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Preface

Russia has been on a wild roller-coaster ride for the past two decades with
no end in sight. From global superpower in the 1980s to collapsed empire
and nearly failed state in the 1990s to resurgent “energy superpower” dur-
ing the past eight years, certainly no contemporary large emerging market
and probably no great power in modern history has experienced such
highs and lows in such a short period. Just in the past year as the global
financial crisis deepened, the conventional perception of Russia, as this
book went to press, has changed from a “safe haven” from the economic
tsunami to one of the hardest hit larger markets in the world.

Russian international behavior has vexed policymakers and analysts
alike in recent years. Early in his term Vladimir Putin endeared himself to
the George W. Bush administration for his bold decision to strongly sup-
port US-led efforts to defeat the Taliban in Afghanistan after 9/11. Shortly
thereafter US-Russia relations began to deteriorate steadily and reached
their lowest point in more than two decades after the five-day Georgia-
Russia war in August 2008. Many aspects of Russia’s domestic develop-
ment have seemed anomalous as growing prosperity over the last decade
has occurred while the Kremlin has tightened its grip on power and
eroded nascent democratic institutions. The middle class has grown tre-
mendously, yet this newly prosperous generation is more anti-American
than its parents’ generation. Russia inspires strong and often contradic-
tory reactions. Will Rogers noted decades ago that Russia is the only coun-
try about which you can say anything and it is true, which seems to re-
main the case today.

In spite of its changing, indeed quixotic, nature, understanding the
sources of Russian behavior remains a priority for the successful pursuit
of US foreign policy. Just the fact that Russia possesses the most hydro-
carbon resources in the world and a nuclear weapons arsenal only com-
parable to that of the United States makes its significance clear. Add to
this the vast geographic expanse of the Russian Federation and the fact



viii

that it borders on the most important regions of the world for US eco-
nomic and security interests—from Europe to the Greater Middle East to
Northeast Asia. Russia is also a significant player on some of the most cru-
cial emerging challenges for the United States and its global partners in-
cluding reducing global warming and reforming the international finan-
cial and economic architecture. In sum, Russia matters a lot but is not easy
to understand.

As three years ago for the China Balance Sheet Project, the Center for
Strategic and International Studies (CSIS) and the Peterson Institute for
International Economics have teamed up again in an effort to provide a
basis for sound and sensible judgments about Russia. Because we believe
that US policies toward Russia must rest, first and foremost, on a firm and
factual analytical footing, the Russia Balance Sheet Project’s primary pur-
pose is to provide comprehensive, balanced, and accurate information on
all key aspects of Russia’s developments and their implications for the
United States and other nations. Seemingly everyday, we—policymakers
and the public alike—are bombarded with bits and pieces of information
and events involving Russia, making it more easy to lose sight of “the for-
est for the trees.” With this book we hope to provide a comprehensive
look at the complex dynamics of change in Russia and their implications
for its international behavior. 

As Stalin pithily put it, “Cadres decide all,” and we are very fortunate
to have this project codirected by two of the world’s leading experts on
Russian affairs, Anders Åslund, senior fellow at the Peterson Institute, and
Andrew C. Kuchins, director and senior fellow of the Russia and Eurasia
Program at CSIS, who together coauthored this book. The work of Åslund
and Kuchins benefited enormously from draft contribution and mate-
rials from a “virtual” working group including Edward Chow, Thomas
Graham, Sergei Guriev, Gary Clyde Hufbauer, Dmitri Trenin, Maxim Tru-
doliubov, Aleh Tsyvinski, Judyth Twigg, and Edward Verona. 

The first chapter, written by Kuchins, examines the impact of Russia’s
past. Chapter 2, written by Åslund, records the evolution of the political
system after communism. Chapter 3, with contributions from Åslund,
discusses Russia’s economic revival and the current financial crisis. Chap-
ter 4, with contributions from Edward Chow, deals with Russia’s policy
on oil and gas. Chapter 5 on Russia’s trade and investment policy was
written by Gary Clyde Hufbauer, Edward Verona, and Jeffrey Barnett.
Judyth Twigg first drafted chapter 6 on the demographic and health chal-
lenges. In chapter 7, Sergei Guriev, Aleh Tsyvinski, and Maxim Trudo-
liubov review what opinion polls reveal about the mood of the Russian
population. Chapter 8 by Kuchins and Dmitri Trenin discusses Russia’s
foreign policy. In the concluding chapter, Åslund and Kuchins outline im-
plications for US policy toward Russia.

Åslund and Kuchins have been fortunate to work with very strong
teams at CSIS and the Peterson Institute in the research, editing, and pub-
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lication process, which was noteworthy both for the compressed time
deadline as well as the tumultuous impact of the global financial crisis on
the subject matter. At CSIS thanks go to Amy Beavin, Anya Bryndza,
Samuel Charap, Matthew Malarkey, Chad Miner, and Emma White. At
the Peterson Institute for International Economics, gratitude is due to
Olesya Favorska and especially to Madona Devasahayam for managing
the editing. We also thank Cameron Fletcher for excellent copyediting and
Susann Luetjen for production coordination.

We are very grateful for the support and contributions to the project
from our eminent Advisory Committee (full list at back of the book),
which met twice in the second half of 2008 to helped shape and inform the
structure, style, and content of the book. In particular, Leon Aron, Thomas
Graham, and Michael Mandelbaum read the entire manuscript in draft
and provided tremendously insightful comments and suggestions. We are
also enormously grateful to Zbigniew Brzezinski for his very keen cri-
tique and suggestions on the final chapter, which was also published as a
policy brief in March 2009. 

Finally, we are especially grateful to our corporate supporters of the
Russia Balance Sheet Project, which includes AIG, British Petroleum,
Caterpillar, Chevron, Coca-Cola, ExxonMobil, Microsoft, and Pepsi. The
US-Russia Business Council, with its past president, Eugene Lawson, and
current president, Edward Verona, has been a critical partner and sup-
porter of the project.

John J. Hamre, President and CEO C. Fred Bergsten, Director
Center for Strategic and Peterson Institute for
International Studies International Economics

March 2009
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Introduction: Why Russia
Matters and How

Whether one lives in Moscow, Mumbai, or Washington, 2008 will go
down in modern history as one of the most tumultuous and difficult years.
But newly elected Russian president Dmitri Medvedev must feel espe-
cially snake-bitten. Shortly after he was inaugurated in May, the Russian
stock exchange reached an all-time high after 10 years of remarkable eco-
nomic growth. In July the oil price peaked at $147 per barrel. Russia had
gone through a remarkable economic recovery in the past decade, boost-
ing its GDP nine times in current US dollars from $196 billion in 1999 to
$1.75 trillion in 2008, becoming the eighth largest economy in the world.
Its government had set ambitious development goals, including that of
becoming the fifth largest economy by 2020. For the Russian government
the biggest challenges were to control inflation and decide how best to
allocate rapidly accruing reserves to promote modernization and sus-
tained growth. The Kremlin emphasized rhetorically the political mantra
of “continuity” and “stability” in the further implementation of the amor-
phous “Putin’s Plan,” and President Medvedev appointed his predeces-
sor prime minister. Like medieval scholars speculating on the question 
of how many angels can dance on the head of a pin, Russia watchers
guessed at the inner workings of Russia’s new “tandemocracy.” 

But as so often happens in Russian history, shocking events in the form
of a war followed by economic crisis intervened in the second half of 
2008, bringing “tandemonium” to the Kremlin. On August 8, 2008, while
people around the world were transfixed in front of their televisions by
the stupendous Olympic Games opening ceremonies in Beijing, Russian
and Georgian military forces engaged in large-scale combat in Georgia’s



separatist enclave South Ossetia. US President George W. Bush and Rus-
sian Prime Minister Vladimir Putin were together in Beijing observing the
ceremonies and discussing the Georgia war. Despite the personal rela-
tionship they had cultivated through 27 meetings in the course of nearly
eight years, they failed to stop what should have been a preventable war. 

Russian forces routed their Georgian opponents, who had received
training from American instructors to fight in Iraq but not American arms
to use against Russian troops. The Russian military advanced well be-
yond South Ossetia and carried out bombing raids throughout Georgia.
On August 12 French President Nicolas Sarkozy, in his capacity as presi-
dent of the European Union, mediated a cease-fire agreement, and the
war in Georgia became known as the five-day war. On August 26 the
Russian Federation officially recognized the independence of South Os-
setia and the other separatist region in Georgia, Abkhazia, but so far only
one other country, Nicaragua, has recognized these two territories as
independent. 

Russian claims of “8/8 as their 9/11” were a crude exaggeration and
soon forgotten, but the guns of August in Georgia shook the world for a
moment. For the first time since the collapse of the Soviet Union, Russian
military forces were used on a large scale outside the territory of the Rus-
sian Federation. Nearly 20 years after the fall of the Berlin Wall, this war
tragically illustrated the failure to integrate Russia into a broader Euro-
pean security framework. US policy toward Russia and Eurasia was in
tatters, and the credibility of US security assurances around the world had
been devalued. The Kremlin complained that “US client” and virtual ally,
Georgian President Mikheil Saakashvili, attacked Russia’s “peacekeep-
ers” in South Ossetia and that the United States failed to understand that
the Russians were dead serious when they talked about “red lines” that
could not be crossed. The Georgians were disappointed that the United
States did not understand the danger of Russian military action or guar-
antee their security. The Bush administration was upset that Saakashvili
ignored its advice not to let himself be provoked by the Russians or their
proxies in South Ossetia.

International attention, however, did not linger on the Russia-Georgia
war, as in mid-September 2008 the financial crisis in the United States took
on global proportions at dizzying speed. Stock markets around the world
plunged, and credit markets nearly froze up as world leaders from 20 lead-
ing economies (G-20) met in Washington in mid-November to discuss
measures to control the crisis and begin thinking about reforming global
financial institutions for future crisis prevention. In early 2008 Russian
leaders talked about Russia as a safe haven as the subprime mortgage cri-
sis began to overwhelm the US economy. But this notion was brutally de-
bunked, as the Russian market tanked even more precipitously than other
emerging markets in the wake of the global liquidity crisis in the second
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half of the year. Russian economic hubris was rocked as its risk was ex-
posed. The ruble, which had been appreciating for nearly a decade, has
fallen steadily by over one-third, and most economists predict further de-
valuation. Foreign exchange reserves, which had peaked at $598 billion in
early August 2008, had fallen to $381 billion in early March 2009 as the
Russian central bank was defending the ruble. The summer’s heated dis-
cussions of the dangers of a resurgent Russia were replaced by chilled
whispers about a possible third default in less than 20 years if oil prices fell
to $30 per barrel and stayed there for more than a year.

The United States and its European allies have conflicting ideas about
how to deal with Russia. Not only in Europe but around the world inter-
ests are more fluid and cross-cutting in this era of rapidly growing glo-
balization. Perhaps most worrisome is that the understanding among
American and Russian political elites about the US and Russian roles in
the world was never as diametrically opposed in the last 20 years as it is
today. Channels of communication between Washington and Moscow are
thin and fraught with hostility and distrust.

The security challenges are obvious: Russia maintains the largest stock-
piles of nuclear weapons and fissile materials; its military-industrial com-
plex is second only to that of the United States; and its client list features
countries such as China, Iran, Syria, and Venezuela, whose interests di-
verge in important ways from those of the United States. Russia is a re-
gional power in many respects. It is the largest country in the world and
borders Europe, East Asia, and the greater Middle East, theaters of great-
est concern to US foreign policy, making its role as either a partner or a
troublemaker most significant. Russia is important also in regional poli-
tics, energy, and the world economy. The inherent difficulties in anticipat-
ing what will happen in Russia make the stakes in getting it right all the
higher for the United States. 

An Elusive Subject 

Historically, Russia has displayed a profound capacity to confound and
confuse everybody, partly by design, partly due to an opaque political cul-
ture. Various blinders and biases among observers have also contributed.
Moreover, Russia has tended to develop in a highly nonlinear and thus un-
predictable manner. This quality is at the heart of the genius and the frus-
tration of the country, a quality that Russians themselves simultaneously
boast about and find vexing. Winston Churchill’s famous 1939 comment
about Russia as a “riddle wrapped in a mystery inside an enigma” or the
19th century Russian poet Fyodor Tyutchev’s line that “Russia cannot be
understood by the mind, only felt by the soul” sound like clichés, but
clichés are usually grounded in some reality. Yet Churchill’s less-quoted

INTRODUCTION 3



ensuing words indicate what to look for: “. . . but perhaps there is a key.
That key is Russian national interest.”

Today’s Russia is also complex. Depending on one’s perspective or
source, one might conclude that the country is like a “Tale of Two Cities.”
Until the summer of 2008, observers who are more interested in economic
and financial developments were impressed by the robust growth of the
Vladimir Putin years and the macroeconomic revolution that transformed
Russia from an economic basket case to an emerging-market powerhouse,
with foreign debt amounting to 100 percent of GDP in 1999 repaid and the
third largest foreign exchange reserves in the world. Those more inter-
ested in democracy, civil society, and human rights reached far less rosy
conclusions. Policymakers, analysts, and scholars around the world con-
cerned about international security continue to puzzle over how the Rus-
sians perceive and pursue their interests, from Iran to their European
neighbors and China: Is Russia a partner or an unpredictable and unreli-
able troublemaker? 

Looking back over the past 25 years, the unpredictability of Russia’s de-
velopment has been remarkable. Efforts to prognosticate the country’s fu-
ture have more often than not been woefully off the mark, as a broad ex-
pert consensus cautiously held that not much could change. Yet there
have also been daring, and realistic, forecasts. Most prescient was proba-
bly the Soviet dissident Andrei Amalrik, who in 1969 recognized the pre-
conditions of previous Russian revolutions in the contemporary Soviet
Union: 

a caste-ridden and immobile society, a rigid governmental system which openly
clashes with the need for economic development, general bureaucratization and
the existence of a privileged bureaucratic class, and national animosities within a
multi-national state in which certain nations enjoyed privileged status.1

In 1983 Zbigniew Brzezinski observed: “The Soviet Union is a world
power of a new type in that it is one-dimensional. . . . [T]he Soviet Union
is a global power only in the military dimension.”2 The following year,
Richard Pipes rightly pointed out that Russia had entered a revolutionary
situation.3 In 1989 one of us wrote: 

The first [most likely] scenario is radicalized reform with far-reaching democratization
[emphasis in original]. As Soviet reformist economics are waking up from their im-
posed lethargy, they are becoming ever more radical, because they realize that the
state of the economy was worse than they had imagined and that half-measures do
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not offer any results. Therefore, they want to go further towards a market economy
and independent forms of ownership than they themselves had anticipated. The
impressive resistance from the party and state bureaucracies is convincing them
that little can be achieved without a considerable democratization. . . .4

Similarly, many sounded warnings of an authoritarian backlash with the
ascension of a former KGB agent to the Russian presidency. In 1993 Daniel
Yergin and Thane Gustafson published an excellent book outlining alter-
native Russian scenarios to the year 2010.5 Ironically, they formulated one
very positive economic scenario called chudo (miracle in Russian), which
describes the remarkable economic growth that actually took place from
1999 until 2008. But they got the reasons for that growth wrong. In their
chudo scenario, the Russian recovery would be driven by the diversifica-
tion of the Russian economy, promoted especially by flourishing small and
medium-sized enterprises. Economic reform is certainly part of the story
of the Russian recovery, but skyrocketing oil and other commodity prices
have been far more important drivers. And they make it more fragile.

Since we know that Russia is prone to nonlinear development, the cur-
rent turn for the worse is not all too surprising, although it is part of a
global trend. First, Russia is a quasi-authoritarian state, and such states are
unstable almost by definition. Second, the decade-long economic boom
has been driven not only by reforms in the 1990s but also by the high in-
ternational oil price, which is cyclical and has now fallen. Third, Russia is
an attractive target for large-scale terrorist attacks because of its vulnera-
bilities in domestic security and its failed policies in the northern Cauca-
sus; an act of catastrophic terrorism could upset the status quo. 

Under Putin or the Putin-Medvedev “tandem,” Russia may project a
newfound aura of power and resurgence that has unnerved many, but the
sources and sustainability of this “comeback” are quite questionable and
deserve focused research and analysis. Understanding Russia and in-
forming American public debate about Russia’s present and future are the
principal motivations behind this book and our broader collaborative
project, the Russia Balance Sheet.

Why The Russia Balance Sheet?

Given Russia’s importance, it is vital to understand its possible trajecto-
ries of development. In this book we seek to address the key questions
about possible trajectories of Russia’s development through a rigorous,

4. Anders Åslund, Gorbachev’s Struggle for Economic Reform (Ithaca, NY: Cornell University
Press, 1989).

5. Daniel Yergin and Thane Gustafson, Russia 2010 and What It Means for the World (New
York: Random House, 1993).
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multidisciplinary, and comprehensive approach. Most importantly, we
endeavor to keep an open mind in considering hard-to-imagine but pos-
sible outcomes, to avoid the shortcomings of previous projections that
failed to imagine or anticipate what could and did happen in Russia. 

The timing is ripe for such an effort, with President Medvedev having
assumed office in Russia in May 2008 and the Barack Obama administra-
tion in Washington in January 2009. The two countries are embarking on 
a third epoch in post-Soviet US-Russia relations, following the Yeltsin-
Clinton and Putin-Bush periods. The relative positions of the two coun-
tries in the world have changed considerably in the last eight years, with
Russia’s unexpected resurgence and the United States weakened by the
costly war in Iraq. The sustained economic fallout from the 2008 global fi-
nancial crisis will also affect how Washington and Moscow perceive their
mutual interests. The United States has strong reasons to reengage with
the world, both with its old European allies and with the large emerging
economies, of which Russia is one. Russia is facing an existential choice:
Will it opt for authoritarianism, state capitalism, and protectionism, or will
it opt once again for political and economic liberalization? Our bet is the
latter, but no certain prediction is possible at this time.

In the near term Washington needs to gain a sense of how the new
Russian regime is shaping up—the broad outlines of the Kremlin’s poli-
cies and of its ability to drive policy. In the longer term the administration
will need to consider other questions, such as:

� What kind of power is Russia likely to be in the world?

� How will it define its interests?

� What capacities will it have to pursue those interests? 

� How compatible will those interests be with US interests? 

This book is the first product of the three-year Russia Balance Sheet
project, and in it we seek to draw a clear and comprehensive understand-
ing of the key drivers of contemporary Russia. Our goal is to be factual
and objective, looking at Russia beyond the stereotypes, clichés, and his-
torical perceptions and expectations. We chose the title The Russia Balance
Sheet for both this book and the larger project for several reasons. The
most superficial reason is that we are building on the brand name estab-
lished by the very successful collaboration between the Center for Strate-
gic and International Studies and the Peterson Institute for International
Economics for the China Balance Sheet, launched in 2005 and widely sup-
ported by the business and policy communities. Like the China Balance
Sheet, we seek to provide a comprehensive, objective, and balanced as-
sessment of the key features of Russia’s political economy and its foreign
policy. While both of us have considerable experience in punditry at lead-
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ing Washington think tanks, taking a side or position is not the goal of this
exercise. Our aim is to present the relevant facts to allow readers to draw
their own conclusions. We find that the dramatic polarization of the US
policymaking and business communities involved with Russia is unpro-
ductive in serving the formulation of US policy toward Russia. 

