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Executive Summary

The central message of this report is a warning: Russia’s
stability is at increased risk now that the 2011-12 electoral
cycle is coming to an end. The overriding objective of
Vladimir Putin and his team is to preserve the narrow
and personalized ruling system that they have built over
the past twelve years. The instruments of government,
not least the security forces, are corrupted and unreliable,
but they have a clear interest in maintaining the system
that sustains them.

The ability of the resulting state structures to cope with the
new social and economic pressures outlined in the report is
limited. Real change, necessarily involving accountability
and devolution of power, would disrupt the system. But
without real change, Russia cannot develop as effectively as it

could, and the Putin system is vulnerable to shock.

Elections and the domestic scene

The way in which the Duma elections of 4 December 2011
were fixed, and the implication that Putin and his team are
determined to stay in power indefinitely, angered many
Russians, including the country’s educated urban elec-
torate. The gulf between the rulers and many of the ruled
was further widened. Only some 35% of the electorate in
fact voted for the United Russia party, and 39% now say
that Russia is moving in the wrong direction. Returning
to the Kremlin will cost Putin his claim to be a national
leader above politics and further weaken his legitimacy.
Although Putin has said there will be some economic
improvements, Russia’s ruling group has not set out a

coherent strategic vision of how it will deal with the

economic and political problems facing the country over
the next five or six years. Meanwhile, those demanding
change will have no legitimate means of promoting it. A
tainted Duma and the prospect of a damaged presidency
have compounded the existing problem of atrophied or
blocked institutions to channel demands for change.

In several senses, the elections of 2011/12 mark the
beginning of the end of the Putin regime. A next wave of
protest in the Soviet-era provincial industrial cities, fuelled
by social and economic discontent, is inevitable. Russians
are beginning to flex their muscles as citizens rather than
to behave merely as subjects, but opposition to the present
regime which would follow clear, binding and publicly
understood rules of the game has yet to emerge. This
failure by the opposition to move on from protest to lasting
organization is matched by the failure of the current
authorities to reform the system from the top. The risk is
that if the resulting stand-off continues, the consequences
will prove damaging or even dangerous to the Russian

state and by extension to the wider post-Soviet space.

The economy

Russia’s economy needs systemic reform. But it is unlikely
to get more than minor corrective surgery because the
relationship between political power and business is too
deeply entrenched. The economy is not actually in decline,
but its prospects look disappointing, owing to its relative
inability to deal effectively with economic crises and the
likelihood of a volatile oil price. Poor economic prospects
in the West, far from helping Russia to catch up, only
compound its problems. International lending to Russian
banks and companies is not likely to rise.

The declining working-age population may be the most
important reason for gloom: Russia will probably lose
11 million members of its 102.2 million strong workforce
by 2030 and it attracts very few highly skilled workers from
abroad to compensate. Modernization in its wider sense —
a better business environment, the rule of law, and institu-
tional reform — would help; but there are few signs of this
coming from Moscow’s predatory officials, and excessive

public spending is hindering long-term policy.
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Executive Summary

Foreign policy

Russia’s ability to punch above its weight internationally
is diminishing. This is true to its west, south and east.
America and Europe are disappointed that Russia has not
become a more responsible international player in the
years since the end of communism. The ‘reset’ with the
United States has been exposed as hollow, and relations
with Europe are generally poor (Germany being a notable
exception).

A lack of mutual respect and trust also characterizes
relations with Russia’s eastern neighbours. China, in
particular, values Africa and even Latin America more.
And along the country’s long southern rim, the Soviet
Union’s 14 other successor states are all, to varying
degrees, slipping through Moscow’s fingers, diversifying
their foreign policies at best and rejecting Russia outright
at worst. The Arctic north is a promising area for Russia
to exercise international influence, though its reactions
to the region’s increasingly globalized geopolitics are still
unknown. Russia’s desire to be a meaningful actor on the
international stage contrasts strongly with the way it is

seen by others as a self-interested spoiler.

The future

No one vision of the future is infallible. But the authors of
this report firmly believe that the possibility, even prob-
ability, of things going badly wrong for Russia during the
next six years is real. If the governing elite cannot adjust
to changing realities, and autonomous institutions are not
there to channel the demands of independent actors, the
consequences are likely to play out in uncontrolled and
unplanned events across the country. This may well have
unpleasant repercussions for Europe and the wider inter-
national community.

European and US leaders should therefore regularly
revisit their understanding of Russia’s trajectory rather
than assume that it is sufficient to establish a good personal
relationship with the Russian leader of the day. And their
relationship with Russia should be guided by the following

principles:

To accept the claim of some Russians that their
country has its own unique set of values is a poor
excuse for according to Russia the right to act as
it pleases. Western leaders can best help Russia as
a whole, though not necessarily please its present
leaders, by focusing on their own strategic objective
of integrating Russia into a liberal world system
and doing, as far as they can, what is in accord with
generally accepted international principles.

The West should not accept the premise that Moscow
has special rights over its former Soviet neighbours,
while they are living in limbo. To condone the argument
that, as a Great Power, Russia enjoys a higher status than
others in Europe is to let those others down, and works
against the strategic objective of integrating Russia into
a liberal international community of nations.

Russia should be held as far as possible to its word.
The country has signed on to a full range of conven-
tions governing human rights and other international
norms of behaviour, but its record in implementing
them is mixed and the international community has
been tardy in holding it to account. Russia’s entry into
the WTO will be a test in this regard.

Russias economic and cultural links with other
European countries are particularly strong, but have
not been transformed into a coherent political rela-
tionship. It has been easy for Moscow to pursue its
aims by dealing with individual countries, rather
than multilateral European organizations - NATO
somewhat apart. Individual EU countries have proved
more concerned to placate Moscow than, for instance,
to address human rights issues. While it is unlikely
that this situation will change in the near future, closer
consultation within the EU on how individual member
states understand what is happening in Russia, and
how the West should react, might gradually improve
European cohesion.

The EU should persist, despite all the attendant
difficulties, in applying to Russia the principles of its
Third Energy Package. Consistent application of those
principles might help to nudge Russian policy-makers
away from their pursuit of ‘energy power’ - a strategy

that perpetuates Russias addiction to resource rents.
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Putin Again: Implications for Russia and the West

® The United States will find Russia more difficult to deal

with on Putin’s return. Washington will need to take
Moscow’s skewed view of the world into account, but
beware in doing so of appearing to accept it. There would
be advantage in removing irritants such as the Jackson-
Vanik amendment which go to buttress Russian official
claims of rivalry, even hostility, and in working with
Moscow as far as possible in, for instance, implementing
Russia’s effective entry into the World Trade Organization.
But Russia will not be swayed by US gestures designed to
pay in advance for hoped-for future cooperation, and
Washington would be wise to avoid language that treats
Russia as a ‘Great Power’ and somehow in a separate

category along with the United States.

Western countries can best advance their strategic
interests by concentrating on particular opportuni-
ties. Small steps, as others have argued, can have
a cumulative effect where grand gestures remain
empty. Trade and investment ought to have a benign
long-term effect, provided always that Western firms
maintain a properly ethical approach. In the UK the
stock exchange listing authorities should ensure that
Russian firms admitted to an LSE listing fully comply
with the standard requirements of transparency and
an adequate free float of shares. In general, Russian
firms or private interests dealing with Western institu-
tions should be expected to do so according to clear

conditions conforming to Western standards.
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Pestome

IlpennoxeHHBINI  4YMUTaTeN0  [OK/AaJ  ABIsAeTCA
INpeAYIpPEXJeHEM O BO3MOXHBIX CLIEHapUAX Pa3BUTUA
Poccum m ux nocnepcreuax. Ilo mepe saBepueHns
B Poccunm wusbmparenproro 1mkma 2011-2012 rr
ycunuBaercsi yrposa HecrabunpHOocTH. KiooueBoil
3agaueit Bragumupa IlyTuHa 1 ero KoMaHJbl AB/IAETCA
COXpaHEHME CUCTEeMbl II€PCOHANMCTCKON BIACTH,
KOTOPYIO OHU CO3[jaBajii B IIOC/IEIHNE JBEHALIATh JIET.
VIHCTpyMEHTBl IEpCOHANUCTCKON BIAaCcTH, B IIEPBYIO
ouepeb CUIOBUKY, KOPPYMIIMPOBAHbI ¥ HeHa/ieXXHbL. Ho
OHM BCE€ ellle 3aMHTEPECOBAHbl B COXPAHEHNUM CUCTEMDI,
KOTOpas OTpaXkaeT X MHTEPECHL.

Croco6HOCTD TOCyfapCTBEHHBIX

CTPYKTYp
CIIPaBUTBCA C HOBBIMM COLMAIbHO-3KOHOMUYECKUMMU
BbI30BaMM, KOTOpble YIOMSAHYTBHl B JIaHHOM [OKJIafie,
BBI3bIBaeT Bce OOoJIblile COMHeHMII. PeanbHble IIepeMeHbl,
O3HayYaollMe IPO3PAYHOCTb BIACTHBIX OTHOIIEHUN WU
TeLleHTpalnu3alMio BAACTU, MOTYT TONMbKO BBI3BAaTb UX
mychyHKIMOHANbHOCTL. Ho 6e3 peanpHBIX IepeMeH
Poccust He cMoxkeT 9 peKTUBHO pasBUBATHC, @ CUCTEMA
MEePCOHANMCTCKOM B/IaCTV OKAa3bIBAeTCA YA3BUMON [Jid

JI000r0 BUJA IIIOKOB.

BbIOOPbI 11 BHYTPEHHSAS NOMMTUKA

danpcnduxanns pe3ynbTaToB BbI60pOB B [lymy 4 nexabpst
2011 r., TonbKo MofTBepAMUBINAs, yTO Iy THH 11 ero koMaHa
HaMepPEeHbI OCTaBaTbCsl y BIACTY OECKOHEYHO, BO3MYTI/IA
MHOTUX POCCHSH M B IIEPBYI0 O4epenb 0Opa3soBaHHbIN
ropopckoii anexropat. [Tpousouno yrny6eHne npomnacty

MEXJly HpaBAllell TPYNION M 3HAYUTENIbHOM YacCTbIO

obmtecta. ITpoxpemeBckyro mapruio «Ennuas Poccusi»
HOAfepXXanu TOMbKO OKomo 35% wusbuparerneit, a 39%
OIIPOIIEHHBIX POCCUAH 3aABMIAIT, 4To Poccus gBmkeTcA
«B HENpPaBMIbHOM HaIpaB/leHMM». BosBpalleHne
ITytuna B KpeM/ib B TAKOM KOHTEKCTE JIMIIAET €TO0 IIpaBa
IpeTeHJ0BaTb Ha POJb OOLIeHAIMOHATBHOIO NUAEPa,
«CTOSILIETO HaJ, 0OILeCTBOM», U ellle 6osblie OCIabIsaeT
€T0 JIETUTUMHOCTb.

Hecmotrpss Ha mocrosHHBle obemanus Brnapummpa
IlyTyHa yry4mmTh COnanbHO-3KOHOMIYECKYIO CUTYaIIIO,
IpaBsAljas IPYNNNMPOBKA TaK M He Ipefnoxuna Poccun
YeTKOe CTpaTerMyeckoe BHUJEHME M IporpaMmy Ha
OmpKaiiiye MATh-1IECTh JIET. TeM BpeMeHeM Te, KTO
TpebyeT mHepeMeH, He VMEIOT JIETalbHBIX CPEACTB MX
ocylecTBUTh /OO ydacTBOBaTb B Hux. IloTepssuias
JIETUTUMHOCTb B pe3y/lbTaTe HEYeCTHBIX BHIOOPOB
Iyma u mepcrexTuBa AMCKPEIMTALMM IPE3UJEHTCTBA
TONIBKO YCYTyOMIM mpobrneMy aTpodupoBaHHBIX 1M60
paspyllIeHHBIX MHCTUTYTOB, KOTOpBIE MNO/DKHBI OBITH
CPefiCTBOM IIEPEMEH ...

Bei6oper 2011/12 cramy HayajaoM KOHIIA ITyTMHCKOTO
pexxnma. Crefyrolas BOMTHA IPOTECTa B IPOMBIIIIEHHbBIX
LIEHTPaX COBETCKOJ 3IO0XM, MMeIoUlass COLMaTbHO-

9KOHOMUYECKUIT XapakTep, HeusbexHa. Poccusane
HAUMHAIOT OLIYIIATh cebsi B POIM IPaXKfiaH, a He B POIK
noafaHHbIX. [IpaBfa, eltle MpeIcTONT KOHCOMUANPOBATbCS
AHTUCUCTEMHOM onmo3nunn, KOTOpaH Hpe]I)IO)KI/IT
O6H.I€CTBY HOBBbI€ U IIOHATHbIE HpaBI/UIa I/II‘pI)I. IToka
>Ke MBI BUJVM HECIIOCOOHOCTD OIINO3UINN IEPENTH OT
IeMOHCTpauuyu Iporecta K 9¢PeKTUBHON OpraHu3anm
U OHOBPEMEHHO HEeCIIOCOOHOCTb [eICTBYIOLIEl BIACTH
pedopmmpoBats cucteMy cBepxy. IlocimencTBust 37O
CUTyalMM IOPOXKAAIOT PUCKIU 1A OYAYIIEro pocCuiicKoil
TOCYaPCTBEHHOCTU M JaXKe IJIA BCETO IOCTCOBETCKOTO

IPOCTPaHCTBA.

OKOHOMMKA

OxoHoMuKa Poccun HyXgaeTcst B CUCTeMHBIX pedhopMax.
Ho manoBeposTHO, YTO BIaCTH HMOMAYT HA He4TO 6GosblIIee,
YeM HesHauMTeIbHast KoppeKuys. [leno B ToM, 4TO CMsIHYe

BIaCTM M COOCTBEHHOCTM HACTOIBKO I‘IIY6OKO, 4qTo
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[yTnH cHoga: lNocnencTeua ons Poccun n ong 3anaga

9KOHOMUYECKast pepopMa HEBO3MOXKHA 6€3 TTOMUTUIECKIX
nepemeH. [Toka Henmb3si TOBOPUTH 00 yIajKe SKOHOMMUKIL.
Ho ee mepcnexTuBbl He BIOXHOBIAKIOT MNPEX[e BCETO
IIOTOMY, YTO OHA HeCITOCOOHA 3¢ PEeKTUBHO IPOTNBOCTOSATD
SKOHOMMYECKUM KpU3MCaM ¥ 3aBUCUT OT HeyCTOIYMBOI
neHbl Ha He(Tb. HebOmarompuATHble 3KOHOMMYECKUE
MepCHeKTUBBl Ha 3amaje He TONbKO He HanT Poccunm
BO3SMOXXHOCTb [OTHaTb /1bepanbHble HeMOKpATUy, HO
U YCYIyOIA0T ee cOOCTBeHHble IpobieMbl. boree Toro,
BpAJlL /M BO3MOXXHO JOCTaTOYHOE MEXyHapOJHOe
KPeUTOBaHMe POCCUIICKIX OAHKOB U KOMITaHMIL.
CHIDKeHMe YMCTIEeHHOCTY HacelleHMsA TPYHOCIOCOOHOTO
BO3pacTa MOXKET OKa3aTbCA OJHOM M3 CaMbIX CEPbe3HBIX
npuuuH s yHeiHKA: Poccusa k 2030 ropy, ckopee Bcero,
norepAer 11 mwimonoB u3 csomx 102, 2 MWUIMOHOB
paboTHukoB. CTpaHa IIpUB/IEKaeT OrPaHMYEHHOE YICIIO
BBICOKOKBa/IM(UIIMPOBAHHBIX Ka[pOB 13-3a pybexxa 1 He
MOXXET KOMIIEHCMPOBATb HeXBAaTKy KBa/M(UIVPOBaHHBIX
KagpoB. 3pech moMorna Obl MOfEPHM3ALMS B LIMPOKOM
CMBIC/IE — yIy4lileHne 613HeC-Cpefbl, BEPXOBEHCTBO 3aKOHa
M MHCTUTYLVIOHATIbHBIe peopMbl. Ho mouTy HeT Iipyu3HaKoB
TOrO, 4TO POCCUIICKMII YMHOBHUYMII K/IAacC, M3BECTHBIN
CBOUMMU XUIIHUYECKVMM MHCTMHKTaMH, TOTOB K TaKOIi
MOZIepHU3alVN. A dpe3MepHbIe TOCYIAPCTBEHHbIE PaCXOTbI
He [alT BO3MOXHOCTM ()OPMUPOBATH HOITOCPOUYHYIO

TIIO/INTUKY, OCHOBaHHYIO Ha HallMfOHA/IbHbIX MHTEPECaX.

BHeluHaa nonnTtmka

BeisbiBaeT coMHeHmst crocobHocts Poccuym BeICTymaTh
B CEpbE3HON BECOBOJM KaTe€ropuy Ha MEXAYHApOJHOM
ypoBHe. OcnabneHre MeXAYHAPORHOM aKTUBHOCTU
Poccum omymraercsa Ha 3almagHOM, I0KHOM U BOCTOYHOM
Hampas/ieHusAX. AMepuka u EBpoma pasodapoBaHbl TeM,
YTO INOCTe MafeHns KoMmMyHusMa Poccus Tak u He crana
6o/lee OTBETCTBEHHBIM MEXAYHAPOLHBIM HUTPOKOM.
«Ilepesarpyska» orHoenuii ¢ CIIIA oxasanach MMIeHHOI!
KOHKPETHOTO COfIep)KaHM:A, a OTHoUleHMA ¢ Espomoit
OCTAaBJIAIOT JKeJIaTh JIYYIIero (XOTSA OTMETUM U 3aMeTHOe
UCKIoYeHne — oTHoteHus Poccuu ¢ lepmanueii).
OrcyTcTBME  B3aMMHOTO

YBOKCHUA n [noBeEpUA

XapakTepusyeT OTHomeHus Poccum ¢ ee BOCTOYHBIMMU

cocepamn. Tak, Knrait ropasmo Bble IIeHUT CBOV OTHOLIEHMST
¢ Adpuxoit u pgaxe JlarmHckoit Amepuxoi. Ha 1OKHBIX
rpannuax Poccuy HOBbIE He3aBNMCUMBbIE TOCyflapCTBa —
IIPeeMHMKI COBETCKIIX PECITYO/INK, ITYCTh 11 B PA3HON CTETIEH L,
HO MbITAIOTCA BBICBOOONUTBCA M3-TIOK BIVSHUS MOCKBBL,
B JIy4IlleM C/Iydae BBbIOMpas MHOIOBEKTOPHYIO BHEIIHIOIO
MIOIMTHKY, a B XYJLIEM CIydae 1 BOBCe UTHOpupyA Poccutro.
Apxruuecknit CeBep — MepcleKTUBHOE HaIpaB/leHne Jis
OCYILIeCTBIEHNA MEXAYHapOJHOro BauAHuA Poccun, x0T
ee peaxuys Ha YCUIMBAIOMIYIOCSH [I0OANM3ALUI0 ITOTO
pernoHa ocTaeTcs BecbMa HeompefeneHHol. JKenmanme
Poccuy OBITb 3HAYMMBIM UTPOKOM Ha MeX[YHapORHOI
apeHe PE3KO KOHTpacTupyeT ¢ TeM, Kak Ha Poccuio
CMOTPAT [IpyT1e ME&X/yHapOJHbIe aKTOPbI — HEPEIKO KaK

CTpaHy—cnoﬁmepa C STOMCTUYHBIMU MHTEPECAMU.

bynoyuiee

JTro6oe BupeHMe OyAyLIero He MOXET IIPeTEHJOBATb Ha
uctuHy. TeM He MeHee, aBTOPBI JOK/IaZa IIO/IAraloT, 4TO
CyIIeCTByeT pea/lbHas yIpo3a TOIO, YTO B OpKaiiiiye
mecTb neT Poccuss MoXeT oOKasaTbCA Ilepel NUILOM
Cepbe3HbIX yrpo3. Ecnm mpaBsmias 31MTa He CMOXKET
IPUCIOCOOUTBCS K MEHSIOINMCS pealnsM M B CTpaHe
He OyAyT CO3JaHBl He3aBYUCHMMbIe MHCTUTYTBI, KOTOpbIE
Obl CMOITIM apTUKYIMPOBaTb MHTepechl O06IecTBa,
He MCK/IIYEHO, 4YTO 9JTa CUTyauus NpUBELET K
HEKOHTPONMPYEMOMY XORY cobObiTmii. Takoit clieHapuii
BIIOJ/IHE MOXXET MMeTb HeraTUBHbIE IIOCIENCTBUA A
EBporIIbI 11 Bcero MeX/yHapOJHOTO COOOIIeCTBA.
EBpomnelickue ¥ aMepUMKAaHCKME JUAEPHl [ODKHbI
IIOCTOAHHO YTOYHATb CBO€ IIOHMMaHME TPaeKTOPUM
Poccun. OHM J[OMXKHBI TPEORONETh W/IIO3UI0, YTO
I HOPManbHBIX OTHomeHui ¢ Poccuelt mocraTouHo
YCTaHOBUTD XOPOILME TMYHbIE OTHOLIEHNA C POCCUNCKUM

nupepom. OTHomenma 3amaga ¢ Poccuelr [OMKHBI

OCHOBBIBATDHCA Ha CIIEAYIOIMX IPpUMHIONMIIAX:

® 3amagHOoe CcOOOIIECTBO He MOXET MOANEP)KMBATDH
yTBEpX[eHNs, COITIacCHO KoTopbiM Poccus obmamaer
COOCTBEHHBIM YHMKATbHBIM HaOOpPOM I[€HHOCTEIL.

