (4%). Also, the major business partners of this country in
the import sector included China (16.5%), Germany (12.5%),
Ukraine (5.2%), Belarus (4.9%), Italy (4.4%), and the United
States (4.3%).

Russia’s economy (as well as that of the Soviet Union before
1991) has undergone various crises, such as the dissolution of
the Soviet Union (1991), Russian Flu (1998), as well as the
financial crisis in the US and Europe (2008). All those crises
have had their impacts on the different sectors of the Russian
Federation’s economy. As an example, Russia’s economy
suffered during the 2008 financial crisis, due to the decrease of
the world oil prices, and the foreign credit of the Russian banks
was threatened.

Regarding direct foreign investments, Russia faced
challenges related to foreign capital flight during the 2008 to
2011 crisis, according to the report by Russia’s Ministry of
Economy Development (Munskonompassutuss Poccun).
However, based on the report by rus-stat (the Statistics Center
of the Russian Federation), the foreign capital in the Russian
Federation amounted to 170 billion dollars in 2013, which
indicates a 10% growth in comparison with 2012.

Russia’s o0il economy has moved toward absolute
nationalization since the 90s. Before the dissolution of the
Soviet Union and especially during Gorbachev’s reconstruction
programs, private oil companies were active in the Soviet
Union. However, those companies were gradually converged
and dissolved with the formation of Russia. As an example,
Rosneft (PocaedTs [Russia’s public petroleum company]) in
1993 purchased most of the shares of the private company of
Yukos (FOxoc). Also, numerous international petroleum
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companies were present in the petroleum sector of the Russian
Federation during the 90s; however, public petroleum
companies gradually played a greater share in the activities.
Gazprom, for example, forced the Shell and BP companies to
sell the majority of their assets in Sakhalin 2 (Caxanun 2) and
Kovytka (KButka) oil fields in 2013.

Russia believes its golden period regarding economic growth
to have started at the beginning of 2000 and lasted until the
financial crisis of the US and Europe. Figure 3 indicates the
trend of the economic growth in the Russian Federation (the
former Soviet Union before 1991), from 1972 to the end of
2014. It is noteworthy that a comparison between Russia’s
economy and that of the Soviet Union is wrong, since each of
the fourteen republics separated from the former Soviet Union
had had their own shares in the production as well as the export
of crude oil and natural gas. However, in order to review the
historical trend, we will only compare the economic growth of
the governments in an attempt to understand the differences.

During Leonid Brezhnev’s (Jleonun Unbsuu bpexues) tenure,
which was from 1972 to 1982, as indicated in the Table above, a
remarkable growth was witnessed in 1973, due to the emergence
of petroleum as the key source of income for Russia’s
government, as well as an increase in the country’s petroleum
exports. From 1972 to 1985 (the presidency of Yuri Andropov
[FOpuit Bnagumuposuu AnnponoB| and Konstantin Chernenko
[Koncrantnan YcrunoBnu YepHeHko]), Soviet experienced a
positive but decreasing economic growth. During the presidency
of Mikhail Gorbachev (1985- 1991), economic programs of
reconstruction and transparency were started; however, the
programs failed, causing the dissolution of the former Soviet
Union. The collapsed Soviet Union faced a negative economic
growth during the year-long presidency of Gennady Yanayev
(I'ennammii MiBanoswu fnaer), as well. (The economic growth
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of the Soviet Union decreased from 1.4% in 1989 to -3% in
1990. Petroleum production was reduced to five million barrels
per day from 5.4 million barrels, and inflation rose from 2.8% to
6.8%.) Gennady Yanayev was one of the opponents of
Gorbachev’s reconstruction and transparency programs and
suggested that the three-year-old economic program be altered;
however, he could not prevent the dissolution of the Soviet
Union. With the coming to power of Boris Yeltsin (1991-1999)
(bopuc Hukomnaesuu Enpumn) and with the reconstruction of the
new Russia, as well as the beginning of the Ruble Crisis in
1998, Russia took form. The economic growth during that
period was negative but increasing.