The US business community tends to view Russia as a large emerging
market that cannot be ignored. Russia presents many challenges for trade
and investment, but so do other large emerging markets such as Brazil,
China, and India (with Russia, the so-called BRICs, adding Korea and
Mexico, or the trillion-dollar club). It may be an exaggeration to call Rus-
sia a “normal country,”6 but the American and international business com-
munities do not view Russia as so different: They recognize it as both an
important supplier and market, where all major global companies have to
be present. 

In the policy community, on the other hand, most high-level officials
and analysts grew up during the Cold War, when the Soviet Union was
the big, bad enemy, and current Russian realities are still too often looked
upon through Cold War blinders. These skewed prisms were reinforced
during the Putin years, when Russia reestablished itself as a much more
centralized and authoritarian polity as well as a resurgent power whose
unsubtle muscle flexing sent shivers down the spines of its neighbors,
who themselves have a troubled history with Soviet and/or imperial Rus-
sia. Many features of contemporary Russia are not reassuring and to those
living in Tbilisi or Tallinn or Warsaw they might even be alarming. The
satirical publication The Onion struck a chord when shortly after the Geor-
gia war it advised the small countries on Russia’s border to move.7

Another problem for the US perception of Russia stems from the nature
of the current media. The problem may not be so much old stereotypes
such as the Cold War but rather that bad news makes the news much
more often than good news does. Since the Soviet collapse, Russia has had
no shortage of bad news from military conflicts, virtual civil war, terror-
ist attacks, contract murders of prominent journalists and businessmen,
economic collapse, endemic corruption, renewed economic collapse—and
the list goes on. One of us wrote in 2001 that Russia in the 1990s reminded
him of the classic line from legendary bluesman Albert King: “If it wasn’t
for bad luck, I wouldn’t have no luck at all.”8 That the average Russian
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consumer has just lived through the most prosperous decade in Russia’s
thousand-year history makes no headlines. 

An additional motivation for naming this book The Russia Balance Sheet
stems from our view that economic drivers are crucial to Russia’s future,
and neither Russia’s political system nor its foreign policy can be well un-
derstood without a firm grounding in Russia’s current economic realities,
its goals, and the global economic system within which Russia operates.
Russians are not only living more prosperously than ever but also are
more integrated into the globalized economy than ever before. 

In an article in 2006, one of us dubbed Putin “Vladimir the Lucky” be-
cause his presidency occurred during Russia’s most felicitous conditions
for economic growth, taking into account the dramatic increase in the oil
price and the “global money party” that occurred during his tenure.9 Es-
pecially from 2003 on, the Russian government needed to do little but
float on high oil prices to maintain robust growth, and the structural eco-
nomic reform agenda went into hibernation. Since Medvedev took over as
president and Putin moved to the position of prime minister, however,
those beneficial external circumstances have dramatically changed. The
commodity price cycle has peaked and credit markets have become very
tight around the world. Medvedev and company will have to be more than
lucky.

As impressive as Russia’s economic recovery has been over the last
decade, if the country wants to rejoin the ranks of the world’s great pow-
ers, it has a long way to go. The Russian government’s plan for strategic
economic growth to the year 2020, which was approved in the fall of 2008,
has set the ambitious goal of raising the per capita income from today’s
level of $12,000–$14,000 to $30,000. Even in this best case, which the
Kremlin calls the “innovation scenario,” Russia’s share of global GDP will
grow from about 21⁄2 to only 4 percent. Such growth would hardly support
a new imperial foreign policy. To achieve it in the next decade, Russia 
will have to depend on greater integration with the postindustrial West:
first and foremost Europe, but also the United States and Japan. Economic
integration with China will continue to deepen, but it will probably exac-
erbate Russia’s overdependence on commodity exports and not serve its
goals of diversifying the economy. 

One of the Kremlin’s big choices is how Russia will opt to balance its
foreign policy interests and economic growth goals. Historically, Russian
governments have often seriously compromised optimal growth in favor
of political control at home and domination abroad. In this book we hope
to illuminate some current and potential tradeoffs and to explain how
various economic, demographic, energy, political, and other drivers may
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interact to shape Russia’s future. In so doing, we hope to clarify options
for US and foreign policymakers and businesspeople in the months and
years ahead.

Anders Åslund Andrew C. Kuchins
Peterson Institute for Center for Strategic and
International Economics International Studies
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1
Russia’s Historical Roots

Russia’s thousand-year history is replete with colorful leaders, global and
continental wars, and the dramatic juxtaposition of brilliant culture with
extreme brutality and poverty. Some Westerners find these qualities at-
tractive, others repelling—there is little middle ground in how foreigners
respond to Russia.

This chapter outlines some of the enduring legacies of Russia’s political
and economic organization and conveys Russia’s perspective on both its
global and regional position and its identity. For the last 500 years, Russia
has been one of the traditional European powers,1 with an inheritance
both rich and complicated: Many of the peculiarities of tsarist Russia—
some pertaining to geography, others to tradition—persist today; similarly,
the Soviet period of 1917–91 is over, but it too has left indelible marks.

Over the past two centuries, occasional tsarist and even Soviet leaders
have struggled to free Russia from the “path dependencies” of its central-
ized and authoritarian economic and political systems and its deeply ter-
ritorial sense of security, which has fueled expansion and the domination
of its neighbors. In addition to these challenges, the Russian reformers
who came to power in 1991 strived to join the West but succeeded only
partially.

The Muscovite, Tsarist, and Soviet Legacies

Looking at a map of the world, one cannot help but be impressed by the
sheer vastness of Russia. From the beginning of the 16th century through

1. This point has been made most strongly by Martin Malia, Russia under Western Eyes (Cam-
bridge, MA: Harvard University Press, 1999).



the middle of the 17th, Russia on average annually added territory equiv-
alent to the size of the Netherlands, and it continued expanding until
World War I. No other state in world history has expanded so persistently.2

Russia grew as a multinational and multicultural empire along with 
the Western European empires, but there was an important difference 
between them: The colonies of the Western European empires—those of
Great Britain, France, Holland, Portugal, and Spain—were overseas, phys-
ically separated from their capitals. Russia, however, was a continental em-
pire without a clear differentiation between the ruling core and its colonies,
more like the Ottoman Empire. Although the Western European states de-
veloped national identities separate from their colonial possessions, Russia
did not. Many historians have argued that Russia never was a nation-state
but developed as an empire from the beginning.

The Muscovite principality marked the geographic center of the terri-
tory settled by ethnic Russians in medieval times, and the Muscovite
court formed an efficient capital with a monolithic militarized political or-
ganization. Neighboring political-military groupings were comparatively
weak and vulnerable to invasion.

Russia’s centralized and militarized state has distinguished the country
for centuries, although whether its militarization was offensive or defen-
sive has been a matter of considerable historical debate. The country’s
need for expansion was self-perpetuating: It continually conquered or ac-
quired territory populated by non-Russian ethnic and nationalist groups
that formed a belt of regions of dubious political loyalty, arousing perma-
nent insecurity in the core state, which responded with repression and the
expansion of boundaries to create buffer zones.3 As Russia grew, the de-
mands of the administration and security of the vast territory resulted in
an increasingly onerous tax and financial burden on the people, since the
government extracted these resources chiefly from the agrarian popula-
tion, which struggled for subsistence in climactically and geologically ad-
verse conditions. As Russian historian Vasily Kliuchevsky famously re-
marked, “The state expands, the people grow sickly.”4

Thus as one traveled east from Western Europe, regions became pro-
gressively poorer and the rule more autocratic. In their competition with
Western adversaries, Russian governments resorted to the authority of
the central sovereign—the tsar and later the head of the Communist Party
of the Soviet Union—who allocated relatively large resources to the mili-
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tary. Because the Russians’ deeply ingrained sense of territorial security
created the need for a large and expensive state bureaucracy and military,
Russia’s commerce, economic growth, and technological development con-
sistently lagged behind those of its European neighbors. 

Yet Russia’s vast natural resources, large territory and population, and
ability to mobilize a large army made the country a formidable player in
European politics. After the defeat of Charles XII and Sweden at Poltava
in 1709 and the relocation of the capital of the Russian empire to the newly
built St. Petersburg, on the Baltic Sea, in 1713, Russia continued to expand
in the Baltic region. Later in the century, under Catherine the Great, Rus-
sia expanded in the west through the partitioning of Poland in 1772, 1793,
and 1795, and to the south at the expense of the Ottoman Empire. In the
19th century the expansion continued to the south into the Caucasus and
to the southwest into Central Asia. By 1837, Pyotr Chaadaev wrote in his
The Vindication of a Madman, “Russia, it is a geographical fact.”

Historians have argued that the geography of Eurasia was conducive
for the Russians, as it had been for the Golden Horde and Tamerlane, to
create a huge continental empire. Harvard University history professor
Edward Keenan has suggested that Moscow was a pragmatic opportunist
not inherently bent on expansion but simply taking advantage of oppor-
tunities as they emerged—in other words, Russia expanded because it
could. Historian George Vernadsky embraced the argument of geograph-
ical determinism—that the peculiar geography of Eurasia encouraged a
dynamic national grouping (i.e., Russia) to extend its domination as far as
possible for security reasons:

The fundamental urge which directed the Russian people eastward lies deep in
history and is not easily summarized in a paragraph. It was not “imperialism,”
nor was it the consequence of the petty political ambitions of Russian statesmen.
It was in geography which lies at the basis of all history.5

The two historians’ views mesh well, suggesting that Russia’s expan-
sionism was normal behavior in an unusual geography. Richard Pipes
suggests, however, that the Russians, and later the Soviets, adopted an
ideology—be it “Moscow as the third Rome” or Marxism-Leninism—that
promoted an extraordinary imperial appetite and that encouraged the
government to be inherently aggressive and expansionist.6

Such views may not be all that contradictory. The geography of Eurasia
presents a truly Darwinian dilemma given its susceptibility to invasion,
and the imperative of security drove a peculiarly militarized economic
development of both tsarist Russia and the Soviet Union. 

5. George Vernadsky, A History of Russia, 3d ed. (Philadelphia: The Blakiston Company, 
1944 , 6). 

6. Richard Pipes, Russia under the Old Regime (London: Weidenfeld & Nicholson, 1974).
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Russia’s Early Identity Questions

A powerful national myth is required to dominate such extensive territo-
ries, and the Russians developed one, under first the tsars and then, with
some adaptations, the Soviet Union. The 15th century saw the emergence
of a messianic vision for the Russian state and the people of Moscow as
the Third Rome, or the historical protector and purveyor of Orthodox
Christianity. The first Rome was long gone, and the second Rome, Con-
stantinople, fell in 1453. In 1472 Russian Prince Ivan III married Sofia Pa-
leologue, the niece of Byzantium’s last emperor, Constantine, and this
marriage gave legitimacy to Russia’s claim as Byzantium’s historical suc-
cessor. In 1520 the monk Filofey supposedly wrote in an oft-cited letter to
the tsar,

And now, I say unto them: take care and take heed, pious tsar; all the empires of
Christendom are united in thine, the two Romes have fallen and the third exists
and there will not be a fourth.7

In 1547 the Muscovite prince Ivan IV officially adopted the title of tsar,
which was derived from the Roman caesar, emphasizing that the succes-
sion of Christian capitals was matched by a succession of rulers. Iver Neu-
mann has argued that the Third Rome doctrine anointed Russia as the
divine successor, but its borders were never clearly identified, thus pro-
viding religious justification for expansion. Throughout Russian history,
Holy Russia has been invoked as the suffering savior of the world, and its
historical mission was the crux of the Russian Idea. Russian philosopher
Nikolai Berdyaev attributed the Russians’ messianism to their unique com-
bination of Western and Eastern qualities:

The Russian people is not purely European and it is not purely Asiatic. Russia is
a complete section of the world—a colossal East-West. It unites two worlds, and
within the Russian soul two principles are always engaged in strife—the Eastern
and the Western.8

The eternal question of East or West was at the heart of the 19th century
debate between Russian Slavophiles and Westernizers.9 The Slavophiles
were aristocratic romantic intellectuals who believed in the superior na-
ture and historical mission of Orthodox Christianity and in Russia as
uniquely endowed with a culture transcending East and West. They touted
traditional institutions such as the peasant commune as models of harmo-
nious social organization and claimed that rationalism, legalism, and con-
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tsarist rule, World War I brought the system and Russian society to its
knees. Driven to abdication in February 1917, Nicholas was succeeded by
the Provisional Government, which proved no more effective. Strikes and
food shortages in Moscow and St. Petersburg led to chaos, and in October
Lenin’s Bolsheviks successfully engineered a coup d’état.

The ideology of Marxism-Leninism was consonant with many features
of the Russian security identity. Tsarist Russia was a very religious soci-
ety, and Russian Orthodoxy was employed to legitimize tsarist rule; de-
spite its aggressive atheism, Marxism is as much a teleological philosophy
as Christianity. Indeed, many observers argue that Marxism-Leninism was
a religion for the Soviet Union: It had a messianic quality and, instead of
promising an afterlife in heaven, the Soviets strived to create a workers’
paradise on earth. And in keeping with the country’s imperial history and
security concerns, Soviet propaganda stressed the unique role of the So-
viet Union to lead the world toward socialism and combat the evil de-
signs of world capitalism, especially the United States. The Soviet Union
did not aspire to be an ordinary nation-state, and the expansionist impli-
cations of a proselytizing Marxism-Leninism matched the old Russian im-
perial mentality. As Russian historians Vladislav Zubok and Constantine
Pleshakov commented, 

The traditional imperial legacy was an insurmountable obstacle to Russia’s be-
coming an “ordinary” nation-state. Despite their intentions to build a brave new
world form scratch, Russian Communists simply could not break with the impe-
rial mode of thinking.10

Although the USSR’s new Marxist-Leninist identity was important, So-
viet leaders’ perceptions of security were dominated by the traditional
Russian dilemmas of geography and power. After seven debilitating years
of World War I and the Russian Civil War, the Soviet Union in the 1920s
was economically devastated and physically smaller than its tsarist pre-
decessor. Joseph Stalin was concerned about the impact of Soviet eco-
nomic and technological backwardness on its military power as European
relations grew increasingly strained, and in 1930 he warned that if the
USSR did not rapidly industrialize it would be overrun once again: 

To slow down the tempo [of industrialization] means to lag behind. And those
who lag behind are beaten. The history of Old Russia shows . . . that because of
her backwardness she was constantly being defeated. By the Mongol Khans, by
the Polish-Lithuanian gentry, by the Anglo-French Capitalists. . . . Beaten because
of backwardness—military, cultural, political, industrial, and agricultural back-
wardness. . . . We are behind the leading countries by fifty or a hundred years. We
must make up this distance in ten years. Either we do it or we go under.11
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stitutionalism would destroy Russia’s natural harmonious development.
The Slavophile movement was a reaction against the Westernizing efforts
of Peter and Catherine the Great. 

The Westernizers took the German idealism of Hegel as a starting point
but argued that, while Russia possessed many unique and superior fea-
tures, its historical mission required it to follow the path of Western civi-
lization. They criticized Russian autocracy and took a more positive view
of the rule of law and constitutionalism. While the Slavophiles’ ideology
was anchored in Orthodoxy, the Westernizers placed little value on reli-
gion; some became agnostic or even atheist, while the moderate Western-
izers retained some religious faith and their political and social programs
supported moderate liberalism with popular enlightenment. 

Historians have pointed to a pendulum swing of Russian orientation be-
tween Europe and Asia. During the Kievan period from the 10th through
the 13th centuries, Rus was closer to Europe both physically and culturally.
Indeed, the Kievan Rus civilization may have been more advanced politi-
cally and commercially than Western Europe, which was then emerging
from its dark age. But the Mongol invasion and the Tartar yoke interrupted
this development, and the Russian civilization that subsequently emerged
from Muscovy was more eastern both physically and culturally. This re-
mained true until 1713, when Tsar Peter I moved the capital of the Russian
empire from Moscow to St. Petersburg, which was to be Russia’s window
to the West, as Peter sought to modernize and Westernize Russia. 

During the next century, Russian rebuffs or defeats in Europe were re-
peatedly followed by greater attention and expansions to the East. For ex-
ample, the defeat of Russia in the 1853–56 Crimean War at the hands of a
coalition of France, Sardinia, the United Kingdom, and the Ottoman Em-
pire was followed by extensive Russian conquests in the East. In the Cau-
casus, Russia had been fighting for decades, but pacification was nearly
complete when in 1859 the legendary Chechen leader Shamil was cap-
tured. In a series of successful military expeditions from 1865 to 1876 in
Central Asia, Russia conquered the khanates of Kokand, Bokhara, and
Khiva. The far eastern boundary of Russia had remained unchanged from
the Treaty of Nerchinsk with China in 1689, but in 1858 China gave up the
left bank of the Amur River to Russia through the Treaty of Aigun, and in
the 1860 Treaty of Beijing, China ceded the Ussuri River region.

The Soviet Experience and the Emergence of a New Russia

World War I revealed that the Russian Empire was still economically and
technologically lagging behind other European powers, geographically
overextended, and burdened with an incompetent government headed by
the weak and ineffective Tsar Nicholas II. While the defeats in the Crimean
War and the Russo-Japanese war in 1904–05 had inspired some reforms of
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For Stalin the experience of the 1930s and World War II strengthened his
obsessive territorial view of international security, which fueled his cruel
synthesis of Soviet domestic and foreign policies. He justified an internal
regime of unprecedented terror in the 1930s by citing the supposed preva-
lence of capitalist spies and saboteurs who conspired to destroy the Soviet
regime just as the capitalist powers had tried to “choke the baby in its
crib” with the allied intervention in 1918. Show trials condemned to death
many leaders of the Bolshevik revolution who were falsely accused of es-
pionage and sabotage. Vladimir Lenin had referred to tsarist Russia as
“the prisonhouse of nations”12 but Stalin’s purges and the gulag system
were far more brutal than any oppression under the tsars. Stalin’s key
theoretical contribution to Marxism-Leninism argued that as socialism be-
came more developed, opposition from the capitalist camp would grow
more fierce, which required heightened vigilance on the home front. 

