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ABSTRACT
This article contributes to international political economydebates about the
monetary power autonomy (MPA) of emerging market and developing
countries (EMDs). The 2014–15 Russian financial crisis is used as a case
study to explore why an accumulation of large international reserves
does not provide protection against currency crises and macroeconomic
adjustments in EMDs. The analysis centres on the interplay between two
dimensions of MPA: the Power to Delay and the Power to Deflect
adjustment costs. Two structural factors condition Russia’s low MPA. First,
the country’s subordinated integration in global financial markets
increases its financial vulnerability. The composition of external assets
and liabilities, combined with cross-border capital flows, restrict the use
of international reserves to delay currency crises. Second, the choice of a
particular macroeconomic policy regime embraced the financialisation of
the – mainly state-owned – Russian banking sector, thus making it
difficult to transform liquidity inflows into credits for enterprises. Russia’s
main comparative advantage, hydrocarbon export revenues, is not
exploited. The type of economy created due to the post-Communist
transition means that provided ‘excessive’ liquidity remains in the
financial system and is channelled into currency arbitrage. This factor
increases exchange rate vulnerability and undermines Russia’s MPA.
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Introduction

It is widely accepted that the international monetary system is characterised by large asymmetries of
power (Strange 1994, Helleiner 2006, Elson 2011, Andrade and Prates 2013, Vermeiren 2014, Cohen
2015, Gallagher 2015, Kaltenbrunner and Painceira 2018). Using the 2014–15 financial crisis in Russia
as a case study, the paper explores the factors that impinge on the monetary power autonomy (MPA)
of an emergingmarket and developing country (EMD). Following Cohen (2006), MPA is understood as
the state’s relative capacity to sustain adjustment costs of external imbalance. Our main argument is
that in an open EMD economy with unrestricted cross-border capital flows, the accumulation of large
international reserves cannot alone provide a sufficient guarantee against a strong currency crisis and
macroeconomic adjustment. An EMD’s subordinated status within the international monetary order
makes it difficult to ensure a resilient financial system.

© 2019 The Author(s). Published by Informa UK Limited, trading as Taylor & Francis Group
This is an Open Access article distributed under the terms of the Creative Commons Attribution-NonCommercial-NoDerivatives License (http://
creativecommons.org/licenses/by-nc-nd/4.0/), which permits non-commercial re-use, distribution, and reproduction in any medium, provided the
original work is properly cited, and is not altered, transformed, or built upon in any way.

CONTACT Ilja Viktorov ilja.viktorov@ekohist.su.se Department of Economic History and International Relations, Stockholm
University, Universitetsvägen 10A, 10691, Stockholm, Sweden

NEW POLITICAL ECONOMY
https://doi.org/10.1080/13563467.2019.1613349

http://crossmark.crossref.org/dialog/?doi=10.1080/13563467.2019.1613349&domain=pdf&date_stamp=2019-05-08
http://orcid.org/0000-0002-3557-1298
http://creativecommons.org/licenses/by-nc-nd/4.0/
http://creativecommons.org/licenses/by-nc-nd/4.0/
mailto:ilja.viktorov@ekohist.su.se
http://www.tandfonline.com


Following a decline in oil prices in the world energy market, the 2014–15 Russian crisis started
with a sharp fall in the rouble exchange rate and a dramatic balance-of-payments adjustment. A
deep macroeconomic crisis unfolded, leading to reduced imports, decreased living standards, an
economic recession, a reallocation of productive resources and as of 2015 budgetary austerity pol-
icies. For research on MPA, the crisis represents a special case since it evolved in parallel with the
introduction of Western sanctions against Russia after the outbreak of the 2014 Ukrainian geopo-
litical crisis.

While the 2014–15 Russian crisis is far from unique as a manifestation of weak MPA in EMDs, it
provides additional insights from a comparative perspective. Russia’s patterns of participation in
financial globalisation are different in that, unlike most post-Communist countries in Central and
Eastern Europe (CEE), Russia is characterised by higher state ownership in the banking sector
(Sutela 2012, pp. 168–77, Kirdina and Vernikov 2013). In this respect, Russia’s financial system
has much in common with China and large economies in the Middle East (Vernikov 2015). Post-
Communist Russia is also a resource-rich oil exporter with substantial international reserves accu-
mulated during the 2000s. Russian political leaders and the country’s financial authorities believed
that large reserves would enhance Russia’s ability to weather periods of financial turmoil and a
sharp fall in the international oil price (Sharma 2014, pp. 194–5). However, these hopes proved
unfounded. After the collapse of the Soviet planned economy in 1991, the 2014–15 currency
crisis was the third-largest financial crisis in Russia (Johnson and Woodruff 2017). The first one
took place in 1998, when Russia lacked any substantial international reserves, yet new financial
crises struck in 2008–09 and 2014–15, when large reserves were available. This outcome suggests
that a study of Russia’s MPA requires an analysis of structural factors that underpin its inclusion in
the financial globalisation and macroeconomic policy regime that emerged in post-Soviet Russia
after the fall of Communism.

To explain the 2014–15 financial crisis in Russia, we draw on the analytical framework of the
macrofoundations of monetary power developed by Benjamin Cohen.1 Its focus is on the state’s
capacity to withstand a macroeconomic adjustment following a current and capital account imbal-
ance. For deficit countries, the latter arises from external pressures, such as decreased capital
inflows, a deterioration in foreign trade conditions, or a state’s diminished access to international
liquidity. Within this framework, a state has MPA if it can either postpone payment of the continuing
costs of adjustment (‘power to delay’) or divert the cost of adjustment to other states (‘power to
deflect’). The greater a state’s ability to delay, or divert, adjustment payments, thus avoiding or redu-
cing economic losses, the greater its MPA. An interplay between the Power to Delay and the Power to
Deflect is of critical importance to enable a ‘first-cut’ analysis of low MPA in EMDs.

The paper is organised in eight sections. The second section discusses the explanatory value of the
macrofoundations of MPA as an analytical framework. The third introduces the reader to the 2014–15
financial crisis in Russia. Sections 4 and 5 explore two main structural factors that conditioned Russia’s
weak MPA, namely the effects of Russia’s participation in financial globalisation and its post-1991
interplay with the macroeconomic policy regime. In particular, section 4 addresses why Russia’s
Power to Delay was constrained and the 2014 currency crisis could not be avoided. Section 6 dis-
cusses why the process of adjustment deteriorated into the high volatility of the rouble exchange
rate, leading to long-term macroeconomic uncertainty during 2014–15, and how, in the Russian
case, the Power to Delay is conditioned by the Power to Deflect. The concluding section 7 summarises
the findings of the research.

MPA as an Analytical Framework

International monetary power, as broadly defined, has been debated in international political
economy (IPE) research for decades. Within conventional realist tradition, the concept has been
reduced to studies of monetary statecraft, i.e. the state’s intentional use of monetary power to
influence the behaviour of external actors (Kirshner 1995, Armijo and Katada 2014, Roberts et al.
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2018). Meanwhile, another dimension of monetary power, its autonomy, is more important than
influence since the latter cannot be exercised without maintaining the former. The foundations of
US monetary power have been explored by IPE researchers from various theoretical traditions (Hel-
leiner 2008, Helleiner and Kirshner 2009, Cohen 2015, Hardie and Maxfield 2016). Monetary power
has been discussed in connection with the formation of the Eurozone and its crisis (Matthijs and
Blyth 2015). Most recently, China’s rising monetary power has been put on the research agenda
(Heep 2014, Helleiner and Kirshner 2014).