Fig. 3. The trend of the economic growth of the Russian Federation (the former
Soviet Union) since 1972 up to 2014
Economic growth data reference: World Bank
Categorization reference: the authors

The golden period of Russia’s economic growth began with
the coming of Viadimir Putin (1999-2008) and thus continued.
As Dmitry Medvedev (2008-2012) came to power at the
beginning of the financial crisis of the US and Europe, Russia’s
economic growth remarkably decreased due to the crisis
pressure. With the return to power of Viadimir Putin in 2012,
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Russia joined the World Trade Organization after eighteen years
of waiting, and its economy entered a new phase of prosperity,
attracting foreign investments. However, the tension among
Russia, Ukraine and the Western countries, the diplomatic,
economic and technological sanctions in the petroleum and gas
sectors, as well as the 2014 oil shock, have caused Russia
currency fluctuations, inflation, as well as a decrease in the
economic growth during the past years.

The Russian Federation’s Economy and the World Oil
Shocks

This section attempts to examine the economy of Russia (and of
the Soviet Union before 1991) during the historical oil price
shocks.

Since the initial extraction of crude oil during the 60s, oil
production, supply and prices were managed and supervised by
great cartels such as the Standard Oil Trust, and then the Seven
Sisters'. Along with oil nationalization, cooperation was
gradually formed in the developing countries, which lead to the
foundation of the OPEC. However, the OPEC’s authority was
not universal before the 70s. During the 70s, the OPEC
countries decided to reduce the supply of oil and to raise its
world prices. The first world oil price shock, therefore, occurred
in 1973, as the OPEC countries refused to supply oil to the
countries which supported Israel in the Yom Kippur War®. As
Perron (1988) believes, the shock was the first crisis since the
Great Depression during the 1930s. The oil supply shortage
(about 4.5 million barrels per day) caused an exponential
increase in the oil price, although the price rise brought a good

1. Included the oil companies of Anglo-Persian, Gulf Oil, Standard Oil of California
(Now Chevron), Texaco, Royal Dutch Shell, Standard Oil of New Jersey
(Esso/Exxon), and Standard Oil Company of New York (Socony and trading as Mobil
now [part of ExxonMobil]).

2. This war occurred between Israel, and Egypt and Syria.

—
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opportunity for the Soviet Union (the current Russia), which
owned huge petroleum resources. The shock turned petroleum
into the Soviet Union’s key source of income (Shibanova-
Roenko & Guznova, 2012) and thus it was exported to many
European countries such as Poland, Romania, Bulgaria,
Hungary, etc. The new oil revenue caused a 7.7% growth in
Russia.

The second oil price shock (Iran’s oil crisis) occurred in
1979, as a follow-up to the Islamic revolution of Iran (a decrease
in Iran’s oil production from 5.8 million barrels per day in June
1978 to about 1.5 million barrels per day in January 1979).
During that period, Saudi Arabia, (raising its 8.5 million barrels
per day to 10.5) along with other petrostates, compensated for
the more-than-a-third decrease in Iran’s petroleum production.
Meanwhile, the Soviet Union was at war in Afghanistan and was
suffering recession, and thus could not use the opportunity to
increase its share in the global oil market.

The Irag-Kuwait war in 1990 created another oil shock across
the globe. The Soviet Union’s GDP during that shock equaled
about 776.8 billion dollars and the country was considered to be
the world’s seventh economy. However, the economic programs
of the Soviet Union’s leaders failed at that point and the Soviet
Union’s society faced many difficulties. According to the
research article by Heleniak and Motivans (1991), sugar and
meat turned rare in all of the Soviet Union’s cities at that point.

Asian tigers, along with the Russian Federation’s financial crisis
caused the next oil price shock in 1998. On the one hand, Thailand,
the South Korea, and several other East Asia countries decided on
changing the nature of their currency, imposing a severe shock on
the financial markets. On the other hand, Russia devaluated its
currency as an OPEC nonmember. As a result, petroleum price in
1998 sank to 12 dollars per barrel. In other words, petroleum price
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fell to its lowest level since 1972. The Russian Federation’s GDP
growth per year turned -5.8% and the value of this country’s
petroleum exports dropped to 14.5 billion US dollars.