From Cold War to Collapse

With the defeat of the Nazis in May 1945 Stalin stood triumphant as no
Russian leader had since Alexander I’s victory over Napoleon in 1812.
During World War II the domestic reign of terror subsided and the lead-
ership made ideological concessions to appeal to Russian nationalism. At
a Kremlin banquet celebration in honor of his military commanders Stalin
toasted the Russian people. Adam B. Ulam wrote of Stalin’s toast:

He acknowledged (uniquely) that the government, i.e., he himself had made
many mistakes before and during the first phase of the war. Any other nation, he
said, would have made short shrift of this government. Not the Russians! But he
did not mention what rewards the grateful Leader was to bestow on his people.13

The dean of US Soviet specialists, George Kennan, captured Russia’s
outlook when he wrote in May 1945 from the US embassy in Moscow: 

By the time the war in the Far East is over Russia will find herself, for the first time
in her history, without a single great power rival on the Eurasian landmass.14

Kennan intentionally referred to Russia rather than the Soviet Union be-
cause he believed that traditional Russian nationalist goals and concerns
best guided US understanding of Soviet foreign policy under Stalin.

But Russia’s newly comfortable position in the world did not pre-
sage improved international relations. Once again, like the war against

12. Lenin’s reference had more to do with the oppressive treatment of the non-Russian na-
tionalities in the Russian Empire. 

13. Ulam, Stalin: The Man and His Era, 614.

14. George F. Kennan, Memoirs 1925–1950 (New York: Pantheon Books, 1967, 533).
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Napoleonic France, Russia had made huge sacrifices to “save the West”
from another continental hegemon, Adolf Hitler, and Stalin considered
that the West should pay its debt by allowing the Soviet Union to expand
its domination to East-Central Europe. Stalin felt that the Soviet victory
over Germany cemented the legitimacy of the Soviet regime, which did its
utmost to ensure that the Russian citizenry did not forget. Although the
Soviet Union in 1945 was in a stronger international position than ever,
Stalin perceived weakness. The Soviet and European economies were
largely destroyed, while the US economy was relatively stronger than
ever, and because the United States had the atomic bomb Stalin pushed
the Soviet science community and economy very hard to develop nuclear
weapons.15

Stalin’s clarion call in 1946 for the Soviet Union to catch up was similar
to his admonition in 1930, as was his prescription for addressing the prob-
lem of perceived relative weakness. In 1949, the Soviet Union tested its
first nuclear bomb. Yet Stalin continued to value territorial control and the
development of heavy industry and military power. Throughout the Cold
War, Soviet economic development focused on the requirements of the
growing military-industrial complex. 

The Soviet economic order was dubbed the command-administrative
system. Its core features were complete state ownership, extreme central-
ization, and administrative control, minimizing the role of markets. It was
effective in controlling society and mobilizing resources for the military
sector but grossly inadequate at satisfying Soviet consumers, promoting
efficient use of human and material resources, and encouraging techno-
logical innovation. Shortages and shoddy quality were pervasive features
of the Soviet economy. 

The dilemma of power and the Soviet position in the international
system were in the forefront of Stalin’s thinking. His obsession with
power, expressed in terms of the “correlation of forces” between capital-
ism and socialism, and later between primarily the United States and the
Soviet Union, would bedevil his successors for decades. Despite Nikita
Khrushchev’s denunciation of Stalin in 1956 and Leonid Brezhnev’s dé-
tente policy in the 1970s, the Stalinist political and economic system en-
dured until Mikhail Gorbachev’s reforms in the late 1980s, and the Cold
War defined international relations until the collapse of the Soviet Union
in 1991. 

Because of Stalin’s obsession and that of his successors, the Soviet iden-
tity was increasingly defined by the USSR’s superpower confrontation
with the United States. Moscow and Washington maintained alliance re-
lationships in Europe and Asia and balanced each other through nuclear
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terror. When Brezhnev assumed power in 1964, he shaped his foreign pol-
icy around improving relationships with the United States and Western
Europe in a superpower détente. Détente, a “relaxation of tension,” re-
sulted in important arms control agreements: the Anti-Ballistic Missile
(ABM) Treaty in 1972 and the Strategic Arms Limitation Treaties (SALT) I
and II, concluded in 1972 and 1979, respectively. The Brezhnev adminis-
tration’s achievement of nuclear parity with the United States was a sem-
inal development that at last consolidated the Soviet international iden-
tity as a superpower equal to the United States.

But even at the peak of its powers the Soviet Union was, as Robert
Legvold described it in 1977, like a “deformed giant . . . mighty in its mil-
itary resources and exhilarated by its strength, but backward in other re-
spects.” Paradoxically, the Soviet Union of the 1980s was simultaneously
a global superpower and a third world country.16 In 1989 Aleksandr
Bovin, a liberal deputy of the Soviet Congress of Peoples’ Deputies, de-
scribed his country as “Upper Volta with nuclear missiles.” 

The imbalance of Soviet power—a military superpower but an eco-
nomic dwarf in comparison with the West—is essential to understanding
the country’s various motivations for economic, social, and political re-
form during the perestroika years. The Soviet leadership embarked on re-
form because of grave concerns about its aggravated economic backward-
ness. The Soviet system required reform to ensure long-term economic
growth and technological development—otherwise Moscow would not be
able to compete militarily or ensure future military parity with the United
States. Nonetheless, in the mid-1980s the US Sovietological community
still viewed the USSR as a powerful adversary, although it faced some
daunting social and economic challenges that would eventually require
far-reaching change. 

When Gorbachev assumed power in 1985, he inherited an economy that
had reached a developmental dead end. Allocations to the defense sector
of at least 20 percent (the exact figure is not known) of the national prod-
uct placed an unmanageable burden on long-term economic growth.17

Gorbachev perceived that the Soviet Union was in a precrisis situation, so
his major priority, and ironically his greatest failure, was domestic eco-
nomic restructuring, or perestroika. His motivations were reminiscent of
those of Peter the Great, of which Richard Pipes has written,

The impetus for Westernization came largely from the awareness that the West
was richer and stronger, and that if Russia hoped to attain the rank of a first-rate
European power it had to model itself on the West. The initial motive for

16. Seweryn Bialer, The Soviet Paradox: External Expansion, Internal Decline (London: I.B. Tau-
ris, 1986).

17. Anders Åslund, Gorbachev’s Struggle for Economic Reform (Ithaca, NY: Cornell University
Press, 1989, 17).
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Westernization was military—namely, the inability of Russian troops in the sev-
enteenth century to stand up to better organized and equipped forces of Sweden
and Turkey.18

Perestroika did not proceed smoothly. Economic reform was aborted by
bureaucratic resistance. In order to discipline the bureaucracy, Gorbachev
unleashed glasnost, or greater public openness. When that did not help,
beginning in January 1987 he attempted democratization.

As the political system started transforming, Russians’ views of foreign
policy also changed. In attacks on the traditional Soviet approach to for-
eign policy, those who embraced the new way of thinking sought to re-
duce the military’s influence on Soviet security and foreign policy as well
as its lock on domestic economic resources. And the Gorbachev team used
diplomatic success with the West to justify reductions in defense spend-
ing. By demilitarizing its foreign policy, the USSR largely abdicated its
role as global superpower and gave up its military-political “successes”
since World War II: its (1) hegemony in East-Central Europe, (2) military
parity with the United States, and (3) military-diplomatic gains in the
Third World.

The Soviet people were supposed to be compensated for the geostrate-
gic losses with the bountiful fruits of economic reform and growing inte-
gration into the world economy. Unfortunately for Gorbachev, it proved
far easier to retrench strategically than to jump-start the Soviet economy
and become a leading international economic power. The failure of Gor-
bachev’s economic reforms left him without the increases he had promised
in domestic economic production and in Western trade and investment. In
fact, the half-hearted economic reforms destroyed the previous inefficient
but functioning system and reduced the Soviet economy to chaos and near
bankruptcy.19

Without the benefits of economic reform, the new political thinking
amounted to a strategic giveaway with no near-term quid pro quo besides
an improved image and much gratitude from the West for the de facto
acknowledgment of losing the Cold War. After the revolutions in East-
Central Europe, the unification of Germany, and Russia’s siding with the
United States in the 1991 Gulf War, the new political thinkers came under
increased attacks for selling out the Soviet national interest. 

Gorbachev’s leadership made a difference. He proved to be remarkably
flexible as he developed a deeper appreciation of his country’s domestic
and foreign challenges. He inherited a country that had been economi-
cally mismanaged for decades, had taken on foreign commitments far
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outstripping its means, and had demoralized its citizenry. But he was very
adept at playing a weak hand,20 as he used the economic decline to cat-
alyze reform. Yet Gorbachev could have played the hand differently. Ulti-
mately he failed because he was too cautious on both domestic political
and economic reform, and Boris Yeltsin capitalized on the forces of change
unleashed by Gorbachev’s policies to liberate the Russian Federation
from its Soviet shackles.21

The New Russia

This brief survey of Russian history should leave the reader with a sense
of the core continuities of domestic and foreign policy principles from
Muscovite and tsarist to Soviet Russia. These deep grooves include highly
centralized and unaccountable political authority, weak and often virtually
nonexistent institutions of private property and rule of law, and a “great
power” mentality that is deeply militarized as well as colored by messian-
ism and xenophobia. Russia’s experience of either being in or preparing
for war for most of its history, coupled with its unique geography, engen-
dered a very territorial sense of security that drove an impulse to dominate
neighbors in order to expand a buffer zone against presumed and poten-
tial enemies. These crucial, long-standing realities did not change until
very recently. 

Boris Yeltsin was elected president of Russia on June 12, 1991, and by
December he realized that the Soviet Union was finished after Ukraine
voted with 90 percent majority for full independence. At two meetings
that month (in Belovezhskaya Pushcha in Belarus and Alma-Ata in Ka-
zakhstan), the remaining Soviet republics agreed to dissolve the Soviet
Union, and on December 25 they did so peacefully, lowering the Soviet
flag and replacing it with the Russian tricolor. Soviet President Gorbachev
handed over the nuclear briefcase to Russian President Yeltsin. 

Russia now had to create a new identity as a nation-state. It had been 
an empire since the 16th century. Now it was the last to decolonize, as 
the other empires had done after World Wars I and II. Yeltsin led Russia
through a revolution that marked the most concentrated effort in the thou-
sand-year history of Rus to break free of its traditional patrimonial and
imperial paradigm. In retrospect, this effort has been remarkably success-

20. See Stephen Sestanovich, “Gorbachev’s Foreign Policy: A Diplomacy of Decline,” Prob-
lems of Communism (January/February 1988). This article was quite prescient, as Sestanovich
wrote it before Gorbachev made his most notable concessions. 

21. For excellent accounts of how Yeltsin seized the revolutionary moment while Gorbachev
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(Ithaca, NY: Cornell University Press, 2001).
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ful given the disastrous starting conditions. The new Russia was bank-
rupt. With the demise of the Communist Party and the Soviet Union, state
power and authority were gravely weakened. Probably most devastating,
Russia’s economic system and infrastructure had relied for 70 years on
nonmarket principles that resulted in one of the greatest misallocations of
resources in human history.22 The economist Gregory Grossman captured
the magnitude of this legacy when in the 1980s he described the Soviet
economy as “negative value added” and suggested Russia would make
better use of its resources by simply shutting down its entire misdevel-
oped industrial structure.

Two months before the dissolution of the Soviet Union, on October 28,
1991, Yeltsin had made a great speech to the Russian parliament and de-
clared his intention to build a normal market economy. He had appointed
a government of young reformers, led by Yegor Gaidar, and they had
started drafting the necessary legislation. On January 2, 1992, Russia freed
most prices and liberalized both domestic and foreign trade. But the re-
form efforts faded quickly as Russia received no Western financing for its
reforms and the reformers’ economic and foreign policy plans came under
increasing political attacks. By April 1992 the Yeltsin-Gaidar radical mar-
ket reform was in rapid retreat. 

Yeltsin had been hopeful—too optimistic, as it turned out—about the
future of Russian foreign policy and Russia’s place in the world order. Im-
mediately after his election, he went to the United States and formulated
his vision of Russian-American relations based on shared interests—cre-
ating a “common political and economic system in the Northeastern
hemisphere in which the United States and Russia would play a lead-
ing role.”23 Former (and future) Finance Minister Boris Fedorov under-
scored this cooperative framework in a speech in London in Septem-
ber 1991 when he suggested that in the future Russia might become a
member of the North Atlantic Treaty Organization (NATO) or whatever
broader international structure might replace it.24 And in a landmark ar-
ticle in the prestigious US journal Foreign Affairs in 1992, Western-oriented
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foreign minister Andrei Kozyrev pointed out that the new Russia faced its
most favorable security environment in centuries as the notion of a threat
from the West had disappeared.25

But the dreams of deep partnership evaporated all too quickly. The po-
litical fate of the market reforms was closely tied to Westernizers like
Kozyrev who were criticized as too idealistic and naïve. Russia’s ambas-
sador to the United States at the time, Vladimir Lukin, expressed a very
different vision of Russia’s national interests in the fall 1992 edition of For-
eign Policy. Where Kozyrev found a friendly external environment, Lukin
saw a multiplicity of security threats for the gravely weakened Russia, “a
new encirclement.” Although Russia did not face a hostile alliance, Lukin
saw serious problems with nearly every nation on the periphery. Cas-
tigating “idealized democratic internationalism”—his characterization of
Kozyrev’s views—as a passing fad, Lukin called for a redefinition of Rus-
sia’s national interests in the form of an “enlightened patriotism.”26

Finally, the overly cautious approach of the George H.W. Bush adminis-
tration to the reformist Yeltsin administration during the biggest window
of opportunity (fall 1991 to spring 1992) for Russia’s new mandate left 
an indelible stamp on relations between the two countries. Deputy Prime
Minister Gaidar was deeply disappointed at the first meeting, in Novem-
ber 1991, with US Treasury officials, who showed no interest or concern in
Russian reforms; their only goal was that the new Russia honor the Soviet
foreign debt. It is impossible to know whether a more generous and ac-
tivist US policy during those early days would have made a significant
difference for the reformers. But it is clear that the November meeting was
the first of many disappointments for the Russians, a perception that be-
devils the bilateral relationship to this day, while the political demise of
the reformers and consequent changes in Russian policy proved similarly
disappointing to successive US administrations.

25. Andrei Kozyrev, “Russia: A Chance for Survival,” Foreign Affairs, no. 71 (Spring 1992): 2.
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2
Political Development: From
Disorder to Recentralization 
of Power

After a brief period of nascent institutionalized democracy in the 1990s,
from 2000 the Russian political system underwent a considerable reversal
toward a precommunist Russian model. Brilliant historian Richard Pipes
has described this original Russian model as “patrimonial authoritarian-
ism.”1 Political institutions other than those of the highly centralized per-
sonal power are ineffectual—the parliament, political parties, legal sys-
tem, regional governments, and civil society all are weak. When its coffers
are full, as they were in mid-2008, the Kremlin is able to buy or intimidate
potential competitors and appear strong, just as Vladimir Putin’s govern-
ment did during the last few years of his second term. But the system re-
mains brittle and top heavy. It is inherently unstable and vulnerable to in-
ternal and external shocks.

The most important factor determining the government’s popularity is
economic performance. During Boris Yeltsin’s term as president (1991–99),
the Russian economy experienced a prolonged decline and his popularity
ratings were consistently low, often in the single digits. In contrast, dur-
ing Putin’s presidency, the Russian economy grew at 7 percent a year for
nearly a decade and his ratings were persistently high, even exceeding 80
percent at times.2 However, the global financial crisis has deepened into
what looks to be the worst recession in generations, and Russia is especially

1. Richard Pipes, Russia under the Old Regime (London: Weidenfeld & Nicholson, 1974).

2. Daniel Treisman, “The Popularity of Russian Presidents” (paper presented at the Fron-
tiers of Political Economics conference, New Economic School, Moscow, May 30–31, 2008).



vulnerable because of its high dependence on hydrocarbon revenues and
thus international oil prices. The risk of political instability is growing
dramatically.

It is easy in hindsight to summarize the evolution of Russia’s political
system from the democratic breakthrough that occurred after the abortive
hard-line coup in August 1991. The ensuing two years were characterized
by serious strife between Yeltsin and the parliament. That period ended
with Yeltsin dissolving the parliament, which responded with an armed
uprising that he quashed with considerable bloodshed. The outcome was
the adoption, through a referendum in December 1993, of a new constitu-
tion with strong presidential powers. But the nationalist and communist
opposition to Yeltsin won parliamentary elections both then and again in
December 1995. Thus Yeltsin and the oppositional parliament cohabited
warily until the end of his term, while the regional governors and big
businessmen enjoyed considerable autonomy.

Everything changed after the appointment in August 1999 of the un-
known Vladimir Putin as prime minister. In December of that year, the
newly formed pro-Yeltsin Unity party won the parliamentary election,
giving Yeltsin a parliamentary majority for the first time. Yet on December
31, Yeltsin resigned voluntarily before the end of his term to the benefit of
Prime Minister Putin, who was elected president in early elections in
March 2000. Immediately after his inauguration, Putin curtailed the pow-
ers of the regional governors while the Kremlin manipulated regional
elections through fraud and the disqualification of candidates. The new
president also imposed his control over major television networks by an-
tagonizing the two main media tycoons. In addition, in October 2003 Rus-
sia’s richest man, Mikhail Khodorkovsky, the owner of Yukos oil company,
was arrested and eventually sentenced on dubious grounds to eight years
in prison for tax fraud, and his company was confiscated because of tax
penalties. The Yukos affair signaled to the tycoons that they had better stay
clear of any political opposition.

The popular Orange Revolution in Ukraine in November–December
2004 had a major impact on Russia’s political system, as the Kremlin de-
cided to tighten its political control. Beginning in 2005, governors were no
longer democratically elected but effectively appointed by the Kremlin.
Media control was reinforced. New legislation introduced strict control
over nongovernmental organizations, public meetings, and popular pro-
tests. The registration of parties and candidates in elections became pro-
hibitively complex, effectively excluding the possibility of actual opposi-
tion. Illegal protests were broken up with police force and many young
protesters were jailed. Thus since 2005, the authoritative Freedom House
has assessed Russia as “not free.”3
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Political Chaos, 1991–93

At the time of the collapse of communism in 1991, Russia had three im-
portant federal political institutions. The first and politically most im-
portant was a popularly elected president, Boris Yeltsin, who had a fresh
democratic mandate through his election on June 12, 1991, by a popular
majority of 57 percent against the communist establishment. The second
political institution was the Congress of People’s Deputies, the Russian
parliament elected on March 4, 1990 (though those elections were not al-
together democratic). The third institution was the Soviet Russian Consti-
tution of 1978, a remnant of the Soviet Union Constitution (the so-called
Brezhnev Constitution) of 1977, which was never meant to govern the
state and was therefore not thought through.

Immediately after the failed coup of August 1991, President Yeltsin de-
cided to disband the Communist Party of the Soviet Union in the Russian
Federation, stripping Russia of its de facto government. Power fell into
the hands of state institutions that lacked experience in governing. 