So far, except for one anthology on East Asia (Cohen and Chiu 2013), studies of domestic macro-
foundations that limit the MPA of EMDs are rare. Thus, there is good reason to link the research on
MPA in EMDs to the critical political economy debate on the negative outcomes of EMDs’ partici-
pation in financial globalisation. Following the 1997–98 financial crisis, a growing number of major
EMDs accumulated substantial international reserves, including sovereign wealth funds (SWFs)
with extra-budgetary investments in financial assets with diverse risk exposure. The large reserves
could presumably increase EMDs’ monetary power (Monk 2009, Lenihan 2014, Otero-Iglesias
2014). A key research question thus concerns whether the reserves accumulation strengthened
the macrofoundations of EMDs’monetary power, leading to decreased financial and macroeconomic
vulnerability.

In this article, we take a critical approach to Cohen’s framework in order to explore the macrofoun-
dations of the 2014–15 Russian financial crisis. Cohen’s MPA approach focuses on balance-of-pay-
ments disequilibria, exchange rate changes and a state’s relative international trade position. A
distinction between continuing and transitional costs of adjustment remains at the centre of the
crisis analysis (Cohen 2006, pp. 36–41). The first group of costs is ongoing and must be paid as
soon as an adjustment process is over. A country facing a current account deficit will eventually
accept permanent economic losses associated with a new payments equilibrium. Transitional costs
constitute the second group of adjustment costs and reflect the cost of the change itself. The mag-
nitude of the crisis testifies to a sacrifice imposed on a deficit country in terms of its reduced share in
combined world output and income. While continuing costs are never shared, transitional costs can
be diverted to other countries, defining a second aspect of the state’s MPA, the Power to Deflect.
Within Cohen’s framework, the latter is conditioned by structural, fundamental variables and charac-
terised in particular by two features: the degree of openness and of adaptability of a country facing
adjustment (Cohen 2006, p. 46).

The degree of openness can be measured as the ratio of foreign trade to gross domestic product
(GDP), a main indicator of a national economy’s share that can be potentially affected by a balance-of-
payments adjustment. The more open an economy, the more difficult it will be for a state to divert
adjustment costs to other countries. Compared to large EMDs, Russia, with its foreign trade/GDP ratio
of nearly 50 per cent between 2006 and 2014, had been an open economy. The ratio was similar to
China’s and India’s degree of openness but much higher than the US’s and Brazil’s corresponding
ratios (World Bank 2018). This means that any dramatic movement in the rouble exchange rate
would strongly affect Russia’s terms of trade, requiring a reallocation of its domestic productive
resources. The second feature of the Power to Deflect, namely adaptability, is difficult to measure
empirically. It relates to a country’s ability to sustain an adjustment process by reversing a payments
disequilibrium without long-term losses of its productive capacity and income.

Thus, Cohen provides a very broad analytical framework but lacks detail on the sources of the low
adaptability that inhibits MPA. Most recently, Hardie and Maxfield (2016) suggested a further revision
of Cohen’s framework by looking closely at the US external balance sheet and the activities of private
financial market actors after the 2008 crisis. A full assessment of a state’s MPA needs an evaluation of
a nation’s external financial assets and liabilities held by both domestic and foreign private economic
agents and, most importantly, a closer look at the net valuation changes of these assets and liabilities.
An analysis of a country’s international investment position is key to assessing the strength and limits
of its MPA. To approach the subject of Russia’s MPA, this study intends to draw on Hardie and
Maxfield’s revision of Cohen’s framework.
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The 2014–15 Financial Crisis in Russia and its Catalysts

A descriptive account of how the 2014 currency crisis emerged and subsequently turned into the
2014–15 recession can be found in a broad array of policy reports and research (Dreger et al.
2015, World Bank 2015a, 2015b, Nesvetailova 2016, Johnson and Woodruff 2017, Connolly 2018). Fol-
lowing Crimea’s accession to the Russian Federation in March 2014, the US, the European Union (EU)
and a number of their allies imposed a set of sanctions on Russia and its political leadership in an
attempt to alter Russian foreign policy towards Ukraine. In the financial sphere, these sanctions
restricted the major Russian state-owned banks’ and companies’ access to the international
financial markets, thus minimising the possibility of refinancing their foreign debt in the Western
wholesale money markets. Subsequent foreign debt repayments, in combination with capital
outflows, constituted a substantial long-term factor that could undermine the rouble’s value. The
sanctions have been a true manifestation of monetary statecraft (Andrews 2006).

However, the 2014 sanctions were relatively moderate. Russia was not disconnected from the
international SWIFT payment system, and foreign investors were not prohibited from investing in
Russian domestic sovereign debt securities. Nor was an oil embargo imposed on trading with
Russia. By cutting Russia off from the Western financial markets, the US and the EU enabled
Russia’s leadership to introduce countersanctions, mainly in the form of an embargo on food
imports, in summer 2014. Thus, these countersanctions enhanced Russia’s ability to divert adjustment
costs to its trading partners, mainly within the EU (Connolly 2018, pp. 191–200, Roberts et al., 2018,
pp. 125–38). Notwithstanding the rhetoric of Russian and Western political leaders, the sanctions had
instead a long-term impact. Albeit within a short time lag of six months, a realignment of the coun-
try’s cross-border financial and trade flows, imposed by a new sanctions regime, prepared Russia to
start a balance-of-payments adjustment before a second, more serious, shock hit the Russian financial
system in autumn and winter 2014 (Gavrilenkov 2015b).

After August 2014, a sharp fall in oil prices posed a systemic external challenge to the Russian
economy: the prospects for the inflow of foreign exchange liquidity originating from hydrocarbon
exports deteriorated. The oil price drop unleashed a speculative rally against the Russian currency.
By the end of 2014, the rouble was devalued by 58.2 per cent to the US dollar, compared to its
year-to-year rate in December 2013. The fall in the Russian currency was particularly dramatic in
December 2014. The sharpest drop in the oil price saw the domestic currency market gripped by
panic, leading to an extreme drop in the rouble exchange rate to the US dollar on 16 December.
To neutralise speculative pressure on the rouble, the Central Bank of Russia (CBR) had to sharply
increase its key policy rate from 10.5 up to 17 per cent, making the credit too expensive for most
non-financial companies (NFCs) (see Figure 1).2 Simultaneously, Russia experienced massive port-
folio investment outflows, a typical reaction of global financial markets to a crisis in an EMD.
During 2014, Russia’s portfolio investment liabilities to non-residents fell from USD 273.7 billion
to USD 156.4 billion.3 In 2015, due to the strong rouble depreciation, a large-scale macroeconomic
adjustment became a new economic reality. This third systemic financial crisis had one important
similarity with the previous two downturns in 1998 and 2008, namely a decline in oil export
revenue.4

The available research has not explained two major outcomes of the 2014–15 crisis. The first one
demonstrated the absence of Russia’s Power to Delay an exchange rate adjustment of its national
currency. Unlike the 1998 crisis, the monetary authorities had considerable reserves at their disposal
yet were still incapable of containing a systemic currency crisis. To handle the emergency, President
Vladimir Putin had to personally intervene, urging the CEOs of Russia’s leading state-owned banks
and export companies to channel currency reserves into the market (Igumenov and Tofanyuk
2015). Thus, an informal capital control was introduced to compensate for deficiencies in a failing
financial system. Meanwhile, previous research on the 2014–15 crisis does not problematise who
were the ‘speculators’, or financial market participants, who actively contributed to a sharp rouble
depreciation. Nor does it provide a convincing answer to why this outcome was possible.
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The second outcome revealed a weak Power to Deflect adjustment costs, manifested in the sever-
ity of the 2014–15 crisis itself as well as in the uncertainty of the adjustment process that followed the
fall in the rouble. It took almost two years for a transition from a pre-crisis payments equilibrium,
characterised by high oil revenue inflows and a strong rouble exchange rate, towards a new
growth trajectory with lower oil export revenue and low rouble rate. The fundamental instability
of the rouble exchange rate persisted until 2016 (Figure 1), making the macroeconomic environment
for conducting business in Russia highly unpredictable (World Bank 2015b). This outcome casts
serious doubt on the conclusion (Connolly 2018, p. 192) that the Russian monetary authorities suc-
cessfully tackled the financial turmoil during 2014–15, including the CBR’s subsequent adoption of
a floating exchange rate policy.