Another oil price shock took place in 2003, due to
Venezuela’s unrest, as well as the Second Persian Gulf War (the
US- Iraq war). The crisis in Iraq, which was one of the OPEC’s
petrostates, created disorder in the supply of petroleum across
the globe. Also, the internal turmoil in Venezuela during 2002
and 2003 imbalanced petroleum and gasoline production in this
country. As a result, petroleum prices took a sudden rise from
about 25 dollars in 2002 to 38.3 dollars by the end of 2003. The
oil price increase during this period brought about a remarkable
increase in the government revenues for Russia, and the huge
budget was used for the reconstruction as well as the
modernization of this country’s economy (Bochkarev, 2006).
According to the statistics by the Energy Information
Administration, Russia increased its petroleum production
during that shock from 7.6 million barrels per day in 2002 to 8.5
million barrels per day in 2003, and 9.2 million barrels per day
in 2004. Also, the volume of petroleum exports from the
Russian Federation rose from 291 billion dollars in 2002 to 396
and 590 billion dollars in 2003 and 2004, respectively.

Another oil shock took place during the years 2007 to 2009,
following the downturn in the world oil production and the
conflict in oil demand. During that period, the world oil prices
rose from 50 dollars per barrel at the beginning of 2007, to 140
dollars per barrel in summer 2008, and then decreased to about
70 dollars in 2009. At that point, Russia suffered major
recession through the danger of going into war with Georgia, as
well as due to the decrease in the heavy Urals crude oil prices.
According to the statistics from Russia’s central bank, the
volume of crude oil exports reached from 121 billion dollars per
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day in 2007, to 161 billion dollars in 2008 and to 100 billion
dollars in 2009.

During the first half of 2011, another shock occurred in the
world oil prices due to various reasons, such as earthquakes,
tsunamis, the nuclear power plant explosion in Japan, the Arab
Spring, Libya’s civil war, as well as the terror of Bin Laden.
Thus, the world oil prices reached from approximately 80
dollars per barrel to 120 dollars. The shock created a suitable
opportunity for Russia to increase its income. According to the
customs’ data of the Russian Federation, the revenue from
petroleum exports of the country increased from 135 billion
dollars in 2010 to about 181.8 billion dollars in 2011. Moreover,
the oil export revenue share equaled 53.1% of Russia’s total
exports in 2011.

The last oil price shock took place in 2014, when the world
oil price experienced a 40% decrease since June in that year and
fell under 70 dollars from about 115 dollars. The most
significant reasons behind the negative price shock included a
decrease in crude oil demand, an increase in the production
abilities of Libya and Iraq (a four million barrel increase per day
in the two countries), which lead to the reinforcement of the
crude oil supply sector, failure to reduce the supply by the
OPEC members (Saudi Arabia’s policies to put countries such
as Iran, Russia, and the US under pressure), as well as the fact
that the United States became world’s first petroleum producer,
which reduced its dependence on the imports of this source of
energy. In the same year, although being one of the greatest
petroleum producers and exporters, Russia suffered from
sanctions from the West as well as severe budget deficit due to
the decrease in petroleum revenues. According to Anton
Siluanov, the Russian Federation’s Minister of Finance, this
country lost 40 million dollars in 2014 through the sanctions,
and about 90-100 billion dollars through the decrease in
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petroleum prices. The above-mentioned issues caused capital
flight from the Russian Federation, the devaluation of Ruble
(due to the monetary policies of Russia’s central bank as well as
due to a shortage of foreign exchange in the financial market),
inflation increase, and a decrease in the economic growth.
Moreover, according to the statistics by the International Atomic
Energy Agency, Russia’s petroleum production increased from
10.5 million barrels per day in 2012 to 10.8 million barrels per
day in 2014. However, according to the Russian central bank
statistics, Russia’s petroleum exports decreased from 180 billion
dollars in 2012 to 153 billion dollars in 2014.

Figure 4 briefly demonstrates some of the economic variables
of the Russian Federation (the Soviet Union before 1991)
between the years 1972 and 2014. The dotted lines in the Figure
indicate the oil price shocks. The Figure detects nine oil price
shocks across history, which have seriously affected the global
market of this source of energy.