Three ensuing developments were of particular importance. First,
power rapidly devolved to the Russian Federation’s 89 regions. Some eth-
nically based republics posed particular problems as they enjoyed greater
rights than other regions. Notably, Chechnya insisted on treatment as a
union republic and declared itself independent from Russia. Yeltsin had
actually encouraged this stance in 1990 by telling Tatarstan and Bashkor-
tostan, two large Muslim republics on the Volga, to “take as much sover-
eignty as you can swallow.” But in March 1992, to stanch the flow of
power away from Moscow after the breakup of the Soviet Union, Yeltsin
signed a federation treaty, according the ethnically based republics a priv-
ileged position.

Second, strife developed between Yeltsin and his reform government,
on the one hand, and the Russian parliament under the leadership of its
chairman, Ruslan Khasbulatov, on the other. The parliament, the large
and unwieldy Congress of People’s Deputies, whose members had been
elected on individual mandates in March 1990 before the electorate even
knew who they were, was disorganized and not accountable to anybody.
Increasingly, the parliamentarians opposed Yeltsin’s market economic re-
forms and any financial stabilization. Most of all, they protested against
his presidential power. Rather than seeking compromise, both sides esca-
lated the struggle, and by August 1993 the situation was untenable. The
parliament insisted on a huge budget deficit, which would have brought
hyperinflation. On September 21, 1993, Yeltsin dissolved the parliament.
But his hesitant handling of the situation provoked an armed uprising by
the parliament. Finally, he mobilized special forces to defeat the parlia-
ment’s troops, and some 150 people were killed, leaving a black mark on
Russia’s budding democracy.
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Third, law and order collapsed and crime skyrocketed. Initially, crime
was disorganized and carried out by individuals, but as public law en-
forcement did not do its job, crime became increasingly organized. As
Vadim Volkov put it: “Since the actions of the state bureaucracy and of
law enforcement remain arbitrary and the services provided by the state
tend to have higher costs, private enforcers (read: the mafia) outcompete
the state and firmly establish themselves in its stead.”4 Government offi-
cials, including policemen, were afraid and alienated, and they worked as
little as possible. The state thus played a very small role in the early 1990s.

The Yeltsin Constitution of December 1993 and the Rise 
of the Oligarchs

The shootout at the parliamentary White House was traumatic for the
new Russia; Yeltsin’s rationale for his actions was comprehensible, but the
actions seemed excessive. This was the obvious moment for Yeltsin to
choose between democracy and authoritarianism, and he chose democ-
racy, holding parliamentary elections as he had promised. On Decem-
ber 12, 1993, Russia held a referendum on a new constitution and elec-
tions to the new State Duma (the lower house) and Federation Council
(the upper house). Together, they form the Federal Assembly.

Yeltsin no longer saw any need to negotiate the electoral rules—he sim-
ply imposed them by decree. He insisted on a system that gave the presi-
dent strong powers and was even called superpresidential. The president
had the right to nominate the prime minister, but the parliament had to
approve the nominee. If it refuted the president’s candidate three times,
the president had to dissolve the Duma. And if the Duma passed two
votes of no confidence in the government within three months, the presi-
dent must either dismiss the cabinet or dissolve the Duma. Yet the presi-
dent’s powers were constrained. The president could veto a law passed
by the parliament, but the parliament could override a veto by a two-
thirds vote in each chamber. The new constitution also limited the scope
of impeachment to high crimes.5

The president named the so-called power ministers: the minister of de-
fense, the minister of interior, and the chairman of the Federal Security
Service (FSB, the old KGB). He also appointed the minister for foreign
affairs. These ministers reported directly to the president. The prime min-
ister appointed all other ministers. No ministerial appointments required
Duma approval. In effect, the president was responsible for foreign and

28 THE RUSSIA BALANCE SHEET

4. Vadim Volkov, Violent Entrepreneurs: The Use of Force in the Making of Russian Capitalism
(Ithaca, NY: Cornell University Press, 2002, 19).

5. Thomas F. Remington, Politics in Russia (New York: Pearson Longman, 2006, 58).



security policy, while the prime minister managed economic policy. This
division of labor worked well with Yeltsin and Prime Minister Viktor
Chernomyrdin (1992–98).6

The lower house of the new parliament, the State Duma, confirmed the
prime minister, legislated, and adopted the budget, performing the func-
tions of a normal parliament. The Duma had 450 members, a customary
size; half the members won their seats in a proportional election every
four years through party lists with a threshold for representation of 5 per-
cent of the votes. The other half were elected in single-mandate con-
stituencies through a first-past-the-post system. The reason for this mixed
approach was a fear that Moscow would be too dominant in a purely pro-
portional system.7 The aim of the proportional elections was to promote
the development of parties. Mikhail Gorbachev’s unusual innovation of
indirect election to an inner parliament was terminated.

The upper chamber, the Federation Council, was somewhat inspired by
the US Senate but probably more by the German Federation Council; its
aim was to reinforce the representation of the regions. But it was never
taken seriously. The constitution did not specify whether its 178 members
(two from each of the 89 regions) would be elected or appointed, and the
system changed repeatedly. In 1993, hasty Council elections in parallel to
those for the far more important Duma virtually guaranteed the election
of the regional rulers in the Federation Council. Beginning in 1995, the re-
gional governors and the chairs of the regional legislative assemblies were
automatically members of the Federation Council, until President Putin in
2000 usurped the right to appoint them.8

Notwithstanding the adoption of the new constitution, Yeltsin’s power
proved limited. In the first Duma election in December 1993, which the
progovernment party, Russia’s Choice, lost to a nationalist-communist
opposition. A new progovernment party, Our Home Is Russia, fared even
worse in the December 1995 parliamentary elections, which were largely
won by the communists. In June–July 1996, Russia held presidential elec-
tions in two rounds; Yeltsin won the runoff against communist leader
Gennady Ziuganov, but it was a tight race, showing both how compara-
tively democratic Russia was at the time—and how strong the reaction
was against the not very successful reforms.

While the Russian state remained weak, private forces grew strong.
Around 1994, big, new businessmen emerged. These oligarchs considered
the fees of the pervasive protection rackets excessive and set up their own
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security and guard services. The oligarchs were powerful enough to ig-
nore the old gangsters and also took advantage of the weakness of the
state to purchase whatever state services they needed. They rose to par-
ticular importance in 1995–96 when, first, they acquired a dozen large
enterprises through cheap loans-for-shares privatizations and then they
provided Yeltsin with massive financial support for his reelection in the
summer of 1996. The years 1996–98 are often described as the years of
oligarchy.9

During his last term, Yeltsin accomplished few domestic reforms. He
was in poor health and heart surgery put him out of commission for the
second half of 1996. The communist-dominated parliament opposed his
every step. Increasingly powerful businessmen seemed to roam the gov-
ernment corridors as if they owned them. The final blow was the financial
crash of August 1998. In its wake, Yeltsin changed prime minister four
times in 1998–99.

In retrospect, the political development under Yeltsin was confusing
and idiosyncratic. He favored strong presidential powers and opposed a
parliamentary system, and he sanctioned the manipulation of the presi-
dential elections of 1996, interference that gradually undermined demo-
cratic standards in Russia. He believed in federalism and in the substan-
tial powers of the regional governors, but condoned the start in December
1994 of the very bloody war against separatism in Chechnya. Toward the
end of his rule, he was preoccupied with the question of anointing a suc-
cessor. At the same time, he was amazingly tolerant of public and media
criticism, never prosecuting anybody for libel. In a general sense, he iden-
tified himself with democracy, although his concept of democracy was
vague.10

The Putin Centralization

In August 1999 Yeltsin appointed FSB Chairman Vladimir Putin prime
minister, who soon emerged as Yeltsin’s successor. In December 1999 the
Kremlin won a majority in the State Duma for the first time. The election
campaign focused on the second Chechnya war, begun in September of
that year, and on the country’s new financial stability and strong economic
growth. On New Year’s Eve 1999, Yeltsin resigned, and Putin became pres-
ident in a snap election in March 2000.
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Putin was very different from Yeltsin, partly because of his career in the
KGB, where he never reached a higher rank than lieutenant colonel. Al-
though his political career rapidly took off in the late 1990s thanks to
Yeltsin, he held very different views, as is evident from his early interview
book.11 He was determined to reverse Russia’s trajectory by recentralizing
the state and its power. He laid out his thinking on the Russian state in a
document, Russia at the Turn of the Millennium, issued on the web shortly
before he took over as acting president. In particular, he noted, “A strong
state is not an anomaly for a Russian, it is not something to fight against;
rather, it is the source and guarantee of order, the initiator and main mov-
ing force of any changes.”12 Accordingly, in his first months as president
Putin vitiated three alternative bodies of power that had emerged under
Yeltsin—the regional governors, the media, and the oligarchs—and re-
centralized power to the Kremlin, relying on a close circle of old collabo-
rators from the KGB and St. Petersburg.

First, he reined in the regional governors by appointing his personal
representatives to oversee seven newly created federal districts. The main
tasks of these hand-picked representatives were to coordinate the activi-
ties of all federal agencies in their districts, bring regional laws in confor-
mity with federal legislation and the constitution, and monitor tax collec-
tion and the flow of federal money in their districts. In addition, Putin
reformed the Federation Council, the upper house of parliament, and ef-
fectively appointed members himself to deprive regional leaders of a di-
rect voice in national policy. Elections of governors continued but were
increasingly manipulated, especially by the last-minute disqualification 
of prominent candidates on the basis of technical minutiae. He fought a
brutal war during the first years of his presidency to regain control over
Chechnya. And in 2004 Putin used a large-scale terrorist attack on a school
in Beslan in North Ossetia as a pretext for eliminating the popular election
of regional governors in favor of presidential appointments.

Second, Putin moved against the media and their owners. He turned
against the two major media oligarchs, Vladimir Gusinsky and Boris Bere-
zovsky, who controlled large media empires, including the television net-
works NTV and ORT. Primarily through extralegal force, Putin imposed
state control over these two television channels, and businessmen close to
the Kremlin took over one media outlet after the other as Putin narrowed
the field for political debate in the media. Television, the primary source
of news for Russians, now reliably presents a Kremlin-approved view-
point, although critical voices still make themselves heard in minor news-
papers and on the Internet.
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Third, Putin launched well-publicized attacks on the oligarchs and then
reached an informal agreement under which they would retain the rights
to their property in exchange for a promise to stay out of politics. His mes-
sage was: “You stay out of politics and I will not revise the results of pri-
vatization.”13 The Russian state was back and the era of the oligarchs was
over. Big businessmen acquiesced to the Kremlin and minimized their
public activities.

Putin thus centralized power to the federal government, or more specif-
ically to the presidential administration and the FSB. Whereas Yeltsin had
split up the KGB to weaken it, Putin reassembled and strengthened it. The
secret police received increasing resources and enjoyed a legal monopoly
on the use of violence. 

In other areas, Putin continued the economic reform agenda of the
1990s from 2000 to 2002. He also undertook comprehensive judicial re-
form, which improved the quality and financing of the courts but made
them dependent on the presidential administration rather than on the re-
gional governors. Thus the reform did not depoliticize the courts; it only
changed their political master. 

The Arrest of Khodorkovsky and the Confiscation 
of Yukos

The oligarchs were still a major political force, but initially Putin limited
his conflict with them to exiling the two big media oligarchs and telling
the rest to stay out of politics. One oligarch, however, refused to comply.14

Mikhail Khodorkovsky was the main owner and CEO of Yukos oil com-
pany. By 2003 he was the richest man in Russia, with an assessed fortune
of $15 billion and more than 100,000 employees. Yukos had the highest
market capitalization of any Russian corporation at $45 billion. He and his
co-owners aspired to transparency and good corporate governance, pub-
licizing their ownership. Yukos cleansed its corporate structures and fi-
nancial system, abandoning transfer pricing, and the company was richly
rewarded on the international stock market. Although Khodorkovsky had
a reputation as one of the most ruthless oligarchs in the 1990s, from 2000
he became the foremost example of the gentrification of Russian capital-
ism as he and Yukos developed extensive charitable activities, supporting
health care and civil society.15
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Khodorkovsky pursued numerous campaigns. By increasing Yukos’ pro-
duction and efficiency, he led the revival of the country’s old brownfields,
drawing on international technology and expertise. He advocated the con-
struction of a private oil pipeline to China and another to Murmansk 
at Barents Sea, which would break the monopoly of the state-owned oil
pipeline company Transneft. He criticized state-dominated Gazprom for
inefficiency and advocated a bigger role for Yukos, complaining that his
company was forced to flare billions of cubic meters of gas because of
Gazprom’s refusal to grant Yukos access to its monopolized gas pipeline
system. In 2003 he conducted advanced negotiations with ExxonMobil and
Chevron about selling a major equity stake of Yukos. 

The collision between Putin and Khodorkovsky involved all the major
issues of Putin’s second term: nature of the political system, state or pri-
vate control over resource industry, rule of law or vertical Kremlin power,
some strategic aspects of foreign policy, the role of civil society, and, of
course, the role of oligarchs. And Khodorkovsky accused Putin’s close
collaborators of corruption. Putin resolved all these conflicts in a way that
made clear that oligarchs could not play an independent political role.

Khodorkovsky was arrested on October 25, 2003, and Putin used his
control over federal bureaucracies and the courts to jail him and eventu-
ally dismantle Yukos (Rosneft bought most of Yukos’ assets at much less
than their value). The actual accusations were nebulous for a long time,
but eventually Khodorkovsky was sentenced to eight years in prison for
tax fraud, although Yukos was the largest private taxpayer in Russia.
Putin denied that he had arranged for Khodorkovsky’s arrest, but he ex-
plained to Western visitors that it was necessary because the CEO was
buying up Russian politics.16

The Yukos confiscation was Putin’s most important political act, fram-
ing his second term and changing Russia’s political system. Putin and his
party United Russia ran an antioligarchic campaign in the Duma elections
in December 2003 and won an overwhelming majority of the seats, as the
other parties had neither the financial resources nor the media access to
compete. The Kremlin used “administrative resources” or multiple forms
of minor fraud to control the election outcome, although Putin enjoyed a
sky-high popularity rating of 70 to 80 percent, according to the remaining
independent pollster, the Levada Center. In March 2004 Putin was re-
elected in an election completely controlled by the Kremlin.

Freedom House, which maintains an international index of freedom,
assessed Russia as partially free in the 1990s, but Russia’s ranking deteri-
orated and in 2004 Freedom House established that Russia was no longer
free (figure 2.1). 

16. Baker and Glasser, Kremlin Rising, 352.
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Further Political Centralization in Response to the 
Orange Revolution

Putin had successfully centralized political power during his first term,
but he went further during his second term. His self-confidence was
shaken by the Ukrainian Orange Revolution, a popular protest against a
fraudulent presidential election in November–December 2004 that led to a
regime change and democratization. In late 2005 Putin promulgated a re-
strictive law on nongovernmental organizations that allowed the govern-
ment to deprive any organization of its right to exist. Foreign grants were
severely restricted and many required explicit government permission.
The tax authorities were mobilized to audit and raid nongovernmental or-
ganizations. Public protests and demonstrations were restricted and often
prohibited. Criticism of public officials was proscribed by law as “extrem-
ism.” Revised electoral legislation gave the government full control over
the vote count and minimized independent electoral monitoring. Almost
all opinion poll organizations came under Kremlin control, and business-
men close to the Kremlin purchased the last independent dailies.17 Most
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Figure 2.1    Civil and political rights, 1991–2008

index

1 

2 

3 

4 

5 

6 

7 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

Free 

Not free 

Note: The index  runs from 1 = free to 7 = not free. 

Source: Freedom House, Freedom in the World Historical Rankings, http://freedomhouse.org (ac- 

cessed on September 16, 2008).



chilling were the many murders of Russian journalists and opposition
politicians, most of which remain unsolved. Russia still ranks among the
highest in the world in terms of the number of journalists murdered.18

Putin also changed the electoral rules to eliminate single-district con-
stituencies in Duma elections in favor of proportional representation and
then raised the threshold for parties to receive seats to 7 percent in an ef-
fort to reduce the chances of opposition politicians being elected. This too
had the desired result, as Putin’s party enjoyed a constitutional majority
(two-thirds) after the Duma elections in December 2007. Once both the
chambers of the official parliament had lost most of their significance, the
State Council was given the role of a consultative upper chamber, and
later a Public Chamber was created to mimic the lower chamber. In real-
ity, however, both chambers were ceremonial rather than influential.

In 2006, hard-line KGB officers established a pro-Putin party called A
Just Russia to capture dissatisfaction with corruption and inequality, pro-
viding a left-wing alternative to the purportedly center-right United Rus-
sia. The Kremlin formed a few youth “movements,” notably Nashi (Ours).
These Kremlin-directed “popular” initiatives were populist and national-
ist, based on careful studies of opinion polls and focus groups.

According to the Transparency International corruption perceptions
index, corruption declined slightly in Russia from 2000 to 2004 but has
grown worse since 2005 (figure 2.2), as could be expected with decreasing
transparency and a systematic weakening of all checks and balances. In
2008 Transparency International ranked Russia 147 out of 180 countries 
on its corruption index (the higher the number, the worse the corruption).
According to a survey of large enterprises by the World Bank and the Eu-
ropean Bank for Reconstruction and Development in 2002 and 2005, bribe
frequency in Russia was the third highest among all postcommunist coun-
tries, and Russian businessmen reported that corruption increased signif-
icantly as a problem for business, while the dominant tendency among
postcommunist countries was improvement.19

Political Succession or Instability?

Although Russia became somewhat nationalistic during Putin’s two-term
centralization of power, the regime did not have any clear ideology, and a
persistent official complaint was the lack of a “Russian idea.” The central
message to the Russian electorate during the parliamentary and presiden-

18. See the annual reporting of the Committee to Protect Journalists, which tracks press free-
dom around the world.

19. James H. Anderson and Cheryl W. Gray, Anticorruption in Transition 3: Who Is Succeed-
ing. . . and Why? (Washington: World Bank, 2006, 8, 11).
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tial campaigns of 2007–08 was stability and continuity of policy around
the nebulous slogan of “Putin’s Plan.”20

Putin resigned after serving his eight years as president, in accordance
with the 1993 constitution, which he had not amended. Like Yeltsin before
him, he had picked his successor: Dmitri Medvedev, who had worked
with Putin since 1991. The selection of Medvedev followed an internal
power struggle between the different Putin clans with the arrests of sev-
eral top aides. Immediately after Putin publicized his choice, Medvedev
responded by promising to appoint Putin prime minister.

In March 2008 Medvedev was formally elected president, in elections
controlled by the Kremlin, and in May he was inaugurated president
while Putin became prime minister. Putin made clear that he planned to
play a central role: In his last months as president, he issued a socioeco-
nomic plan for Russian development to 2020, which he is now responsi-
ble for implementing as prime minister; he has also taken over the chair-
manship of Russia’s largest political party, United Russia.