Post-Soviet Russia’s Participation in Financial Globalisation and its Weak Power to
Delay

In this section, we continue our inquiry into the macrofoundations of Russia’s MPA by discussing how
the country has been affected by financial globalisation after 1991. In mainstream literature, mainly
represented by authors affiliated with international financial institutions (IFIs) and Washington-based
think tanks, there has been considerable debate regarding the degree and impact of financial globa-
lisation on EMDs. Its conclusions are contradictory depending on what methodological and theoreti-
cal foundations these studies are based on (Prasad et al. 2007, Elson 2011, pp. 109–28, Caprio 2012).
Meanwhile, critical political economy has produced sufficient case studies demonstrating the nega-
tive impact of financial globalisation on a large number of EMDs. Capital account liberalisation and
free cross-border capital flows have been identified as two of the main factors contributing to the
increased vulnerability of EMDs’ financial and currency markets. EMDs only have a subordinated

Figure 1. Rouble to US dollar exchange rate and the CBR’s key policy rate, January 2013–September 2018. Sources: Authors’ cal-
culations based on the CBR’s key policy rate and the Moscow Exchange’s rouble to US dollar exchange rate, accessed at www.cbr.ru
and www.moex.ru.
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status within the global financial architecture, making their economies and financial sectors depen-
dent on powerful networks and actors in core capitalist economies (CCEs) and IFIs.5 Using Brazil as a
case study, Kaltenbrunner and Painceira (2018) look at the country from a perspective of financialisa-
tion in EMDs, demonstrating that EMDs’ dependent integration into the global financial order defines
developments in their domestic financial markets. It leads to increased vulnerability in the form of
latent depreciation pressures and violent exchange rate movements. These findings suggest a
good reason to problematise the impact of capital account liberalisation on Russia.

Russia’s participation in financial globalisation was an integral part of the country’s transition
towards market capitalism. The dissolution of the Soviet Union in 1991 entailed a systemic collapse
of the Russian economy. In terms of decreased output, the loss of productive resources and a sharp
decline in living standards in the 1990s, this collapse is unparalleled in contemporary history, except
for war-ravaged and conflict-ridden economies (Dutkiewicz 2011). In 1991 and 1992, Russia under-
went a severe adjustment process, paying unprecedented transitional costs for its transformation
from a world superpower with a highly industrialised economy into an EMD that relied on hydro-
carbon exports as its main competitive advantage. The Soviet economy was technologically back-
ward compared to those of developed Western countries yet guaranteed living standards well
above the level of what most people enjoyed in developing economies (Cook 1993, Popov 2011).
Due to its non-competitiveness, Soviet industry could only survive by being relatively isolated
from the international economy (Evangelista 1996). As soon as foreign trade was liberalised in
1992, large Soviet mass-production companies went into a long period of restructuring and down-
sizing, leading to the country’s deindustrialisation (Kuznetsov et al. 2015).

Since the end of the ColdWar, Russia’s exposure to globalisation, including its financial dimension,was
guided by a particular paradigm framework, later defined by the economist John Williamson as ‘the
Washington Consensus’ (Florio 2002, Woods 2006, pp. 104–40, Rutland 2013). Initially, its principles
emerged in the 1980s within Washington-based IFIs advising structural adjustment policies for EMDs.
However, in the Russian case, the commitment to this paradigm was inconsequent. Although IFIs and
US advisors at the Russian economic authorities were in the early 1990s advocating the imposition of
the Washington Consensus principles on Russia, their actual implementation was incomplete and selec-
tive. Current account and foreign trade liberalisation as well as the introduction of currency convertibility
were the first visible results (Leitzel 1995, pp. 138–41). Between January 1997 andAugust 1998, the capital
account was selectively liberalised for the government’s short-term bond GKOmarket. This financial lib-
eralisationpreludewaspart of an international trend, at that timeactively promotedby the IMFand theUS
Treasury. It was short-lived, however, contributing heavily to a speculative GKO market rally and the
market’s final crash in 1998 (Pinto and Ulatov 2012). In the 2000s, Russia’s integration within the global
financial architecture continuedduringPutin’s presidencywhen the inflowof oil revenue improvedecon-
omicgrowthprospectsdramatically and IFIs couldnotexercise their directpowerasfinancial aidproviders
to Russia. Most capital account controls were finally removed by 1 July 2006 (Gilman 2010, pp. 262–3).6

In contrast, the advancement of international regulatory and market practices was generally slow,
inconsistent and in some respects reversible. Russia’s banking system remained under the control of
domestic insiders and informal power networks closely affiliatedwith the state bureaucracy and influen-
tial oligarchs. It has been also highly concentrated and state-dominated. A wave of renationalisation of
the banking sector took place after 2000, resulting in the emergence of several state-controlled ‘national
champions’ that continue to dominate the sector (Kirdina and Vernikov 2013). The presence of foreign
bankshasbeen limited, and theywereputunder the tight control of theRussian statefinancial regulators.
Post-Soviet Russia’s murky, non-transparent banking and corporate sectors hardly resembled an open
and fully liberalised economy well integrated into the international (Western) markets, as envisioned
by the Washington Consensus and its proponents (Sutela 2012, pp. 150–86, Rutland 2013).

This outcome was not coincidental; unlike most other post-Communist CEE countries, Russia’s pol-
itical and business elites were strong enough to resist the IFIs’ pressure regarding the conditionality of
institutional reforms. Neither did the Russian leadership need to align its institutional policy agenda
to meet the EU accession criteria. Russian privatisation in the 1990s was non-transparent and
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fraudulent, very much reliant on dealings between political insiders and on the involvement of crim-
inal networks. The corruptive practices of 1990s privatisation and its enduring negative impact on
economic growth and corporate culture in Russia, including illegal corporate raiding of the 2000s,
are well-addressed issues in previous research on Russia’s emerging capitalism.7 If the 1990s had
seen greater transparency and equal competition for domestic and foreign economic players, it
would have led to a massive foreign capital takeover of domestic assets, as had happened in
other CEE countries (Kirdina and Vernikov 2013, p. 480).

A quite contradictory pattern arose; although Russia became an open economy in terms of cross-
border financial flows, it remained closed institutionally (Hanson 2010, Ledeneva 2013). At the same
time, Russia differed from the other limited-access order regimes in Central and East Asia, which con-
tinued to control cross-border financial flows and remained closed both financially and institutionally.
One aspect of the adoption of international financial and business practices, never openly pro-
nounced a part of the Washington Consensus, was the use of offshore jurisdictions, which, in the
early 1990s, became an integral part of the post-Soviet business environment. The Russian political
and entrepreneurial elites relied on offshore companies for murky financial transactions, tax
evasion and the concealing of ownership control (Chernykh 2008, Ledyaeva et al. 2015, Nesvetailova
2016, pp. 121–5).