Fig. 4. The changes (%) in the economic growth and the crude oil production of
the Russian Federation during the oil price shocks (1972- 2014)

References: World Bank, Worldwide Inflation Data, the budget system of the
Russian Federation, the International Monetary Bank
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Fig. 5. The changes (%) in the inflation of the Russian Federation during the oil
price shocks (1973-2014)
References: World Bank, Worldwide Inflation Data, the budget system of the
Russian Federation, the International Monetary Bank

The Soviet Union experienced a positive economic growth
during the first oil shock, when petroleum became the Soviet
Union’s major source of income. The economic growth was also
positive for the Russian Federation during the 21% century.
Moreover, Figure 5 indicates the changes in Russia’s inflation
(the Soviet Union before 1991) during that period. As seen in
Figure 5, Russia’s inflation has not undergone any drastic
changes during the oil price shocks, except in 1998 (during
Russia’s financial crisis).

Russia’s Policies in Reaction to the Negative Impacts of Oil
Price Shocks: the Stabilization Fund

During the oil price shock history, Russia has always been
pursuing Resource Nationalism (PecypcHslii Harmonanusm) and
politicization (monutuzamusi) of the energy sector (since the
dissolution of the Soviet Union), developing the exports market,
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optimal effectiveness on world prices, as well as protecting the
economy against oil price shocks. The development of the oil
export market meant reducing the share of oil competitors, along
with an increase in the dependence of other governments on this
country. It is possible to have such a development with a
production volume of more than 10 million barrels of crude oil
per day; however, it will require the presence of international oil
companies to aid the Russian oil companies in the exploration,
extraction, marketing and transportation sections. Therefore, the
presence of international companies such as StatoilHydro (now
Statoil), Shell and ExxonMobil has further empowered Russia in
the production and development of its market across the globe;
although the development brings with itself further vulnerability
to price shocks. With the rise of Viadimir Putin as Russia’s
political and economic decision maker, special attention was
given to the policy of reducing and eliminating the effects of
world oil price shocks and fluctuations, as well as optimal use of
excessive revenues coming from positive oil shocks. Since the
government of the Russian Federation earns its major revenue
through the oil sector, the world prices of this natural resource
are very critical to Russia, and this country’s high vigilance
against any type of price shocks, be it positive or negative,
would further stabilize the economy and guarantee its
continuous growth. It must be mentioned for further elaboration,
that the oil revenues of the government of the Russian
Federation are funded through four sectors related to oil
activities, as follows:

1. Taxes and royalties on the extraction of hydrocarbon
minerals (crude oil, liquid natural gas, etc.)

2. Export taxes on crude oil
Taxes on natural gas

4. Taxes on petroleum products

As mentioned in the previous section, Russia earned an
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excessive income through the positive shock in the world oil
prices during the sixth oil shock in 2003. Therefore, in the
beginning of 2004 and based on the Law No. 184 of the Russian
Federation, Vladimir Putin ordered for a stabilization fund
(crabunmsanonnsiii Goua) to be created from the sudden
increases in the world oil prices, as a cover for the total impacts
of oil price shocks and to secure the country’s income.

According to the Law related to Russia’s Ministry of Finance
(MunuctépctBo hunancos Pocciiickoit @enepanmu [Munpun
Poccunl)), the fund is collected in three foreign exchanges with a
ratio of 45- 45- 10 (dollars, euros, and pounds). It is noteworthy,
of course, that the fund is also obtained through selling gas;
however, the primary goal of creating such a fund was for the
optimal use of the income from positive oil shocks.

In 2008, in an effort to optimize the stabilization fund, Russia
decided to divide the fund into two separate parts :the Reserve
Fund (RF) (Pe3zepBusiii gponn) and the Russian National Wealth
Fund (RNWF) (®ona HanmoHamesHOTo 01arococtosinus Poccnn
[®HB]), each fund having a separate account at the central bank
of the Russian Federation. The Reserve Fund maintains a short-
term perspective and is more in the service of the government’s
immediate expenses (according to the Law 245- ¢ ratified on
September 30, 2010, the government’s revenues from the four
oil and gas sectors mentioned above, equalling10% of the GDP,
is deposited into this Fund on a yearly basis. In addition,
managing the funds is another source of income for the Fund").
On the other hand, though, the National Wealth Fund maintains
a long-term perspective and is used for national programs, such
as the pension fund, national investments, giving loans to banks,
etc. (Chevrier, 2009). Figures 6 and 7 represent the volume of
the two funds from 2008 to 2015.