Initially, the new configuration of power was confusing: In constitu-
tional terms, Medvedev had assumed the top position, but Putin re-
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20. Clifford G. Gaddy and Andrew C. Kuchins, “Putin’s Plan,” Washington Quarterly (Spring
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Figure 2.2    Corruption perceptions index, 2000–2008
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mained at center stage as prime minister and retained his widespread
popular and elite support. There was at first speculation about this tan-
dem, or diarchy, but after the August 2008 war in Georgia, Putin appeared
all-powerful. Yet the question remains whether Medvedev will use any of
his substantial formal powers. Will the diarchy be destabilizing? 

In addition to the question of the stability of the leadership, numer-
ous other serious challenges face Russia’s current political system. We
focus here on four: legitimacy, national identity, mediating capacity, and
functionality.

Although there is much talk about Russia’s return as a great power,
nationalism remains quite moderate. Instead, the regime’s legitimacy de-
pends on stability and high economic growth (see chapter 7). But Russia
is already experiencing a sharp decline in its growth rate, it is unlikely to
see any economic growth in 2009, and forecasts contain a considerable
downside risk. The current Russian regime may therefore face an existen-
tial question of survival or have to develop another source of legitimacy.

A shared identity is critical for the stability of any state, particularly to
endure political and economic crises. Putin pursued the forging of a na-
tional Russian identity with vigor, stressing the continuity of Russian
statehood by reaching back to both Soviet and imperial Russian traditions
and giving the Russian Orthodox Church a central political role. That ef-
fort is evident in his decision in 2000 to restore the old Soviet anthem
(with new words) as the national anthem, while maintaining the prerevo-
lutionary tricolor and double-headed eagle as the national flag and her-
ald. The Kremlin has supported the rewriting of school texts in Russian
history to provide a more positive assessment, including of the Stalinist
period. Over the past two years, the Kremlin has advanced patriotism by
using anti-Western rhetoric as a rallying cry. Bolstered by robust economic
recovery, these efforts were supposed to restore Russian pride. Yet the at-
tempts to reinforce Russian nationalism have been accompanied by a tide
of violent crimes by ethnic Russians against nonethnic Russian citizens.
This strong ethnic component to the new Russian patriotism risks alien-
ating the 20 percent of the population that is not ethnically Russian, par-
ticularly the millions of legal and illegal immigrants to Russia from Cen-
tral Asia and the Caucasus, most of whom are Muslim. This risk will grow
over the next decade as the share of Muslims in the population continues
to grow.

If popular dissatisfaction grows, the ruling elites’ natural reflex will be
toward more repressive measures, particularly as there will be fewer re-
sources to buy off activist, disaffected groups. However, without ideology
or legitimacy, repression is not likely to succeed. The Russian government
will need mediating structures to reach a compromise with dissatisfied
groups, but at present such structures are missing. Only some mayors 
are genuinely elected, and the regional governors are effectively appointed,
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which has undermined Russia’s constitutional federalism. President Med-
vedev himself was essentially appointed by Putin. The natural conse-
quence will be that the Kremlin has to solve all problems, which is likely
not possible. 

Putin’s Legacy and Medvedev’s Prospects

In Russia, as throughout the postcommunist world, corruption is the most
serious popular concern. Corrupt revenues are concentrated and con-
trolled at the very top. One telling example is that, despite a sizable in-
vestment, Russia’s paved road network has not been extended since 2000.
The large amounts spent on investment are simply lost on corruption and
incompetence. As oil revenues are now falling, the government’s short-
comings will become all the more conspicuous. 

President Medvedev has singled out corruption as one of the gravest
domestic problems facing Russia, calling it a “systemic challenge, a threat
to national security, a problem that engenders distrust among citizens in
the ability of the state to produce order and protect citizens” from crimi-
nal activities. He called for strengthening the law enforcement agencies
and judicial system to deal with the problem.21 To underscore the seri-
ousness of his intent, he put himself at the head of the Anti-Corruption
Council. But substantial decisions have been slow in coming. A more effi-
cient measure would be to protect independent investigative journalists.

In November 2008, in his first presidential address to the Federal As-
sembly, Medvedev called for an extension of the presidential term from
four to six years. This was the first substantial amendment to the 1993
constitution. Within two months, it won approval from the Duma, the
Federation Council, and all the regions. Medvedev signed it into law on
the last day of the year.

Putin’s central claim on political popularity rests on Russians’ new-
found sense of stability and prosperity. But as the impact of the global fi-
nancial crisis becomes more evident to Russian workers and consumers,
it is likely that the competence and effectiveness of the Kremlin’s “power
vertical” will be gravely tested. An optimistic scenario points toward the
Russian government’s return to an economic reform agenda and to do-
mestic political, economic, and foreign policy decisions that promote na-
tional prosperity. A darker scenario depicts a Kremlin that cannot adjust
rapidly enough to the social and economic impact with policy measures
and so cracks down on dissent and social unrest and tightens the screws
on its energy-rich neighbors.
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3
Russia’s Economic Revival: Past
Recovery, Future Challenges

The Russian economy has gone through turmoil during the last two de-
cades. In the 1980s the Soviet economy suffered from stagnation (al-
though official statistics embellished the data), and in 1989–91, the Soviet
economic system collapsed. Russia’s GDP officially plummeted by 44 per-
cent until 1998.1 The real decline, however, was probably only half that,
because an extensive unregistered economy developed after socialism.2

From 1999 to 2007, the Russian economy grew rapidly by an average of 7
percent a year. But the global financial crisis has hit Russia hard. In 2008
growth slowed to 5.6 percent and even started falling in December. The
question once again is, for how long and by how much will Russia’s out-
put fall?

Yet Russia today is vastly different from the country that was forced to
devalue its currency and default on foreign obligations a decade ago. In
1998 the World Bank estimated that about 30 percent of Russia’s popula-
tion lived at or below the poverty line. By 2007 that number had fallen to
less than 14 percent. Russians today are accustomed to traveling freely
abroad and have a greater stake in an open, free market economy. Wealth
has changed much, but many institutions remain unreformed. 

1. United Nations Economic Commission for Europe, Economic Survey of Europe, no. 2 (2004):
80.

2. Anders Åslund, Building Capitalism: The Transformation of the Former Soviet Bloc (New York:
Cambridge University Press, 2001, chapter 4); Simon Johnson, Daniel Kaufmann, and An-
drei Shleifer, “The Unofficial Economy in Transition,” Brookings Papers on Economic Activity
27, no. 2 (1997): 183.



This chapter assesses Russia’s recent economic achievements and the
government’s goals for 2020. The old sources of economic growth have
faded. What are the sources of Russia’s renewed economic growth? What
are the current challenges? Is Russia prepared to face them? Will it re-
spond with the necessary reforms to face the challenges of less advanta-
geous economic conditions? What are the potential outcomes?

Russia’s Rising Economic Significance

In the past decade, Russia has emerged as one of the big, rising economies.
Between 1999 and 2008, the Russian economy grew by an annual average
rate of 7 percent, measured in constant rubles (figure 3.1). Because of the
sharp real appreciation of the ruble, however, Russian GDP measured in
current US dollars expanded by an amazing average of 27 percent a year
over the same period, from $196 billion in 1999 to $1.75 trillion in 2008 (fig-
ure 3.2). According to the International Monetary Fund (IMF), Russia is
now the eighth largest economy in the world, measured by GDP in current
dollars, coming just before Spain and after Italy. If GDP is measured in
purchasing power parity, Russia is already the sixth largest economy, after
Germany but ahead of the United Kingdom and France.3

In a much-cited 2003 paper on the BRICs (Brazil, Russia, India, and
China), Goldman Sachs projected that in less than 40 years these four
economies together would likely be larger than the combined Group of
Six (G-6) nations.4 With a cautiously projected average annual growth of
only 3.9 percent, Russia would overtake Italy in 2018, France in 2024, the
United Kingdom in 2027, and Germany in 2028. By 2030, Russia would be
the fifth largest economy in the world. Factors causing Russia’s economic
dynamism—in addition to abundant energy resources—are sound macro-
economic policies, an open economy, substantial investment, and high
levels of education. Russia’s weaknesses are institutions, governance, and
the rule of law. 

Among the BRICs, Russia has by far the highest GDP per capita in both
current dollar and purchasing power parity terms: In 2008 these were
$12,000 (four times that of China) and approximately $16,000, respec-
tively—about one-third of those of the 15 old members of the European
Union.5 Goldman Sachs forecasts that Russia will be the only BRIC coun-
try to approach European per capita income levels by 2050. 
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3. International Monetary Fund (IMF), World Economic Outlook database, April (Washington,
2008).

4. Dominic Wilson and Roopa Purushothaman, Dreaming with BRICs: The Path of 2050, Gold-
man Sachs Global Economics Paper 99 (New York, 2003). The G-6 nations are France, Ger-
many, Italy, Japan, the United Kingdom, and the United States.

5. IMF, World Economic Outlook.
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Figure 3.1    GDP growth rate, 2000–2008
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Figure 3.2    GDP growth in current US dollars, 1999–2008
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Russia’s higher income level is also evident in superior social indicators.
In most regards, Russia is slightly more advanced than Brazil and Mexico
but head and shoulders above China and India. Most impressive, increas-
ing numbers of young Russians are opting for higher education. Accord-
ing to UNICEF statistics, the share of Russian college-age youth who pur-
sue higher education nearly doubled from 25 percent in 1989 to 47 percent
in 2005; and with a broader definition of higher education UNESCO ar-
rived at 73 percent for 2007, more than the average for the European
Union.6 Another indication of Russia’s strength is its swiftly growing
middle class. According to the Russian research institute Center for Strate-
gic Research, over 30 percent of Russians can now be considered middle
class. Russians have 14 times more cars per capita than the Chinese and
three times more computers. 

The sophistication of Russian consumers makes the country all the
more attractive to US exporters of merchandise and services. Yet it also
means that Russia is likely to run out of high catch-up growth earlier than
the other BRICs.

Russia’s Goals for 2020

Russian politicians and economists are preoccupied with economic
growth.7 The nation is suffering from the trauma of its sudden demise as
a superpower and is trying to come back through superior economic per-
formance. The peer pressure from neighboring countries is also strong.
This single-minded focus on economic growth permeates the Russian
government, which has seized upon the Goldman Sachs vision of the
BRICs as growth machines. In 2007–08, the Kremlin formulated a large
number of goals for 2020; then-president Vladimir Putin laid out the pro-
gram, Russia 2020, in a speech on February 8, 2008, and the Ministry of
Economic Development and Trade presented a more detailed program in
March with three alternative scenarios.8

The “innovation scenario” is the lead scenario of Russia 2020, with an
average growth of 6.5 percent. It presupposes the development of a na-
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6. TransMONEE database (Florence: UNICEF Innocenti Research Center), www.unicef-
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tional innovation system, competitive human capital, and regional devel-
opment centers. It requires a comprehensive reform and investment pro-
gram, but it has only been laid out in general reasoning in public speeches. 

The Ministry of Economic Development and Trade also presented two
less optimistic scenarios. The “energy and raw materials scenario” would
result in 5.3 percent annual growth until 2020 based on faster develop-
ment and modernization of the extractive sector. The “inertia scenario”
assumes no significant improvement and forecasts an average growth of
3.9 percent a year.9

Russia 2020 conveys a vision of Russia as an innovation leader and a
middle-class society. The key goal is to raise Russia’s GDP per capita from
$12,000 in 2008 to $30,000 in 2020—from one-quarter of the US level to
half—and make Russia the fifth largest economy in the world after the
United States, China, India, and Japan. Russia’s GDP would increase on
average 6.5 percent a year from 2008 to 2020, and its share of world GDP
in current dollars from 2.5 to 4 percent. The share of the middle class
would rise from 30 to 60–70 percent and the average life expectancy from
66.6 to 75 years. These are very ambitious goals but not impossible, with
the exception of life expectancy. The question is whether Russia’s govern-
ment will pursue an appropriate economic policy.

In order to achieve the program’s targets, labor productivity would have
to increase by 2.5 times (slightly over 7 percent a year), the energy inten-
sity of production decline by 55 to 60 percent, and spending on research
and development increase from 1 percent of GDP in 2006 to 4 percent in
2020. At the same time, public expenditure on education and health care
would rise significantly, and investment in infrastructure would skyrocket. 

Energy is also a focus of Russia 2020. The energy windfall has facilitated
Russia’s economic rise, but the government favors diversification. The Rus-
sian Ministry of Economic Development and Trade estimated that energy in
all its forms contributed 18 percent of GDP in 2007—a substantial fraction
but far less than in pure “petrostates”—and accounted for 50 percent of fed-
eral revenues and 61 percent of export revenues. President Putin explained:

So far we have only partially occupied ourselves with modernization of the econ-
omy. As a result, Russia has become increasingly dependent on imports of goods
and technology, and our role as a raw material appendix to the world economy
has been reinforced. In the longer term, this can lead to our lagging behind the
leading economies of the world and our country being squeezed out from the
world leaders.10

9. G.O. Kuranov, Kontseptsiya dolgosrochnogo sotsial’no-ekonomicheskogo razvitiya Ros-
siikskoi Federatsii [Concept of Long-Term Socioeconomic Development of the Russian Fed-
eration], photocopy (Ministry of Economic Development and Trade, Moscow, 2008).

10. Putin, speech at the Expanded Meeting of the State Council on Russia’s Development
Strategy through 2020.
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The Russian government has focused on the most optimistic scenario,
which is natural given that the country’s growth has persistently been at
the upper end of all forecasts during the last decade. But as long as cur-
rent policies persist, this does not seem very credible. 

Causes of Russia’s Postcommunist Economic Recovery

To understand Russia’s economic dilemma, it is necessary to comprehend
the causes of its growth over the last two decades. They fall into three cat-
egories: capitalist transformation, the use of free capacity and structural
change, and energy rents.

Capitalist Transformation

The primary reason for growth has been European or capitalist conver-
gence, which Russia has enjoyed thanks to the hard-fought introduction of
a market economy in the 1990s. The transition to a market economy con-
sisted of deregulation, privatization, and financial stabilization. The most
important step was to liberalize prices and trade to create a market econ-
omy, allowing economic decisions to be freely made by individuals and in-
dependent firms. Prices and trade are predominantly free and subsidies
are small. No state planning committee tells enterprises what to produce or
to whom to sell. Transactions are overwhelmingly monetized. According
to the transition index of the European Bank for Reconstruction and De-
velopment (EBRD), Russia was a full-fledged market economy by 1996.11

Another feature of a free market economy is the dominance of private
enterprise. Russia undertook the largest privatization in world history
from 1992 to 1997. According to the EBRD, the private sector contributed
70 percent of GDP from 1997 until 2004, although, contrary to the trend in
other transition countries, that share fell to 65 percent in 2005. Because es-
sentially all economic growth has come from private enterprise, a decline
in the share of the private sector bodes ill for future growth prospects.
One-third of the labor force works in the public sector, which has ex-
panded in recent years, aggravating Russia’s structural drawbacks.

The government’s contribution has been to keep the budget in surplus
and taxation moderate. Until 1998, a persistent budget deficit of some 
9 percent of GDP held back Russia’s growth. In August of that year, it
caused a financial crash so severe that Russia switched to prudent macro-
economic policies for a decade. As a result, since 2000 Russia has enjoyed
large budget surpluses of several percent of GDP, amounting to 5.4 per-
cent of GDP in 2007. In May 2008 Russia’s stock-market capitalization ap-
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proximately equaled its GDP, as is common in Western Europe. Russia’s
foreign currency reserves peaked at $598 billion in early August 2008, and
its public foreign debt plunged from 100 percent of GDP in 1999 to 3 per-
cent in 2008.12

From 1998 to 2002, Russia undertook a profound tax reform and adopted
a liberal tax system, cutting the number of taxes sharply, reducing tax
rates, and introducing a flat personal income tax of only 13 percent, while
decriminalizing many tax violations. As a consequence, Russians started
paying taxes, and public expenditures have hovered around a moderate
35 percent of GDP. The recovery was coupled with remonetization as Rus-
sia enjoyed a great credit boom.

Russia’s structural reforms continued until 2002. Among the last im-
portant reforms were a comprehensive judicial reform—which means that
businessmen sue both one another and the government on an increasing
scale—and the adoption of a land code that legalized private ownership
of agricultural land. New laws on licensing, certification, permits, and in-
spections eased restrictions on small enterprises, and a new customs code
simplified the previously exceedingly difficult customs procedures.

Another important factor stimulating Russia’s growth is the coun-
try’s fast integration into the world economy: Total exports surged from 
$42 billion in 1992 to $472 billion in 2008 (roughly 30 percent of GDP) and 
the merchandise trade surplus to $180 billion.13 Russia has enjoyed huge
steady current account surpluses since 2000; even in 2008 it was $113 bil-
lion or 7.7 percent of GDP. Much of the increase has come from rising oil
prices, but Russia’s economy has been diversifying: The share of oil and
gas in the country’s exports has fallen to 60 percent from 90 percent in the
late 1980s. With its exports now accounting for one-third of its GDP, Rus-
sia is quite an open economy.

Free Capacity and Structural Changes

The second set of reasons for high growth has been the huge free capacity
in production, infrastructure, and human capital as well as significant
structural changes since the collapse of communism. With the rise of the
new capitalist service sector, a large-scale structural change spurred
growth. The service sector expanded from 33 percent of GDP in 1989 to 57
percent in 2007. Even so, Russia’s industrial sector is still large by inter-
national standards, contributing 38 percent of GDP in 2006, compared
with 27 percent in the euro area.14 The sizable industrial sector partly re-

12. Bank of Finland, Russia Statistics Online, www.bof.fi (accessed on various dates).

13. Statistics are from the Central Bank of the Russian Federation, www.cbr.ru (accessed on
February 11, 2009).

14. World Bank, World Development Indicators, http://devdata.worldbank.org (accessed on
various dates).
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flects insufficient market adjustment (yet to come) and partly shows Rus-
sia’s comparative advantage in raw material extraction.

Russia’s structural changes are best illustrated with a quick review of 
its major industries. Economic growth took off with recovery in the pri-
vatized heavy export industries, oil and metals. In its wake, some related
sectors recovered, notably mining, chemical industry, and partially heavy
machine-building. With rising personal incomes, housing construction
and retail trade expanded grandly, and their development is proliferating
throughout the country. 

