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Country: Russian Federation

Social and Economic Background of Russian Federation

According to the World Bank, in 2003, the Russian Federation had a population of 143.4 million, 70.4% of whom were between the ages of 15 and 64. The proportion of the population living on less than US$2 a day was 7.5%, while 2.0% of the population survived on less than US$1 per day in 2002. The unemployment rate was 8.6% in 2002. The World Bank Doing Business Database reports that the informal economy constituted 46.1% of GNI in 2003. The 2003 PPP adjusted GDP per capita in terms of current international dollars was $9,230. From 2003 to 2004, the remittances the Russian Federation received amounted to US$300.2 million and the GINI coefficient was 0.31, according to the World Bank. The World Bank and the OECD estimate that the Russian Federation’s M2/GDP ratio was 0.26 in 2003. In 2003, Russia received US$7,958 million in FDI net inflow and US$1,255 million in foreign aid and development assistance (both in current US$), according to the IMF and the OECD.
The currency of the Russian Federation is the Rouble (RUR). The average exchange rate was RUR31.35:US$1 in 2002, RUR30.69:US$1 in 2003 and RUR28.81:US$1 in 2004, according to the Economist Intelligence Unit (EIU). 

The Russian Federation participated in the World Bank and IMF’s Financial Sector Assessment Program (FSAP). The Financial System Stability Assessment (FSSA) report of May 2003 covers Small and Medium-Size Enterprise (SME) credit issues but does not address other microfinance issues.

Doing Business in The Russian Federation

The World Bank uses several indicators to assess the business environment of a country. In the Russian Federation, entrepreneurs are required to go through 9 steps over the course of 36 days to launch a new business. The costs to entrepreneurs of starting a business represent 6.7% of gross national income (GNI) per capita. 

It takes about 6 days and 37 procedures to secure rights to property. The country’s Disclosure Index is 3 on a scale from 0 to 7. In terms of the World Bank’s Credit Information Index rating, the Russian Federation scores 0 on a scale from 0 to 6, compared with the OECD average of 5 and the regional average of 2.

Regulatory and Legal Environment of Russian Federation

According to the World Bank, it takes 29 procedures and 330 days from the time a plaintiff files a lawsuit until he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees reaches 20.3% of debt value. 

Filing bankruptcy takes about 1.5 years and the costs associated with it in terms of estate value amounts to 4%. The recovery rate, which measures the efficiency of foreclosure or bankruptcy procedures, is $0.48 per USD, compared with the OECD average of 72.1% and the regional average of 30.5%.

Credit institutions consist of banks and non-banking credit institutions. According to the Russia Microfinance Center (RMC), only credit institutions can on-lend from deposits. A license is required to make money transfers on behalf of individuals without opening bank accounts (except postal money orders). However, if an organization on-lends from any fund other than deposits, this activity is not subject to licensing. 

The Central Bank of the Russian Federation supervises credit institutions. The minimal capital requirement is US$6 million for bank and US$1.5 million for nonbank credit institutions. The minimum capital adequacy requirement for banks is 10% or 11%, depending on the bank’s resources. According to the RMC report, banks have exclusive right to accept deposits from individuals and legal entities, to place (invest) such deposits on its own behalf and at its own expense, and to open and maintain bank accounts for individuals and legal entities. 

According to Artem Fedrove from the Foundation for International Community Assistance (FINCA), MFIs are exempt from Valued Added Tax (VAT) and MFI clients can also record the interest they paid on the use of borrowed funds as expenses to reduce their taxable net income.  However, the tax code does not allow any organizations other than banks to reduce their taxable base by creating a loan loss reserve. 

RMC reports there are four forms of credit cooperatives in the Russian Federation established under four different laws:  the Civil Code, Law on Agricultural Cooperation, Law on Consumer Credit Citizen Cooperatives and Law on Consumer Cooperation. All types of co-ops have nonprofit status.  Only rural consumer credit co-ops that are established under the Law on Agricultural Cooperation are allowed to accept corporations as members.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Russian Federation

The Russian government has established state and municipal funds to finance program, projects, and events that promote SME development. Each fund has its individual programs, although not all funds run SME lending programs. The credits are usually subsidized. The RMC reports that there were 77 regional funds and fewer than 200 municipal funds in 2003.

CGAP reports that there were 1464 commercial banks operating in the Russian Federation as of 2004.  A survey conducted by the Russian Central Bank in 2000, reports that Russian banks, in general, do not provide microloans from their own resources. In 1994, the European Bank for Reconstruction and Development (EBRD) established the Russian Federation Small Business Fund (RSBF) to provide financial support to the Russian small business sector. The fund operates through 8 partner banks and provides micro and small loans at the market rate.  By 2003, the RSBF had distributed 52,253 loans with a total amount of US$380 million.
The Russian Small Business Credit Bank (KMB) is a partner bank of the RSBF. It has made over 41,500 SME loans worth a cumulative US$400 million since 1999 and had a loan portfolio of US$135 million in 2002, according to Nadezhda Cherkasova from the KMB. The KMB was profitable in 2002.

According to Kenneth Smith, the project director of Agriculture Cooperative Development International and Volunteers in Oversees Cooperative Assistance (ACDI/VOAC), a local bank provided a commercial loan for US$450,000 to ACDI/VOAC’s Sakhalin program. Some other local banks are also interested in microloans, reports Kenneth Smith.

There is no up-to-date information available on the number of MFI clients. In 2002, FORA Fund, ACID/VOCA Sakhalin program, FINCA Samara and Russian Women’s Microfinance Network (RWMN) served a total of 15,372 clients, according to the proceeding of a microfinance conference in Russian Federation. 

Microfinanza srl reports the FINCA Samara and the FORA Fund reached financial self-sufficiency in 2003.  The Sakhalin microfinance program of ACDI/VOCA also achieved financial self-sufficiency in May 2002, according to Kenneth Smith.
According to the World Council of Credit Unions (WOCCU), 212 credit unions are member of Russian Credit Union League. Those credit unions are serving 234,970 members by providing savings and credit services. 

According the Small Enterprise Education and Promotion (SEEP) Network, the RMC was created by the Development Alternatives (DAI) through the Russian Federation Microfinance Sector Support Program sponsored by the US Agency for International Development (USAID). The SEEP reports the RMC has started to create an association of microfinance organizations. The RMC provides technical service, information dissemination, performance monitoring, and policy advocacy to MFIs. 

The RMC reports that while it may be possible to run an MFI as a commercial organization under Russian law, no such commercial MFI exists.

No information of the number of potential microfinance clients is available.

Activities of Russian Federation’s National Committee

Russia’s National Committee consists of representation from different sectors including the government, central bank, local banks/bank associations, nonprofit/microfinance networks/NGOs, private sector, and UNDP. Russia held a conference to kickoff the IYM which was attended by over 250 representatives from across sectors; this event was held in December 2004 was hosted by the Russian Microfinance Center. Russia is participating in the Global Microentrepreneurship Awards Programme. 
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