Figure 2 visualises the rationale behind Russia’s inclusion in financial globalisation. Cross-border
capital flows intensified after capital account liberalisation in 2006. Except for the speculative
capital inflows in 2006 and 2007, when the oil price boom created unfounded expectations about
the Russian economy’s future growth prospects, the country has been a net capital exporter
during the entire post-Soviet period. These enduring capital losses meant the liquidity drainage of
the Russian financial system and missed investment opportunities, thus contributing to decreased
economic growth. The losses had to be compensated for somewhere in order to produce a
current account equilibrium. After 2003, oil export revenues provided an increasingly solid foun-
dation for compensating for a non-oil current account deficit. A substantial excess of liquidity

Figure 2. Russia’s cross-border financial flows, current account balance and GDP per capita changes, 1994–2017. Sources: Authors’
calculations based on the CBR’s data on Russia’s financial flows and current account and the IMF’s GDP per capita indicator,
accessed at www.cbr.ru and http://www.imf.org/en/Data.
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arose, enabling Russian governments to increase spending for social distribution purposes or to save
this liquidity as foreign exchange reserves. Since the current account balance depended heavily on
the inflow of large oil export revenues, the GDP per capita movements mirrored corresponding
changes to the non-oil current account deficit. This is reflected in the sharp fall in the GDP per
capita indicator in Figure 2. Due to Russia’s continuing deindustrialisation and its increased depen-
dency on imports, such as consumer durables, food and investment goods, the 2014 decline in
the rouble exchange rate meant a considerable decline in Russian living standards.8

GDP reflects only the cross-border flows of financial payments for selling and buying assets. The
net international investment position (NIIP) measures the value of the accumulated foreign assets
owned by the government, firms and private citizens versus domestic assets owned by non-residents
and foreign governments. It reflects the past GDP payments. The cumulative changes in Russia’s NIIP
are presented in Figure 3. Starting in 2008, Russia accumulated a substantial surplus NIIP, resulting
from continuing net capital outflows, shown as ‘Changes in NIIP reflecting transactions’ in Figure
3. Like the US’s NIIP (Hardie and Maxfield 2016), Russia’s is still exposed to substantial annual revalua-
tions, which depended and still depend on the foreign exchange rates of currencies in which these
assets are denominated and on mark-to-market revaluations of the underlying assets. Remarkably,
Russia’s NIIP improved during periods of financial turmoil when the rouble depreciated strongly,
making the rouble-denominated assets owned by non-residents cheaper as measured in US
dollars, as happened during the 2008 and 2014–15 crises. The large surplus NIIP can be compared
to the price that Russia needs to pay to compensate for its subordinated status within the global
monetary hierarchy. This data can also be complemented by the recent findings of Novokmet
et al. (2017, p. 23), who estimate the total offshore wealth held by a small number of Russian house-
holds abroad at USD 800 billion. This exported wealth remains either unrecorded in Russian official
NIIP statistics or can be presented in the NIIP as Russia’s foreign liabilities, in reality owned by Russian
citizens and disguised by offshore accounts.

Figure 3. Russia’s NIIP (current USD billions). Sources: Authors’ calculations based on the CBR’s data, accessed at www.cbr.ru. Nega-
tive numbers denote net inflows and positive numbers net outflows.
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The composition of Russia’s foreign assets and liabilities explains why the accumulation of inter-
national reserves did not provide a solid basis for a strong MPA for Russia. Figure 4 illustrates Russia’s
NIIP, broken down into a number of assets. It is remarkable that the accumulation of reserves, the
main asset category that supports a large positive NIIP, happened concurrently with the accumu-
lation of such net liabilities as direct and portfolio investment as well as loans. This suggests again
that the large NIIP surplus can be explained as a manifestation of a long-term commitment of the
Russian government and monetary authorities to the financial stability principles that would help
to attract foreign investments. Yet the global market confidence in Russian assets is low, which is
typical for an EMD’s financial market. Foreign capital inflows are predominantly short-term portfolio
investments driven by a search for yield through the carry-trade mechanism. International investors
tend to flee the Russian market quickly in times of uncertainty, such as a rouble devaluation (Abramov
2014). In reality, the Russian case demonstrates that a large NIIP surplus does not automatically
produce financial stability. A sharp decrease in net liabilities due to massive capital outflows does
not entail a corresponding fall in reserve assets. During the 2008 and 2014–15 crises, the Russian
state preferred rouble devaluations to the depletion of reserves to support the national currency.

In sharp contrast to the 1990s, Russia’s external public debt decreased from USD 133 billion in
January 2000 and has remained at a historically low level since then. Hydrocarbon export revenues
made it possible to maintain a large current account surplus, enabling the CBR to accumulate signifi-
cant foreign exchange reserves. From 2004, much of this liquidity was also sterilised in specifically
created SWFs under the administration of the Russian Ministry of Finance. Despite a growth slow-
down after the 2008–09 crisis, by 2014 Russia remained one of the largest international reserves
holders among the major EMDs (Tabata 2015). This accumulation works as ‘self-insurance’ to counter-
balance the systemic fragility of monetary systems for most EMDs exposed to financial globalisation
(Elson 2011, pp. 131–3). Indeed, the oil price fell dramatically twice, in 2008 and 2014, and the funds
provided the Russian government with available resources to cope with acute policy problems during

Figure 4. Russia’s NIIP by asset category (current USD billions). Sources: Authors’ calculations based on the CBR’s data, accessed at
www.cbr.ru. Negative numbers denote net inflows and positive numbers net outflows.
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the crises. For example, part of the reserves was spent on liquidity injections to save the Russian
banking system from a systemic non-payment collapse in 2008 and supported the state budget in
2008–09 and 2014–16.

At the same time, similar to other reserve holders among EMDs, this accumulation confirmed
Russia’s lowly status within the global financial architecture. CCEs with reserve currencies appear
the main beneficiaries of such an organisation of cross-border flows since EMDs’ reserves are invested
in low-risk and low-yielding CCE securities, at the same time as EMDs’ economic agents need to
borrow in the global wholesale money markets at higher interest rates (Carvalho 2009, Kaltenbrunner
and Painceira 2018). For 2013, Navoi and Shalunova (2014) estimated Russia’s annual cross-border
capital loss arising from the difference in returns of capital earned by Russian SWFs, on the one
hand, and payments made due to the Russian public sector external debt, on the other hand, at
about USD 10 billion.9 Additionally, the accumulation of international reserves has alternative
costs. For Russia, the sterilisation of hydrocarbon revenue precluded the Russian state and NFCs
from using oil revenues as a potential investment source (Dabrowska and Zweynert 2015).

Due to the high cost of domestic credit, Russian corporations and banks had to find an alternative
credit resource in Western wholesale money markets. Yet such borrowing exposes EMDs to additional
systemic risks. In times of instability or crisis, EMDs usually face a sudden decrease in their borrowing
capacity when international markets tend to downgrade their creditworthiness. Figure 5 illustrates
the development that followed capital account liberalisation in 2004–2006. The bulk of the
Russian foreign-exchange-denominated corporate sector debt increased between 2004 and 2008,
before the global crisis temporarily closed access to cheap money in the international markets.
Between 2011 and 2013, the borrowing increased again, then to be dramatically stopped in 2014,
when the Western money markets were closed for geopolitical reasons. The large external corporate
debt increased the risk exposure of Russian companies and banks in the face of a possible rouble
devaluation. This risk fully materialised in November and December 2014.