A few industries that initially lagged are now evolving, and they will
contribute to Russia’s growth for years. Agriculture is reviving slowly but
steadily. A very gradual redistribution of land is taking place from old
state and collective farms, many of which have lain fallow, to huge agro-
industries with a few hundred thousand hectares of land. But these com-
panies are having serious trouble finding skilled management and labor.
The agricultural revival started in grain production and other large-scale
crop cultivation and is proceeding in poultry and pig farming, but Rus-
sia’s cattle and dairy industry remains miserable. The country’s burgeon-
ing poultry industry has one of the strongest protectionist lobbies, whereas
grain producers favor free exports. In the 1980s the Soviet Union imported
an average of 38 million tons of grain each year, but in 2005–06 Russia ex-
ported 11 million to 12 million tons of grain a year.15

Another sector set to develop is the automotive industry. In 2010 Rus-
sia is forecasted to surpass Germany as the biggest car purchaser in Eu-
rope, with some 3.5 million cars. At present, Russia imports more cars
than it produces because the old Soviet car producers have impeded the
development of new domestic automotive companies. Yet most large car
producers in the world either have or are about to establish production in
Russia, and the country’s automotive output will likely expand spectacu-
larly. Similarly, Russia’s forestry industry has been a laggard because of
late reforms, but with huge resources and domestic demand it is set to de-
velop fast.

One of the least noticed structural changes is the 7 percent a year rise 
in the number of registered enterprises. It is true that Russia remains
dominated by big enterprises, but not to the extent commonly perceived.
With 5 million registered enterprises and 3.4 million registered individual
entrepreneurs, Russia has a total of 8.4 million firms16—one enterprise 
per 17 people, approximately as many as in Western European countries.
Small and medium-sized enterprises contribute 45 percent of GDP, com-
pared with about two-thirds in Western Europe. 
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A common feature of the postcommunist economies is a large pent-up
need for investment and the remonetization of the economy. In 2006 Rus-
sia’s M2 as a share of GDP was as little as 33.5 percent,17 whereas 70 to 80
percent would be normal for a European market economy. As long as pri-
vate property prevails, Russia has plenty of collateral for more than twice
as large a credit volume without any apparent financial risks. 

Together, Russia’s systemic and structural changes represent the gigan-
tic catch-up effect or capitalist convergence that all postcommunist reform
countries have experienced. The average annual real growth in former So-
viet states from 2000 to 2007 was 9 percent, but it reached only 7 percent
in Russia, so Russia has actually been comparatively less dynamic than its
cohort (the growth leaders are Azerbaijan, Armenia, Estonia, Kazakhstan,
and Latvia).18 Growth accounting shows that since 2000, about half of
Russia’s growth has been from capital and half from rising total factor
productivity, while increased labor has contributed little.19

Energy Rents

The third factor behind Russia’s growth is the oil price windfall since
2004. As international oil prices took off, a dominant theme in the Rus-
sian economic debate became the danger of an “energy curse” for the
Russian economy. The curse actually encompasses several problems,
such as overvaluation of the currency, the government ignoring reforms,
and rent seeking. 

After the Russian financial crash of 1998, the authorities were greatly
concerned with any overvaluation of the exchange rate that would price
out other exports, the so-called Dutch disease. As a consequence, talent
has been focused on making money in the energy sector, and the devel-
opment of other industries has been neglected, not least because Russian
labor has been uncompetitive with its high salaries.

A second energy curse is that the abundance of energy revenues that
has boosted the country’s budget surplus, current account balance, and
currency reserves makes it difficult to motivate policymakers and the
population to pursue and accept economic reforms that often entail hard-
ship in the short term. As a consequence, Russia has made no economic
or social reforms worth mentioning for the past six years, as the govern-
ment focused on the distribution of oil rents rather than on the improve-
ment of policy. 

17. EBRD, Economic Statistics and Indicators, 2008, www.ebrd.com (accessed on December
10, 2008).

18. Ibid.

19. Garbis Iradian, “Rapid Growth in Transition Economies: Growth Accounting Ap-
proach,” IMF Working Paper no. 164 (Washington: International Monetary Fund, 2007).
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A third energy curse is that the concentrated energy revenues facilitate
the concentration of both political power and rent seeking. This is the
cause of the extreme and rising corruption in Russia. As a consequence,
Russia’s business environment is poor, and it is getting worse. The state
bureaucracy impedes efficient economic activity and adds to the cost of
doing business in the form of time spent dealing with arbitrary regulations
and the payment of bribes. The World Bank’s Doing Business index ranked
Russia 96 among 175 countries in 2006, but in 2008 it fell to 120 out of 181.
Russia receives its best rankings for enforcing contracts (18), registering
property (49), and starting a business (65), all of which make it compara-
tively easy to establish a firm. But the regulatory environment is bad (fig-
ure 3.3); in 2008, filing for and receiving the necessary permits and licenses
for the construction of a warehousing facility took 704 days in Russia com-
pared with 161 in the countries of Organization for Economic Cooperation
and Development. But although there have been some official complaints
about the public sector, Russia 2020 does not reflect any awareness that
Russia’s main problem is its huge, inefficient, and corrupt public sector.

The Kremlin’s current economic problem is that most of the old sources
of growth will soon be exhausted. Undoubtedly, some capitalist conver-
gence will continue, being the engine of inertia growth, but it is bound to
slow down. The qualitative improvement of human capital will also con-
tinue as will remonetization and structural changes. Yet the free capacity
in production and infrastructure is probably coming to a sudden end. The
most problematic sectors are those dominated by the state—natural gas,
roads, railways, pipelines, aircraft, armaments production, medical ser-
vices, education, and law enforcement. 

The Global Financial Crisis: A Perfect Storm Revealing
Old Sins

In July 2008 top Russian officials presumed that Russia would escape the
international financial crisis and even be a safe haven. Instead, this haz-
ard has served as rude a shock to Russia as to most other countries. This
first became evident when the Russian stock market plummeted by 80
percent from its peak in May 2008 to its nadir (so far) in January 2009. The
international oil price plunged from an all-time high of $147 per barrel in
July to a low of $34 in December. 

The particular Russian causes of concern are mainly structural and long
term. It is easy to criticize Russia 2020. Its author, the Ministry of Economic
Development and Trade, used to be Gosplan, the State Planning Committee,
and its style is reminiscent of the Soviet 15-year perspective plans, which
had no operative implication. As in the days of Nikita Khrushchev and
Leonid Brezhnev, the new plan specifies how fast Russia is to catch up with
the United States. After nine successful years the authorities just presumed
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Figure 3.3    Ease of doing business in Russia, 2008

rank out of 181 countries

Source:  World Bank, Doing Business 2009, www.doingbusiness.org (accessed on December 23, 2008).
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that the same trend would continue for the next decade, but if the sources of
growth are not maintained but undermined, it would be unrealistic to ex-
pect further improvement. Some of the goals—for example, to raise life ex-
pectancy from 67 to 75 years within 12 years—appear downright utopian.

The main problem with Russia’s economic strategy is that it requires
substantial and comprehensive economic reforms, but no such reforms
have been planned. Russia 2020 ignores deregulation and improvement
of the enterprise environment, instead vaguely emphasizing innovation
and high technology; but catch-up growth is usually a matter of imitation,
pragmatism, and opportunism rather than originality. The program seems
to rely on the strength of growth momentum. But because it is predomi-
nantly a commodity exporter, Russia is liable to be particularly sensitive
to the vagaries of the global business cycle, and currently the whole world
is facing a vicious financial crisis.20

Problems abound. As its energy production stagnates, Russia’s external
account is bound to dwindle quickly with crumbling prices. Industrial
production fell by 10 percent in December 2008, and GDP growth forecasts
for 2009 have been revised from 7 percent growth to moderate decline.
Russia’s official international currency reserves sank from $598 billion in
early August 2008 by more than one-third to $381 billion in early March
2009. Although the whole world was severely hit by the global financial
crisis, Russia seemed to suffer more than other countries in spite of its vast
reserves. For too long, the government denied the crisis and pursued other
ambitions.

The greatest social shock is that the real disposable incomes of the pop-
ulation, which had been increasing by an average of 13 percent a year for
several years, suddenly plummeted by 12 percent in December 2008. Sur-
prisingly, the budget surplus of 4 percent of GDP in 2008 is expected to be-
come a deficit of at least 8 percent of GDP in 2009. The current account sur-
plus actually peaked at $99 billion, or 5.9 percent of GDP, because of the
record commodity prices and contracting imports at the end of 2008. But
the current account will possibly be balanced in 2009, though the size is
highly dependent on the unpredictable oil price. A couple of these prob-
lems—the falling commodity prices and the global liquidity squeeze—are
of external origin, but most are domestic.

The labor force is shrinking. Like most of Europe, Russia is facing a de-
mographic problem as its native population is declining (as discussed in
chapter 6); at best its population will increase only insignificantly until
2020. The labor force is set to decline from 90 million in 2007 to 78 million
in 2020, according to the Ministry of Economic Development and Trade
(or, at a minimum, 1 percent a year).21 It may be possible to compensate
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for this decline with a more liberal housing market and a reduction in re-
liance on the public sector, but those will require substantial reforms. 

Russia’s investment ratio never reached more than 23 percent of GDP
in 2007, and it is falling sharply in the current business environment,
while the most successful transition countries have investment ratios ex-
ceeding 30 percent of GDP, as in East Asia. If Russia is to achieve high fu-
ture growth, it needs to boost investment.

Infrastructure, especially roads, has become an extraordinary bottle-
neck, as any visitor to Moscow may notice in its horrendous traffic jams.
The 2020 plans are full of grand infrastructure projects, but Russia seems
to be unable to carry out major infrastructure projects. In 2000 the coun-
try had 754,000 kilometers of paved roads, according to official statistics;
incredibly, by 2006 this figure had increased by only 0.1 percent, to
755,000 kilometers. The trunk (magistral’nye) oil pipelines were 47,000
kilometers in 2006, exactly the same as in 1995. The trunk gas pipelines in-
creased from 213,000 kilometers in 2000 by 5 percent in 2006.22 In all major
infrastructure projects, the little that is built costs at least three times as
much per kilometer as in the West. Russia’s public administration has
proven itself too incompetent and corrupt to undertake major projects.
Unless that changes, none of the many large planned infrastructure proj-
ects will progress.

Russia’s economic growth has also been driven by international eco-
nomic integration. The World Bank and Russia’s Economic Development
Ministry estimated that World Trade Organization (WTO) membership
would increase the country’s economic growth by 0.5 to 1 percentage
point a year for the next five years, primarily from finance, foreign direct
investment, and services. If Russia’s leaders abandon their attempts to
join the WTO and aggravate protectionism, especially in agriculture and
finance, a corresponding economic deterioration is likely.

Russia merits praise for its conservative fiscal policy, its accumulation
of large currency reserves, and its limited domestic leverage, but it suffers
from minimal domestic financial intermediation because inept state banks
dominate the domestic financial market. Almost half of Russia’s bank-
ing system is owned by five state banks: Sberbank, VTB, Gazprombank,
Vneshekonombank (VEB), and Bank Moskvy. Because these banks are
politicized, the banking system is inefficient and unreliable, and the na-
tional costs of a poor banking system rise over time. In effect, the Russian
banking system works like this: The state takes money out of the country,
while big Russian corporations are forced to borrow abroad, maximizing
their currency risk. 

Most of Russia’s many private banks are quite small, while the Russian
economy is dominated by large companies, leading to a mismatch be-

22. Federal’naya Sluzhba Statistiki [Federal State Statistics Service], Russian Statistical Year-
book 2007, www.gks.ru (accessed on October 16, 2008).

RUSSIA’S ECONOMIC REVIVAL 51



tween small banks and large creditors, which have to turn to international
banks. Many small banks have failed or been merged with larger banks,
but bank restructuring has only started. Moreover, large nonperforming
loans need to be written off. If Russia had privatized its banking system
like most other post-Soviet countries, its companies would suffer less
from currency risks. Furthermore, if foreign banks owned a large share 
of the Russian banking system, Russia’s access to international finance
would be much better.

Russia’s economic recovery has been generated by private enterprise,
but since 2005 renationalization has prevailed, reducing economic ef-
ficiency and thus future growth. The renationalization of major compa-
nies such as Yukos, Sibneft, Vankor, United Heavy Machineries, VSMPO-
Avisma, Sakhalin Energy, and Rusia (Kovykta) has aggravated corporate
governance and political risk. The state now accounts for 83 percent of gas
production and 45 percent of oil production, and the Kremlin is utilizing
the financial crisis to promote renationalization that is economically un-
founded and harmful. Strangely, in the midst of the financial crisis, the
Russian government is preoccupied with further nationalization. A couple
of companies, the mining and steel company Mechel and the potash pro-
ducer Uralkali, seem to have been singled out for expropriation through
major penalties, while the state corporations are buying up one distressed
company after another with money from the state budget.

Yet Russia has not espoused a socialist ideology, and its big state cor-
porations are moving toward 51 percent state ownership—Rosneft and
VTB made limited initial public offerings in 2006 and 2007, respectively—
exposing themselves to assessment by the stock market. Investors have
reacted negatively, slashing Gazprom’s market capitalization from $350
billion in May 2008 to $70 billion in October.

A major policy flaw has been the managed exchange rate, which caused
annual inflation to peak at 15 percent in the summer of 2008. Global infla-
tion rose with increasing food and energy prices, but Russia’s inflation
rate was about twice that of other emerging markets because its macro-
economic policy relied too much on fiscal policy and too little on mone-
tary and exchange rate policy. The inflation was caused by the large cur-
rent account surplus, which was monetized in rubles because the central
bank purchased hard currency to defend the fixed ruble exchange rate
(Russia’s exchange rate was loosely pegged to a basket of $0.55 and €0.45).
For years Russia had a negative real interest rate that boosted monetary
expansion and inflation, as the central bank stated, but did not act on, its
intention to move to inflation targeting within three years. 

The Russian government has repeated its mistake from 1998, maintain-
ing an untenable pegged exchange rate in the face of falling commodity
prices. Until the summer of 2008, the pegged policy provoked speculative
capital inflows that boosted the money supply and inflation. Since then the
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rate has left the ruble overvalued, promoting speculative capital outflows
and rapidly reducing the currency reserves. At the end of 2008, Russia
started to devalue, but rather than letting the exchange rate float, Russia
devalued the ruble in many small steps. Repeated mini devaluations only
convinced the market that a major devaluation was inevitable. All who
could exchange their rubles for dollars or euro did so. Even so, Russia has
not succeeded in letting the exchange rate float, though it has raised inter-
est rates so that they correspond to inflation. The combination of loose fis-
cal policy, negative real interest rates, current and capital account deficits,
and an overvalued ruble is unsustainable, clearly provoking capital flight:
Russia’s international currency reserves declined by over $210 billion from
$598 billion in early August 2008 to $381 billion in early March 2009—more
than one-third in half a year, though large amounts of the hard currency
are held by Russian banks in Russia. 

Russia should let the ruble float freely, move to inflation targeting, and
boost interest rates to achieve positive real interest rates. A commodity-
exporting country needs to let its exchange rate float up and down with
international raw material prices to balance its foreign payments. As in
1998, speculators now sensibly bet on a ruble devaluation, which quickly
depletes Russia’s currency reserves and becomes a necessity. When the
ruble is allowed to float, nobody knows whether it will rise or fall, which
will reduce speculation and losses of currency reserves.

Russian big businessmen and their corporations have turned out to 
be much more leveraged than anybody had thought—total Russian cor-
porate foreign debt was $488 billion in October 2008. Many of these big
businesses have pledged their strategic holdings of Russian stocks against
foreign bank loans, forcing the Russian state to bail them out (the govern-
ment has made clear that it will refinance their foreign loans to secure
“strategic” ownership). Initially, $50 billion was allocated to VEB for this
purpose, but the government reduced this amount to $13 billion, directing
the support to the banks instead.

For long the government persistently denied that anything was wrong
with Russia’s economic policy. Domestic and foreign businessmen real-
ized that this did not tally with reality, and this incongruity undermined
their confidence in the Russian market. Without free public debate, ratio-
nal policy decisions are unlikely.

Short-term statistics from the winter of 2008–09 indicate how severe the
situation is. In the spring of 2008, capital investment rose by some 20 per-
cent over the corresponding month the preceding year. By December
2008, it fell by 2 percent. Similarly, in December 2008, industrial produc-
tion plummeted by 10 percent, and gas production by about as much.
These dramatic falls in output tally with the statistics of many other coun-
tries in the midst of the financial crisis, but the shocker is that in Russia,
real disposable income dropped by no less than 12 percent, while the pop-
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ulation had enjoyed a rise of an average of 13 percent a year during the
six preceding years.23

Until 2009, the Russian government denied the crisis and treated it as a
foreign phenomenon. Rather than trying to minimize the cost of adjust-
ment, the government tried to minimize the adjustment itself. Its primary
ambition seemed to be to promote renationalization, which deterred both
domestic and foreign businessmen. It is too early to predict the overall de-
cline in Russia’s GDP, but it is likely to be a few percent, as large as or
somewhat larger than in the Western world.

Russia has also alienated itself from the outside world just when it most
needs worldwide support. At the Group of Eight (G-8) summit in Japan 
in July 2008, Russia promised not to block UN sanctions against Zim-
babwe, after which it immediately vetoed them in the UN Security Coun-
cil. Through its recognition of Abkhazia and South Ossetia, Russia violated
multiple treaties guaranteeing the sovereignty and territorial integrity of
former Soviet republics. At the G-20 meeting in Washington on November
15, 2008 Russia committed itself not to undertake new protectionist mea-
sures but immediately raised import tariffs on cars. Such blatant violations
of top-level promises have boosted Russia’s risk premium.

It is difficult to assess the impact of all these actions, but they are all po-
tent and negative. How will the Russian people and leaders react? The
positive scenario is that the rulers face reality and return to the progres-
sive market reforms they pursued until 2002. The alternative is that they
dig in and refuse to undertake necessary reforms. 

A Time of Economic Challenge 

After a decade of solid economic growth, Russia is now facing numerous
acute challenges. A temporary economic slowdown is inevitable because
of the global recession and falling prices of commodity exports. Russia’s
very high real estate prices are already rapidly declining, which will hurt
the weak banking system, and domestic demand will be constrained. The
big question is how Russia will respond to the economic slowdown. Three
scenarios appear plausible over the next 12 years: an inertia scenario, a re-
form (or innovation) scenario, or a crisis scenario.

The inertia scenario presumes no major new reforms and average an-
nual growth of 3.5 to 4 percent. The only growth drivers would be
capitalist convergence, improved development and better allocation of
human capital, continued economic restructuring, and some remonetiza-
tion. Russia’s resource wealth is so substantial that such a strategy can de-
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liver moderate growth for a long time to come, and the higher world en-
ergy prices will be, the more likely such a choice.

The reform scenario implies that the Russian government faces its main
challenges and carries out the required reforms. This scenario requires the
swift implementation of several critical measures. First, Russia should ac-
cede to the WTO to secure its successful international integration and an
improvement of its legal standards. Second, to ease infrastructure bottle-
necks, the Kremlin needs to introduce transparent procurement proce-
dures for major investments. Third, property rights must be reinforced
and renationalization stopped to ease the problems in banking and en-
ergy production. With this scenario, an average growth of 6.5 percent a
year is feasible, but it is very far from Russia’s current economic policy.