Takue YTBEPXKOEHNA ABIAIOTCA Hey6eHI/ITeHbHI)IM

www.chathamhouse.org



Pestome

OIIpaB/IaHMEM [I/I1 POCCUIICKON 3MUTHL [IeJICTBOBATDH
IO CBOEMY YCMOTpeHMI0. 3amajHble JHUJepbl
MOIYT Tropasgo jydile HoModb Poccumu, mycrs n
BOIIPEKM OXUAAHMSAM €€ JIUJEPOB, COCPEfOTOYUB
BHUMaHMe Ha 3ajadye uHTerpauuum Poccum B
7nOepaIbHYI0 MVPOBYIO CHCTEMY B COOTBETCTBUM C
OOLIETPYHATHIMU MEXAYHAPOLHBIMI IPUHIIUIIAMIL.
3amajg He [OMKeH TOAJEpPXKMBaTb IPETEeH3UN
MockBa Ha 0coOble mpaBa B OTHOLIEHNM OBIBIINMX
COBETCKUX PeCcryOnuK, 4TO 3aCTaB/IsfieT UX JXUTh B
HOfBEIIEHHOM cOCTOssHUM. OTpaBAbIBaTb apryMeHT,
4ro, 6ygyun «Bemukoit [epsxaBoit», Poccus mmeer
6o7ee BBICOKUIT CTAaTyC, 4eM APYyIMe eBPOIENICKIe
TOCYAapCTBa, — 03HAYAET COITIACUTHCS C YI[eM/IEHHbIM
CTaTyCOM 3TUX «APYTUX» TOCYAAPCTB. Takas mosumus
HpensaTCTByeT MHTerpauuu Poccum B nmubepaabHOE
MeXIYHapOiHOe COOOI[eCTBO HAIWIL

Heob6xopnmo ybennts Poccuio repxarb CBOe CIOBO.
Crpana mopmucana Becb HabOp MeXIYHapORHBIX
KOHBEHLIMII, PETyIUPYIOLINX IIpaBa 4YeOBeKa U
ApyIe MeXAyHapofHble HOpPMbI IoBefeHms. Ho
ee MOCTYXXHOI CIMCOK B MX Peann3aliuu siBjseTcs
HPOTUBOPEYNBBIM ¥ MeXJYHapOJZHOE COOOIIECTBO
SABHO 3alla3fblBaeT CO CBOMMM TpPeOOBaHMIMMU
00BACHEHNMIT 10 3TOMY IIOBOAY. Bcrymienue
Poccun Bo Bceemupnyro Toprosyro OpraHmsarjyuio
(BTO) 6ymeT BaXHBIM ucHbITaHuMeM MOCKBBI Ha
CIIOCOOHOCTD COOMIONATh MEX/IYHAPOLHBIE HOPMBIL.
BecbMa CHIBHBI M YCTOMYMBBI 9KOHOMUYECKUE U
Ky/IBTypHBIe CBs131 PoCCu ¢ IpyruMu eBpONeiCKuMI
crpaHamu. OfHako, OHM He OBUIM IIpeoOpasoBaHBI
B yCTOIYMBbIE MOMUTHYECKME OTHOIIeHus. MockBa
IPeNoYNTAET IIPeCIefOBaTh CBOM LN, VMesl [eI0
C OTZeNIbHBIMU CTPAaHAMMU, @ He C MHOTOCTOPOHHUMNI
eBpomeiickumu  opranmsapmamu - HATO B
HEKOTOPOII CTEIeHN 3aHNMaeT 0coboe monoxenne. B
CBOIO OYepeNib OKa3aoCh, YTO OTAeNbHbIe cTpanbl EC
6orblile BOTIHYET TO, YTOOBI He pasfpaxaTb Mocksy,
4eM, HAI[PUMep, PelleHIe BOIPOCOB IIPaB YeIOBeKa.
MasoBeposITHO, YTO 9Ta CUTYyaluss M3MEHUTCS B
omkaitiem 6ynymem. Ho Bce sxe 6omee TecHsble
KOHCy/praumyu B pamkax EC OTHOCHTEeNBHO TOrO,

KaK OTA€nbHbIE TOCydapCTBa-4YI€Hbl IIOHMMAIOT,

yTO TpoucxoguT B Poccum, m kak 3amap [O/DKeH
pearupoBaTb Ha POCCUINCKYI0 TOTUTUKY, MOTYT
0071erynTh MPOLECC MOCTENEHHOTO [JOCTVDKEHUS
€BPOIIEVICKOTO e[MHCTBA.

EC, HecMoTps Ha Bce CONYTCTBYIOL[ME TPYLHOCTH,
NO/DKeH HacTauBaTh Ha HIpuMeHeHUM K Poccunm
IPUHINIIOB e€ro TpeTbero sHepreTMYecKoro MakeTa.
IlocnemoBaTenbHOe IMpUMeHEHME 3TUX MPUHIIUIIOB
MOXKeT YOeIMUTh POCCUIICKUX IOMUTUKOB OTKa3aThCA
OT UX CTpeMJIEHMS COXpaHuUTb 3a Poccmeit ponb
«9HEpPreTNYecKOoil [epXaBbl» — CTpaTeruy, KOTopas
3aKpemnfAeT 3aBUCUMOCTb Poccum oT pecypcHoit
PEeHTHL

Coenunennble IllTaTbl [JO/MKHBI OCO3HATh, YTO
nocre Bosppamenns Ilytuna B Kpemnb nMeTs feno
¢ Poccueit 6ymer TpymHee. BammHrTOHY mpupeTcs
IpUMHMMATb BO BHUMAaHME MUCKAKEHHYI0 TOYKY
3penusi odunmanpbHoit MOCKBBI Ha MUp, HO HpH
9TOM JIellaTh BCe, YTOOBI He CO3[aTh BIeYaT/IeHMUS,
YTO aMepMKaHCKasd aAMUHUCTpauus pasjenser
9Ty TOuky 3peHusa. Ilomesno 6ymeT ycTpaHUTbH
paspgpaxutenu B oTHoweHuAx ¢ Poccuelr, Taxue,
Kak mnompaBka [I>kekcoHa-BaHmuka, KoTopble
HOJEePXXUBAIOT  POCCUIICKYI0  OQUIMANIBLHYIO
BEpPCUIO O CONepHMYECTBE, [Ja)ke Bpaxie B
otHoueHusx Poccum u Amepuku. Heobxommmo
pabotats ¢ MOCKBOIT, HACKOTBKO 3TO BO3MOXXHO,
HaJl TIO/IHOLeHHbIM BcTymneHueMm Poccunm Bo BTO.
Ho BaumMHITOHy CTOMT MOAYMaTb Haj TeM, 4TOObI
OTKa3aTbCs OT INPOBEfeHMs B OTHoOIIeHuu Poccunm
IMOMUTUKY, KOTOpass MOXeT BOCIPMHUMATHCH,
KaK oIl/laTa aBaHCOM 3a >KeJlaHHOe [ajbHellllee
COTPYRHMYECTBO. BamMHITOHY OBUIO OBl pasyMHO
usberatp (OPMYINPOBOK, KOTOpble OBl OBIIN
BOCIPMHATHI, KaK coI7lacie OTHOCUTbcA K Poccum kak
«BETIMKOI [iep>KaBe» M KOoTopble ObI JaBamu MockBe
OCHOBaHUsI CYUTATh, 4YTO PocCcust BXOAUT B 0COOYIO
KaTeropuio rocygapcts BmecTe ¢ CoefMHEHHBIMU
IllTaTamm.

3amajiHble CTpaHbl MOTYT JIyd4llle BCETO IPONBUIATDH
CBOM CTpaTermyeckle MHTepechl, KOHIEHTPUPYA
BHMMaHNEe Ha KOHKPETHBIX BO3MOXXHOCTSX.

KoHnkpeTHble miary, Kak ObIIO CKa3aHO, MOTYT

www.chathamhouse.org




IMyTnH cHoBa: NocneacTteusa ang Poccun n ona 3anaga

UMeTb KyMY/LITUBHbI 9¢¢eKT, B TO BpeMs Kak
TPaHAMO3HBIE J>KECTBl MOTYT OKasaTbCs IIyCTOM
puTopyKort. TOpProBist vt MHBECTUIVI MOTYT IPUBECTI
K HOJIOXXVTE/IBHOMY JO/ITOCPOIHOMY 3D PEKTY, HO IIpu
006513aTe/IBHOM YC/IOBMM, YTO 3allafjHble KOMIIAHUN
COXPAHSAT ITMIECKUIT TTOAXOJ, K CBOEN AesITeNbHOCTI
B Poccun. bputanckue BemoMCTBa, perynmpyroupe
IOITYCK LIeHHBIX 6ymar Ha POHZOBYIO OMPIKY, ZOTKHBI

00eCreynTh IIOJTHOE COOTBETCTBUE POCCUTICKUX GUPM,

IOMYIIEHHBIX K perncrparun Ha JIOHTOHCKOI 6upixe
neHHsix Oymar (LSE), craHmapTHBIM TpeGOBaHUIM
[0 TMPO3PAavYHOCTM ¥ HAIMIUIO HOCTATOYHOTO
KONMYECTBA aKUMil Takux ¢upM B CBOOOZHOM
obpamennn. B memom, poccmiickue GUPMBL MK
YaCTHbIe MHBECTOPHI, BERyILUe [el0 C 3alagHBIMI
MHCTUTYTaMU, HO/DKHBI OCO3HATD, YTO OHM JO/DKHBI
BecTy cebsi B COOTBETCTBMM C YCTAHOB/IEHHBIMU

3almagHbIMU CTaHAAPTaAMU.
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1. Introduction

As Russia moves beyond its latest electoral cycle, one
marked by controversy and popular protest between
the parliamentary elections of December 2011 and the
presidential election of March 2012, it enters a new era
lumbered with familiar personalities in the Kremlin and
the same system of personalized rule.

The principal objectives of this report are to analyse
Russias present political and economic condition; to
describe the issues that the next government in Moscow
will have to address and to assess its chances of doing so
successfully; and to consider what the policies of the West
should be.

Chapter 2, by Andrew Wood, assesses the current
political situation in the light of the election cycle, and
explains how it has been reached. In Chapter 3 Lilia
Shevtsova analyses the state of Russian society and the
implications of continuing with the current govern-
ance structures. In Chapter 4 Philip Hanson describes
the economic scene, and details the problems that will
confront the next Russian administration. Russia’s
probable foreign policy decisions and developments
in the coming years are assessed by James Nixey in
Chapter 5. The concluding chapter briefly sketches some
possible outcomes of the Russian government's attempts
to re-establish its authority.

This report makes it clear that Russias leaders and
society are confronted with significant and mounting
challenges, and that how these are addressed could have
serious and wide-ranging consequences. But the West too
is faced with difficult questions about what it must do in
relation to Russia. Tempting as it might be for it to duck

these questions, it must not do so.

Some say that Western critics, and particularly those in
the EU, are not well placed to carp. Continued prevarication
in the United States, and indecision in the EU - not
only but particularly in the eurozone - have eroded the
weight, such as it has been, of Western opinion on what
is happening in Russia. It is not just those sceptical about
the Russian government who have lost out; many of those
who praised the achievements of the Putin era now look
discomfited too. But Western failures do not invalidate
Western views of where Russia is headed. The trouble is
that economic difficulties in Europe, and to a lesser extent
in the United States, feed the Russian authorities’ claim to
manage difficulties better than others, and encourage them
to pin the blame for adverse international conditions on
the incompetence of the West.

For Russians and outsiders alike, the question
remains: ‘How long can the system of personalized rule
atop a society that is governed more by understand-
ings than institutions exist?” There is a clear sense in
influential sectors of Russian society that the stability
that Vladimir Putin claims to embody is at risk and
that the remedies are known in principle but hard, even
dangerous, to put into practice. The benign evolution
that Putin talks of means limited economic adjust-
ments without change in how the country is governed.
It implies maintaining the status quo, but in fact will
cause the continued deterioration in Russia’s condition
that has led to the recent demonstrations. The regime
has drained of independence what ought to be separate
state structures, such as the legislature, the judiciary and
Russia’s federal components, while giving their incum-
bents access to tempting opportunities for enrichment.
This means that there are no institutional channels for
expressing rival independent ideas or ambitions, which is
to the short-term advantage of the regime - and Putin in
particular. But it has also made for a rusting machinery
of government, and deprived Russias leaders of the
means to cope with new challenges. The next Russian
administration will be at particular risk when those
who rejected Putin on the streets in December 2011 and
February 2012, and seem intent on doing so again, are
joined by people from his core constituency protesting at

economic pain.
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Putin Again: Implications for Russia and the West

By deconstructing the daunting social, economic
and foreign policy challenges facing Russia, this report
shows that the implications for the country and for the
West are stark: Russia’s very fabric, as well as its place
in the world, is at risk. The challenges are the same for
whoever wins the March 2012 presidential election, of

course. Another presidential term for Putin, with his

track record and his inability to overcome - or even
admit to - these challenges, actually makes the overall
picture of decline and fall easier to forecast, if not in
detail. The West will feel Russia’s pain as it often has in
history - not merely vicariously as a partially interested
observer, but directly, as Russia lashes out while in denial

of its own condition.
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9. Russia Between

the Elections
Andrew Wood

Introduction

Russia’s governing system is in deep and perhaps
accelerating crisis. The events triggered by the country’s
current election cycle, with the elections to the Duma held
on 4 December 2011 and a presidential poll taking place on
4 March 2012, have brought this state of affairs more
clearly into the open for Russians and outsiders alike. To
see why and how it may develop, this chapter examines
the present political situation and the prospects for the

presidential elections.

Where we are now
The rule of a ‘strong man’ is inherently flawed: he
cannot groom a ‘strong’ successor, and his exceptional
strength may be shown by events to be an illusion. The
presidency of Dmitry Medvedev has showed the primary
weakness of the Putin regime.! Medvedev had no means
of appearing stronger than his predecessor and master.
His liberal-flavoured pronouncements appealed to many
in the West and some in Russia, but carried no executive
weight.

The logic of the Russian system therefore required that,
since he was not ready to give up exercising power, Putin

should return to overt control in 2012. Russia’s regular

constitutional governing instruments, though already ill
developed, have become atrophied since Putin became
president in 2000, leaving no other safe choice. Russia’s
personalized power system was thereby shown up as
incapable of renewing itself. Yet the question of whether
or not Putin would allow Medvedev a second presidential
term nonetheless haunted Russian politics from 2008 on,
and with particular force as 2011 wore on. That prevented
strategic decisions about the longer term while encour-
aging speculation as to what the future might hold. The
result was corrosive for the country.

While by 2011 few Russians believed that, if Medvedev
did remain in office for another term, he would be a
powerful president capable of implementing the changes
he had spoken of in general terms, his presence in the
Kremlin had nonetheless widened the accepted field for
discussion and provided a counterpoint to the harder
line associated with Putin. Making Medvedev advocate
Putin as the next president at the congress of United
Russia, the ruling party, on 24 September 2011 was
needlessly cruel. It also looked hasty and ill-coordinated.
Neither the public nor the party was consulted. The 2012
presidential election was made in advance to look more
and more like a legalized but not necessarily legitimate
putsch by an entrenched and self-interested ruling
minority.

That impression was heightened by the leadership
claim in September 2011 that switching back to a Putin
presidency after a single Medvedev term had always
been the plan, which - if true — made the Medvedev
presidency a con. The original idea was presumably for
the announcement of Putin’s decision to run for the
presidency again to be made after the December 2011
Duma elections had produced a solid majority for United
Russia. Such a success would have helped to maintain the
image of Putin as Russia’s national leader. But the run-up
to the Duma elections was notable for a series of inef-
fective improvisations intended to consolidate support
for the regime. Putin’s decision to create the All Russia

Popular Front was, for instance, an obvious attempt to

1 | have for the sake of convenience on occasion referred to 'Putin' as shorthand for the regime as a whole, as well as when | mean the politician as an

individual. | hope it is clear from the context which | have in mind. But a reminder that Putin is the dominant figure in a small group of ruling persons with

common interests is worth emphasizing from the outset.
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restore the fortunes of United Russia, which have been
in marked decline. The initiative was badly orchestrated,
however, and all it achieved was to let Putin distance
himself to some degree from United Russia and hand
the chalice of promoting the party’s waning prospects to
Medvedev.

The Duma elections on 4 December 2011 were a heavy
blow to United Russia, and therefore to Putin. The official
results on their own were bad enough, with the party
slipping down to under half the vote, well below what the
ruling group had expected and what Putin had counted on
to launch a triumphant return to the Kremlin as a charis-
matic leader. United Russia can still expect to control the
Duma, particularly given the customary acquiescence to
Kremlin demands by the other three parties with seats. But
to lose so much electoral support despite unprecedented
administrative pressure and outright fraud was close to a
disaster.?

Medvedev and Putin, in particular, proceeded to
compound that disaster, by claiming the elections were
honest, sanctioning the arrests of the first protestors
against the results, and then slandering those who took
to the streets on 10 December, not least by calling them
agents of the United States. Putin’s language after the
24 December demonstration was less offensive, but he
again made it clear that there could be no rerun of the
Duma elections - understandably enough from his
point of view. The next protest meeting took place on 4
February. Far from showing that Putin’s opponents are
losing heart, or becoming fatally divided, as the ruling
group has hoped, it attracted considerable numbers
despite the intense cold, and probably more even than
either of its predecessors. The counter-demonstration
organized with the help of scarcely disguised official
sponsorship was half-hearted by comparison. A further
opposition demonstration is scheduled for 26 February.
The focus has shifted definitively onto Putin personally
and the role of an over-mighty president, not just the

flawed Duma elections.

The demonstrations were sparked by electoral fraud,
but were fuelled by wider grievances. The first is that
much of the Russian public is bored with Putin and his
unchanging entourage, and is irritated by being taken for
granted. The people want some control over their lives.
That feeds into the overwhelming public grievance over
corruption. Putin and Medvedev, and others in the govern-
ment hierarchy too, have repeatedly promised to tackle this
evil. But corruption in its wider sense, meaning more than
the practice of ‘cash for favours, is not just endemic to the
system, it is the system. Because the rulers are unaccount-
able, beyond the law and free to hand down decisions as
they see fit, so are the ruled where they can be. Appointing
governors from the centre, rather than letting them be
elected locally, has not made them honest or effective.
Instead it has largely shielded them from their local popula-
tions while making them dependent on the federal leader-
ship. The centre, on the other hand, cannot know exactly
what the regional governors do. Nor for that matter can the
governors adequately control their local bureaucracies. The
media have often been too cowed to expose wrongdoing,
and the courts are too compromised to act against powerful
political interests. The system of presidential representa-
tives covering a number of regions has not worked.

Rule can hardly be anything but arbitrary in a polity
where property rights are contingent on having the right
political patron. The important lesson to be drawn from
the Yukos affair,’ for example, is not so much that Mikhail
Khodorkovsky and Platon Lebedev should have heeded
the Kremlin and stayed out of politics, but rather that
they did not really own what they seemed to do because
the oil company could be taken away by the Kremlin at
its pleasure. Businessmen at all levels throughout Russia
have suffered analogous fates. The lesson for those who
have made spectacular fortunes under Putin and with his
endorsement is that if you know the right person, you can
prosper, but that no court will protect you if you fall out
of favour with the regime. This too is corruption. So is the

notorious practice of giving the children of the powerful

2 According to the official results, United Russia won 64.3% in the 2007 parliamentary elections, compared with 49.32% in 2011. See http://www.izbirkom.

ru/region/izbirkom.

3 Mikhail Khodorkovsky, the former head of Yukos with an influence on Russian politics, was arrested in 2003 and convicted of embezzlement and

money-laundering. The Russian tax police filed huge claims against Yukos and the company had to file for bankruptcy in 2006. It disappeared as a legal

entity and its assets were sold off.
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lucrative positions, regional or federal, for which they are
obviously not qualified.