In 2014, faced with debt rollover difficulties, Russian banks and companies started to repay it. By
January 2018, the total private corporate debt had decreased by USD 203 billion from its peak level in

Figure 5. External corporate sector debt and Russia’s international reserves, 1998–2016. Sources: Authors’ calculations based on
the CBR’s balance-of-payments data, accessed at www.cbr.ru.
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2013. In parallel, Russian international reserves dropped by USD 142 billion during 2014 and 2015, but
the trend reversed to renewed accumulation in 2016. In part, these reserves were used for currency
interventions to support the falling rouble value (see section 6), which meant indirect transfers of cur-
rency liquidity to Russian banks and companies that needed it for repaying their foreign debt. In part,
Russian banks and cash-rich exporting NFCs mobilised their foreign currency liquidity for this purpose
whenever it was available (Navoi 2017, pp. 10–11). In some cases, the state’s financial support was
channelled directly, as happened during the CBR’s purchase of the state-owned company Rosneft’s
corporate bonds in December 2014 (Vestnik NAUFOR 2015). The Russian state had no choice but to
use part of its reserves as a bailout measure since a considerable share of the statistically reported
‘private’ corporate sector debt belonged to state-controlled banks and corporations. Thus, the cor-
porate debt repayments substantially curtailed Russia’s MPA. It was one of the factors that inhibited
the use of international reserves to avoid a strong rouble devaluation and to delay a large-scale
macroeconomic adjustment.

The Domestic Macroeconomic Policy Regime and the Financialisation of the Russian
Banking Sector

Post-Communist Russia’s integration in the global financial markets was closely interrelated to a par-
ticular design of macroeconomic policy that framed the financialisation of the Russian economy. For a
broad definition of financialisation, we follow Krippner (2011, p. 27), who explains it as the increased
importance of financial activities and markets as a source of profits in the economy at the expense of
such activities as trade and commodity production. Gabor (2012b, 2014a) puts forward the crucial
role played by IFIs during the transformation of monetary policy and banking in transition economies
in the early 1990s. The then policy choices would define the systemic fragility of the EMDs in CEE
throughout the post-Communist period. Based on ideas of disequilibrium and chronic shortage
schools as part of the ‘Sovietology’ and ‘transitology’ theoretical debates, IFIs drew on the narratives
of monetary overhang, excess demand and soft budget constraints as the main obstacles to a tran-
sition from a planned to a market economy. Excess demand was perceived as one of the main threats
to stabilisation and restructuring policy during transition; it had to be addressed by a tight monetary
policy pursued by post-Communist central banks. The elimination of ‘bad loan’ practices as part of
relational banking (Boot 2000) inherited from the Communist monetary system would provide
market discipline for state-owned enterprises. Instead of exploiting soft budget constraints, as envi-
sioned by Kornai (1980), these enterprises would rely on the restructuring of self-finance or at that
time non-existent capital markets (McKinnon 1991).

The practical implementation of these theoretical propositions enacted through IMF conditionality
negatively impacted most CEE countries’macroeconomic development. For the financial system, the
long-term consequence was an erosion of relational banking that connected former state-owned
enterprises and banks, a subsequent credit and liquidity squeeze, and the systemic inability of dom-
estic, private-owned banks to supply productive sectors with capital. In the 1990s, the interest rate
provided by financial institutions became prohibitively high for most NFCs and consumers.
Instead, commercial banks profited from speculation in financial markets. From the late 1990s,
foreign banks took over control of domestic banking systems in most CEE countries and thus
became the main credit providers for households and enterprises. International capital markets
became the main source of funding, resulting in substantial systemic risks connected to cross-
border capital flows. CEE countries were regularly hit by currency crises, followed by periods of tem-
porary economic recovery with speculative booms in real estate as well as in consumer and capital
markets. The foreign takeover completed the process of the financialisation of CEE banking sectors, a
shift from lending activity for production to speculative financial practices (Gabor 2013). During the
entire post-Communist period, national central banks presided over this transformation. The inter-
national central banking community (ICBC), including IFIs, spent unprecedented large financial and
organisational resources to turn the staff of EMD central banks into supporters of the prevailing
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epistemological policy paradigm of price stability, central bank independence, and openness to inter-
national financial markets (Johnson 2017).

The pattern of the Russian financial sector’s transformation differed in a number of respects from
the CEE experience. The CBR’s convergence into the policy paradigm promoted by IFIs and the ICBC
was delayed until the mid-1990s. In 1992, during the critical moment of the transition, the CBR con-
tested IMF conditionality by expanding credit to state-owned enterprises in an attempt to save the
economic activity inherited from the planned economy. Yet the great economic uncertainty caused
by the liberalisation of prices and trade flows, with the ensuing hyperinflation, extreme foreign
exchange rate volatility, and unsuccessful privatisation, made most large former Soviet enterprises
incapable of paying off credits, thus making crediting unprofitable for banks. Throughout the
1990s, the barter economy, with alternative non-monetary means of payment, flourished, compen-
sating for the broken ties between banks and NFCs (Woodruff 1999). The mid-1990s became a
turning point when the old relational banking disappeared as a common practice (Johnson 2000,
pp. 98–108).

The financialisation of banking, alongside the deep economic downturn, the hyperinflation-
induced loss of household savings, the dollarisation of the financial system, and large-scale deindus-
trialisation, resulted in the Russian economy’s low financial depth. This is defined as the financial
sector’s ability to provide funds to the government and the private sector (Mirkin et al. 2013). This
phenomenon persisted throughout the 1990s, 2000s and 2010s, reflecting a broken monetary trans-
mission mechanism, a systemic inability to transform banking liquidity into credits with low interest
rates. The same pattern appeared throughout the post-Soviet period. Whenever the banking sector
received ‘excessive’ money injections from the Russian monetary authorities, accessed liquidity
through inflows of foreign portfolio investments or by making loans in international markets, the
banks retained financial sector liquidity, redirecting it to speculative activities in financial markets
or currency arbitrage. This could be observed on 11 October 1994 (the ‘Black Tuesday’ currency
crisis; see Johnson 2000, p. 134), was repeated during the state debt (GKO) market rally in 1995–
98 (Vavilov 2010, pp. 79–82), and reappeared as part of the 2008–09 global financial crisis. Section
6 demonstrates how this pattern rematerialised before and during the 2014–15 currency crisis.

Starting in the late 1990s, the Russian state gradually regained ownership of and managerial
control over the largest commercial banks and financial flows (Viktorov and Abramov 2016). From
the 2000s, a new pattern of relational banking between large state banks and state-controlled extrac-
tive industries and defence corporations arose (Vernikov 2014). However, the basic principles of the
macroeconomic policy regime have not been changed ever since the 1990s, leading to a contradic-
tory outcome; alongside crediting and deposit-taking activities characteristic of relational banking,
the state-controlled commercial and development banks continued their speculative practices in
the financial markets. In terms of working as intermediaries of global financial flows into Russia,
the Russian commercial banks, both state- and privately owned, facilitated the financialisation of
banking activity, as foreign bank subsidiaries did in CEE countries. Private, small and medium-sized
companies fell victim to this policy and had to rely on alternative forms of capital supply. Figure 6
shows that bank credits made a limited contribution to investments, while the retained profits of
enterprises and public funds have been the main sources of capital provision to NFCs.