1. According to the Law, the income from the Reserve Fund management is sent to
the federal budget from the beginning of January 2010 to that of February 2016, for
financial support.
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Fig. 6. The income of the Reserve Fund of the Russian Federation (billion US
dollars) (February 1%, 2008 to February 1%, 2015)

Reference: Ministry of Finance of the Russian Federation (2014b)

Fig. 7. The income of the National Wealth Fund of the Russian Federation
(billion US dollars) (February 1%, 2008 to February 1%, 2015)

Reference: Ministry of Finance of the Russian Federation (2014a)

As the above figures indicate, considering the income of the
National Wealth Fund as well as the decrease in the income of
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the Reserve Fund, Russia’s policies, in recent years, have been
tending toward long-term investments. Also, Russia has made
investments through the two Funds in the Commonwealth as
well as in other countries, which is itself a solution for the
increasing income coming from positive oil price shocks.
Furthermore, during the past year, part of the funds of the
National Wealth Fund was used to compensate for the expenses
caused by the sanctions against Russian petroleum companies,
such as Rosneft (Pocuedts), Gazprom (I'azmpom), and Lukoil
(JIykxoitm). It must be added that the investments in the
petroleum and gas sector are also provided for through the same
Fund. As an example, according to TASS news agency (Tacc),
the investment in Yamal pipeline (razonpooa “SIman”) in 2014,
which amounted to over 100 billion Rubles (3.8 billion US
dollars), was funded in the same manner.

Conclusions

Considering the importance of the severe fluctuations of oil
prices to petroleum producing and exporting countries, the
current research attempted to present a historical analysis of the
impacts of oil price shocks on the variable of Russia’s economic
growth. According to this study, since the first oil price shock in
1973 until the last one in 2014, Russia (the Soviet Union up to
1991) has made the most benefits in 1973, as well as during the
sixth  shock in 2003, considering Russia’s political
circumstances and its potential. Contrary to Iran, Russia has
never been the main cause of the occurrence of oil price shocks;
however, it has not been able to make the most of the positive
and negative oil price shocks, due to reasons such as the war
with Afghanistan toward the end of the 70s, the dissolution of
the Soviet Union in 1991, the financial crisis in 1998, the war
with Georgia in 2008, the financial crisis of the United States,
Europe’s financial debt in 2007- 2009, as well as the tension
with Ukraine. Furthermore, the study of the two variables of
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economic growth and inflation in Russia (the Soviet Union
before 1991) indicated that this country has not experienced a
significant change in its inflation during the oil price shocks,
except in 1998 (during Russia’s financial crisis). Moreover,
Russia’s economic growth has been positive during the oil price
shocks, except when in crisis such as in 1991 or 1998. It must be
acknowledged that Russia managed to join the emerging
markets with the average growth of 7%, through its sudden
earnings from the oil revenues since the beginning of 2000,
through adopting the appropriate policy of creating a
stabilization fund for the sake of controlling and managing crude
oil export revenues, and through adopting the policy of investing
in other countries, specifically the Commonwealth, through the
unexpected crude oil revenues, and thus preventing the direct
injection of a great amount of foreign currency revenues to the
body of the Russian economy. However, the volume of foreign
exchange reserves in both the Reserve and the National Wealth
Funds is tending to decrease, due to the conjunction of
undesirable factors, such as the financial crisis in the United
States and Europe, the sanctions imposed by the West, and the
severe decrease in the oil prices. Although the two Funds were
initially created for short-term and long-term developments and
investments in Russia, as well as for eradicating the problems
caused by severe fluctuations of crude oil prices, they are now
compensating for the damages caused by the sanctions,
stabilizing Ruble value in the market, and helping banks and
companies pay their foreign debts.
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