Corruption in both this general sense and in the
practice of extortion has grown out of control since
2000. As the leaders of the opposition People’s Freedom
Party, Vladimir Ryzhkov, Vladimir Milov and Boris
Nemtsov, point out in a 2011 pampbhlet entitled ‘Putin and
Corruption, five senior officials were dismissed in 1997
because they had taken an advance of $90,000 on a book -
a figure that looks laughable now.* Plenty of bureaucrats in
today’s Russia have watches worth more than that. Those
who should impose the law quite often work directly with
criminal groups. As Medvedev put it in his address to the
National Assembly in November 2010, the forces of law
and order have themselves become criminalized.®

The reputation of the ruling group has also been
damaged by the way in which the economy has slowed
since the high point of mid-2008. Putin was lucky in his
first two terms as president because rising commodity
prices and under-used capacity in Soviet-inherited assets
worked effectively with prudent budgets and the enactment
of the sorts of reforms that had been beyond Boris Yeltsins
reach in the 1990s to produce growth of around 7% a
year. But the global economic crisis beginning in 2008 hit
Russia hard and has made the future seem uncertain.

As the years have passed, the claim that Putin had
brought Russia stability after the alleged chaos of the
Yeltsin years also became less compelling, and the question
of ‘where next?” more insistent. Public opinion polls have
recorded an increasing number of Russians who say that
their country is heading in the wrong direction.

These worries were fed not just by disquiet over the
people at the top of the political heap - and indeed until
very recently Putin was seen much as the Tsars once were,
as a ruler abused by his advisers and therefore not to be too
much blamed. Events in 2011 revealed more than the high-
handed attitude of the ruling elite towards the population at
large and its lack of understanding of the changing currents
of opinion in Russia. It also provided further confirmation

of the steady deterioration in the efficacy of the ‘vertical of

power;, as Putin has termed his top-down and personalized
system of government. The transformation of the militia
into a police force in 2011 made no difference to the way
the public regarded it. The continued deterioration of the
country’s infrastructure, illustrated for the general public
by a number of air crashes, the sinking of a large pleasure
boat on the Volga in 2011 and the wave of wildfires in 2010,
coupled with the inability of the authorities to cope with
them, further fed distrust.

Over the last couple of years there have been numerous
recommendations for action, some of them alarmist in
tone, from a number of officially approved Moscow-based
groups, in part as a follow-up to Medvedev’s Russia,
Forward!’ internet article of September 2009, calling for
early and extensive modernization lest Russia face eventual
catastrophe.® The recommendations of all such reports
have included better law protection and adjudication, and
whether directly or by implication a more liberal political
system, as essential if Russia is to diversify its economy and
avert stagnation. So far nothing has been done to implement
such proposals, and few believe that anything will be while
the current regime remains in power.

Capital flight, the emigration of the talented, ethnic
tensions, increasing corruption, the moral crisis of the
bureaucracy, and the deterioration of Russia’s position in
relation to its peers are all signs of a country in trouble.
But the public dismay at Putin’s selection by United Russia
on 24 September as the candidate for president they would
support and the protests following the December Duma
elections showed something new. Putin is still a powerful
politician, but now he is only that. He is answerable, not

above politics.

The presidential election

It was widely assumed until late 2011 that if Putin returned to
the Kremlin, it would be for two full six-year terms. He himself
made vainglorious comparisons with Franklin D. Roosevelt,

who was elected to four terms as US president. That belief

4 People’s Freedom Party, Putin. Korruptsiya, 23 March 201 1. Available at putin-itogi.ru.

5 http://www.kremlin.ru/transcripts/9637.

6 Dmitri Medvedey, ‘Rossiya, vperyod!' [Russia, Forward!], Kremlin.ru, 10 September 2009, available at http://news.kremlin.ru/news/5413.
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is now past. For Putin, the presidential election in March
2012 is now about the next term only, with a question
mark over whether or not it will even last six years. The
Duma is tainted by the way it was elected, and Putin by
the fact of his having framed and supported the system
that produced it. The immediate question is whether or
not Putin can hope to win outright on 4 March with 50%
of the vote on returns that have not been too blatantly
doctored. Assuming that he does pass muster on 4 March,
or three weeks later in a second round, there will still
be the question of how Russia’s personalized, top-down
system can provide for a formal succession to the leader
(a question that, incidentally, also haunts the majority
of other former Soviet states). Putin will, in short, be on
probation. It remains to be seen whether, come 2018, he
will be electable for the following six years or whether by
then he and others in his team will have found a comfort-
able exit in the event that they decide their present system
cannot somehow be sustained.

As president Putin will have a familiar sort of Duma to
work with from May 2012, with a United Russia majority,
the cooperative Liberal Democratic Party of Russia led by
Vladimir Zhirinovsky, Just Russia under Sergey Mironov
and Gennady Zyuganov’s Communists, who apparently
do not lust for power. Since the Duma under such a party
configuration is likely to prefer a quiet life to challenging
Putin, who will hold him accountable and in what way?
The only answer is the ‘Russian street, in the sense of both
public opinion generally and those who have been out to
demonstrate.

Putin’s claim to be the anointed national leader above
politics rested on his commanding lead in the public
opinion polls, and much of the regard accorded to him in
the West rested on that too. But his numbers have been
dropping, while the proportion of those now saying that he
is not to be trusted has risen to over 40% - including some
of those who say that they will nevertheless still vote for
him. It helps, of course, that the other candidates for the
presidency are relatively weak, making the eventual choice
one between Putin and the unknown. Just to make sure,
the Electoral Commission has excluded Grigory Yavlinsky
from the race, for two main reasons. First, while he is not

seen to pose a direct threat to Putin, votes for him on

4 March could tip the balance away from Putin and thereby
increase the risk of Putin being forced into a second round.
Secondly, his liberally oriented Yabloko party’s observers
produced so much evidence of fraud during the Duma
elections that they had to be prevented from doing so
again in the presidential poll. Golos, the NGO blocked and
blackened by the authorities in December for its efforts to
coordinate reports of electoral violations, has been warned
to quit its offices in February, well before its lease expires
and in time to complicate any effort to check what happens
in the presidential contest. But whatever the official result
on 4 March, and even if it is not so blatantly distorted as
last December’s, the fact remains that Putin’s hold over a
vital part of the electorate, and the educated urban elec-
torate in particular, has been shaken.

There will be those, perhaps particularly in the West,
who find analyses such as Lilia Shevtsovas in Chapter 3
exaggerated in arguing the direness of Russias internal
social and political situation. But what she writes reflects
both in the rigour of its analysis and the clarity of its
emotional colouring the realities as they are seen by many
in Russia. The divide between the rulers and vital elements
of the ruled has unquestionably deepened, and the willing-
ness of the ruled to protest has increased, the more so as
they have seen that there are enough of them to make direct
repression a riskier option for the regime. Putin and others
are right to point to divisions among the protestors, to their
lack of clearly identifiable leaders, and to the difficulties
(especially for Putin) in meeting their demands. But this
has not so far dented their force, not least their moral force.

Putin and his supporters have their own electorate, and
while it may not be a majority, it is a substantial one. The
scale of the reaction to the 4 December elections seems at
first to have taken both Putin and Medvedev by surprise.
They took refuge in stout denial, refusal to engage in
considering the underlying issues and, particularly in
Putin’s case, vulgar abuse, to which he is prone when
rattled. Medvedev has since, presumably with some sort
of nod from Putin but without his explicit endorsement,
made suggestions for opening future elections to greater
competition and put a proposal to the new Duma for a
centrally controlled form of gubernatorial elections. Putin

has, however, cast doubt on this approach. Such ideas have
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in any case not been enough to pacify the opponents of
the regime, partly because their detail is unconvincing and
partly because of distrust as to what might happen after
the presidential elections even if they were enacted. No
one can be sure anyway that Medvedev will become prime
minister in May 2012, or that he would carry much weight
if he did. His star has faded rapidly, whether as a powerful
political figure or as a liberal thinker.

Putin launched his presidential campaign in the middle of
January. The electoral rhetoric of United Russia in 2011 and
Putin now has been long on promises but short on concrete
ideas for putting them into effect. In practical terms that
has meant and still means an emphasis on the short term.
Russias rulers have also raised spending on favoured causes
in advance of the elections. For instance, the government has
been generous to pensioners and favoured clients for some
time, but the budget for 2012 was notably so, including in its
greatly increased funding for domestic security and defence,
a particular cause for Medvedev. Defence is lucrative for
everyone involved in that sector, with an authoritative
estimate by the Russian military reporting that 20% of its
funding never reaches its declared destination.”

While he has not changed his basic approach, however,
Putin has begun to try to steal the opposition’s rhetoric
without conceding the political and economic liberation
that will be needed to give it life. He has started to put out
a series of articles on his plans for the next administration,
and called for public discussion of them. The first was a
general overview printed in Izvestiya on 16 January that
elaborated on the short draft of his campaign purposes
issued on 13 January.®

The main themes stressed by Putin’s campaign to date
have been the progress made since 2000 and building
on it without rushing matters, his plans to encourage

economic development and diversification, increasing social

security, promoting education and free but disciplined
societal cohesion, maintaining budgetary control (without
emphasizing the point), the risks to the world economy, and
lastly his determination to ensure that foreign powers respect
Russia. This is all very well, but it is both familiar and bereft
of practical detail, and cannot therefore be taken as foreshad-
owing a fresh start by a reinvigorated administration. Putin
has so far said nothing to indicate that he sees a need for
political or economic devolution, or the reconstruction of the
federal system. The strain of anti-Western and particularly
anti-American feeling has been a constant feature. Putin has
also made reference to the wealthy Russians who put their
money abroad, even into foreign football clubs, instead of
investing in Russia. Getting at the privileged, or some of
them at least and particularly those who made their fortunes
during Yeltsins time, remains an option for Putin.

Putin issued three more accounts of his purposes to cover
particular sectors in Nezavisimaya Gazeta of 23 January,’
Vedomosti on 30 January' and Kommersant on 6 February."
The first one addressed ethnic and national questions in
such a way as to combine condemnation of extremism
with conveying that he nevertheless understood popular
(meaning Russian) sensitivities. The second acknowledged
the need for improvements in the way the Russian economy
operates but stressed that this should be achieved through
existing state mechanisms, with no bankable acknowledg-
ment of the need for structural or market reforms. The third
dealt with issues of democracy in a familiar way, arguing
that Russia would complete its own version in due time.
Putin has also called for public discussion of his ideas, while
making it clear that debating them with other candidates
is not on the cards: according to his official spokesman, he
is ‘too busy’”? This may be wise. He has a tendency to rant
when pressed for answers, as he did to Aleksei Venediktov of

the liberal station Ekho Moskvi on 18 January when asked

7 See http://www.reuters.com/article/2011/05/24/us-russia-defence-idUSTRE74N1YX20110524.

8 Vladimir Putin, ‘Rossiya sosredotachivayetsya — vyzovy, na kotorie my dolzny otvetit” [Russia in Focus — The Challenges We Must Face], /zvestia,

16 January 2012, http://www.izvestiaru/news/511884.

9 Vladimir Putin, ‘Rossiya: Natsional'niy vopros’ [Russia: The Ethnicity Issue], Nezavisimaya Gazeta, 23 January 2012. http://www.ng.ru/politics/2012-01-

23/1_national.html.

10 Vladimir Putin, 'O nashikh ekonomicheskih zadachakh’ [About Our Economic Tasks], Vedomosti, 30 January 2012, http://www.vedomosti.ru/politics/

news/1488145/0_nashih_ekonomicheskih_zadachah.

11 Vladimir Putin, 'Demokratiya i kachestvo gosudarstva' [Democracy and the quality of government], Kommersant, 6 February 2012, http://premier.gov.ru/

events/news/18006/.
12 See http://www.bbc.co.uk/news/world-europe-16526026.

www.chathamhouse.org




Putin Again: Implications for Russia and the West

if he would be discussing his ideas with opposition leaders.
He gave Venediktov a great deal of revealingly prejudiced
allegations about Georgia, the West, American ABM plans,
and took a good, even threatening, swipe at Ekho Moskvi
while he was about it.”

The optimistic might read Putins comments to the
effect that, in general, steady progress is preferable to
the dangerous adventurism that he says his opponents
advocate, and his denial that stability means stagna-

tion, as evidence of long-term purpose. But there has

certainly been nothing so far to prepare Putins voters for
the fundamental and even wrenching changes that any
genuine modernization would bring to their lives. That is
understandable, given the short-term pain that so many
of his supporters would have to undergo for the sake of
longer-term benefit to Russia as a whole. But such a lack
of warning would make substantive changes in the next
presidential term all the harder to bring about - if indeed
this is what Putin and his team have in mind. Putin’s

underlying theme remains ‘it’s me or chaos.

13 See http://echo.msk.ru/blog/echomsk/850032-echo/ for a transcript of Putin's meeting with the media on 18 January.
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3. The New Russia’s
Uncertainty: Atrophy,
Implosion or Change?

Lilia Shevtsova

Introduction

The protests following the Russian parliamentary elections
in December 2011, the largest since the collapse of the Soviet
Union, shattered a status quo that had taken shape over the
last decade and signalled that the country is entering turbulent
waters. Russia finds itself caught in a trap: the 2011-12 parlia-
mentary and presidential elections are intended to perpetuate
a personalized power system that has become the source of
decay. However, the top-down model of rule and its ‘personi-
fier — Vladimir Putin - are already rejected by the most
dynamic and educated urban sectors of the population.

It is hard to predict what consequences this will have: will
it lead to the system’s disintegration and even to the collapse
of the state through growing rot and atrophy, or will the last
gasp of personalized power end with a transformation that
sets Russia on a new foundation? One thing is apparent:
transformation will not happen in the shape of reform from
above or within the system; if it does occur it will be the

result of the deepening crisis and pressure from society.

The perpetuation of the Russian system

Over the years, Russia’s ruling elite under Boris Yeltsin,

Vladimir Putin and Dmitry Medvedev has put together

what looks superficially like a very effective model for

preserving the traditional Russian system resting upon

three pillars - personalized power, its merger with property

and an imperial outlook. This ‘trinity’ has been adapted to

the new global and domestic reality, and to limited state

resources. A number of mechanisms are used today to

keep the personalized power system in place. Chief among

them are:

® Imitation of Western institutions (parliament,
elections, political pluralism) in order to give Russia’s
autocracy a civilized veneer;

® A circumstance-based ‘pragmatism’ concealing
incompatible ideas and principles that has replaced
coherent ideology and principles;

® Comparisons with the ‘bad’ Yeltsin period in order to
present Putin as the leader who guarantees stability
and growth;

® A combination of carrot-and-stick tactics such as
co-opting members of various social groups, paternal-
istic policies to buy people’s loyalty, and selective use
of force or ‘scare tactics’ to prevent the consolidation
of public opinion against the authorities;

® Comparatively broader space for personal freedoms
(e.g. the continuation of free internet usage and the
right to emigrate) to prevent people from demanding
political freedoms;

® A foreign policy based on the principle of being
simultaneously with, within and against the West,
which makes it easier for the political elite to integrate
personally into Western society while keeping Russian
society closed off from the West by presenting it as an

opponent and even an enemy.

Under Putin and Medvedev the Russian elite returned to
its three habitual policies perpetuating the system that had
been used by the Kremlin for centuries: militarism, attempts
to modernize the economy using Western means and tech-
nology, and adherence to the ‘non-accountability’ principle.

With respect to militarism, the Kremlin realizes that
Russia is not ready for a new confrontation with the West.
However, the primacy of the state in Russia, which remains

the spine of the system, demands the constant invocation
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of real or imagined threats, external and internal. Hence
the need for a militaristic model to respond to these threats
which determines the Russian state and nation’s existence.

Today this model has exhausted its potential. But the
Russian elite has failed to build a new mechanism to prop
up the system, forcing Putin’s ruling corporation to return to
elements and symbols of a militaristic policy. The Kremlin
is again attempting to consolidate society around the regime
by projecting the image of Russia as a ‘besieged fortress’ and
through the search for enemies at home and abroad. The
‘besieged fortress’ syndrome can be temporarily alleviated
(as during Putin’s anti-terrorist collaboration with George
W. Bush in 2001-03 and during the ‘reset’ with Barack
Obama, for example) or made to flare up if other methods
for uniting the people around the Kremlin fail (as during the
frosty relations with Washington in 2004-08).

Recent years have seen the use of many typical instru-
ments from the old survival strategy book. These include
the anti-NATO rhetoric' of the leadership and official
propaganda, the attempt to transform the Collective
Security Treaty Organization (CSTO) into a counter-
weight to NATO, rattling the nuclear sabre, militarization
of the budget (spending on state defence, security and
law enforcement will increase by 32.4% in 2012),* the
constant emphasis on militaristic symbols in the Kremlins
public relations (frequent appearances by both Putin and
Medvedev in commander-in-chief’s uniform, or media
opportunities for Putin in a fighter plane cockpit or
Medvedev watching military exercises). The establishment
of the All Russian People’s Front and use of military vocab-
ulary in the best Stalinist tradition before the 2011-12
elections are yet further signs of the authorities’ attempts to
revive the militarist outlook, which may look toothless but

hardly help to build international relations based on trust.

As for modernization through accessing the West’s
money and technology, Russia has tried twice to use this
model of economic and technological rejuvenation: under
Peter the Great and Josef Stalin.’ These attempts revived
the economy for brief periods but ended with renewed
stagnation. The attempts during the last 20 years to use
the same strategy to modernize Russia without changing
its political system did not bring even partial success.
Spreading the use of new-generation technology requires
a free society and free individuals. The pitiful attempt
to establish a closed ‘modernization zone’ in Skolkovo
confirms that the old model for re-energizing monopo-
lized power no longer works. Skolkovo itself looks unlikely
to have much chance of success now that everyone sees
how its ‘godfather, Medvedev, turned into a political ghost.

As far as ‘non-accountability’ is concerned, this requires that
the leader is formally placed on a pedestal as the sole legitimate
political player. He stands above the Russian political scene
and is the only one who has all the means and instruments
and levers of power. At the same time he shirks responsibility
in order to survive. The leader would otherwise be answerable
for every failure of the bureaucracy from top to bottom.

The announcement on 24 September 2011 of Putin’s
intention to return to the Kremlin seems on the outside to
signify continuity of the status quo. But in reality this will
lead to the same leader with the same view on power being
confronted by the new domestic and global circumstances,
and the old system will be faced with new risks and chal-
lenges with which it is unlikely to be able to cope. The old
‘Putin consensus’ - based on comparisons with a pathetic,
inadequate Yeltsin and constant reminders of how difficult
the 1990s were, fuelled by high oil prices, promising
uninterrupted economic growth and unlimited resources

for a patrimonial state — has started to crumble.*

1 'Putin slams NATO on Libya attacks', 26 April 2011, http://en.rian.ru/world/20110426/163721016.html.

2 Overall, as the Kremlin announced, total military expenditure in Russia up to 2020 will be $741 billion. Spending on national defence in 2012 will
amount to 14.6% of the budget (in 2013, 17%; in 2014, 18.8%), and on national security and law enforcement it will amount in 2012 to 14.4%
(in 2013, 14.4%; in 2014, 14.2%). Spending on the national economy in 2012 will be 14.2% (in 2013, 12.5; in 2014, 11.3%). Putin pledged a $688
billion increase in military spending until 2020. Education expenditure will amount in 2012 to 4.7% (in 2013, 4%; in 2014, 3.4%) and spending on heath
care to 4.4% (in 2013, 3.7%; in 2014, 3.2%). 'Proekt Zakona o Federalnom Byudzete 2012-2014 ot 30.09.2011' [A draft law on the 2012-2014 federal

budget, 30.09.2011], Novaya Gazeta, 11 November 2011.

3 Under Peter Ill, Catherine the Great, Alexander Il and Piotr Stolypin, Russia tried to borrow Western principles of governance. However, these efforts only

gave the Russian autocracy a new lease of life.

4 Weeks before the elections, Russians were increasingly voicing their displeasure with the party in power, as reflected in declining poll numbers for United

Russia, Putin and Medvedev. In November 2011 only 31% of respondents said they would vote for Putin ‘if the elections were held next Sunday, down
from 70% in 2005. 'Vybory Presidenta’ [The Presidential Elections], http://www.levadaru/25-11-2011/vybory-prezidenta.
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How continuity could rock the boat

Even before the December 2011 protests it was clear that
the variables that have so far helped the Russian system stay
afloat are now accelerating its decline. The mechanism that
Arnold Toynbee defined as ‘suicidal statecraft’ has gone into
action: the system, in attempting to deal with new chal-
lenges by using old methods, is undermining itself.