For the period after 2004, Figure 7 demonstrates the main phases of liquidity sources for the
Russian banking system in terms of liquidity volumes and their availability on the interbank
market reflected by the MIACR rate.10 Five periods can be identified. The first one, from January
2001 until July 2004, was characterised by moderate liquidity. The second period lasted between
August 2004 and August 2008, typified by large inflows of cheap foreign liquidity through the
carry-trade mechanism due to capital account liberalisation and a stable rouble exchange rate.
The period between September 2008 and August 2011 included the 2008–09 crisis and a subsequent
post-crisis recovery. The Russian monetary authorities substituted foreign capital inflows with the tar-
geted provision of direct funds supporting the refinancing of the banking sector. The use of this state
liquidity for lending to companies and consumers was limited due to the CBR’s high key policy rates.
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Between September 2011 and January 2016, bank liquidity was supported by the CBR’s massive
liquidity provision through repos and non-marketable assets. The next section, section 6, will explain
why this increased the fragility of the financial system and contributed to the severity of the 2014–15
crisis. A new period of state-led liquidity management started in January 2016. Instead of the CBR-led
bank refinancing, the Ministry of Finance became the main provider of liquidity through the

Figure 6. Sources of financing (%) by origin for fixed capital investment in Russian companies. Sources: Authors’ calculations based
on Rosstat’s and the Moscow Exchange’s data, accessed at www.gks.ru and www.moex.ru. *For 2016 and 2017, only equity issues
data is available.

Figure 7. Bank liquidity and its availability in Russia, January 2001– March 2018. Sources: Authors’ calculations based on the CBR’s
data, accessed at www.cbr.ru. Bank liquidity is defined as the correspondent account balances of credit institutions with the CBR.
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accumulation of public funding from the bank accounts of budget-financed companies. The
depletion of the Reserve Fund, one of the two Russian SWFs, has been the Ministry of Finance’s prin-
cipal source of budgetary spending after 2015.

Why the 2014–15 Currency Crisis Became so Severe: the Power to Deflect Meets the
Power to Delay

In this section, we discuss how the Power to Deflect conditions the Power to Delay an adjustment.
We do so by looking closer at the monetary policy pursued by the CBR before and during the crisis.
Triggered by a large oil price fall in autumn 2014, the strong rouble depreciation resulted in a
painful macroeconomic adjustment. However, this was only part of the story because there was
no ‘once-and-for-all’ adjustment of the rouble exchange rate. The rouble’s fall in December 2014
was followed by high volatility in the currency market (Figure 1), causing economic uncertainty,
thus making it difficult for Russian economic agents to plan investment decisions and do business
in 2014–16 (Rosstat 2016). Hence, we need to address a question about the roots of the exchange
rate volatility.

Following the 1998 financial crisis, a stable rouble exchange rate was the CBR’s main monetary
policy goal. This was achieved through the CBR’s currency interventions to keep the rate within a
specifically defined exchange rate corridor. Until 2014, the CBR had done a successful job, except
for a short period that saw the depreciation of the rouble during the 2008–09 crisis. In parallel, the
CBR kept an official goal of low inflation, which was unsuccessful in the 2000s (Sutela 2012, pp.
166–167). Since the late 2000s, the CBR has been discussing a transition towards an inflation-target-
ing policy regime, a relatively new orthodoxy of mainstream economics that prioritises a low inflation
rate in combination with a floating exchange rate. The final policy transition was officially declared on
10 November 2014. The timing was bad, with there being an ongoing oil price fall and growing
speculative pressure on the rouble. In reality, the CBR’s transition to inflation targeting was used
as a formal excuse to stop currency intervention so as to avoid a drainage of international reserves
(Gavrilenkov 2015b). Notwithstanding its own rhetoric, the CBR had not prioritised an inflation-target-
ing policy, neither before nor during the 2014–15 crisis.11

Figure 8. Russian commercial banks’ borrowing from the CBR (RUB million). Sources: Authors’ calculations based on the CBR’s data,
accessed at www.cbr.ru.
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Since the second half of 2011, the CBR pursued a non-standard monetary policy using its refinan-
cing mechanism as the main liquidity source for the Russian banking sector (see Figure 8). This excep-
tional ‘systemic’, as defined by CBR representatives, liquidity provision peaked at 7.9 trillion Russian
roubles in December 2014. By way of comparison, the CBR’s emergency liquidity injections during the
2008–09 global financial crisis reached only 3.1 trillion roubles at its peak level. Part of this liquidity
was provided through a direct repo mechanism using marketable collateral that resembled the non-
conventional monetary policy practices pursued in CCEs. However, the bulk of this lending was
increasingly guaranteed by so-called non-marketable assets of questionable value that the CBR
accepted from Russian banks as collateral. These liquidity injections went largely unnoticed in
public debate and have not been accompanied by discussions in the Russian professional financial
community.12 Nevertheless, documentation produced by the IMF mission’s Article IV consultations
with the leadership of the Russian monetary authorities provides some evidence of the CBR’s argu-
ments in favour of its monetary policy stimulus.

The CBR’s transition to inflation targeting and maintaining price stability was the IMF Russian
mission’s main preoccupation during its Article IV consultations in 2012–15. At the same time, the
IMF mission noticed the CBR’s increased capital provision and expressed concerns about its
impact on financial stability. In particular, the IMF mission observed the launching in July 2013 of
a new 12-month floating rate refinancing facility secured by non-marketable assets and guarantees,
which would lay the foundations for continued liquidity injections during 2013 and 2014. The mission
warned of the liquidity provision’s potentially destabilising effect, making it clear that ‘it should not
be used to expand the total volume of CBR funding support to banks, which would be tantamount to
unwarranted quantitative easing’ (IMF 2013, p. 21). A careful risk management of collateral accep-
tance from recipient banks was advised to prevent possible negative effects. To advocate for this
policy, the CBR highlighted for the IMF mission potential systemic liquidity risks in the banking
sector that increased demand for CBR refinancing. Thus, liquidity provision was presented as a
means of strengthening the monetary policy transmission mechanism and of improving the function-
ing of the interbank market (IMF 2013, pp. 22–4). At the same time, the CBR did not explain how these
liquidity risks in the Russian banking system had been accumulated.

The CBR launched its policy of capital injections in 2011, when Russian banks were suffering from a
liquidity shortage. The latter was conditioned by imbalances associated with the financialisation and
internationalisation of the Russian banking sector, as discussed in the previous sections. These imbal-
ances were similar to the fragilities observed in EMD banking sectors (e.g. for Brazil, see Kaltenbrun-
ner and Painceira 2018; for Romania, see Gabor 2013). First, the year 2011 experienced a consumer
credit boom, thus explaining the relative decline of population deposits in banks’ liabilities; the banks
preferred to issue consumer credits instead of capital provision to NFCs. This boom turned out to be
short-lived since high interest rates quickly led to the overindebtedness of Russian households. It
neither stimulated domestic demand nor created new jobs because consumer credits were mainly
spent on imported goods. Instead, it led to decreased savings and an increased debt service by
Russian households (Vestnik NAUFOR 2014, p. 30). More importantly, the 2011 liquidity shortage
was caused by the leading Russian banks themselves due to massive capital outflows abroad, with
the largest state-owned banks and foreign bank subsidiaries taking the lead (Figure 9). The liquidity
drainage affected the entire banking sector and posed a systemic risk to its stability (Vedev and
Hromov 2012, pp. 173–4). In 2012, the Ministry of Finance contributed to the liquidity shortage by
an increased accumulation of the Reserve Fund, which meant the withdrawal of rouble liquidity
from the financial system (Vestnik NAUFOR 2014, p. 31). All the factors considered were the initial
impetus for the CBR’s increased liquidity injections into the banking sector. To stabilise the interbank
money markets, the CBR needed to keep the narrow gap between the key policy rate and the short-
term interbank rates within a corridor of 1.5 per cent. These injections gradually increased and con-
tinued until early 2016, i.e. throughout the 2014–15 financial crisis.