Finally, a crisis scenario not foreseen by the Russian government is pos-
sible. Russian officials do not discuss the possibility of outright systemic
crisis, but the grounds for such a scenario are substantial. Russia is ex-
tremely sensitive to commodity prices, as commodities accounted for
about 85 percent of Russia’s exports in 2007; in the second half of 2008 in-
ternational commodity prices fell sharply, and in 2009 they may very well
be less than half of their average 2008 level. Such a drop would reduce
Russia’s exports by 40 percent, or some $180 billion. A political system
whose legitimacy is based almost entirely on economic growth can easily
collapse in such a situation and thus prompt a change of political regime.

So far, the Russian government has managed the financial crisis poorly.
First, it denied the crisis. Second, it maximized capital outflows through
an inadequate exchange rate policy. Third, its main endeavor has not been
to deal with the crisis but to pursue other objectives, such as renational-
ization of major corporations. Clearly, this policy cannot continue because
the results would be politically and socially untenable. When and how
will Russia’s government alter its economic policy?

Russia has gone through two impressive waves of structural reform, in
1991–93 and 1998–2002. In the interim, hardly any reforms were under-
taken. The question today is whether Russia, facing a great need for a 
new wave of reform, can mobilize the political will to achieve it. This is,
of course, a matter of political leadership, but the farther commodity
prices fall—and with them economic growth—the more likely the leader-
ship is to implement new reforms.
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4
Policy on Oil and Gas

Russia’s key dilemma lies in the conflict between its fast economic mod-
ernization and its centralized political system. This divergence is particu-
larly evident in the country’s dominant economic sector, energy. Russian
leaders are calling their country an energy superpower with good reason:
It is the biggest producer of primary energy in the world, with one-ninth
of world crude output (roughly level with Saudi Arabia) and one-fifth of
world natural gas output (in which Russia is the world leader). Russia
holds about 27 and 6 percent of the world’s known reserves of natural gas
and oil, respectively.1 Russia’s reserves are likely to be far larger since ex-
ploration has been limited.

The importance of oil and natural gas to Russia’s economy can be mea-
sured in three ways. First, according to official statistics, oil and gas ac-
count for only 9 percent of Russia’s GDP, which is surprisingly little; the
explanation is that energy overall and natural gas in particular have much
lower prices on the domestic market because of export tariffs and price
controls on gas and electricity. At world market prices, oil and gas account
for 18 percent of Russia’s GDP, which is the relevant statistic. The second
measurement is the share of exports; in 2007 oil and gas accounted for 61
percent of Russia’s exports. The third measure is the contribution of oil
and gas to total federal revenues, which is about 50 percent.

Production of Oil and Natural Gas

Russia’s oil production has been on a wild ride in the last two decades.
From 1999 to 2004, it rose by no less than 50 percent (figure 4.1), but in

1. BP, Statistical Review of World Energy 2008, www.bp.com (accessed on December 12, 2008).



2005–07 the expansion slowed to 2.5 percent a year because of partial re-
nationalization and high taxation, both of which limited exploration and
development. Oil production peaked in 2007 at the very high level of 9.9
million barrels a day, almost as high as in the late 1980s, but declined by
0.9 percent in 2008 for the first time since 1998. 

Russia’s output of natural gas remained fairly constant in the 1990s,
partly because the new giant gasfields in Western Siberia came on stream
later than the oilfields. In 2000–06, the production of natural gas increased
by about 2 percent a year, but only because of the contributions of inde-
pendent producers. The state-dominated natural gas company Gazprom’s
aging giant fields were in decline, and Gazprom failed to develop both
new and secondary fields. Therefore, Gazprom’s output is now stagnating
and fell by 0.8 percent in 2007 to 607 billion cubic meters.2 A 1.4 percent re-
covery in 2008 was entirely due to independent producers, while Gaz-
prom maintained a stable output of 83 percent of Russia’s total output in
2008. At this point, large international investments in new oil and gas
fields are needed just to keep up Russia’s energy output. Expansion seems
beyond reach for years to come.
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Figure 4.1    Oil and gas production, 1985–2008

million tons of oil equivalent 

Source:  BP, Statistical Review of World Energy 2008; Deutsche Bank; Russian Federal State Statistics 

Service; authors’ calculations.
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Alternative Approaches to Risk Management

One of Russia’s greatest challenges is the management of its oil and nat-
ural gas sector. Risk management has always been the key to success in
oil and gas, a business inherently fraught with high geologic, technical, fi-
nancial, and political risks. Balancing the risks and rewards is the true test
of business acumen in the petroleum industry and is even more important
for state policy. Companies that fail in the marketplace are replaced by
smarter and better-performing competitors. The failures of governments
have much more serious and enduring consequences.

Russia’s former Prime Minister Yegor Gaidar has argued that one of the
factors contributing to the collapse of the Soviet Union was an overre-
liance on the oil and gas sector after world oil price spikes in the 1970s,
followed by the collapse of prices in the mid-1980s.3 In 1988 the Soviet
Union was the largest oil producer in the world, with peak production of
12.5 million barrels per day, 11 million of which came from Russia. The
problem was that the world oil price dropped from almost $40 per barrel
in the early 1980s (after the Iranian revolution and the start of the Iran-
Iraq War) to well below $20 per barrel just before the Soviet Union col-
lapsed in 1991. The nadir of $10 per barrel was in the midst of the finan-
cial crash of 1998.

This recent history is an object lesson for current Russian leaders about
the long-term cyclical nature of the oil industry, which they have over-
looked for the last five years. The reason is understandable. From the time
Vladimir Putin emerged on the Russian national stage in 1999, the world
oil price rose steadily during his first presidential term and then leaped
during his second term to an all-time high (in inflation-adjusted terms). In
light of this steady climb, Gazprom’s CEO Alexei Miller boldly predicted
in June 2008 that oil prices would rise to $250 per barrel in 2009. In fact,
he almost perfectly called the top of the most recent oil price bubble: The
world benchmark crude oil, West Texas Intermediate, reached a peak
price of $147.27 per barrel on July 11 before promptly nose-diving. The
next price level it tested was a floor of $35, which is where it stands as of
this writing in February 2009.

Still the $35 price tag is historically high. If the real (inflation-adjusted)
oil price returned to its level of the first half of this decade, it would drop
to about $30 per barrel, which would not be an altogether shocking de-
velopment given the current global financial meltdown, recession, and re-
sulting decline in oil demand. Just as the price overshot on the upside, it
is likely to overshoot on the downside as well before it finds a new equi-
librium. Yet in September 2008 Minister of Finance Alexei Kudrin stated

3. Yegor T. Gaidar, The Collapse of the Empire: Lessons for Modern Russia (Washington: Brook-
ings Institution, 2007).
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that the Russian government needed an average price of Russian export
blend crude oil of $70 per barrel for its budget to break even. Only in Feb-
ruary 2009 did the government announce its intention to revise the 2009
budget to an oil price of $41 per barrel. Gas export prices to Europe fol-
low European oil prices with a lag of 6 to 9 months, so what is true of oil
prices is also valid for gas prices with a minor delay.

The Oil Sector: Reinforced State Control rather than
Market Reforms

How have the fluctuations in prices informed Russian government policy
toward the oil and gas sector? What are the consequences of this policy?
And what are the implications for the future, including possible course
corrections?

When Putin came to national prominence in 1999, the Russian oil in-
dustry had begun recovering as a result of ruble devaluation (which
lowered production costs), privatizations that led to efficiency gains, re-
investment by oligarchs with newly acquired property rights, and the
introduction of Western technology and management skills. Foreign in-
vestment was growing and demonstrating what could be achieved with
international industry practices. Production improved rapidly with the
use of modern oilfield techniques for brownfield projects in existing pro-
duction areas. With lower domestic consumption from a slower economy
and higher prices, oil exports grew steadily and became an important
driver of the Russian economic recovery.

The reform process was incomplete, however. Trunk oil pipelines re-
main in the hands of the state-owned monopoly Transneft, with anti-
quated business practices and nontransparent access rules and regula-
tions. For example, because of exchanges based on weight (tons) rather
than volume (barrels or liters) and the lack of a crude quality adjustment
mechanism, producers do not receive fair market value. This has the per-
verse effect of providing incentives to producers of low-quality heavy
crude oil to increase their production, while producers of the higher-
quality light crude oil are disadvantaged and seek less efficient methods
of transporting their product. Extended production license periods would
encourage larger investments that would take longer to pay back, but ex-
tensions are not granted. License renewal and award remain a capricious
process subject to political interference and the whims and corrupt de-
mands of bureaucrats.

In 2003 the entire reform process in the oil sector not only stalled but
also went into reverse. The signal event was the arrest and imprisonment
of Mikhail Khodorkovsky, the Yukos oil company CEO, who was at the
forefront of modernizing the Russian petroleum sector under private
ownership and the discipline of capital markets, outside of government’s
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political control. Yukos was forced into bankruptcy and its prized assets
acquired by the state-owned and -controlled oil company Rosneft. Other
Russian oil oligarchs quickly fell into line to accommodate the Kremlin’s
new policy of state control and recentralization of decision making for the
oil sector.

As world oil prices continued to rise, Russian oil export taxes rose to
take as much as 90 percent of the incremental financial benefit for the gov-
ernment treasury, thereby reducing cash flow for Russian oil producers to
reinvest in their businesses during a highly favorable market environ-
ment. Plans for privately funded major pipeline projects to Murmansk or
China ceased. Instead Transneft proceeded to build economically subop-
timal oil pipelines to the Baltic and Pacific coasts. Unlike Murmansk, the
shallow Baltic ports in the Gulf of Finland cannot accept supertankers and
they freeze in the winter.

Russian leaders rediscovered the political benefits of central control of
the petroleum industry. The bonanza in oil income allowed them to par-
cel out wealth, pay social benefits, reward friends, punish enemies, buy
electoral victories, and maintain power, all without seeking political legit-
imacy of the sort required by broad taxation of the public in a diversified
economy.

The tradeoff is that centralization shifts the risks inherent in the petro-
leum business, especially commodity price risks, from a competitive pri-
vate sector and capital markets to the state. It dries up investment flow,
which is the lifeblood of a capital-intensive business like petroleum that
requires long lead times. Responsibility for risk taking moves from mar-
ket players to state bureaucrats, with accompanying loss of effectiveness
and efficiency, after the easy improvements, such as enhanced oil recov-
ery, have been made and frontier exploration and development are needed
to replace declining oil reserves. 

In 2005 the growth rate of oil production slowed considerably, and in
2008 Russian oil production actually declined. Russia joins the ranks of
Venezuela and Iran as major oil-producing countries that have pursued
policies that discouraged investment in future production capacity at a
time of extremely favorable conditions of high prices and market pre-
miums for access to resources. In contrast, Libya and Angola took advan-
tage of the favorable climate by attracting foreign investment and in-
creasing their productive capacity.

Producing-country governments often consider volume growth unnec-
essary at a time of high prices, but it can be critical when prices soften,
particularly if the country is highly dependent on oil income. Again, bal-
ancing risks and rewards should be the key consideration. A farsighted
host government attracts investment at a time of high prices when it can
drive the best economic bargain as owner of the resource. A shortsighted
host government appeals for investment after prices drop and bargaining
leverage shifts in favor of oil investors. But political perception frequently
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lags market reality, and governments act late when it would be more pru-
dent to respond in a countercyclical manner, getting maximum invest-
ments when prices are high so as to enjoy volume growth when prices
soften, as they inevitably do.

The Gas Sector: A Serious Concern

In many ways the situation in Russia’s gas sector, dominated by state-
controlled Gazprom, is of more serious concern than oil. Unlike the oil
sector, the gas sector never went through a period of reform and privati-
zation. Gazprom is run much like the old Soviet gas ministry, with near
monopoly control over the production, transport, distribution, and export
of natural gas. Although Russia remains the largest gas producer and ex-
porter in the world, with a quarter of all proven gas reserves, gas never
enjoyed the boom in production growth that oil did.

Because of delays in instituting domestic gas pricing reform, fully two-
thirds of Russia’s massive production goes to domestic consumption,
completely out of proportion to the size of the Russian economy and pop-
ulation, even after taking the cold climate into account. The waste is not
limited to gas consumption. The Russian government estimates that 20
billion cubic meters of gas are flared every year because Gazprom restricts
Russian oil producers on pipeline and market access for their associated
gas; the producers, therefore, have little economic incentive to collect and
process the gas associated with oil production. Estimates by international
agencies such as the World Bank and the International Energy Agency put
the actual figure for Russian gas flaring two to three times higher, which
would make it equivalent to more than the annual gas consumption of
France.

Meanwhile, production from three of Gazprom’s four major fields—
Medvezhye, Urengoy, and Yamburg—is past its peak and declining rap-
idly, and the fourth (Zapolyarnoe) is at its peak. In the short run, Gazprom
is increasingly reliant on gas supply from Central Asia, particularly Turk-
menistan, and is reducing its supply commitment to traditional customers
in the former Soviet Union, such as Ukraine, in order to meet its domes-
tic gas balance and contractual commitments to Western Europe. In the
longer run, domestic pricing reform and massive investments in difficult
greenfield projects are needed to maintain Gazprom’s supply as well as its
prominent roles both as exporter of gas to Europe and in Russian domes-
tic politics.

In the gas industry, as in oil, Russia no doubt has a huge resource base.
But many questions accompany the disposition of this resource. What are
the right types of investments and what is the best way to ensure that they
are timely and effective? Is continued centralization and government con-
trol the best way to achieve the desired results, for example, in the devel-
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opment of Eastern Siberia, the Yamal Peninsula, and the Arctic Region?
Should the state assume sole risk in frontier projects or share the high
risks—and rewards—with the domestic private sector and international
capital? Should the government reconsider and resume market reform,
perhaps in a more thoughtful and fair way than in the 1990s? Given the
importance of the oil and gas sector to the Russian economy, foreign ex-
change earnings, and government revenue, the stakes are high. 

The Changing Role of the Outside World

Even as the production growth rate slowed, the Russian government
moved against foreign investors, notably Royal Dutch Shell in the
Sakhalin II project, TNK-BP in the Kovykta gasfield, and ExxonMobil in
Sakhalin I, in further reassertion of state domination.4 On April 29, 2008,
Russia adopted a new Law on the Procedure for Contributing Foreign In-
vestments in Legal Entities Which Are of Strategic Importance for the De-
fense of the Country and Security of the State, commonly called the Law
on Foreign Investments in Strategic Industries. It restricts foreign com-
pany access to large upstream opportunities. This measure is again con-
trary to the conventional industry wisdom that calls for spreading risks to
foreign investors in expensive and challenging projects and for favoring
domestic producers in smaller projects that they can easily handle and for
which foreign investors are not needed.

Not only foreign companies but also private Russian corporations suf-
fer from discrimination. Gazprom and Rosneft, the two national champi-
ons, now have the right of first refusal in new offshore exploration blocks.
Gazprom has selected Norwegian StatoilHydro and French Total as part-
ners for the development of the gigantic and difficult Shtokman offshore
gasfield on the Barents Sea north of Murmansk. But with no license rights,
it is unclear how StatoilHydro and Total will be able to book any gas re-
serve or what rights they can claim. The fate of that project is hard to dis-
cern at this point.

Russia’s external energy relations present a more complicated picture.
In an oil market dominated by the Organization of Petroleum-Exporting
Countries (OPEC), Russia is a price taker, not a price setter, because it has
neither the long reserve life nor the production flexibility of Saudi Arabia.
However, it continues to exhibit tendencies of wanting to extend power
beyond its borders by using oil and gas as foreign policy tools. The Janu-
ary 2006 gas cutoff to Ukraine after the Orange Revolution, disrupting gas
supply to eight Western European countries in one of the coldest winters
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4. Royal Dutch Shell and its Japanese partners were forced to give up a majority to Gazprom
in the Sakhalin II oil and gas venture, and BP was compelled to give up the Kovykta gasfield
in East Siberia to Gazprom.



in memory, was a vivid example. A year later, Belarus had the same expe-
rience. In 2008 Russia reduced its oil supply on the Southern Druzhba
pipeline to the Czech Republic, right after Prague signed an agreement
with Washington on radar installation for a missile defense system. In Jan-
uary 2009 Gazprom again cut gas supply to Europe through Ukraine, this
time affecting no fewer than 20 countries; the disruption of gas flow was
complete and lasted for two weeks. There are scores of other examples in
the former Soviet space and in Central and Eastern Europe. Russia has be-
come notorious as a very unreliable energy supplier.

Moscow’s willingness to play outside the international system also
means it uses oil and gas in unconventional deals, such as the Chinese
bridge loan for Rosneft’s takeover of Yuganskneftegaz and reportedly to
meet its recent financial needs due to the global crisis. Russia has played
one European country against another in securing supposedly favored
business relationships in the energy sector for its national champion com-
panies, such as E.ON, ENI, and Total. The recent experience of BP in its
TNK-BP partnership may be an indicator that a 50-50 partnership with
Russian companies is a dubious long-term strategy for Western compa-
nies. The Conoco-Lukoil relationship has yet to prove itself a commercial
success. But as long as access to resources is restricted, companies, includ-
ing those from China and India, will be tempted by special relationships.

Russia continues to talk about security of demand from Europe and
about wanting to diversify markets for its oil and gas exports. As long as
the basis for such diversification is economic, it poses no problems for the
international marketplace; if not, then it raises concerns about whether
arms sales and other geostrategic factors are part of the trade considera-
tion. Similarly, Russia is promoting hugely expensive pipeline projects,
such as Nord Stream and South Stream, that seem primarily intended to
bypass transit countries like Poland and Ukraine and leave them more
vulnerable to a supply cutoff. They would also increase the cost of gas to
European consumers and reduce the netback price for Russian produc-
ers—seemingly another triumph of politics over economics.

In the past, when international energy prices plummeted, the market
capitalization of Gazprom and Rosneft fell as well; the market value of
Gazprom peaked at $350 billion in May 2008, but it has since fallen by no
less than 80 percent to as low as $70 billion, and Rosneft has seen a simi-
lar drop, reflecting the market’s distrust of these nontransparent state
hegemons. Their considerable indebtedness also has raised concerns and
is likely to limit future investments. The two tentative gas pipelines to
China have always appeared unlikely. South Stream now seems out of the
question as too expensive and without gas. The Shtokman project is in
doubt, as is the much-promoted Nord Stream pipeline. Gazprom never
had financing for its many pet projects, and now it is running short of
cash for its current operations and prime capital expenditures. 
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The oil sector is also facing dilemmas. With lower world oil prices, Rus-
sia has revived discussions of cooperating with OPEC and has actively
promoted the idea of forming a “gas OPEC” with Iran, Qatar, and Vene-
zuela. This raises questions of whether Russia sees itself as part of the
Group of Eight (G-8) industrialized democracies or as part of a cartel of
oil and gas export countries seeking to extract the maximum economic
rate by curtailing production from time to time in order to prop up prices.