Russia’s imitation of democratic institutions, especially
the holding of elections, enables the ruling team to keep
the regime in place and lay claims to a democratic image.
But at the same time, blatant manipulation of democratic
institutions that became the trademark of the Putin’s
regime, such as took place in the 2009 Moscow regional
elections and the 2011 Duma elections, started to erode
the legitimacy of authorities that have no other mecha-
nisms (in particular inheritance-based or ideological)
to justify their hold on power. The fact that more than
72% of Russians before the 2011 Duma elections said that
they ‘did not have an impact on the outcomes’ and ‘don’t
believe anyone, and that the results would be falsified,
meant that people have no doubts about the real nature of
Russian power.®

The commodities-based economy keeps the system
propped up while also causing its rot. Russia completely
fits the pattern of decline that has befallen other petro-
states which had not democratized before their commodi-
ties boom began. Tamed and obedient institutions (with
a rubber-stamp parliament, courts controlled by the
executive power, and rigged elections) ensure an apparent
calm, but the lack of channels through which people
can express their various interests leaves them with no
choice but to take to the streets. For now, the Kremlin’s
‘carrot and stick’ tactic is still working, drawing various
parts of society into the authorities’ orbit, neutralizing
and marginalizing those who reject the status quo.
This process of putting society into an induced coma

suppresses its energy.

In the absence of legally codified rules, corruption
in Russia® became a form of cosy transaction between
people, between society and authorities, and for some
time guaranteed a mutually accepted way of life. But
gradually corruption started to block any decision-
making process; it disrupts the presidential pyramid of
power. Even more important is the fact a growing part of
society rejects the ‘transactional pact’ with bureaucracy,
which instead of guaranteeing stability is triggering
popular outrage.

Putin’s eventual return to the Kremlin has been matched
by efforts to reinforce myths to justify one-man rule.
Particular energy has gone into arguing that the ‘new’
Putin or ‘Putin 2.0° will be forced to carry out change,
however unwillingly, and therefore must be supported.
‘Putin still could become the reformer under pressure
of tough reality!, the fans of personalized power would
insist. At the same time the Kremlin ideologues, together
with ‘systemic liberals’ loyal to the Kremlin (for instance
Anatolii Chubais, German Gref, Alexei Kudrin or Arkadii
Dvorkovich), or those who still sincerely believe in the
Kremlin reformist potential, try hard to justify the need for
gradual reform from above.”

Russia’s reality makes these theories look dubious. If
Putin is destined to become the transformer of Russian
society, why did he not transform it earlier? Certainly,
leaders can change their course under pressure but in
Russia’s case it is a change of system and not simply a
change of course that is needed. Russia needs transfor-
mation, not reform that could make autocracy more
effective. For real transformation to succeed, Putin’s team
would have to renounce its monopoly on power, which is
the main source of the country’s degradation, and open
itself to competition. It would have to perform political
hara-kiri. It is hard to imagine Putin announcing: T am
leaving and I ask the parliament to reject all repressive
laws we endorsed that limit political competition, and we

are starting to prepare for new and free elections’

5 'Vybory v Dumu' [The Duma Elections], http://www.levada.ru/25-11-2011/vybory-v-gosdumu.

6 According to Transparency International, Russia ranks 143rd out of 183 states, between Uganda and Nigeria, in the Corruption Perceptions Index 2011

(http://independent-news.ru/?p=18763). Independent sources claim that since 1992 Russia has lost $3.17 trillion owing to the corruption of state officials

and business people, and during the last few years corruption has accounted for 27% of its GDP (http://www.korrup.ru/index.php?s=5&id=341).

7 See Russia in the 21st Century: Vision for the Future, Report of the Institute of Contemporary Development, http://www.insor-russia.ru/files/INSOR%20

Russia%20in%20the%2021st%20century_ENG.pdf.
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Instead, Putin’s intention to return to the Kremlin
shows that his team wants to keep hold of its monopoly.
For the ruling team, leaving the Kremlin would mean
not only losing control of assets but a threat to personal
security. There is no doubt that the Russian authorities
have followed the events of Arab Spring closely and drawn
the conclusion that losing their hold on power risks their
ending up like Hosni Mubarak or Muammar Gaddafi.
Russia’s leaders do not want to become another illustration
in the story of how pathetically authoritarianism ends. But
the more they keep hold of the Kremlin, the more they
make the end inevitable and unpleasant.

As for the idea of authoritarian modernization from
above in the economy, the authorities have been attempting
to implement it over the last few years, but with what
results? How can one carry out economic liberalization
while strengthening the state’s monopoly and control over
the economy? How do you fight corruption if you turn the
parliament into a circus and bury independent courts and
the media?

One cannot but be amazed at the naivety or idealism
of those who continue to believe in gradual reform, as if
belief could help this happen. Supporters of the gradual
path, for instance, assert that reform should begin in
selected areas such as education, healthcare and agricul-
ture, and only then spread further.® But how do you reform
these sectors without de-monopolizing them and opening
them to competition, and without the rule of law and
independent courts? The authorities’ continued monopoly
on power makes any real reform impossible, even in just
these limited sectors.

The authorities’ tactical manoeuvres and the myths
spread by the Kremlin propagandists can no longer stave
off the crisis that has already begun. The system’s adapt-

ability has started to wear out. The system cannot guarantee

Russians personal security, further economic wellbeing or a
sense of dignity. It works only to satisfy entrenched interest
groups at the expense of society. In fact, the status quo in
Russia is only speeding up the degeneration of the system.
Paradoxically, attempts to update this system by limiting
personalized rule threaten to break it down altogether, as
happened with the Soviet Union in 1991 when Gorbachev
had liquidated the leading role of the Communist party.

The road to the inevitable: too little, too late?

The logic of decay has started its work in Russia and the
unchanging leader and ruling team are doing their best
to accelerate it. Many of those who at the beginning liked
and even worshipped Putin have started to loathe him.’
His leadership now reminds people of the Brezhnev era,
which in their memory was the prelude to the collapse of
the Soviet Union.

One should not forget, either, the fact that Putin’s regime
does not only rely on the security and law enforcement
agencies, but is made up primarily of people who have
come from the special services or are close to them." They
therefore have an ingrained repressive (or administrative)
zeal and are less ready to use political instruments and
consensual policy. For the first time in Russias history,
not only are the security agencies free of civilian control,
but they have established their own regime. The Russian
praetorians — special services operatives turned bureau-
crats turned oligarchs - hardly have a modernization
agenda on their minds. At first they went after total
political control and juicy chunks of property; now they
look for survival. The Russian siloviki have one purpose -
pursuing their corporatist interests at any price and with

the utmost cynicism and brutality."

8 See J. Yasin, ‘Scenarios of Russia’s Development for the Longer Perspective), Liberal Mission Foundation, 2011, http://www.liberal.ru/upload/files/

scenarii_yasin_light.pdf.

The change of attitude is reflected in the decline of Putin’s percentage approval rating from the 70s to the 40s.

10 Among them are Sergei lvanov, currently head of the Kremlin administration; Sergei Naryshkin, Chairman of the State Duma; Igor Sechin, Deputy Prime

Minister, and Vladimir Yakunin, President of the Russian Railways.

1 For the first time the economic expansion of siloviki became the subject for the open debate in 2007 when Oleg Shvarzman, in an interview to

Kommersant daily, said that he represented the organization founded in 2004 that specializes in the massive takeovers of enterprises and corporations

and is supervised by the ‘sifoviki bloc” headed by Igor Sechin. Kommersant, 30 November, 2007. Anatolii Chubais, commenting on this admission,

confirmed that the process of ‘stealing the assets under the cover of the power structures is going on’ and ‘this development is extremely dangerous';

http://altapress.ru/story/13559%story_print=1. With the authorities’ growing control of the media channels, the discussion of ‘this development’ became

subdued and the topic is now raised only by the opposition Novaya Gazeta.
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The authorities’ obsession with personal enrichment -
especially among those coming from the special services
— is another factor accelerating the regime’s decline. This
obsession makes the regime more repressive as it defends
its rights to the assets it has gathered, but at the same time
this ‘commercialization’ of the state’s repressive machinery
speeds up the system’s degeneration and makes it insecure.
As a result, the siloviki lose their ability to protect the
system effectively.

Of course, one should not go too far in viewing the
Russian regime as an exclusively Chekist phenomenon. It
is an amalgam of the Russian ‘Chicago boys’ (the Russian
liberal technocrats who favour economic reform under
authoritarian leadership) and the siloviki: the former
have been building the Russian economy and managing
it, and the latter have been in charge of other functions
of the state, including control of the financial flows.
Representatives of other social and political groupings play
supporting roles. They include the communists who have
become the sparring partner of the Kremlin during the
elections, giving it anti-communist legitimacy. However, it
is the Chekists—systemic liberals axis that is crucial for the
survival and economic efficiency of the Russian system,
which is discrediting not only liberals in the government,
but liberalism as an ideology.

The posture, views and nature of Putin have exerted a
crucial impact on the substance and style of the regime.
But one should not exaggerate the personal aspect of
Russian personalized power. The ‘personalizer, i.e. the
leader who might occupy various positions, though
usually that of president, controls the state resources. At
the same time, he is hostage to the growing state bureau-
cracy, which is his main political base. The existence of a
powerful bureaucratic class constrains the authoritarian
leader who becomes strait-jacketed by myriad trade-
offs and commitments. The leader, of course, could free
himself and become an independent ruler by rejecting the
bureaucracy and appealing to society. But Putin, appar-
ently, cannot risk this and he continues to stay within the

‘bureaucratic-authoritarian’ type of political regime. This

does not mean that another putative candidate for the role
of Russia’s ‘saviour’ will not try to escape the bureaucratic
embrace and offer a purely autocratic model of rule.

The criminalization of the state, which is reflected in
the intertwining of crime, business, law enforcement and
security agencies, and the authorities, is another sign of
decay.? Why can the authorities not clean their stables
even at tremendous cost to the regime’s reputation? It is
not that the authorities are implicated in each and every
crime, and are trying to dispel suspicions against them, but
any clear-out of personnel and any real struggle with crime
would undermine the ‘power vertical’ edifice the Kremlin
has built. It would violate the regime’s fundamental
principle: in return for their loyalty, those who serve it are
guaranteed impunity. This mutual back-scratching among
the authorities and the agencies at their service, and the
fusion of power with the criminal world, cannot be elimi-
nated without restructuring the ‘presidential vertical’ that
is based on total rejection of accountability and moral
commitments before the nation.

The jailing of oligarchs Mikhail Khodorkovsky and
Platon Lebedev in 2003 demonstrated another of the
system’s fundamental principles: wield a strong hand! This
explains why, having made the two men an example of
his total grip on power, Putin cannot now release them,
for this would be perceived as the end of the Putin era.
Business has become hostage to the system and can exist
only if it plays by the system’s rules. But even when it plays
by the rules it still cannot protect itself from the authorities
and law enforcement agencies, which engage in mass
extortion. The use of force against business has become a
distinguishing feature of today’s Russia, and this makes it

impossible to build an effective economy.

How the Russian system is ruining itself

A number of circumstances continue to mitigate and
blur the Russian situation, creating the impression that

the system can keep going. The commodities economy

12 The most glaring cases were the rapes, slavery, coercion and murders perpetrated by the gang formed by the member of the pro-Kremlin party

connected to local authorities and law enforcement organs in Kushchevsky town (Kransnodarski region) and the prosecutors’ gang in the Moscow region

controlling casinos. See http://www.novayagazeta.ru/society/555.html and http://www.gazeta.ru/social/2011/02/16/3527826.shtml.
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continues to pump money into the state budget. The
government proclaims decent-looking macroeconomic
indicators. The Russian elites, though aware of the self-
destructive course the country is on, reassure themselves
with the hope that trouble is still a long way off. In any
case, they all have guaranteed for themselves safe places
far from Russia in the event of a cataclysm. Constant
squabbles and in-fighting among opposition groups and
figures, egged on by the Kremlin, discredit the opposition.
The authorities have managed so far to channel social
discontent into nationalist sentiments directed against
migrants and people of non-Slavic ethnicity.”

The nostalgia for empire still present in parts of the
population also mitigates social discontent as quite broad
segments of society prefer for now to sit patiently and
endure in return for preserving Russias great-power
status and ‘areas of interests’* Finally, Russian society’s
deep-reaching atomization, the destruction of old social
and cultural ties, the demoralization and also the growing
depression (reflected in alcoholism, a high male death
rate, increasing suicide rate and murder rates, the growing
number of abortions and degradation of the family as an
institution) also hold these broader segments of society
back from active protests.

However, the evidence is piling up that the Russian
system has a limited lifespan. The question is whether the
system will continue to rot or will implode. This dilemma
may sound too pessimistic and gloomy (even uncom-
fortable) for Westerners accustomed to a more civilized
narrative and experience. From the outside Russia appears
calmer and more predictable, and some even believe that
it is evolving in a positive direction. This optimism only
highlights how different the inside and outside views are.

Structural deficiencies in the system became more
apparent in 2011 and the people have started to realize
this. The myth of the sustainability of Putin’s Eldorado

has been dispelled. In a survey in the autumn of 2011,

43% of respondents said the country ‘is moving in the
right direction, and 38% said it is ‘taking the wrong
direction.’ The public showed no particular enthusiasm at
the news that Putin was seeking a new term in office: 31%
of respondents approved the move (these people make up
the Putin regime’s core support base), 20% were not happy
with the idea, and 41% said they had ‘no particular feelings
about it’ (3% did not know).** Thus people have started to
look at Putin with either indifference or disappointment.

Putin’s personal popularity rating may still be high, but
this “Teflon president’ phenomenon has its explanations:
people in Russia realize that there is only one real institution
in the country - the presidency - and part of the population
is not ready to abandon it for fear of the chaos that might
ensue (though even this institution has been devalued by
Medvedev’s presidency). However, growing criticism of
Putin’s government and the country’s general policy course
shows that people have no real illusions about the regime.

By the end of 2011, 82% of respondents thought that
corruption in Russia had increased or stayed at its old level.
Almost half of respondents said they had lost rather than
gained over the last years, although 51% said that ‘life is
hard but bearable’” This willingness to endure and look for
ways to survive rather than turn to open protest has been
until now one of the main reasons for the country’s apparent
calm. But patience, at least in the big cities, has started to
wane. Before the December 2011 Duma elections 25% of
respondents said they regarded mass protests as a possi-
bility, and only 21% said they were willing to take part in
them. These figures may look negligible, but they mean that
millions of people were ready for active protest.

The Russian public has not only become increasingly
weary of Putin himself; it has also started to reject the
system’s basic principles. Only 33% of respondents thought
in 2011 that ‘power should be concentrated in one pair of
strong hands, while 59% took the view that ‘society should

be built on the foundation of democratic freedom’” In

13 ‘Kremlin Struggling to Keep Lid on Pandora's Box of Nationalism, 20 December 2010, http://www.eurasianet.org/node/62608.

14 In January 2011 around 78% of respondents expressed their support for Russia’s return to the status of ‘great empire’ (with 14% rejecting this idea),

http://www.levada.ru/09-02-2011/0sobyi-put-i-rossiiskaya-imperiya.

15 'Reitingi odobreniya i doveriya' [The Approval and Trust Ratings], http://www.levada.ru/30-09-2011/sentyabrskie-reitingi-odobreniya-i-doveriya.
16 'Vladimir Putin i ego tretii srok' [Vladimir Putin and His Third Term], http://www.levada.ru/07-10-2011/vladimir-putin-i-ego-tretii-srok.
17 'Krizis v Rossii' [Crisis in Russial, http://www.levada.ru/18-10-2011/krizis-v-rossii.

18 'O blagopoluchii naseleniya | demokratii' [On the Wellbeing of the Population and Democracy], http://www.levada.ru/press/2011081003.html.

www.chathamhouse.org



The New Russia's Uncertainty: Atrophy, Implosion or Change?

another poll 24% of respondents said that ‘the interests of
the authorities and the society coincide’ whereas 68% said
that they ‘do not coincide’”

The Russian system cannot even secure the interests
of its ruling class, which explains why its numerous
representatives prefer to have their ‘golden parachutes’
outside Russia. Francis Fukuyama has identified two key
forms of political decay. The first is the failure of ruling
elites to change outmoded institutions and their inability
‘to perceive that a failure has taken place’ In Russia the
situation is more hopeless: the majority among the elite
understands the suicidal path it is on but is unable or not
ready to change it. The second form of decay is the process
of ‘repatrimonialization’ by which the ruling elite tries to
pass its position on to its children or friends. “The two
types of political decay - institutional rigidity and repat-
rimonialization - oftentimes come together, concludes
Fukuyama, 'as patrimonial officials with a large personal
stake in the existing system seek to defend it against
reform’? This process is taking place in Russia: politics and
business have turned into the family affair of influential
clans raised to power during the Yeltsin and Putin years.
Neo-patrimonialism helps to secure vested interests but
also increases the dysfunctional nature of the system from

the standpoint of society as whole.

What prospects for an alternative model?

Looking at Russia from the outside as 2011 gave way to
2012, there were no visible signs of a state about to go into
collapse, as was the case in the late 1980s and early 1990s
when wages went unpaid, production slumped all round,
administration began to break down and crime surged.
With the exception of a few large cities, the situation across

the country was outwardly rather calm. However, as the

December protests and Putin’s dwindling support proved,
this calm has been deceptive.

The December awakening was a shock as much for the
Kremlin as for the major part of a pundit community
that had been feeling the growing frustration and anger
but had not expected the outburst so soon in the most
prosperous and conformist communities. Just before
the unrest, some astute and respected Russian analysts
argued that system was ‘fundamentally solid and durable;,
that ‘it will not collapse, and it will not radically evolve,
and that ‘no serious threat to the regime seems likely’
because the system ‘suits Russian citizens well enough’
Most such conclusions were based on the assumption
that Russians found a way to solve their problems indi-
vidually rather ‘than to challenge national institutions
collectively’®

Another popular assumption was that the elite and
the population agreed to play along, following the rules
of a game based on opportunism, hoping to be incorpo-
rated in the system rather opposing it. It was supposed
they silently agreed to give the regime unconditional
loyalty in exchange for paternalistic guarantees. It
appears that those who put forward such explanations
failed to understand that numerous social groups are
not ready to make what to the analysts seemed to be a
rational choice.

Polling surveys too appeared to fail to detect the change.
According to a November 2011 Levada Centre forecast,
the Kremlin’s United Russia party was expected to get
56% of the vote at the parliamentary elections.”® While the
official results gave United Russia 49.3%, in reality it did
not received more than 35% and the rest was the result of
ballot-rigging. This indicates that attitudes towards the
regime could be more negative than people are ready to
admit openly and that there is much more frustration in

society than one would have thought earlier.

19 'O pravakh cheloveka ...' [On Human Rights ...], http://www.levada.ru/17-11-2011/0-pravakh-cheloveka-interesakh-vlasti-i-obshchestva-v-rossii.

20 Marina Litvinovich, ‘The Power of Families. The Government. Part One’ (2011), http://www.election2012.ru/reports/ 1/ and http://www.newsru.com/

russia/22apr2011/meg_corrhtml.

21 Francis Fukayama, The Origins of Political Order: From Prehuman Times to the French Revolution (London: Profile Books, 2011), pp. 462-54.

22 Vladislav Inozemtsev, ‘Neo-Feudalism Explained, The American Interest, vol. VI, no. 4, March—April 2011, pp. 73-74.
23 'Vybory v ..." [The Elections to...], http://www.levada.ru/25-11-2011/vybory-v-gosdumu.

24 See http://www.gazetaru/maps/elections2011/russia.shtml#0.

25 Novaya Gazeta has published numerous essays describing how the ‘fraud machine’ has been working. See http://www.novayagazeta.ru/topics/12.html.

www.chathamhouse.org




Putin Again: Implications for Russia and the West

The protest tide was the spontaneous movement of
representatives of the middle class, the expert and media
community, intellectuals and the younger generation,
mainly in the big cities.” The protests have had a mostly
moral and ethical dimension. After a long silence, the issues
of respect for the dignity of individuals and fair rules were
introduced into Russian politics, which is a great advance.
The fad that part of the glamour class, representatives of the
higher echelon of the political and business elite, attended
the first rallies proved that, unexpectedly, even they want to
be respected and aspire to have a sense of dignity. Beyond a
newly emerging thirst for morality, there is a quite rational
explanation for this sudden and supposedly irrational non-
conformism: the understanding that the Putinist system is
not sustainable and will go down. In this situation it is safer
to be outside the system and even in the opposite camp, and
to let everyone know that one was on the right side when the
first wave started. This explains why so many representatives
of the ruling elite — oligarchs, bureaucrats, former ministers
and political leaders, or their wives or children — were at the
rallies.