More broadly, this imitation of non-conventional monetary policy was conceived as an indirect
means to stimulate economic growth in Russia. The state’s liquidity would then be channelled from
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banks to the real sector by decreasing the key policy rate and making credit more accessible for enter-
prises (Gavrilenkov 2015b). However, this policy outcome was never achieved. The Russian monetary
authorities did not take into account that the unconventional monetary policy pioneered by central
banks in CCEs during the 2000s, and especially after the 2008 crisis, required sophisticated and deep
financial markets with a broad range of eligible marketable collateral. The lack of such collateral was
the reason behind the IMF mission’s scepticism about the CBR’s large-scale liquidity injections,
which was expressed once more by IMF representatives in 2016, when the CBR was in the process
of reversing this policy (IMF 2016, p. 19). Developed sovereign and corporate bond markets would
provide an appropriate policy tool for the sterilisation of excessive liquidity as an integral part of the
banking sector’s refinancing. Another condition for a quantitative easing experiment would require a
low key policy rate close to zero, making this monetary policy stimulus a policy of last resort in the
absence of room for manoeuvre provided by manipulating a key policy rate (Gabor 2014b, Green
and Lavery 2015, MacLean 2015). Neither of these conditions were met by Russia in 2012–15.

At a fundamental level, large-scale liquidity injections into a financial system also require that a
national currency is used as a reserve currency by other participants in the global financial system,
as was the case with the US dollar, Japanese yen, British pound and euro during unconventional mon-
etary policy experiments in their respective countries. This presupposes a national currency having a
status that is principally different from the rouble’s within the global monetary hierarchy. A non-
reserve EMD currency, low in the hierarchy, like the Russian rouble or the Brazilian real, cannot
perform a store of value function or play a role as an investment medium used by either governments
or foreign private actors (Helleiner 2008, Cohen 2015, pp. 77–94). In a similar vein, from a post-Key-
nesian theoretical perspective with its focus on fundamental uncertainty, the subordinated position
of EMDs’ non-reserve currencies is determined by their low international liquidity premium, defined
as a currency being used as a means to meet outstanding domestic and external financial obligations
(Kaltenbrunner 2015, p. 435). The lower liquidity premium means EMDs are exposed to greater
exchange rate volatility, investors demand higher returns on assets denominated in EMDs’ respective

Figure 9. Net capital outflows in the banking sector (USD billion). Sources: Authors’ calculations based on the CBR’s data, accessed
at www.cbr.ru.
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currencies, and capital flight to key convertible currencies in times of financial distress (Andrade and
Prates 2013, De Paula et al. 2017).

Against this background, the outcome of the CBR’s monetary policy stimulus was quite predict-
able. Instead of expanding credit to enterprises, Russian commercial banks, the recipients of the
CBR’s liquidity, channelled it for currency arbitrage, thus contributing to the rouble exchange rate
volatility. Russian banks profited on the margin between an interest rate they paid to the CBR for pro-
vided liquidity and a reverse sale of the same rouble liquidity to the CBR, which sterilised it as part of
currency market interventions. Thus, the Russian banks’ currency arbitrage was possible at the
expense of the CBR spending its foreign exchange (forex) reserves used for stabilising the rouble
exchange rate. The more expansive the CBR’s refinancing of the banking sector became, the more
forex reserves the CBR had to spend to withstand the speculative pressure on the rouble (Vestnik
NAUFOR 2014, Gavrilenkov 2015a, 2015b), which increased dramatically when external shocks
started to affect the Russian financial system in 2014. Figure 10 illustrates this outcome. In parallel
with the increase in the CBR’s liquidity injections into the banking sector, its cumulative forex inter-
ventions grew continuously from January 2013, reaching 1 trillion roubles in January 2014. Following
the geopolitical crisis in Ukraine, the forex interventions increased, then to be stabilised at a cumu-
lative volume of 2.37 trillion roubles between June and early October 2014. The next stage of cur-
rency interventions escalated in October 2014 in parallel with a sharp oil price drop and in light of
the CBR’s abandonment of its previous exchange rate corridor policy in November 2014. The currency
crisis unfolded while the cumulative volume of forex interventions jumped to its historical maximum
of 4.44 trillion roubles between February and May 2015. It stabilised again at a cumulative volume of
3.9 trillion roubles, which has remained unchanged. Therefore, the difference between 4.44 and 2.37
trillion roubles, 2.07 trillion roubles, is ‘the price’ the Russian state paid to contain the market pressure
against the rouble during the oil price fall in autumn–winter 2014.

Between 2012 and 2014, the CBR’s monetary policy stimulus contributed to an economic slow-
down; the financial sector’s growth accelerated due to banks’ increasing profitability while GDP

Figure 10. The CBR’s liquidity provision to banks and currency market interventions (RUB million). Sources: Authors’ calculations
based on the CBR’s data, accessed at www.cbr.ru.
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growth stagnated (Table 1). This slowdown began two years before the 2014 crisis, not least because
of the declining rouble exchange rate, which created instability for the investment prospects of
Russian producers heavily dependent on imports. The CBR’s liquidity inflow and the banks’ currency
arbitrage were the factors that contributed to the destabilisation of the domestic interbank market,
leading to an increase in the MIACR interbank rate (Figure 10). When oil prices started to fall and the
crisis unfolded in 2014, this pressure required the CBR to increase currency interventions to support
the rouble. However, these did not produce tangible results, and the rouble continued to fall. To
avoid this trap and eliminate the risk of currency speculation, the CBR had no choice but to
sharply raise its key policy rate (Figure 1). The CBR’s liquidity provision experiment was extended

Table 1. GDP growth (%) in Russia by sectors, 2008–2017.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

GDP, total 5,6 −7,8 4,3 4,3 3,4 1,3 0,7 −2,8 −0,2 1,5
Financial and insurance activities 4 2,2 −2,1 3,6 19,6 12,3 10,5 −6 2,3 2,5
Agriculture, hunting and forestry (and fishing
from 2017)

7,4 1,4 −9,7 16,9 −2,9 4,3 2,2 3 3,5 1,2

Fishing 4,4 3,3 −12,6 4,1 1,9 2,6 2 0,8 −2,1
Mining 0,1 −0,3 7,1 2,9 1,6 −3,8 2,2 0,4 0,2 1,4
Manufacturing 0,2 −15,6 8,3 5,3 2,7 3,9 1 −4,1 1,4 0,4
Electricity, gas and water supply 0,9 −3 3,5 0,5 0,2 −2,2 −0,3 −1,2 2,4 0,2
Construction 11,9 −14,6 3,2 4,5 2,5 −2,9 −1,6 −4,9 −4,3 −0,2
Wholesale and retail trade; repair of motor
vehicles and motorcycles

9,5 −6,5 6,3 3,3 3,8 0,4 1,5 −8,1 −3,6 3,1

Transportation and storage 6,3 −8,4 4,8 6,6 0,9 3 −0,6 −0,9 0,4 3,7
Hotels and food service activities 10,7 −14,9 2,6 3,5 3,8 3,3 0,2 −4,5 −3,5 2,2
Real estate activities 13,6 −6,2 5,7 5,8 6,4 3 −1,7 −0,5 0,9 2,2
Public administration and defence; compulsory
social security

3 2,2 0,1 0,9 0,8 −0,4 0,8 3 0 1,1

Education 0 −1,4 −1,9 −7,7 0 0,1 1,9 0,2 0,1 −0,1
Human health and social work activities 0 −0,2 −0,3 −2,3 3 0,7 1,7 0,2 −2 −0,2
Other service activities −2,2 −19,6 −6,4 −3,5 −3,4 −0,7 −2,3 1 0,6 0,4
Net taxes on goods 6,8 −13,7 7,8 7,1 3,4 0,9 0,1 −6,6 −0,1 1

Sources: Rosstat, accessed at www.gks.ru.