The first wave of protest, under the slogan ‘For Fair
Elections, has been a systemic protest. The newly emerged
‘angry class’ demanded honesty and fairness within the
existing system. Soon the protests started to become radi-
calized, fast acquiring an anti-Putin flavour and becoming
an anti-regime protest. However, these developments did
not undermine the principle of personalized power and the
constitutional framework that supports this type of rule.
Moreover, the developments in recent months have demon-
strated a longing on the part of various urban groups for new
leaders (for instance, blogger Alexei Naval'niy has emerged
as the new political star). This still fits the old personalized
paradigm of politics in which a charismatic leader is the key
mobilizing force that stands above society. The first wave of
the ‘Russian awakening’ happened too early and has hardly
had a chance to succeed - if success is viewed in terms not
only of getting rid of Putin but of removing the system of

personalized power as well in the short term.

Notwithstanding what may happen in the future, there
is something new in the Russian political atmosphere - an
understanding of the temporary, transitional nature of the
current regime and even system, a feeling among broad
layers of society that they have no future and are expend-
able. In fact, in the view of various social groups and even
yesterday’s apolitical people Putinism (as the leadership
and the type of regime) is dead.

For the regime there is no middle road, as some believe.
Whatever route Putin takes — liberalization or crackdown -
he will lose. The reason is not only that the genie of freedom
and the search for fairness is out of the bottle. Even more
important is the fact that the people have seen a leader
who could be aggressive but whose aggressiveness is a sign
of growing impotence.” The understanding of the inevita-
bility of change and readiness to help it come is the most
optimistic and reassuring element in the new Russian reality.

There is also a growing understanding that the change
will not come from within the system, that it will be result
of political and social pressure on the part of society and
not the outcome of any reformist activity by the ruling
class. One could wonder, of course, what the impetus
for such pressure will be. Could a new rigged election in
March 2012 play this role? Or will it be triggered by the
decline of oil prices and the piling economic problems?
Most likely, the alternative will be born out of a new
protest cycle spurred by a combination of political and
economic factors.

Meanwhile, the Kremlin is thinking hard about its
defensive strategy. During and immediately after the
December crisis the authorities at first used violence
against the protesters as they had usually done before. But
soon the decision-makers realized that they had to change
tactics and they rushed into offering a conciliatory package
of half-baked changes for the legislature and promises to
liberalize party registration. The sudden decision of the
oligarch Mikhail Prokhorov to register as a presidential
election candidate (and his registration in the role of

virtual candidate when opposition representative Grigorii

26 According to Levada polls, during the rally on 24 December in Moscow around 44% of the participants in the rally were ‘specialists’ (experts), 12% were

students, 8% were business owners, 8% were heads of businesses with more than 10 people, 9% were heads of businesses with fewer than 10 people,

8% were office staff and the rest were representatives of other social groups. See 'Opros na Sakharova ..." [The Polls at Sakharov ...], http://www.

levada.ru/26-12-2011/opros-na -prospekte-sakharova-24-dekabrya.

27 Guillermo O'Donnell once called this type of leadership impotent omnipotence; in ‘Delegative Democracy, Journal of Democracy, vol. 5, no. 1 (January 1994), p. 59.
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Yavlinski was refused registration) and the appearance of
Alexei Kudrin with an offer to act as a mediator between
the ‘street’ and Putin showed how desperate the Kremlin
was to dilute the protest. It was apparent that the ruling
team had decided to stifle the angry crowd by such
embraces and to split the opposition, targeting first the
liberal-democratic groupings that had been the most vocal
protestors. The authorities decided to use promises and an
apparent readiness to negotiate to strengthen the voice of
cautious opportunists among the opposition. Old tricks no
longer work. Ironically, the Kremlin’s allies have started to
look for ways to cut the leash: the majority of the presiden-
tial candidates who until recently were obediently playing
their roles in the Kremlin theatre suddenly accepted the
demands of the protesters. This shows just how deep the
cracks in the system are.

In case the tensions grow the Kremlin has a few other
carrots available. It can fire the most disgraced officials; it can
start some cleansing of the government corruption; it can
even agree to hold new Duma elections.* But there is one
bastion that the Kremlin will never surrender and that is the
monopoly hold on power. The ruling team will not surrender
Putin either - yet! In case of need, it will be ready to fight
for its life. The skyrocketing expenditure on the military and
special services suggests that the Kremlin has been oiling the
mechanisms of repression.

The delegitimization of the regime continues in the
meantime. At the beginning of 2012 Putin and his team
still had the support of provincial Russia but that has

been dwindling and this process cannot be stopped. In a

situation where the economy is stagnating and financial
reserves are depleting fast, Putin would inevitably lose the
backing of those still loyal to him - lower-income groups
and pensioners. The merger of the revolt of ‘advanced’
Russia and the protests of ‘Soviet Russia® could create a
political tsunami. The problem that will emerge soon will
be how to bridge the different agendas of these ‘two Russias.

Polls taken at the end of December 2011 showed
that around 44% of respondents supported the election
protests (41% did not) and that 54% were convinced that
the regime used the elections to ‘preserve its power’”
The polls after protest rallies in Moscow showed the
growth of the anti-regime moods in the capital - 45.5% of
Muscovites supported the protest and 40.5% wanted new
parliamentary elections,” while 29% of Muscovites said
they were ready to take part in future protests.”” About
63% of Russians said they expected 2012 would not be
calm. Nearly 21% said they thought that Russia would see
a coup détat and 56% said that rallies and turmoil were
a possibility.? With a sense of foreboding, Russians have
been mentally preparing for rough times ahead.

Russias development in the near term depends on two
factors. The first is the extent of resources at the disposal
of the regime - its support within society and the financial,
administrative and repressive instruments that could be used
to prolong its life.” So far Putin’s regime still has the means to
reproduce itself through the presidential elections in March
2012 and sustain itself for some time. But the Kremlin will
have to use fraud to guarantee Putin’s re-election and this will

reduce the legitimacy of the regime even further.

28 The proposed changes that allegedly have to liberalize the political system (‘the Medvedev package’) in reality will be cosmetic or broaden the Kremlin's

room for manoeuvre. The governors’ elections, according to Putin, will have to proceed through the ‘presidential filter' (apparently the president will pick

the candidates for election). The new rules for party registration (instead of 45,000 members the party to be registered will need only 500) will result

in a mushrooming of new parties, which will make it easier for the Kremlin to control them. In any case, the new rules will not change the situation

because the next Duma elections will take place in 2016. The same could be said about the suggestion to cut the number of signatures needed for the

presidential candidate to register from 2 million to 300,000 signatures — the next presidential elections will be held in 2018 and even with the lesser

number of signatures the central Electoral Commission could disqualify a candidate if the Kremlin wished this.
29 Georgii llichev, The December Polls — 2011, Novaya Gazeta, 11 January 2012
30 'Moskvichi o protestnykh' [Muscovites on the protest...], http://www.levada.ru/22-12-2011/moskvichi-o-protestnykh-mitingakh.

31 'Moskvichi ob oppoziysii' [Muscovites on Opposition...], http://wwwlevada.ru/19-12-2011/moskvichi-ob-oppozitsii-i-aktsiyakh-protesta-vystupleniyakh-v-

podderzhku-edinoi-rossii.

32 'Chego ozhidayut rossiyane' [What do the Russians expect ...], http://www.evada.ru/29-12-2011/chego-ozhidayut-rossiyane-v-nastupayushchem-godu.

33 However, the Kremlin hardly could rely on the loyalty of its repressive instruments. Alexei Filatov, Vice-President of the Alfa Anti-Terror Veterans’

Association, admitted that according to the polls among the law enforcement organs prepared for the Security Council, about 90% of the rank-and-file

officers are critical of the authorities. According to polls conducted by the trade union of the militia veterans among police officers before the Duma

elections, a mere 3.8% were planning to vote for United Russia and the rest were going to vote for other parties (mainly for communists). Thus

the mood within the ‘power structures’ is far from loyal with respect to the Kremlin. Alexei Filatoy, ‘Tichi Bunt Silovikov' [Quiet Revolt of the Siloviki],
http://www.echo.msk.ru/blog/alfafilatov/850938-echo/, 21 January 2012.
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Irrespective of the mechanism used for getting Putin
back to the Kremlin, he will face serious economic
problems that he cannot solve without solid popular
support. The Kremlin might manage these problems if it
still enjoyed a dozing society, an oil price bonanza and
a Soviet industrial infrastructure that was still working
(albeit with problems), but it does not have these safety
nets any more. If Putin risks undertaking real economic
reform, he will lose his traditional base of provincial
Russia, pensioners and the bureaucracy. If he continues
with a paternalistic policy, bribing loyalists and allowing
his apparatus to rip apart the country, he will accelerate the
economic downfall.

The second factor that will influence Russia’s trajectory
is the readiness of the Russian democratic opposition to
consolidate on the basis of a clear strategy that will not
only set feasible tactical priorities but will recognize the
need for the constitutional change that liquidates the struc-
tural basis for autocracy, i.e. the super-presidency. The new
Russia has to move from fighting to gain a monopoly on
power to the struggle against the very principle of monop-
olized power. That will help Russian society abandon its
centuries-long search for a leader-saviour and realize that
it needs fixed rules, not fixers. Regrettably, at the moment
the anti-regime mood in society is developing faster than
the political opposition can unite, even as parts of society
and some opposition forces are still looking around for a

new charismatic leader to mobilize them.

Conclusion

We are observing the beginning of the end of the current
Russian political regime headed by Putin. The final act
could take some time: dismantling the Russian matrix
will be a marathon, not a sprint. The regime will fight
for survival by using the promise of liberalization as
well as intimidation and repression. There are powerful
entrenched interests that will support it. When Putin’s
personal preservation is no longer possible, one cannot
discount either a consensual change of leaders among the
ruling cabal, with Putin leaving the Kremlin voluntarily,

or a palace coup. Besides, the end of the regime does not

mean the end of the system of personalized power - a
change at the top could give the system some strength
to continue for some time. The demise of the model of
personalized power that has been suffocating Russia for
centuries can be expected to be painful and to have both
hostages and victims.

The first protests can be expected to subside at some
point, just as the new ones that will happen in the spring
could fizzle out too. Part of the ‘angry class that took to
the streets of Moscow may return to their desks if their
demands for a fair presidential election in March are
partially met. The Kremlin could make the presidential
vote in Moscow more or less fair and compensate for lost
votes for Putin in provincial Russia where the population
could still be forced to accept falsifications. In the end
the most pragmatic part of the ‘angry class’ may agree to
a new trade-off with the Kremlin: cosmetic changes in
the political system, such as new elections for the Duma
eventually, in exchange for renewed loyalty. However, the
conformism of the pragmatists is likely to be tentative and
short-lived this time. Today they still fear violence and the
Kremlin’s repression, and many of them may choose to
wait and see. But there is no doubt about the pragmatists’
rejection of the regime and the leader. They feel the
Kremlin’s weakness and when the new protest tide comes,
they will not hesitate to join it.

Russia will have to go through a political frost and the
regime’s attempts to tighten the screws. There will be a lot
of dramatic falls and ascendancies — some political clans
will fade and others will emerge; coalitions will be forged
and will split; disappointment with some political forces
will lead people to choose ‘love affairs’ with others. The
regime will attack and back off, make reshuffles, promise,
threaten and cajole. In a word, the usual tale of agony that
has happened so many times in Russia’s history will repeat
itself. But the feeling is that the agony of Putinism cannot
last long - either the regime will take the decisive step and
provoke society, or society will take the decisive step on
its own.

The only way to transform Russia’s system is not only to
get rid of the current ruling team but to eliminate the old
triad of personalized power, merger between power and

business, and imperial ambitions. Powerful pressure from
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outside the system will be needed to set a transformation
in motion. Moreover, the post-communist elite built a
system that lacks constitutional and political means of
resolving the conflicts and deadlocks. In this situation
revolution could become the only means to displace the
rent-seeking stakeholders and restructure the system in
order to make it open to the interests of society.

The political and social actors who would be ready to
exert this kind of organized pressure have not emerged yet.
But the fact that Russian society has started to rise suggests
that agents of change will appear sooner than many hoped.
They could emerge from among mid-level innovation-
linked business, the media community, experts’ circles,
intellectuals and younger people from the post-Soviet

generation. Until recently the authorities prevented any

new political actors from gaining strength by constantly
clamping down on or discrediting any sign of opposi-
tion activity. However, such attempts on the part of the
Kremlin now might only stimulate the creation of a new
transformative class.

If Russia fails to build a real alternative to the current
regime in the next decade, the system may go into open
disintegration. This would greatly complicate attempts to
set up new rules based on liberal-democratic principles.
The collapse of the old system and public discontent
could bring about a repeat of 1991 and see the monopolist
tendency simply regenerate itself in a new guise. Russia’s
political class and society do not have much time to find
peaceful ways out of the current dead-end before the

system starts to unravel.
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4, The Russian
Economy and its

Prospects
Philip Hanson

Introduction

The Russian economy was transformed in the 1990s. It
now needs to be transformed again. That is the view of
Russian liberal critics of the Putinist order. They speak of a
need not merely for reform but for ‘systemic reform’ This
was never likely to come about in the near future. The new
political line-up makes it more unlikely.

Outside observers might be forgiven for thinking that
systemic reform, altering fundamental institutions and
working arrangements in the economy, is something
that Russia has already undergone once, with consider-
able pain, and that the country could be spared a repeat
performance. Unfortunately, the institutional changes that
have occurred in Russia since 1991 are akin to a bungled
operation. Russia has a market, capitalist economy, but not
a very good one. The hope must be that corrective surgery
can be carried out more or less painlessly. This is not easy
to envisage, however. Nor is there any certainty that it will

be carried out at all, painlessly or otherwise.

At the heart of Russia’s ‘systemic’ problem is the
relationship between political power and business. In this,
it is not alone. “Turning money into power and power back
into money are Washington’s two main industries, writes
Jeffrey Sachs.! But America’s ‘corporatocracy’ (Sachs’ term)
and Russias corruption and lack of a rule of law are
different pathologies.

I begin this chapter with a review of the strengths and
weaknesses of the Russian economy. I move on to a discus-
sion of both macro-economic policy and institutional
reform and then consider the case for radical institutional
change, the changes being proposed, the chances of
success under a new Putin presidency and the implications

of success or failure for the Western countries.

Strengths and weaknesses

The economic difficulties facing the Russian people are
less acute than those that face the European Union and
the United States today. It would be quite misleading to
say that the Russian economy is in decline or is doomed to
decline. Only in some worst-case scenarios (of which more
below) are analysts projecting a fall in Russian economic
activity at any point within the next few years.

In 2010-11 Russia’s economy grew at about 4% a year.
Unemployment at mid-2011 was 6.5%. The current account
of the balance of payments showed a surplus of $101 billion;
the 2011 federal budget surplus was at 0.8% of GDP and
consumer prices rose by 6.1%, the lowest end-year figure
since the fall of communism.* Public debt was about 11%
of GDP? Per capita GDP in purchasing power parity terms
in 2010 was $15,612;* this puts Russia comfortably in the
World Bank’s category of ‘upper-middle-income countries’

The problem facing the Russian economy is that its
recent performance and future prospects are disap-

pointing. They are a disappointment to the country’s

1 Jeffrey Sachs, The Price of Civilization (New York: Random House, 2011), p. 237.
2 Ol'ga Kuvshinova and Yevgeniya Pis'mennaya, ‘Raskhody byudzheta okazalis’ na 200 mird rub. nizhe zaplanirovannykh’ [Budget expenditure 200 billion

roubles lower than planned], Vedomosti, 11 January 2012; Margarita Lyutova, ‘V Rossii zafiksirovan rekordniy rost potrebitel'skikh tsen’ [Record growth of

consumer prices registered in Russial, in ibid.

3 Rosstat and Central Bank of Russia statistics, www.gks.ru and http://cbr.ru/statistics/.

4 International Monetary Fund, World Economic Outlook database, September 2011, http://www.imf.org/external/pubs/ft/weo/2011/02/weodata/
weoreptaspx?sy=2009&ey=20168&scsm=18&ssd=18&sort=country&ds=8&br=18&c=9228&s=NGDPD%2CPPPPC&grp=08&a=&prx=19&pry=9.
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policy elite, to much of the business community and, to
judge from opinion surveys, to much of the population.
The ancient Russian custom of not catching up with and
overtaking more developed countries looks likely, yet
again, to be preserved.

Between the Russian financial crisis of 1998 and
the global financial crisis of 2008 Russia’s GDP grew
at about 7% per annum. In 2009 it fell by 7.8% year-
on-year. That was the worst setback experienced by
any G20 nation. It was worse than the slowdowns or
modest declines experienced by other large emerging
economies and other major oil exporters. True, it was
not as large as some of the declines observed in several
smaller ex-communist countries such as the Baltic states,
and Russias leaders could derive some comfort from
that. However, economic performance since 2009 has
not reverted to anything like the buoyant growth of the
inter-crisis period, and no forecasts, including those of
the Ministry of Economic Development (MinEkon),
envisage it doing so. This is worrying for a country with
labour productivity still only at about 44% of that of

Germany.’

Figure 1 shows both the recent record and one of the
more optimistic MinEkon projections (as of early 2011)
for the next few years. It shows year-on-year percentage
changes for both real GDP and the average annual Urals
oil price, on separate axes. The GDP projections are for
the official ‘innovation’ scenario, so they end with an
optimistic uptick in 2020. Before that the growth rate
drops below 4% in several years. The projections of the
oil price are largely conjectural and exhibit a lack of
imagination. They show it falling in 2012 and then edging
up very gradually at around 2% a year. If history is any
guide at all, the oil price will be a lot more volatile than
that.

The prospect of economic growth at 4% a year would be
a cause for jubilation in the developed West. For Russia, it
should, arithmetically, mean continued ‘catching up and
overtaking’ The snags are that the catching-up would be
in slow motion, Russia would be dawdling by comparison
with other large emerging economies, and there are some
worrying downside risks as well. Household real income
growth has slowed, along with GDP, perhaps causing some

damage to public satisfaction with Russia’s progress.

(year-on-year % changes)

Figure 1: Russia: GDP and the Urals oil price, 1998-2011 actual and 2012-20 projected by MinEkon
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5 Author's calculation for 2009 based on GDP in purchasing power parity (PPP) dollars from IMF World Economic Outlook database of October 2010,
divided by employment data from the same source for Germany and, for Russia, from Rosstat: Germany $69,900; Russia $30,500.
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Having already constructed baseline, optimistic and
conservative projections through 2014, MinEkon in
September 2011 produced a worst-case and an even-worse-
case one. In the former, the eurozone stagnates, US growth
slows further and the Russian economy grows at only 2.5%
in 2012 and 1.5% in 2013. In the latter, the Urals oil price
falls to an annual average of $60/barrel in 2012 and Russian
GDP falls in the following year by between 0.5% and 1.4%.°

These scenarios illustrate something that troubles
Russia’s political elite: a double-dip recession or stagnation
in the West is not an opportunity for the country to catch
up but a reason for it to slow down. About half of Russian
merchandise exports go to the EU. About two-thirds of all
Russian merchandise exports are oil and gas, equivalent in
2010 to almost a fifth of GDP. Russia’s economic prospects

are tied very closely both to Europe and to the price of oil.”

Why has the Russian economy slowed
down?

One possible reason for the slowdown is that Russia has got
caught in the middle-income trap. Data for the period since
1957 show that initial fast growth in a number of countries
slowed down by at least 2 percentage points a year when
their per capita GDP reached somewhere in the region of
$17,000 in 2005 international prices.® Characteristically, these
slowdowns were associated with slowing growth of total
factor productivity (output per unit of labour and capital
combined). One plausible interpretation of this evidence is
that these middle-income countries had reached a point at
which easy gains from the flow of labour and capital out of
low-productivity sectors into higher-productivity sectors, and

also from technology transfer, had begun to be exhausted.

It is possible that this diagnosis also applies to Russia
now. But there are some likely influences that do not fit the
middle-income-trap diagnosis. They seem to be specific to
Russia and to the present international economic conjunc-
ture.

During the inter-crisis boom, Russias working-age
population was growing, the oil price was, for much of
the time, rising, and in 2003-08 international credit to
Russian banks (facilitating their domestic lending) and
to Russian non-bank corporations was growing rapidly.
These benign influences have since weakened or gone
into reverse.

Demographic influences are perhaps the most
important. In the inter-crisis boom, despite the fact that
the total population was falling, working-age population
and actual employment were growing, partly because
of the age structure of the Russian-born population and
partly because of immigration. Now Rosstat estimates that
the population aged between 15 and 65° is likely to fall
from 102.2 million in 2010 to 91.1 million in 2030, despite
a projected net in-migration of 4.5 million."

The sharp fall in young entrants to the labour force has
three damaging effects on economic growth. It reduces
the quantity of labour inputs. It reduces productivity-
enhancing occupational shifts, since new entrants tend
to be taken on in the more rapidly developing branches
of the economy. And it reduces the rate of growth of
human capital, since this is the age group that most rapidly
acquires new skills.

On top of that, two growth stimuli of the boom period
are likely to be much weaker during the next few years:
international lending to Russian banks and companies is
not expected to resume its rapid rise; nor is the oil price,

short-term volatility apart.

6 Ol'ga Kuvshinova, ‘Minekonomrazvitiya napisalo stsenariy novoi volny krizisa’ [The Ministry for Economic Development has prepared a scenario for a new

wave of economic crisis], Vedomosti, 9 September 2011.

7 Russia is nonetheless not as vulnerable as most of central and southeastern Europe to events in the eurozone. See the EBRD assessment of vulnerability in
Table 2 (p. 7) in 'Economic Prospects in EBRD Countries of Operation http:/www.ebrd.com/downloads/news/REP_October_2011_181011_Final.pdf.
8 Barry Eichengreen, Donghyun Park and Kwanho Shin, ‘When Fast Growing Economies Slow Down. International Evidence and Implications for China),

NBER Working Paper no. 16919, March 2011.

The official retirement age is 55 for women and 60 for men, but many pensioners work.

10 As cited in the Interim Report of the experts engaged in revising the national 2020 strategy, Promezhutochniy doklad o rezul'tatakh ekspertnoi raboty po

aktual’nym problemam sotsial'no-ekonomicheskoi strategii Rossii na period do 2020 goda [Interim report on the results of expert analysis of current issues

in Russia’s 2020 socio-economic strategy], downloaded from the Kommersant website on 19 August 2011, http://kommersant.ru/content/pics/doc/
doc1753934.pdf at p. 163; henceforth referred to as Promezhutochniy ... 2011.
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The slowdown, therefore, does not necessarily mean that
the business environment in Russia has got worse. It may
or may not have. The recent and prospective slowdown in
economic growth can probably be accounted for by the
influences just described, without recourse to the notion
of a worsening business climate."

What could improve the growth rate, given these
negative influences? Higher rates of immigration would
help, but Russia does not attract highly qualified workers
in more than tiny numbers, and immigration from the
Transcaucasus and Central Asia is politically sensitive.
A higher rate of growth of the capital stock would also
help, but the share of fixed investment in GDP remains
modest for an emerging economy: 20.5% in 2010. A faster
rate of introduction and diffusion of new products and
processes is another obvious candidate. It is associated in
the minds of many Russian officials and politicians with
diversification of the economy, with Russia becoming a
‘knowledge’ economy and in general a place to be proud of.
Hence the political attention to the idea of modernization.

This is where the poor quality of the business environment
comes in. It may not be the cause of the slowdown but it needs
to be improved if the economy is to regain a more encour-
aging momentum. Without fundamental reform of Russia’s
economic institutions it is hard to see where faster growth of

investment or of technological progress is going to come from.

Budgetary problems

Russian policy-makers face a more immediate and more
tractable problem than the long-term one of a poor business
environment: excessive public spending. If the federal and
sub-national budgets are taken together, total spending
planned for 2012 would be 39.1% of GDP.? Public debate
focuses on the federal budget only, which is reasonable since
sub-national governments can run only very small deficits.
But it is worth bearing in mind that total public spending is

rather high for a middle-income country.

The Duma has approved the federal budget plan for
2012 and the outline plan for 2012-14, and critics warn
that spending is set too high over the next few years. The
planned spending still depends heavily on the oil price.
The annual average Urals oil prices assumed in the budget
outline plan, of the order of $100, are plausible enough, but
leave a large downside risk. At a $60 oil price in 2012, the
federal budget deficit would be 5.5% of GDP, according to
estimates by former Minister of Finance Aleksei Kudrin.”
A deficit of that order may be viable for a time in some
nations, but would be very damaging in Russia, where
confidence in the economy is already weak. The Ministry
of Economic Development estimates that this scenario
in 2012 would be followed by a fall in GDP of 0.5-1.4%
in 2013.

Kudrins resignation in September 2011 has drama-
tized the struggle between fiscal conservatives and big
spenders. He has argued that the state should give priority
to rebuilding its Reserve Fund instead of doing what it is
currently doing: boosting public-sector pay and pensions,
re-equipping the military and spending on top-down
industrial ‘modernization’. The objectives of policy should,

in Kudrin’s view, be to:

®  design a federal budget that will balance at an oil price
of $90 a barrel in 2015;

® restrict spending if the oil price falls (by capping the
‘non-oil-and-gas deficit’ planned for the budget);

® review (and, by implication, cut) planned defence
spending;

® peg pensions to the rate of inflation, rather than
increasing them in real terms; and

® Jower, year by year, the ratio of budgetary spending
to GDP.

This is a serious matter. A Putin-led regime might
be capable of dealing with it once the 2012 presidential
elections are over, but recent political developments cast

some doubt on its capacity to do so. The record on policy is

11 For more detail on this growth accounting argument see Philip Hanson, ‘Russia to 2020} Finmeccanica Occasional Paper, November 2009; and Masaaki

Kuboniwa, ‘Russian Growth Path in Light of Production Function Estimation Using Quarterly Data) in lika Korhonen and Laura Solanko (eds), From Soviet

Plans to Russian Reality (Helsinki: WSOY, 2010) pp. 39-53.

12 World Bank in Russia, ‘Russian Economic Report: Growing Risks in Russia), 14 September 2011.

13 Aleksei Kudrin, ‘Bortom k volne’ [Riding the wave], Kommersant, 15 October 2011.
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encouraging. Putin tended in the past to support Kudrin’s
calls for fiscal prudence (although he overrode them in
the 2007-08 electoral cycle, with damaging results for
inflation). He has not usually been on the side of the big
spenders. He may be capable of cutting, for example, the
wildly over-ambitious military spending plans, even if
Kudrin were not to return to the government." Putin’s loss
of credibility in the face of the large protests that followed
the December 2011 Duma elections, however, lowers his
ability to reimpose fiscal discipline. He and his close associ-
ates are now more likely than before to find it necessary to
appease the military, along with the other constituencies for
big public spending. The question of institutional reform,

therefore, is even less likely to find a satisfactory answer.

The rule of law and all that

What is wrong with Russias economic institutions? The
answer is familiar. It has become something of a cliché to say
that the rule of law and therefore the protection of property
rights are weak in Russia. It is also true. Russia fares badly
in the World Bank’s governance indicator for Rule of Law."

The World BanKk’s ‘ease of doing business’ (EoDB)
index provides background information on the Russian
state’s excessive and corrupt intervention in the economy.
This is based on survey data on the time and number of
official procedures needed to negotiate legal and regula-
tory requirements, and the cost entailed, in a range of
basic business activities. Table 1 summarizes Russia’s
position out of 183 nations in the EoDB 2012 rankings,
based on 2011 information. Russia also comes out poorly
in other such scoring systems - the OECD’s product
market regulation index, the World Bank/EBRD Business
Environment and Enterprise Performance Survey, the
World Economic Forum’s Global Competitiveness Report
and several more - as far as economic arrangements that
depend on legislation and the quality of public administra-

tion are concerned.'

Table 1: Russia — EoDB rankings 2012 (n = 183)

Starting a business 111

Dealing with construction permits 178
Getting electricity 183
Registering property 45
Getting credit 98

Protecting investors 111

Paying taxes 105
Trading across borders 160
Enforcing contracts 13
Resolving insolvency 60
Overall 120

Source: World Bank, Ease of Doing Business (http://www.doingbusiness.org).

The argument that such survey findings merely show
Russia to be ‘normal’ for its development level does not stand
up. Russia is, in World Bank categories, an upper-middle-
income country. Of the 49 upper-middle-income countries
included in the 2012 EoDB rankings, it comes 40th.

Russian arrangements allow the illicit extraction of
kickbacks and theft of assets by predatory officials and by
businesspeople closely connected to them. In addition,
informal links between particular businesspeople and
officials, at the national, regional and local levels, are
deployed by incumbent firms to keep out market entrants
and to undermine established rivals. Regulation provides
the instruments. State officials use tax demands, environ-
mental and other regulation, and certification and licensing
either to extract rents for themselves or to favour cronies.

This rent-seeking behaviour takes a variety of forms.
The Russian word reiderstvo, for example, denotes, not
corporate raiding in the (generally) legal sense of the
Western term, but the illegal grabbing of assets, usually
with official connivance. One form of reiderstvo was expe-
rienced by Hermitage Capital Management: the theft of
company assets by policemen.” This example involved a

Western investor. The case became notorious far beyond

14 The military analyst Stephen Blank, however, points out that a re-capitalization of the military has already been delayed and the pressures for it are now very

strong. (Response to questions at the ASEES conference panel on Economics and Defense in Contemporary Russia, Washington, DC, 18 November 2011.)

15 A score in 2008 of -0.968 in a range between +2.5 and -2.5, http://info.worldbank.org/governance/wgi/pdf/wgidataset.xls.

16 In the WEF GCR Russia scores well on criteria such as market size and rate of growth and workforce skills.

17 ‘Testimony of William Browder, CEO, Hermitage Capital Management, US Commission on Security and Cooperation in Europe, 23 June 2009.
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Russia because of the death in custody of the lawyer Sergei
Magnitskii, who first uncovered the scam. Russian busi-
nesses are commoner and less widely publicized targets.
The dubious acquisition of assets is usually conducted
with help from pliable courts. This was one ingredient in the
Hermitage case. It has also been a feature of actions against
the Russian assets of the Norwegian telecoms company
Telenor," and against BP in its role as co-owner of TNK-BP.
The role of the state in these phenomena is not simply
one of predation. There is also the entrenched view that all
wealth and all power stem from the state, so that informal
state control is widely seen as in some sense necessary.”
This seems to be the background to the much-quoted
remark of the aluminium tycoon Oleg Deripaska in July
2007: “If the state says we must give up our companies, we
will give them up. I do not separate myself from the state.*
A leading businessman has given the following guide-
lines for survival: ‘Pay your taxes on the due date, neither
before nor after. Avoid anything that might be construed as
politics, such as public statements. Stay off the inner circle’s
commercial territory. Keep the inner circle well-informed
of your activities*
Even if one follows this guidance, the Russian business
environment is still full of pitfalls. This has inhibited the

country’s development.

Present and future consequences of a
difficult business environment

The main consequences of this difficult environment in
Russia are that the small-business sector is compara-
tively under-developed; competition is weak; incentives

to invest in the country are constrained by a lack of

confidence in the ability to secure the returns; large
private firms are closely held, typically through offshore
holding companies; and part of domestic savings is chan-
nelled abroad.

Small business

According to official Russian data for 2009, 4.5 million
people worked in firms of 1-15 employees, 5.7 million in
firms with 15-100 employees, and there were an estimated
four million unincorporated sole traders.”? These are not
negligible numbers. It is hardly the case that Russia lacks
small businesses. Still, these numbers add up to only
about 21% of employment. In Central and West European
countries the comparable share is more of the order of
40-50%. Russia is under-endowed with this particular

source of economic vigour.

Competition

Several analysts of the Russian economy have noted
the extensive impediments to internal competition. One
summary measure of the degree of competition is the
OECD’s product market regulation (PMR) indicator. This
combines 18 indicators under three headings: state control,
barriers to trade and investment, and barriers to entrepre-
neurship. The higher the indicator, the more regulation
and the less competition there is. The latest data available
show that the OECD average for 2008 was 1.340 and the
Russian PMR was 3.094. For further comparison, Greece
had a PMR of 2.374.%

There are some dynamic and competitive Russian
companies, despite everything. Examples include Yandex
(search engines), Kaspersky Lab (anti-virus software),
the X5 retail Group, and Wimm-Bill-Dann (soft drinks

and dairy products; recently taken over by Pepsico). But

18 Telenor's Executive Vice-President, Jan Edvard Thygesen, posted on the company website a statement including the observation that this was ‘yet another

escalation of the attempts to steal our VimpelCom shares with the aid of Russian courts’ (accessed 20 March 2009; removed from the website after

Telenor held on to its assets and reached a truce with its Russian partner; see also T. Dzyadko and A. Golitsyna, ‘V Nyu-York za pravdoi’ [To New York in

search of the truth], Vedomosti, 11 June 2009).

19 Exactly how this control works is not clear. Clifford Gaddy and Barry Ickes argue that the key is the monopoly of a (continuing) compilation of the real

financial data of Russian business groups, held by Putin and a small circle of his associates, that can be deployed against any tycoon who steps out of

line (Gaddy and Ickes, ‘Putin’s Protection Racket, working paper presented at November 2011 meeting of ASEES in Washington). Why, if this is really the

heart of the matter, such flimsy, trumped-up charges were used against Mikhail Khodorkovsky (in both the cases brought against him) is mysterious.

20 RFE/RL Newsline, 2 October 2007.
21 Private conversation with author.

29 OECD, OECD Reviews of Innovation Policy: Russian Federation, 2011, p. 81.

23 OECD, www.oecd.org/dataoecd/33/12/42136008.xls.
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the scope for such companies to thrive is limited. The
tendency is for dynamic companies like these to appear in
industries that either did not exist at all in Soviet times or
were woefully under-developed before 1992. It also helps if
the post-Soviet state is no more than minimally involved.
Unfortunately, there is a large part of the economy where

these conditions do not apply.

Incentives to invest at home
It is a striking feature of Russian economic activity that
there has been a net outflow of private capital in every year
since the disintegration of the USSR except 2006 and 2007.
Figure 2 shows the balance-of-payments current account,
where a persistent surplus makes possible an outflow of
capital, and the recorded net flows of private capital from
1998 to 2011.* In the recovery since 2009 the net outflow
has continued. In 2011 it was $84.2 billion.*

Between them, Russian firms, households and the
state tend to save more than they invest at home. Russia,
Poland and Turkey all have similar, moderate ratios

of investment (in the broad sense of fixed investment

plus the change in inventories) to GDP. In 2010 these
percentages were 20.3, 20.8 and 20.1, respectively.
The ratios of saving to GDP were, in the same order,
25.1, 16.3 and 13.6.* Russia, an emerging economy with
considerable potential for investment at home, channels a
substantial part of its savings abroad. Poland and Turkey
attract more investment than their savings will finance.

This tendency shows up in figures of inward and
outward foreign direct investment (IFDI and OFDI) -
see Figure 3. Russia is unusual among large emerging
economies in that its stock of OFDI has been close in
size to its stock of IFDI. China, India, Brazil and South
Africa, though all in recent years spawning multinational
businesses, exhibit what might, albeit somewhat tenden-
tiously, be termed the more normal pattern of IFDI
exceeding OFDL

The evidence cited here is circumstantial but powerful:
the problematic Russian environment creates an incentive
for business to ‘escape the system’: to invest at home on
a comparatively modest scale and to place assets and

develop businesses oftshore on a large scale.

Figure 2: Russian balance-of-payments current account and net private capital flows, 1998-2011
($bn, annual, except 2011 January—September)
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Source: Central Bank of Russia.
24 The current account surplus allows but does not rigidly entail an outflow of capital in this sense. It could in principle be offset entirely by an accumulation

of foreign exchange reserves (which would be a minus entry in the balance of payments). In fact, both have occurred.

25 Interfax, citing the Central Bank of Russia, 12 January 2012.
26 IMF World Economic Outlook database of September 2011.
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(at 1 January 2010, US$bn)
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Figure 3: Stocks of inward and outward foreign direct investment compared, Russia and other BRICS
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Source: UNCTAD.
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Large companies closely held through offshore holding
companies

Businesses all around the world use tax havens, but
Russian business appears to do so more than most.”
Many, and very likely most, large Russian firms are closely
held (hence the low ratio of turnover to capitalization
on Russian stock markets) through offshore holding
companies. Vladislav Surkov, until recently an influential

presidential aide and now a deputy prime minister, once

described Russian tycoons as ‘offshore aristocrats. Table 2
provides some examples of these, their assets and holding
companies.

For a long time, the authorities did not seek to change
these arrangements. Then in December 2011 Putin
launched a campaign against the syphoning-off of funds
from state companies (only) to offshore associates. This
looks like an attempt at combating the public perception

that civil society figures such as Aleksei Navalniy have a

Table 2: Some offshore aristocrats

Tycoon Asset Holding company/ies

Roman Abramovich and Aleksandr Abramov Evraz Group Lanebrook, Cyprus

Oleg Deripaska Rusal A. Finance, B. Finance, British Virgin Islands
Vladimir Lisin NLMK Fletcher Group Holdings Ltd, Cyprus
Aleksei Mordashov Severstal Frontdeal Ltd, Cyprus

Viktor Rashnikov MMK Mintha Holding Ltd and Fulnek Enterprises Ltd, Cyprus
Suleiman Kerimov Uralkalii Kaliha Finance, Cyprus

Viktor Velksel'berg Renova Renova Holdings, Bahamas

Mikhail Fridman, German Alfa Group CTF Holdings Ltd. Gibraltar

Khan, Petr Aven

Sources: Vedomosti; company websites; http://ruwikipedia.org LOngl3y.

27 For more evidence on this see Hanson, ‘Russia’s Inward and Outward Foreign Direct Investment: Insights into the Economy’, Eurasian Geography and

Economics, vol. 51, no. 5 (2010), pp. 632-53.
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monopoly of anti-corruption activity. However, Rosnano,
Rosneft and Rostekhnologii appear not to be included
among the targets of this campaign, which is being run by
First Deputy Prime Minister Viktor Zubkov and Deputy
Prime Minister Igor Sechin and two leading statists, and
is probably, as Yevgeniya Pismennaya has argued, a sham.
In any case, the campaign does nothing to address the
outflow of capital arranged by private-sector ‘offshore

aristocrats.

What is to be done?

A re-acceleration of Russian growth would require a faster
rate of increase of fixed investment and more rapid intro-
duction and diffusion of new technology. Russias present
economic institutions do not encourage either of these devel-
opments. On the contrary, they curb competition, which
forces firms to keep up with new technology, and they curb
investment at home in favour of investment offshore.

There has been technological progress but the problem
is that there has not been enough of it. The capital stock

has been growing at about 3% a year” - less than would
be desirable, but still an increase — and almost all the
new equipment installed has been imported. Insofar as
imported equipment embodies more advanced labour
productivity levels than existing Russian plant, and
insofar as Russian companies use that equipment effi-
ciently, this is a powerful source of productivity growth.
However, this particular source of growth is already built
into existing patterns of economic activity. It provides
fuel for acceleration only if the rate of growth of invest-
ment is stepped up.

The faster growth of investment and technological
change that is needed cannot be secured by state-led,
top-down policies. State-led modernization may have
been successful in some countries (such as Singapore or
South Korea perhaps) but in Russia the state is a large
part of the problem. The question is how to arrive at
independent courts, a proper rule of law, sound protec-
tion of property rights, and a competitive environment
in which small, medium and large firms will operate on
a level playing-field, which is so remote from Russian

experience.

Figure 4: International patent applications, 2009-10, as a proportion of international patent applications in
2000-01, Russia and selected large emerging economies
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Source: World Intellectual Property Organization.
28 Maksim Tovkailo, Oksana Gavshina, ‘Goskompaniyam i gosbankam pridyetsya rasskazat' o sebe vsye' [State companies and banks will have to declare
everything], Vedomosti, 11 January 2012; Yevgeniya Pis'mennaya, ‘Boyevaya operatsiya Putina po borbe s korruptsiyei — profanatsiya i pokazukha’

[Putin’s fight against corruption — profanity and window-dressing], in ibid.

29 Kubinowa, ‘Russian Growth Path’.
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Economic liberalization would, in time, force companies
to acquire and apply new technologies in order to survive
and gain market share. At present, the demand for research
and development (R&D) is weak. Most research is still
financed and carried out by the state. That is to be expected
in the case of fundamental scientific research but not for
R&D closer to practical application.

Moreover, Russian fundamental science is itself in
trouble. In an open letter to the president and prime
minister in 2009, a large number of expatriate Russian
scientists described it as being in a ‘catastrophic’ condition.*
A middle generation of Russian-trained scientists, aged
roughly between their early thirties and early sixties, has
left for work either in other countries or in other fields in
Russia. Research funding is not, for the most part, allocated
by peer review of project applications. International
involvement is minimal and Russian science is cut off from
the wider world of international collaboration. The strength
of Russian expatriate science was illustrated by the award
of the Nobel Prize for physics in 2010 to Andre Geim and
Konstantin Novoselov, for work undertaken at Manchester
University. Both reportedly turned down financially attrac-
tive offers to spend time working in Russia.

Russian applied science and technology appear to be
similarly subdued. Unlike other large emerging economies,
Russias output of international patent applications, for
example, has been flat (See Figure 4.) In other words,

liberalization needs to extend to science and technology.

Efforts under way

The state modernization campaign is best known for the
planned ‘Russian silicon valley’ at Skolkovo and Rosnano,
the company headed by Anatolii Chubais. The only good
news here is the involvement of Chubais, an exception-

ally gifted economic administrator. The man who, in the

aftermath of the Yukos affair and in the middle of Putins
turn to statism, managed to push through the unbundling
and partial privatization of electricity supply in Russia
should not be underestimated.