Figure 11. Ratio of Russian banks’ foreign exchange assets to liabilities claimed by non-residents, 1995–2016. Sources: Authors’
calculations based on the CBR’s data, accessed at www.cbr.ru.
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in late 2014 through forex repo lending to commercial banks, which resulted in a strong rouble
appreciation in spring 2015. This time Russian banks, the recipients of foreign exchange liquidity,
took speculative positions in favour of a stronger rouble. Since the appreciation lacked a sound
macroeconomic foundation, the next wave of rouble depreciation followed during autumn and
winter 2015–16 (see Figure 1 for the rouble/US dollar exchange rate movements).

The CBR’s liquidity provision to commercial banks explains why, notwithstanding a deep currency
crisis and a strong negative macroeconomic adjustment, the Russian banking sector was not affected
by a strong rouble depreciation. Unlike the 1998 and 2008 financial crises, when banks relied on bor-
rowing in the international wholesale money markets, no systemic liquidity crisis affected Russian
banks during the 2014–15 crisis. Figure 11 illustrates that Russian banks accumulated a large
surplus of net forex assets. Thus, the sharp rouble devaluation in December 2014 did not undermine
the stability of most Russian banks, even though the relative value of their rouble-denominated
assets decreased. Unlike during the 1998 and 2008 crises, the Russian banks did not constitute a
strong pressure group interested in a delay of the rouble devaluation. Instead, the banking sector
contributed to the fall in the national currency.

Conclusion

This article problematises why the accumulation of large international reserves does not protect a
large, open EMD economy from a sharp currency depreciation and a subsequent macroeconomic
adjustment, which is viewed as a manifestation of low MPA in EMDs. We used the 2014–15
financial crisis in Russia as a case study to explore how the Power to Delay is conditioned by the
Power to Deflect adjustment costs, and how both are related to financial globalisation and the dom-
estic macroeconomic policy regime.

Our first conclusion is that Russia’s subordinated status within the global financial hierarchy is
key to understanding its weak Power to Delay. An analysis of cross-border financial flows and
changes in the current account balance was a natural starting point. We also looked at the compo-
sition of Russia’s external balance sheets and NIIP, concluding that Russia’s inclusion in global
financial flows contributes to the vulnerability of its financial system. Domestic and international
investors lack confidence in the Russian economy, which means that capital account liberalisation
leads to either a permanent loss of capital or short-term speculative inflows. The Russian state
seems to share this fundamental view and relies on the accumulation of international reserves as
a guarantee against financial fragility. This guarantee has seen a ‘new normality’ since reserves
were not spent to avoid the 2014–15 currency crisis. The corporate sector’s heavy international
indebtedness is one of the reasons behind this political choice. The rouble is not used as a store
of value and does not serve an investment medium function, thus making it difficult to use as a
reserve currency.

The second conclusion concerns the particular choice of the macroeconomic policy regime of
post-Soviet Russia. The implementation of the reform agenda within the Washington Consensus fra-
mework, as promoted by IFIs in the early 1990s, made most of the economy’s productive sectors
uncompetitive. Hydrocarbon export revenue remains the primary source of international liquidity
that potentially can be transformed into domestic investments and government spending. Yet this
potential has not been fully utilised. During the early years of transition, the Russian banking
sector underwent the process of financialisation; the relational banking that otherwise could
provide credits to NFCs has been destroyed. Under this financialised structure, the state’s supply
of large and ongoing liquidity flows became an additional destabilising force on the currency
value. Together these features of Russian domestic political economy and its overall position
within international financial hierarchies conditioned a weak Power to Deflect a currency crisis.
This insufficient Power to Deflect affects directly the Power to Delay. In this case, the Russian state,
lacking the Power to Deflect over the medium term, opted to undergo a currency shock rather
than deploy its currency-reserve-based Power to Delay.
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Notes

1. For the latest updated versions of his framework, see Cohen (2006, 2015).
2. Since September 2013, the CBR’s key policy rate has been the one-week repo (repurchase agreement) credit rate.
3. The data is based on the CBR’s statistics. This outflow did not affect all securities since non-resident holders of the

Russian government’s OFZ bonds remained in the market due to the high profitability of these investments. The
OFZ market was liberalised for non-resident investors in February 2013.

4. During the 1990s, oil prices remained chronically low, eventually resulting in a full-scale triple financial state debt,
currency and banking crisis in 1998 (Gilman 2010, pp. 145–148). In 2008 and 2009, a relatively short-term twin
currency and banking crisis also originated in a sudden oil price drop as part of the global financial turmoil
(Sutela 2012, pp. 217–231).

5. Bonizzi (2013) provides a broad review of the critical political economy literature on financial crises in EMDs.
For some representative country or regional research in the field, see Kaltenbrunner and Painceira (2015,
2018) for Brazil; Gabor (2012a, 2013) for CEE transition economies; Ghosh and Chandrasekhar (2009) for India; Car-
ney (2008) for East Asia; and Isaacs and Kaltenbrunner (2018) for South Africa. See also Gallagher (2015) and Kal-
tenbrunner (2016) for developments in capital account regulations in EMDs after the 2008 global crisis.

6. Except for very few small, open economies, such as international offshore centres, a full liberalisation of capital
account controls is rare. Russia continued to keep restrictions on a number of operations after 2006. However,
in terms of de jure criteria of capital account restrictions, by 2014 Russia had liberalised cross-border capital
flows to a greater degree than the US, the UK, and Germany, not to mention Kazakhstan, Belarus and the
other member states of the Eurasian Economic Union. See IMF (2014, pp. 80–88).

7. See, for example, Florio (2002), Woodruff (2004), Barnes (2006), Adachi (2010), Rochlitz (2014), Yakovlev et al.
(2014), Gans-Morse (2017), and Viktorov (2019).

8. In the first six months of 2015, Russia’s overall imports decreased by 38 per cent on a year-to-year basis (World
Bank 2015b, p. 9).

9. According to the CBR’s official definition, public sector external debt includes the liabilities of the general govern-
ment, the CBR, and those entities in the banking and other sectors that are public corporations, i.e. government-
or CBR-controlled non-financial or financial corporations.

10. MIACR stands for Moscow Interbank Average Credit Rate. It reflects the price of liquidity for Moscow-based
Russian banks and is provided on different credit terms, from one day to one year. MIACR rates with short matu-
rities (one day, alternatively two to seven days) are the leading indicators of pricing liquidity on the interbank
money market.

11. The CBR achieved a low inflation target for the first time as late as 2017, which happened under a new monet-
ary policy regime and under different macroeconomic conditions, with the adoption of a floating exchange rate.

12. For example, hardly any Russian-language analytical material is devoted to the CBR’s refinancing policy and its
impact on financial stability between 2012 and 2015. Discussions between several leading Russian financial
sector economists published in Vestnik NAUFOR (2014 and 2015) remain the few available printed sources dedi-
cated to this topic.
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