Chubais has used Rosnano money to develop, among
other things, a venture capital fund that can finance start-ups
and to invest in two US bioscience companies on condition
they set up divisions in Russia. The eventual presence of
several leading international high-tech firms at Skolkovo is
encouraging, as far as it goes. But only a more general liber-
alization, with secure property rights and a state that sets the
framework but otherwise keeps out of firm-level decisions,
seems capable of reinvigorating the Russian economy.

That is exactly what is recommended in the Interim
Report of the experts revising the national ‘strategy to
20202 This states that the old growth model, relying on
rising domestic demand propelled by rising oil revenues,
has had its day.* Growth at or above 5% a year is needed.
The key institutional problems that need to be addressed,

the report says, are:

® The inequality of rights among market participants;

® Barriers to market entry for new companies;

® The distorting effects of the ‘state and monopoly’
sectors;

® Excessive and ineffective regulation;

® Corruption; and

® Insufficient restructuring of established firms, which

receive state support in one form or another.”

The report runs to 517 pages. The reader who makes it
to the end will not find an answer to the question, ‘How,
politically, is this to come about?” The second elephant
in the room, alongside the report itself, is the symbiotic
relationship between the political elite and the ‘inequality
of rights;, the ‘barriers, the ‘distorting effects’ and the other
problems deplored by the report’s authors.

30 See http://www.hep.soton.ac.uk/ ~belyaev/open_letter. On the limited success so far of attempts to develop research at Russian universities see Irina

Dezhina, ‘Developing Research in Russian Universities), at http://www.ifri.org/downloads/ifridezhinarusresearchinuniversitiesjan2011.pdf. On weaknesses

in contemporary education generally, see Vladislav Inozemtsev, ‘Khoroshee obrazovanie v Rossii = mif' [Good education in Russia is a myth], Vedomosti, 3

October 2011.
31 Promezhutochniy ... 2011 (see note 10 above).
32 Ibid. p. 11.

33 Ibid, p. 26.
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Yevgenii Yasin, the doyen of Russian liberal econo-
mists, has bravely tried to address the political economy
of systemic reform.* He argues that step-by-step liber-
alization is possible. It could begin with some changes
in the policy-making team and a declaration of liberal
objectives, and proceed through a gradual reduction of
federal executive powers, the election of mayors, and
independent courts demonstrating an ability to rein in
the siloviki.*

The question remains: why would those in power
release their hold on it? Yasin says that one requirement
is a grouping of politicians in power who are seriously
pursuing a liberal agenda. This is conceivable, but so is

resistance to the idea, which could lead to conflict.

Implications for the outside world

If the reinvigoration of the Russian economy requires
a strong dose of economic liberalism, and if economic
liberalization requires political liberalization, it would be
good news for the wider world. Such a scenario, however,
is too good to be likely. If a serious push for economic

improvement provokes resistance, with the accompaniment

of increased political uncertainty and some degree of turbu-
lence, it would not be quite so welcome.

For foreign firms trading with Russia, or investing there, or
working with Russian firms outside Russia, a more vigorous
economy must in the long run be attractive. In recent years
foreign direct investment into Russia has been driven more
by the pull of the large and growing Russian market than by
access to natural resources. That gravitational pull would be
enhanced. If a more vigorous economy was also one with
fewer distortions, lower barriers to competition and a firmer
rule of law, the attraction would be all the stronger.

Some gradual liberalization under Putin is not impos-
sible. In 2000-03 he presided over a number of substantial
measures of market liberalization. Russias long-delayed
accession to the World Trade Organization should now
happen in 2012. This will help at the margin because it will
extend to the new member at least the rules of a level inter-
national playing-field, and it should promote competition
within Russia. Even so, radical reform under Putin, even
under the pressure of slow growth and with the minor assis-
tance of WTO membership, must be considered unlikely.
In the long run the Putinist system is the main barrier to
fundamental reform. The policies of countries engaging with

Russia should avoid giving help and succour to that system.*

Box 1: Could the United Kingdom do more to assist reform?

In the context of the arguments made in this chapter, there are some specific questions that arise for the United

Kingdom. It may be that some of its current arrangements and practices provide undue support for the dubious

practices of Russian business.

Many tax havens are British crown dependencies. Admittedly, Cyprus, which is not, is the Russian favourite, but

many Russian companies use the British Virgin Islands, the Bahamas, Gibraltar and the rest.

Russian companies, not all of them with impeccable reputations, have launched initial public share offerings and been

registered on the London Stock Exchange (LSE). Premium LSE listings, making the companies in question accessible

to institutional investors, require a 25% free float of shares. This should be rigorously enforced, at the very least.

English lawyers also earn large sums of money acting in commercial cases where the assets and transactions at

issue are not only outside English jurisdiction but are located in a murky world without a rule of law.

A more puritanical UK stance on these matters is unlikely, but at the very least the authorities might consider more

seriously the messages they are sending.

34 ‘Yevgenii Yasin: Modernizatsiya bez shokovoi terapii’ [Yevgenii Yasin: Modernization without shock therapy], Vedomosti, 14 October 2011.

35 Mayoral elections would foreshadow competitive elections at higher levels.

36 Some policies that are not directly to do with Russia could have that effect: sending the oil price up by attacking Iran’s nuclear facilities, for example.
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0. Russia’s
Geopolitical Compass:
Losing Direction

James Nixey

Introduction

With 14 separate land borders, a 58,000 km perimeter, a
controversial twentieth-century history and a long-standing
legacy of assuming a right to superpower status, Russia needs
its external relations to be exceptionally multi-dimensional,
sensitive and deft. Sadly, its foreign policy falls short on all
counts. Russia has no genuine friends in the international
arena, uses its Soviet and Tsarist history as a rationalization
for bullying actions beyond its borders, and has a 3-4%
share of the world economy, all of which suggest that its self-
proclaimed status as a global power is somewhat far-fetched.

It is widely acknowledged that Russias foreign policy is
more than usually linked to domestic factors.! Given the
analysis in preceding chapters that there can be no substan-
tial change within Russia until there is meaningful change
in the structure and conduct of its governing elite, it follows
that its foreign policy ambition to be a respected global actor
will not meet with success until this happens. That will be
all the more the case if the next Russian administration
chooses to meet the increasing challenges it is likely to face
by tightening its domestic grip. Such a retreat to the past
would be likely to come with a more truculent attitude to

the outside world.

This chapter examines the prospects for Russia’s relations
with the four points on its geopolitical compass: the West,
Russias many ‘souths’ — the Black Sea region and the
Islamic world in particular, Russias Far East and its Arctic
north. The chapter then assesses Russias foreign policy
concepts more broadly before drawing some conclusions
about where its foreign policy compass is likely to point

in the future.

Russia and the West

No matter how far China rises, how problematic Russia’s
southern regions become or how much potential can be
extracted from its Arctic position, Russia will remain
Western-oriented (without being pro-Western). The West,
for all its faults, its political expediency and its hypocrisy
always has been and always will be the yardstick by which
Russia measures itself.

Quite correctly, however, Russia does not regard the
West as a monolith — and certainly not as all-powerful.
Envious of America, disparaging of the EU, antagonistic
towards NATO (except in its Afghanistan operations),
Russia’s Western policy, such as it is, is almost as confused
as Western policy is about Russia — but not quite. Russia
sets itself up as the ‘significant other’ in relation to all
major Western countries and organizations, whereas the
West, with its wider polity, is genuinely divided in its
attitudes to Russia — contrast Germany’s business-driven
acquiescence and Scandinavias hard-headed scepticism
with America’s relative indifference.

Moscow will continue to prefer to deal with capitals
rather than headquarters — with Paris and Berlin rather
than the EU or NATO. As such, it can ‘divide and rule; deal
with those it wants to and ignore the others, and circum-
vent the bureaucracy. In some ways this is surprising
as some EU bureaucrats in relevant policy-making and
advisory roles can be somewhat timid when it comes
to Russia. Many in Brussels still believe, falsely, that the
EU is more dependent on Russia than Russia is on the

EU. The EU’s flagship policy towards Russia has been the

1 See Neil Malcolm, Alex Pravda, Roy Allison and Margot Light, Internal Factors in Russian Foreign Policy (London: Royal Institute of International Affairs/

Oxford University Press, 1996).
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empty ‘partnership for modernization’ — an agreement in
name only to promote a Russian fantasy of technological
advancement, for which the EU has no appetite, owing
to its own current poor economic health and Russia’s
continued intransigence. Russia, at least, has a more
concentrated approach to what it regards as its problems
(for instance, difficult neighbours such as Belarus or even
Georgia), whereas the EU often lacks such focus.

There are exceptions to the EU’s ‘Russia weakness,
however. One example was the European Commission’s
unusually brave action in ordering raids on offices of
Gazprom subsidiaries in a series of European capitals in
September 2011 as part of an investigation into EU anti-
trust law violations. Another was the EU’s resistance to the
Kremlins desire for a free trade agreement with Europe
that would allow more downstream oil and gas activity in
Europe by opaque Russian corporate giants, as they try to
protect assets from the predatory Russian state. The same
also goes for the EU’s refusal to countenance a visa-free
regime.

The United Kingdom will remain a thorn in Russia’s side
as wider ties than the purely political keep them together.
For as long as the United Kingdom retains a strong
Eurosceptic streak (regardless of the party in power), and
in the absence of progress on specific issues of disagree-
ment, intergovernmental relations will remain poor. The
breaking-off of full diplomatic relations is just a distant
possibility, however; one that only a row on an unprec-
edented scale could cause. Even the murder of Alexander
Litvinenko in London in November 2006 and Moscow’s
subsequent refusal to extradite the chief suspect resulted
merely in the expulsion of two diplomats per side and a
frosty phase in relations.

Germany, by contrast, desires a further deepening
of its already cosy relations with Russia. Unlike most
EU countries, it is not especially concerned about its
increasing, though still limited dependence on Russian
energy (39% of its gas and 36% of its oil come from

there)* and certainly not with Russia’s lack of progress on

democracy and human rights. Russia is only too happy to
oblige. But Germany’s energy picture is changing: oil can
be bought reasonably freely on spot markets, and there
is less concern about its country of origin. It is pipeline
gas with long-term contracts that gives Moscow leverage.
But even here, in 2010 gas made up only 23% of German
primary fuel consumption (though this is set to increase
as the use of domestic nuclear power winds down to zero).
And Russian gas accounts for only 9% of German primary
fuel consumption.’ The crux of the German-Russian
relationship is, in fact, that some big German companies
are closely tied to Gazprom and have had an undue
influence on Germany’s Russia policy. ‘Schroederization™
was not just a single episode.

The main threat to German—Russian relations is not any
direct political fall-out but Russia’s failure to make good
on its modernization plans (not least because moderni-
zation comes with a political price and because the
governing elite is more interested in self-enrichment than
in enriching its country). This will hurt energy relations
and vital trade from small and medium-sized enter-
prises in Russia. Germany, as Constanze Stelzenmiiller
has pointed out, is perhaps the only European country
with political capital for leverage in Russia.® It is also,
presumably, the foreign country with which Vladimir
Putin personally has the most affinity. Germany could
and should exploit this to greater European advantage,
rather than just for its own benefit, thereby ensuring a
continued leading role in Europe. Yet with such an obse-
quious Russia policy, Germany currently lacks political
credibility in Europe.

The West’s lack of uniformity and current weaknesses,
however, suggest paradoxically that Russia will see it
as more attractive than before because it is more easily
exploitable. Russia knows that it needs Western tech-
nology and investment. The hitherto successful use of
energy cut-offs and the hostile takeovers of some Western
enterprises in Russia to express dislike of other countries’

policies have resulted in short-term wins for Russia while

OECD/IEA, Natural Gas Information and Oil Information 2011.
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BP, Statistical Review Of World Energy, June 2011, derived from p. 41; and with thanks to Philip Hanson.
Germany's former Chancellor, Gerhard Schréder, is perhaps the most prominent of Russia’s staunch defenders — some would say apologists — abroad.

Constanze Stelzenmliller, ‘Germany’s Russia Question’, Foreign Affairs, Vol. 88, No. 2, March/April 2009.
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the West (slowly) counters with a combination of diver-
sification and protectionist policies. Moscow’s dream of
energy leverage was never more than that, as Russia
needed the revenue as much as the West needed the supply.
In fact, energy has become a weakness as it ties Russia to
the fluctuating international fortunes of the sector overall.
Certainly Russia’s energy card has not helped it secure a
major international decision-making role.

As noted in Chapter 2, Russia sees itself as a natural
analogue (or at least as second only) to the United States
in terms of world powers. The US-Russian Bilateral
Presidential Commission plays to this vanity (even
though it is, in large part, a simple America-to-Russia
donor mechanism). This is not an argument for its
discontinuation; only an acknowledgment that it is just an
unfortunate leftover from US engagement with Russia in
the Cold War.

The relationship between Russia and the United States
has been defined lately by the Obama administration’s
attempt at a ‘reset, a term that implicitly acknowledges
how bad relations became during the final years of the
George W. Bush and Vladimir Putin ‘Mark I’ regimes.
Russia never understood that for the United States
the reset was less about the relatively unimportant
US-Russian relationship and more about giving
Washington greater room for manoeuvre in other areas
(Afghanistan and Iran above all). In any case, the reset
has improved matters little beyond the level of rhetoric.
At most, the United States has picked the ‘low-hanging
fruit’ of arms control agreements and over-flight rights
(supporting operations in Afghanistan), starkly exposing
major differences between the two countries in terms
of worldview, intentions and capabilities. A Russia that
constantly compares itself to the United States, finds the
comparison wanting and carps about American misde-
meanours while lacking in self-awareness about its own
failings makes for a difficult partner with whom to reset
relations on a number of levels. For the United States, the
reset was worth trying, but was based on the fundamen-
tally dubious premise that somehow the relationship’s

deterioration was due to mutual neglect and mistakes on

both sides. The record from, say, 2003 to the beginning
of the reset in 2009 proves that this is by and large not
correct, as Russia’s foreign policy rhetoric (exemplified by
the Putin’s Munich Security Conference speech of 2007)
and action (primarily the Georgia war) became increas-
ingly hostile.

Even missile defence cannot be regarded as the mutually
beneficial success story for the reset that it is sometimes
claimed to be. The US aim is to deploy elements of an ABM
system directed against possible new threats from different
states, preferably with a degree of Russian acquiescence,
but in any case without giving Moscow a right of veto
over its use or the ability to override an order to deploy.
Russias goal in the coming years will be to limit the range
and therefore the effectiveness of this NATO-controlled
system. Meanwhile Russia, which has often used the ABM
defence issue to pick a quarrel, is now planning its own
separate aerospace defence system (VKO), designed to
repel the kind of advanced missiles that only America
could have. The planned Russian increase in military
spending to 2020 will not be enough to pay for this, but
it will be enough for early-warning radar systems and
new, upgraded missile systems.® But the fragility of the
agreement — and the reset more broadly - is underplayed
by a US administration desperate to claim foreign policy
successes.

Resetting the reset will therefore require substance; but
there is little common ground. The United States could and
should repeal the Jackson-Vanik amendment, a law that
denies permanent normal trade relations (most-favoured-
nation status) to any country that restricts emigration
and other human rights. (Russia does, however, get a
waiver at present and the amendment is the object of a
legal challenge in the US.) Repeal may be difficult in the
current American political climate, yet the amendment
is no longer relevant to today’s Russia. A repeal would at
least prolong the reset while the United States figures out
how to deal with a more assertive Putin - having unwisely
ignored him in recent years in favour of the supposedly
more liberal’ Dmitry Medvedev, who was never running

Russia’s foreign policy anyway.

6 For more detailed information, if a rather one-sided analysis, see Ruslan Pukhov, ‘Medvedev's Missile Threats are his "Plan B", Moscow Times,

1 December 2011.
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Russia’s southern underbelly — the Black
Sea region and the Middle East

Russia’s fragile southern regions and the countries beyond
form its weakest flank in terms of security and under-
standing of the countries themselves (the Islamic ones in
particular).

In the Black Sea region, Russia is a declining power,
in spite of its ‘acquisition’ of (and missile-planting in)
Abkhazia in 2008, its successful prevention of NATO
expansion there and its ability to confuse Western policy
after the August war of 2008. In the days of the Soviet
Union, the Kremlin controlled 2,935 km of Black Sea
coastline. Now, even with Abkhazia, it has jurisdiction
over only 685 km. Georgia’s mainstream political actors
are united in their suspicion of Russia, with little prospect
of a reversal. Ukraine’s retreat from Western norms and
values under President Viktor Yanukovych does not
equate to a new-found love for Mother Russia.” And even
Abkhazia, in the long term, looks set to drift away as
Russias current total economic stranglehold eventually
loosens.*

In the absence of willing, cooperative or analogous
partners in the West or, as will be seen below, the East,
Turkey appears a more suitable ally for Russia, considering
its emerging extra-regional ambition and its own schism
over its geopolitical orientation between East and West.
Bilateral relations have been reinforced by an increased
number of hydrocarbon and nuclear energy deals.

In the Middle East and North Africa, Russia’s stubborn-
ness over sanctions against its more unpleasant allies, owing
to its financially compromised position, has revealed a new
impotence. As a handful of the region’s regimes began to
topple in early 2011, Russia became increasingly isolated.
Like the rest of the world, it did not realize at the time that
Tunisia’s revolution was the first domino in a row and, as
its interests there are few, it was relatively relaxed about
the upheavals. But the Kremlin’s voice became increas-

ingly strained and desperate — albeit still ignored - as

other North African regimes fell. As Egypt followed, there
was increasing dismay at the domino effect and strong
criticism by Medvedev of the protestors in Tahrir Square
in April 2011. This was followed, equally improbably and
confusingly, by an endorsement of events in Egypt when
Russia saw which way the wind was blowing. Other senior
figures such as Igor Sechin blamed the West (and even
more dubiously, Google specifically) for the uprisings. As
the West became increasingly involved in the war in Libya,
Russia protested more loudly still (while abstaining from
the UN Security Council vote on authorizing the use of
force), but it was ignored again as events there spiralled
out of control. And in Syria, Russia’s intractable opposi-
tion to sanctions as the regime clung to power has been
its strongest stance of all — supporting President Bashar
al-Assad (for historical, financial and stability reasons)
when even the Arab League demanded his resignation.’ It
is curious that Russia supports a regime with a presumably
short life expectancy, against the tide of events. But Russia’s
military-industrial complex would suffer commercially if
it were seen to bend to Western pressure — especially after
Moscow cancelled its contract to supply S-330 missiles to
Iran in 2010 - for it still sells weapons to regimes that even
the West balks at.

Meanwhile, the longer-term problem of Iran has not
turned out as Russia had hoped, which would have been
for Iran to be sensitive to Russias financial ambition
there by not becoming an outright international pariah.
Russia views Iran just as the West views Russia - as
unpredictable and unhelpful. Russia’s 2005 diplomatic
move offering to dispose of Iran’s weaponizable fissile
material inside Russian territory was, to its disappoint-
ment, rejected by Iran, though not by the West. And yet,
just as the West sticks with Russia, Russia sticks with
Iran, objecting to additional sanctions and illogically
condemning the International Atomic Energy Agency’s
November 2011 report on Iran’s nuclear programme.
Indeed Moscow only agreed to the limited sanctions on

Iran because they permitted Russia to continue selling

7 See Alexander Bogomolov and Oleksandr Lytvynenko, A Ghost in the Mirror: Russian Soft Power in Ukraine. Chatham House Briefing Paper, February 2012.

8 See James Nixey, The Long Goodbye: Waning Russian Influence in the South Caucasus and Central Asia, Chatham House Briefing Paper, March 2012.

9 Well before Foreign Minister Sergei Lavrov's desperate shuttle diplomacy with Damascus in February 2012, Russia’s Middle East Envoy, Mikhail Margelov,

met members of the Syrian opposition in Moscow in June 2011, suggesting that Russia does like to keep its options open (‘Russian envoy to Africa to
meet Syria opposition in Moscow, 10 June 2011, http://en.rian.ru/world/20110610/164549208.html).
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the country nuclear power, and to develop its oil and gas
sectors. This contradictory policy will surely continue as
long as Russia’s threat assessment of Iran remains lower
than the West’s.

It is not just that Russia is torn between mutually
exclusive ambitions for a nuclear-weapon-free Iran on
the one hand and nuclear assistance to the country on
the other. Russia’s distaste for American military involve-
ment in the region is counterbalanced by its knowledge
that the backlash against the United States resulting from
such involvement would be desirable in itself for Moscow
and increase world energy prices to Russias significant
economic advantage. In the longer run, however, the
more traditional Russian argument that an eventual
American-Iranian rapprochement would neuter Russia’s
historical advantage in the region still holds. But for the
more immediate, more visible future, Russia will continue
to profit from the region’s strategic tension and from its
own lack of squeamishness in dealing with unsavoury
regimes. The most cynical view can be summarized thus: a
nuclear-armed Iran is better for Russia than an American-
friendly one.

The post-Arab Spring Middle East and North Africa
is disquieting for Russia on several levels. Whether the
events in the region are regarded as the beginnings of
democratization or as revolution, neither sits comfortably
with Russia, which respects long-term stability in others,
no matter how harsh the methods used to achieve it. For
Russia's leaders, the lessons of Kosovo and their particular
understanding of the Orange Revolution in Ukraine and
the Rose Revolution in Georgia remain vivid.

Given the unlikelihood of a fully liberal-democratic
Middle East and North Africa region in the foreseeable
future, Russia will probably be able again to extract some
benefit from the strategic uncertainty on which it thrives.
The regions new and old regimes will still want weapons
and Russia will supply them, just as it has hitherto to Syria,
Iran, Libya and Algeria. Russia should gain if it does not

sell arms to them too: as Marcin Kaczmarski points out,

this would give it a bargaining chip with the United States
that could be stored and used later.® However, if these
regimes follow an Islamist orientation, Russia may finally
have to take sides.

Arms deals, energy sales and genuine security interests
(the latter to ensure that the country’s increasingly Muslim
south is not pushed further into extremism) are, however,
relatively small fry for Russia these days. It now sees its
interests, somewhat implausibly, as being an arbiter in
the region. Cynics would suggest this is more out of the
necessity to appear as a great power than out of humani-
tarian concern. Either way, its limited efforts over Iran and
the Israel-Palestine conflict have not gained significant
support either in the region or in the wider international
community. Russia, perhaps even more than the United
States, is simply not considered an honest broker, and
Putin’s vicious but presidency-boosting 1999 military
campaign in Muslim Chechnya have not helped to change
this image. Ultimately, Russia’s historical ties in the region
have not been nearly strong enough to influence events
there. It simply has to wait and see whether events turn out
in its favour. Here, as in other regions in flux, Russia will
continue to lack a coherent strategy while its own system
remains so rigid and jars with its increasing desire to be an

influential out-of-area actor.

Russia and the East

Russias desire to project power eastward reveals the
greatest gap between its ambition and its capability. The
occasional threat to ignore the West and orient itself
towards China especially has been exposed as an empty
boast, not least by China itself, which regards Russia
essentially as an unreliable excavation quarry - and a less
important one than Africa or the Persian Gulf at that.
Bilateral trade may have increased tenfold in ten years -
from $6.2 billion in 2000 to $60 billion in 2010 - but this

is primarily due to energy exports." In any case, Russia

10 Marcin Kaczmarski, ‘Commentary: Russia’s Middle East Policy after the Arab Revolutions, Centre for Eastern Studies, Warsaw, 26 July 2011,

http://www.osw.waw.pl/en/publikacje/osw-commentary/2011-07-26/russias-middle-east-policy-after-arab-revolutions.

11 Tamozhennaya statistika vneshnei torgovii Rossiiskoi Federatsii [Customs Statistics of External Trade of the Russian Federation], Federal Customs Service

of Russia, 2000-2010.
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cannot help but be concerned about China’s rise. China’s
population is expanding rapidly, with some 132 million
people currently in its northern provinces and in Inner
Mongolia. Siberia, meanwhile, is becoming depopu-
lated, with 14.8 million people today, spread over 60% of
Russia’s territory, and a 3,500 km border with both China
and Mongolia.”? Russia simply does the maths concerning
this geopolitical and demographic situation, regardless
of how paranoid this approach may or may not be. Yet
it also keeps relatively silent about its underlying fears
over the future of its eastern flank. It is not mentioned
in Russia’s Strategy for National Security until 2020,
though there is a school of thought that says that where
NATO is mentioned, China can be read instead. This
is reinforced by the fact that most Russian forces are
deployed in the east of the country.

Russia will continue to be relatively cooperative with
the international community over North Korea, albeit
in exchange for concessions elsewhere (and besides, it
does not believe the international community will have
any effect anyway). As with Iran, Russia probably does
not share the Wests gloomy threat assessment of North
Korea, now under the leadership of Kim Jong Un; but that
country is far less important than Iran to Russia, economi-
cally, historically and in terms of protecting its reputa-
tion. Russia does worry about a revolution forcing North
Korean emigrants into Siberia, however.

A proposed trans-Korean gas pipeline project will
significantly alter the Asian energy picture, enabling
Russia to export gas to South Korea through the North,
as will increased shipments of liquefied natural gas should
the former project not be realized.

Russia’s machinations in the Asian energy sphere,
though theoretically complementing Asia’s energy
requirements, are marred by distrust and motivated
by callous opportunism (as shown by the accelera-

tion on the Eastern Gas Programme immediately after

the Fukushima disaster of March 2011 in Japan)." But
it continues to waver over the division of natural gas
exports between China and Japan. Bobo Lo argues that
Russia is ultimately more interested in having its values
accepted by the West than in reorienting towards the
East. His concept of an ‘axis of convenience’ suggests that
Russia, with a poor hand, will continue to instrumen-
talize China in order to gain acceptance and leverage
with the West.”” Russia is not interested in China in and
of itself, only as a market and a geopolitical counter-
weight to the West.

Russias policy over the Kurile Islands, which are
claimed by Japan, can be summed up as ‘possession is
nine-tenths of the law’ The disagreement between the
two countries was ramped up during Medvedev’s tenure
with a presidential visit and fresh military installations
on the islands. This could be interpreted as a signal to
others that Russia intends to have a robust presence in
East Asia. Japan manages to maintain a twin-track policy
in response — full economic engagement with Russia
alongside strong criticism of its position. How long this
can last before the Japanese realize that Russia is, quite
literally, not going to give ground on this issue is hard
to say, but history suggests the situation may continue
indefinitely.

Russia’s aspirations to be an Asian power are ultimately
unconvincing. It is putting significant resources into
holding the Asia-Pacific Economic Cooperation summit
in Vladivostok in December 2013, just as it has done
for vacuous Asian multilateral groupings such as the
Collective Security Treaty Organization and the Shanghai
Cooperation Organization. But Russia’s attention will
surely wander afterwards (to the Sochi Winter Olympics,
the football World Cup and bidding to chair the G20), as
grandes occasions and spectacle are better suited to the still
Soviet mindset than actually achieving something in the

Far East.

12 Rossiskiie Statisticheskiie Ezhegodnik [Russian Statistical Yearbook], multiple years; and Zhongguo tongji nianjian [National Bureau of Chinese Statistics],

multiple years.

13 Strategiya natsionalnoy bezopasnosti Rossiizkoy Federatsii do 2020 goda [National Security Strategy of the Russian Federation to 2020],

http://www.scrf.gov.ru.

14 Shoichi Itoh, Russia Looks East: Energy Markets and Geopolitics in North-East Asia (Washington, DC: Centre for Strategic and International Studies,

July 2011).

15 Bobo Lo, Axis of Convenience: Moscow, Beijjing and the New Geopolitics (Royal Institute of International Affairs/Brookings Institution Press, 2008).
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Russia and the Arctic North

With 58% of the total Arctic coastline, the bulk of the
polar regions admittedly disputed (in terms of size and
ownership) energy wealth, and superior navigation routes
and infrastructure (primarily icebreakers), it seems hard
to imagine that Russia can go wrong in the Arctic, as
new technologies emerge and faster trade routes become
increasingly accessible. And indeed, with these advantages,
Russia has, by and large, played its Arctic hand sensibly
thus far. Television-friendly flag-planting, territory-
claiming stunts aside, it has gauged that its interests are
best served by making use of international law. A near
twenty-year disagreement with Norway over the delimi-
tation of the Barents Sea was settled in 2010. Beyond its
rhetoric, which alternates between the language of interna-
tional cooperation and jingoism, Russia’s application to the
UN Commission on the Limits of the Continental Shelf,
claiming exclusivity on a 200-mile outward extension of
the Lomonosov and Mendeleev nautical shelves (with
about 1.2 million sq km of seabed), backed up by its own
geological evidence, has been pending for over a decade.
The delay is due, in large part, to the massive implications
of the claim: if successful, it would give Russia a 45% share
of the Arctic.

However, Russias policy has hard edges too, particu-
larly in the military sphere with deployments of new
Arctic brigades. Air and sea military exercises have
been designed to test Norway’s patience and contrast
uncomfortably with Russia’s pleas for international Arctic
cooperation and a rules-based approach. A Russian coal-
mining settlement on the Norwegian Arctic island of
Svalbard is clearly uneconomical, probably being main-
tained for intelligence-gathering and as a ‘reminder’ of
Russia’s presence beyond its internationally recognized
territory. Norway maintains a calm outward appear-
ance, but it worries that the region’s only non-democracy
could be a serious spoiler of cooperative management of
regional issues in the region.

Russia acknowledges the need for Western assistance to

extract the Arctic’s mineral wealth from under the ice and

water but it has been indecisive at best and duplicitous at
worst over its choices of foreign partners for exploration
and extraction. For the development of the Shtokman
field in the Barents Sea and the exploration of the South
Kara Sea, the Western partners with the appropriate
technological experience have not always been the most
politically expedient for Russia. This has resulted in frus-
trating vacillations for bidders uncertain of the terms
and conditions to be met in order to win and maintain
contracts with the Russian energy giants.

The Arctic is becoming globalized. In addition to the
eight countries with territory inside the Arctic Circle,
China, Japan, South Korea and the EU are emerging
players there too. In contrast to its attitude towards the
other post-Soviet regions to Russia’s south and west, Russia
has thus far made little attempt to prevent this globaliza-
tion. This may be because the Arctic states are harder
to bully. But it is also due to a calculation that Russia’s
natural advantages (primarily its sheer size), combined
with a few robust reminders that the Arctic is a ‘priority’
region, should allow it, in time, to extract tangible benefit
from its geographical and geological good fortune in an
area estimated to contain some 75% of the world’s undis-
covered oil and gas reserves, as well as metals, fish and

shipping lanes.

Beyond the compass: concepts, pride and
prospects for foreign policy

If it is a truism that internal factors drive Russian foreign
policy strategy, then it is also commonly accepted -
including by Russia itself — that its vast mineral wealth
is one of the key instruments of that strategy. Unreliable
and threatening though it can be, Russia is nonetheless
the world’s top oil producer and holds nearly one-quarter
of the world’s proven natural gas reserves.” And for all
the concerns other countries have about Russia, it still is
looked on favourably by comparison with the world’s other
resource-rich areas or countries such as the Middle East,

West Africa and even Venezuela.

16 BP Statistical Review of World Energy, 2011.
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The Kremlin’s ambitions for the other former Soviet
states once firmly within its grasp have been well docu-
mented recently.” For post-imperial Russia, dealing
with these independent countries does not really consti-
tute foreign policy - it is seen as an extension of its
domestic vision. Ukraine, for example, is not even a
nation, according to Vladimir Putin (as captured in a
conversation with George W. Bush in 2008)."* Putin’s
rehashed vision of a ‘Eurasian Union, signed so far
with just Belarus and Kazakhstan, and due to come
into full effect in 2015, is ultimately just another post-
Soviet attempt at a Soviet-style integration project. It
will surely be stymied by Kazakhstan’s desire to break
free from being viewed as a purely Central Asian power
and by Belarus’s unreliability — and particularly when
the leaders of those two countries depart from the
scene. Nonetheless, having announced it so dramatically,
Putin can be expected to push this union in a second
presidency. The more compromised post-Soviet states —
perhaps Kyrgyzstan, Tajikistan and Armenia — may even
capitulate and join, but overall enthusiasm is low, except
of course in Russia.

If Russia did regard its policies towards other former
Soviet states as foreign policy, it could claim a few more
concrete successes. These would include the extension of
the lease of the Black Sea fleet base in Sevastopol (now
more vulnerable owing to a disgruntled Ukraine increasing
the ground rent) and that of the Gyumri base in Armenia,
and the probable blocking of the Nabucco pipeline across
the Caucasus (which would bypass Russia). Russia could
even lay claim to having contributed considerably, through
arare display of diplomatic skill, to avoiding a war between
Armenia and Azerbaijan in Nagorno-Karabakh, at least
so far. Russia will probably continue to achieve similar
successes — often viewed dubiously, occasionally favour-
ably, by the West — ensuring that it will remain a significant
player in the post-Soviet space, while failing to prevent
the area's overall globalization. Russia wins battles but it

is losing the war.

Propping up friendly - i.e. autocratic — regimes in its
immediate vicinity (and beyond in the Middle East) makes
it easier for Russia to do business with them. It does not
expect Western assistance in this, of course; it merely
wants other powers not to interfere. The West believes, at
least nominally, in the right of all former Soviet countries
to decide their own geopolitical orientation. This is in
direct contradiction to Russian policy. For all its signatures
of relevant agreements in the 1990s, such as the Charter
of Paris, Moscow has simply not accepted the concept
of a ‘Common Neighbourhood, let alone the post-Soviet
countries’ freedom of geopolitical orientation.

The question for the West is not what it says in response
to Russian actions, but what it does. As long as the West
largely upholds its values (even if some political expedi-
ency or ‘pragmatism’ is inevitable), Russia’s attempts to
maintain its sphere of influence are doomed to fail as the
other former Soviet states will not be able to resist looking
to the West, in spite of its current weakness and Asia’s
economic rise. Western soft power remains strong, even if
its economic power is now open to question. Also bound
for failure, eventually, are Russia’s attempts to hinder the
democratization of the states within that nominal sphere.
This will remain a key source of tension for as long as the
current internal system is in place in Russia.

The question is how far the West is willing to go to
defend these principles in its geopolitical game of ‘chicken’
with Russia. Merely complaining about Russian interfer-
ence in other post-Soviet states is relatively safe for the
West, allowing it, at least, to stay on the moral high ground.
The same is pretty much true for its backing of the creation
of alternative energy routes to those crossing Russian
territory. But the high ground seems to be enveloped in
fog when it comes to material support for the post-Soviet
states. Defence assistance or helping them to militarize is a
moral dilemma when those countries are far from demo-
cratic and when there exists the possibility that the West’s
weapons might later be used to oppress internal revolution

or democratic opposition. In the case of Georgia it could

17 See Nixey, The Long Goodbye; Bogomolov and Litvinenko, The Ghost in the Mirror; and Agnia Baraskunaite Grigas, Russian Influence in the Baltic States:

Legacies, Coercion, and Soft Power (forthcoming 2012), all in the Chatham House series ‘The Means and Ends of Russian Influence Abroad.
18 Reported conversation between Putin and Bush at the NATO summit in Bucharest, April 2008, http://www.kommersant.ru/doc/877224.
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be argued that defence assistance is futile anyway as Russia
will always have overwhelming military superiority against
it. Russia is increasing its defence spending by 60%, from
1.264 trillion roubles ($42 billion) in 2010 to more than
two trillion roubles ($66.3 billion) in 2013.%

Aside from in its dealings with North Korea and the
former Soviet states where it has on occasion played a
broadly positive role (e.g. peacekeeping after the Tajik
civil war in 1991 and mediating in Nagorno-Karabakh
more recently), Russia has yet to prove that it can play
a more constructive role across the globe - and that its
actions are not always motivated by self-interest but
at least sometimes by altruism. Russias policies on the
larger international problems it aspires to be involved
in are almost always motivated by self-interest (this is
not to imply that the West’s actions never are, which is
unarguable) and this limits its ability to make a substantial
impact on the world stage. The current stand-oft at the
UN Security Council, with Russia vetoing its resolution
calling for President Assad to stand down, is but the latest
example. Its desperate attempts at diplomacy with Syria
at the beginning of 2012 have, in fact, isolated Russia yet
further - and far more than China. Russia, then, can only
be considered a regional power, not a global one. It is still

capable of gaining attention, but not critical influence.

Conclusion

A new Putin presidency will undoubtedly occasionally
contain harsh rhetoric and recriminations against the
West, aimed in part at impressing a domestic audience.
In August 2010, Putin remarked that his 2007 Munich
speech had been useful in asserting Russia’s authority on
the international stage.” Such a statement suggests that he
is unlikely to add many softer touches to his foreign policy.
The Georgia war happened under Medvedev’s nominal
reign, but it had Putin’s approval at the very least. Yet in
spite of the tactical victory and international isolation the

war brought Russia, a turn to xenophobia and an extreme

fortress mentality are as unlikely as a shift to liberal
democratic values feeding into Russian foreign policy.
The picture will inevitably become even more confused
as Russia enters clubs like the World Trade Organization
and pushes for a free trade agreement with the EU, while
also promoting the Customs Union Treaty with as many
other ex-Soviet countries as possible. Similarly, it will
partake in big multilateral events but threaten to withdraw
from treaties such as the new START and continue
to point Russian missiles in Kaliningrad at American
defence systems. In sum, Russia will carry on its search
for a unique voice in international matters, but probably
succeed only in looking like the spoilt child at the party.

The West’s attractiveness may be declining, but so is
Russias. Russia is a declining power in relative and possibly
in absolute terms. Foreign policy decline is an element of
the picture of unravelling stability at home. A neo-liberal
empire, the ‘Russian Idea, the ‘'historically conditioned
sphere of mutually privileged interests', the ‘R" in BRIC,
pan-Eurasianism, neo-Eurasianism, the Eurasian Union
and even the Russian concept of Eurasia itself are all,
ultimately, one and the same thing - symptoms of Russia’s
desperate attempts to hold on to great-power status. And
they are all self-deceiving fantasies.

Russia size, history, economic weakness and over-ambi-
tion will continue to undermine its foreign policy. While
the world’s largest country is unlikely to either prosper or
implode, it will come under strain unless its government
addresses a series of interlocking problems. But that does
not imply that its foreign policy is likely to change in the
foreseeable future. It will remain full of bluster, yet unable
to command respect. Russia will be seen as a failure at
home, as its lack of great-power status becomes increas-
ingly evident, and as a failure abroad, as its neighbours slip
from its embrace and the world’s stronger and more mature
powers continue to pay it lip service, but ultimately ignore
it. This report warns throughout that Russia’s stability is at
risk as another presidential spell for Putin nears. But for the
Kremlin, irrelevance abroad is almost as horrifying as the

spectre of the regime’s mortality.

19 Reported in RIA-Novosti, 30 July 2010, http://en.rian.ru/mlitary_news/20100730/160003543.html.

20 Interview with Vladimir Putin, Kommersant daily, 30 August 2010.
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6. Conclusion

The return of Vladimir Putin to Russia’s presidency is
intended by the country’s ruling elite to ensure that the
system developed over the past twelve years continues
without fundamental change. Russia’s political struc-
tures will look, in formal terms, much the same after the
2011-12 electoral cycle as they did before it began.

There will be little immediate economic pressure on
Russia’s rulers to change their accustomed courses either.
The longer-term economic outlook is, however, troubling.
The population has not been prepared for the difficult
structural changes that would be needed to address that,
and there is nobody within the current or prospective
ruling elite with the will or authority to provide the deter-
mined, sustained and relatively liberal political leadership
essential for such transformation.

This is not to rule out useful adjustments being made,
but moving much beyond the cosmetic would directly
threaten the interests of Russia’s rulers. The Kremlin,
moreover, depends for its purposes on a corrupted
bureaucracy of limited competence. Without accounta-
bility that would have to reach to the top of the hierarchy,
the ‘vertical of power’ created by Putin will continue to

deteriorate.

These factors alone would leave Russia vulnerable
to shock, whether external or internal. The break that
happened in 2011 and the early months of 2012 between a
large part of the educated urban population and the small
group of leaders who have held onto power since 2000
was a major shift for the worse in a crisis of the governing
system. In any country, such a break would be difficult to
repair. The prospect of Russians recovering their confi-
dence in Putin’s leadership now looks remote.

A re-elected Putin and his associates may be tempted
to seek to renew their grip on power through repressive
measures. But that strategy is unlikely to succeed for long,
even if it is buttressed by appeals to nationalist or ethnic
prejudices, and supported for a time by budgetary bribes.

The Russian people are growing away from the narrowly
based regime that has determined their lives in recent
years. What they and the outside world face is an increasing
challenge to a regime apparently incapable of delivering
the radical change required to cope with the pressures that
threaten its structures.

It will matter greatly to the West, and particularly to
Russias fellow Europeans, that the further erosion and
eventual replacement of Russia’s existing regime should be
peaceful, not violent. There are those within Russian society,
and some within the broader governing structures, who
may eventually come to wish for a peaceful transformation
in their own interests, and to find a way to work for it.

Russia’s 2011-12 electoral cycle has therefore been the
latest stage in a continuing process of deterioration, not
the start of a renewal, as some in the West might hope.
It is this perception that informs the guiding principles
suggested throughout this report (and set out in the
Executive Summary) for how the West should respond to

a new Putin presidency.
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