The international actions of Russia as a major oil and gas exporter call
for close monitoring and coordinated responses from the West, particu-
larly when the vital interests of the United States and its allies are in-
volved. However, as long as US imports of oil and gas from Russia are
negligible, American and European approaches will necessarily be influ-
enced by America’s more geopolitical and Europe’s more geoeconomic in-
terests. Hot spots like Ukraine will be a test of the US ability to reconcile
these interests into a coordinated position and course of action on Russia
policy.

Energy Intensity and Climate Change

Climate change and the control of carbon emissions will be one of the
greatest issues in the future. Russia has a rather peculiar starting position
that influences its policies. The Soviet Union suffered from the greatest
energy intensity of production of any country, because of its abundance of
steelworks and other heavy industries and a wasteful economic system,
while its GDP was relatively low. Since the end of communism, Russian
industry has gone through impressive structural change. In the 1990s, un-
profitable production that was also energy inefficient was closed down,
which reduced Russia’s energy intensity. As output growth resumed in
1999, heavy industry—and Russia as a whole—greatly improved energy
efficiency as the most modern factories expanded and the obsolete ones
stayed shut. Even so, in 2005, Russia was, together with China, among the
least energy-efficient countries in the world (figure 4.2). Its energy inten-
sity has declined but is still three times higher than Italy’s.

As a consequence, Russia has very large emissions of carbon dioxide,
although its carbon emissions declined from 13.3 tons per capita in 1992
to 10.5 tons in 2004, or by 21 percent over 12 years. Russia’s GDP per
capita is only one-quarter of the US level, but its carbon dioxide emissions
are half that of the United States and still twice China’s level (figure 4.3).
In short, despite its improvements, Russia remains a major polluter.

Russia’s economy has grown fast, but its potential for further cuts in en-
ergy consumption and carbon emissions remains huge. Because of price
controls and export tariffs, the country’s domestic energy prices have
stayed far below world levels, but the recent decline in energy prices and

POLICY ON OIL AND GAS 65



66 THE RUSSIA BALANCE SHEET

Figure 4.2     Energy intensity, 2005
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Figure 4.3     Carbon dioxide emissions, 2004
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domestic price hikes have reduced that discrepancy. The Russian govern-
ment has long professed the aim of raising energy prices closer to inter-
national prices (albeit not all the way), a move that would undoubtedly
contribute to energy saving. 

Russia’s heavy industry, despite its trimming and restructuring, is still
large as a share of GDP by any international comparison. However, most
of the metallurgical and other commodity-producing industries are likely
to be streamlined and rendered less polluting.

Given these preconditions, Russia is one of the big swing states in
climate control negotiations. After long hesitation, Russia acceded to the
Kyoto Protocol in 2004, in many ways as a goodwill gesture to the Euro-
pean Union as the European Union concluded its bilateral protocol with
Russia on the latter’s WTO accession. The decision was beneficial to Rus-
sia because, thanks to the decreased industrial production of the 1990s, it
had already reduced its emissions so much that it could profit from sell-
ing certificates of reduced emissions. Russia also has a strong interest in
pursuing cap and trade for the future, since it is likely to be the biggest
seller of emissions certificates in the world given that the Soviet Union
was an enormous polluter in the base year of 1990.

In contrast, Russia has no particular interest in any agreement on car-
bon or energy taxation. First, it would lose its comparative advantage of
low energy prices, which the government strongly emphasizes. Second, it
would not benefit from any sale of emissions certificates.

Naturally, Russia would prefer changes in absolute carbon emissions
rather than per capita emissions. Russia should, therefore, be a strong ally
of the United States against China, India, and the European Union. In ad-
dition, Russia strongly believes in nuclear power, which it sees as an im-
portant means to reducing carbon emissions. On this, too, it shares the US
position.

Logically, Russia should engage strongly in discussions of climate
change policy, pushing for cap and trade based on current levels of car-
bon emission and for expansion of nuclear energy. However, so far, the
Russian government has been more ambiguous and less focused on cli-
mate change than an observer would expect on the basis of the facts.

Conclusion

The recent return to a degree of normalcy in world oil prices and its im-
pact on Russian economic assumptions may give the Russian government
reason to pause for strategic consideration. It is doubtful that such na-
tional policy decisions in Russia can be much influenced from the outside.
It would be somewhat similar to America trying to influence Mexican oil
policy 70 years after the nationalization of oil assets in that country. If and
when Mexican policy shifts to include private investment, domestic and

POLICY ON OIL AND GAS 67



foreign, in oil, it will be due to the dynamics of Mexican politics and lead-
ers creating a policy consensus that recognizes the benefits of such a pol-
icy change. It will not be because Westerners lecture the Mexicans. Simi-
larly, the West will have to exhibit understanding, patience, realism, and
astuteness about the extent of its influence on Russia’s decision making in
its oil and gas policy.

The United States can make clear to Russia that it does not have to be
consigned to the natural resource–producing part of the world economy.
Its oil and gas assets can ease the path toward reindustrialization and the
modern global economy of technology and services, much as North Sea
oil helped the United Kingdom in the 1970s and 1980s. If this is the path
Russia chooses, then the West will welcome and embrace it. Certainly
Western companies are prepared to share the risks and rewards of devel-
oping Russia’s oil and gas resources, even after the unhappy experiences
of recent years. The choice is Russia’s.
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5
International Economic
Integration, Trade Policy, 
and Investment

Russia is integrated into the global economy to a greater degree today than
at any time in its thousand-year history, and the contrast with its more re-
cent Soviet autarkic past is stark. Russia is now a relatively open economy
with an average import tariff of 12 percent. Its exports, heavily dominated
by oil, gas, and metals, account for about 30 percent of its GDP; they sky-
rocketed with the high international commodity prices until 2008 but now
are set to fall. As a consequence, the country’s huge trade surplus is likely
to turn into a deficit. Nonetheless, because of Russia’s great comparative
advantages in oil and other minerals, it is likely to remain predominantly
an exporter of raw materials for the foreseeable future.

Russia has aspired to join the World Trade Organization (WTO) since
1993, longer than any other country, but its recent efforts stalled just be-
fore the completion of its accession. Although foreign direct investment
(FDI), long a limited share of its GDP, has grown considerably, in the last
few years Russia’s investment climate has become more constrained, and
FDI is not likely to expand in the midst of the global financial crisis. In
addition, Russia’s foreign economic policy has been growing more re-
strictive with regard to both trade and investment, and the question is
whether this policy will continue and expand or whether renewed liber-
alization is possible.

In 2008 Russia’s foreign economic policy took a serious protectionist
turn. The decisive event was the war in Georgia. In its wake, the Kremlin
announced that it was suspending its attempts to join the WTO and
undertook special trade sanctions against the United States, Turkey, and



Ukraine, because they had delivered arms to Georgia. In defense against
the financial crisis, Moscow imposed prohibitive import tariffs on second-
hand cars, and it is threatening to introduce equally hazardous export tar-
iffs on lumber. In spite of having long benefited from open world trade,
Russia has for the time being entered a more protectionist course. If Rus-
sia is to return to high economic growth, this is hardly a tenable policy.

Role in World Trade

Russian merchandise exports have driven the country’s high economic
growth. In only nine years, they multiplied six times from a low of $76
billion in 1999 to $472 billion in 2008 (figure 5.1). The share of exports in
GDP contracted from 38 percent in 1999 to 27 percent in 2007, as the rest
of the Russian economy caught up with the export sector. This means 
that the Russian economy is quite open—about twice as open as the US
economy.

Still, Russia’s share of world merchandise trade remains small, only 1.6
percent in 2000, rising to 2.5 percent in 2006, equal to its share of global
GDP. Its share in world services trade is even less—1.1 percent in 2006
(table 5.1). Of Russia’s total exports of goods and services in 2007, mineral
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Figure 5.1     Merchandise exports and imports, 1999–2008
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Source: Central Bank of the Russian Federation, February 2008.
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fuels accounted for 61 percent. Soaring commodity prices, particularly for
oil and gas, have, therefore, propelled the export boom, as is evident in
figure 5.2, although merchandise export volumes also expanded rapidly.
The second export group was base metals, primarily steel, accounting for
12 percent. Services and chemicals took third and fourth places, account-
ing for 10 and 4 percent, respectively. Exports of machinery and equip-
ment also amount to 4 percent of total Russian exports.

The 1998 financial crisis and ensuing devaluation seriously curtailed
imports, which hit a low of $40 billion in 1999. Since then, however, Rus-
sia’s imports have dramatically increased to $292 billion in 2008. Imports
were set to catch up with exports, growing 35 to 40 percent a year, but
with the steep fall in commodity prices Russia’s record trade surplus of
$180 billion in 2008 (10.8 percent of GDP) is set to decline sharply in 2009.
Depending on international commodity prices, Russia’s exports are likely
to decline by more than $200 billion in 2009, or more than 40 percent of
their total in 2008. As a consequence, imports will have to be reduced.

Russia’s imports are much more diversified than its exports. The big-
gest groups are machinery, services, chemicals, and agricultural goods.
An important feature of Russian imports is the high proportion of con-
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Table 5.1 Merchandise and commercial services exports, world,

Russia, and the United States (billions of current US dollars)

Sector 1995 2000 2005 2006

Merchandise

World 5,164 6,452 10,431 12,083b

Russia 81 106 244 305

United States 585 782 904 1,038

Share in world merchandise trade (percent)a

Russia 1.6 1.6 2.3 2.5

United States 11.3 12.1 8.7 8.6

Commercial services

World 1,185 1,491 2,414 2,755

Russia 11 10 24 30

United States 199 278 354 389

Share in world services trade (percent)a

Russia 0.9 0.6 1.0 1.1

United States 16.7 18.7 14.7 14.1

a. Exports of each country divided by world exports.

b. Includes significant reexports or imports for reexport.

Source: World Trade Organization, www.wto.org.



sumer goods, which is far higher than in the other BRICs: 28 percent for
Russia, barely 9 percent for Brazil, and tiny shares for India and China. 

Russia’s foreign trade has such a regional orientation as the gravity
model predicts: 80 percent of its trade is with East Asia, the European
Union, and the Commonwealth of Independent States (CIS). The Euro-
pean Union alone accounted for as much as 53 percent of Russia’s exports
and 52 percent of its imports in 2007 (figures 5.3 and 5.4). The runner-up
is East Asia, with 22 percent of Russia’s imports but only 9 percent of Rus-
sia’s exports, accounting for a large trade imbalance. The CIS, which used
to dominate Russia’s trade, has declined to an insignificant share of 12
percent of Russia’s imports and 14 percent of exports. The US role in Rus-
sian trade is minor: only 5 percent of Russia’s exports and 3 percent of its
imports.

Are Russian Exports Competitive?

Raw materials dominate Russia’s exports, and other goods are not very
competitive in foreign markets. Julian Cooper has investigated Russia’s
competitiveness using an index of revealed comparative advantage—a
country’s share of world exports of a particular good divided by its share
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Figure 5.2     Oil and gas exports compared with merchandise exports,
 1999–2007

billions of US dollars 

Source:  Central Bank of the Russian Federation, June 2008; International Monetary Fund, Russian 
Federation: Statistical Appendix, December 2006; Russia Federal Customs online database (for 2006).
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1. Julian Cooper, “Of BRICs and Brains: Comparing Russia with China, India and Other
Populous Emerging Economies,” Eurasian Geography and Economics 47, no. 3 (2006): 255–84;
Julian Cooper, “Can Russia Compete in the Global Economy?” Eurasian Geography and Eco-
nomics 47, no. 4 (2006): 407–25.
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Figure 5.3     Russia’s major export partners, 2007 (percent)

Source: International Monetary Fund, Direction of Trade Statistics, May 2008.
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Figure 5.4     Russia’s major import partners, 2007 (percent)
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of total world exports.1 The higher the ratio, the stronger the country’s
comparative advantage in that particular product. The results are almost a
caricature of the conventional wisdom. Russia’s revealed comparative ad-
vantage is overwhelmingly in hydrocarbons, other crude materials, met-



als, and chemicals, which benefit from Russia’s low energy prices. By con-
trast, manufactured goods reveal comparative disadvantage. 

Of 70 product groups in which Russia is competitive, only four pertain
to machinery and transport equipment: nuclear reactors, condensers for
steam boilers, rail freight wagons, and steam turbines, all traditional So-
viet products with captive markets in the former Soviet Union. So far Rus-
sia is not breaking into new manufactured goods export markets of sig-
nificance. Accordingly, Russia is not arousing protectionist concerns in the
West, apart from ferrous metals and mineral fertilizers.

However, WTO accession would have far-reaching implications for 
the Russian economy, and inferences based on current trade patterns may
not capture likely dynamic changes. An alternative calculation of Russia’s
competitiveness uses gravity model equations to suggest what would hap-
pen to its commerce if it followed general patterns of trade. The Interna-
tional Trade Commission, for example, uses disaggregated gravity model
equations to identify destinations and sectors where Russian exports are
below what might be predicted from world norms.2 The authors conclude
that, even excluding energy trade flows, current Russian exports to its
neighbors (i.e., Eastern Europe, Kazakhstan, Turkey, and Ukraine), the Eu-
ropean Union (15 members), Iran, and India are very strong and often
above the export flows predicted by the model. By contrast, exports to
China, Japan, Korea, and the United States are lower than predicted by the
model, indicating untapped trade potential.

WTO Entry

Obstacles and Concerns

After its first application for WTO membership in 1993, Russia did not do
much about the WTO for the rest of the decade. But in 2000 the Russian
leadership woke up, primarily because China was about to join the orga-
nization. Over the next three years, Russia adopted most of the legislation
necessary for WTO membership and in 2004 and 2006 concluded bilateral
protocols with the European Union and the United States, respectively,
about joining the WTO. Russia is now very close to accession. 

It is important, however, to bear in mind that the WTO is a club, and
club members can demand that applicants comply with the club rules (al-
though the club cannot impose its rules equally firmly on existing mem-
bers). Russia faces three significant obstacles to its WTO accession. Each
new member has the right to ask for a bilateral protocol with applicants
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2. US International Trade Commission, Recent Trends in U.S. Services Trade, 2006, Annual Re-
port Investigation No. 332-345 (Washington, 2006). The model is based on Russian exports
as of 2003.



on market access. The most recent WTO members—Cambodia, Saudi
Arabia, the United Arab Emirates, and Vietnam—did so with Russia,
which was compelled to offer each some benefits as long as it endeavored
to become a member. On May 16, 2008, Ukraine became a member of the
WTO. Thus the first and most complex impediment to Russia’s WTO ac-
cession is a bilateral agreement with Ukraine, which will require months
of negotiations. Trade between Russia and Ukraine is substantial, at some
$30 billion a year, but Russia has imposed protectionist measures on its
neighbor. Ukrainian trade negotiators can demand that Russia abandon
all trade barriers that do not comply with WTO rules, and if Russia does
not, other new members will enter the WTO and pose new difficult de-
mands. To the Kremlin, this has become an important argument for for-
going the WTO.

The second impediment is Georgia, which is politically more difficult,
especially since the Georgian-Russian war in August 2008. Although Rus-
sia has imposed multiple trade embargoes on the Georgians, the latter
have focused on a single issue: border controls in Abkhazia and South
Ossetia. The Georgians’ area of concern may seem political and beyond
the range of trade policy, but they have successfully defended their posi-
tion. This issue can be resolved, and it should be in the Kremlin’s interest
to do so.

The last obstacle may seem prosaic by comparison. Finland and Swe-
den, and thus the European Union, do not accept that Russia has decided
to impose prohibitive export tariffs on lumber in 2009. The European
Union is likely to veto Russia’s accession until Russia rescinds these tariffs.

For US companies, the overriding concerns are the Jackson-Vanik
Amendment and the granting of permanent normal trade relations (PNTR)
with Russia. Without repeal, or graduation, of the Jackson-Vanik Amend-
ment and the granting of PNTR for Russia, US companies are at a dis-
advantage to their European and Asian competitors. They cannot take ad-
vantage of the preferential trade agreements that have been negotiated by
the US government, but companies in other countries can. While the US
Congress does not vote on Russia’s WTO accession, it will have to vote to
release Russia from Jackson-Vanik. A failure to do so would limit the ac-
cess of US companies to a growing emerging market.

Naturally, other issues exist. Agricultural restrictions and poor defense
of intellectual property rights may flame up again, as well as export tar-
iffs and the role of state corporations in the economy. Yet Russia has
hardly ever been so close to entering the WTO as it was before May 16,
2008, when Ukraine joined, showing that time does not necessarily work
in Russia’s favor in its quest for WTO accession.

By August 2008, as the war in Georgia flared up, the Kremlin feared
possible political exclusion from the WTO. Instead, it declared that it was
suspending its attempts to join the organization and that it would recon-
sider the commitments it had made preliminarily in its bilateral protocols
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for accession. Specifically, Russia reduced imports from Turkey through
administrative impediments, because Turkey had delivered arms to Geor-
gia. Then for sanitary reasons it disqualified 19 American poultry export-
ers, a significant step because Russia is the largest export market for US
poultry. Russia has also threatened to abandon its 1993 free trade agree-
ment with Ukraine because it too supplied Georgia with arms. 

Impact on the Russian Economy

Several studies, mainly sponsored by the World Bank and the Russian
Ministry of Economic Development and Trade for the benefit of Russian
policymakers and citizens, have examined the effects of WTO entry on the
Russian economy. The World Bank studies are probably the most author-
itative, and they reach the following conclusions.3 In the next five years,
welfare gains to Russia from WTO accession will equal 7.2 percent of
Russian consumption (and 3.3 percent of Russian GDP); in the long run,
gains could be as high as 24 percent of Russian consumption (and 11 per-
cent of GDP) after the investment climate has improved. These gains would
come from: 

� liberalization of barriers to FDI in service sectors;

� improved resource allocation as a result of Russian tariff reduction;
and 

� greater access for Russian products in foreign markets.

The most important Russian export products that are sensitive to pro-
tectionist measures, especially antidumping sanctions, are metals and
chemicals, which account for one-fifth of the country’s total exports. Dur-
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3. The World Bank studies in question are Jesper Jensen, Thomas Rutherford, and David
Tarr, “Economy-Wide and Sector Effects of Russia’s Accession to the WTO” (Washington:
World Bank, 2004); Jesper Jensen, Thomas Rutherford, and David Tarr, “The Impact of Lib-
eralizing Barriers to Foreign Direct Investment in Services: The Case of Russian Accession to
the World Trade Organization” (Washington: World Bank, 2004); Jesper Jensen, Thomas
Rutherford, and David Tarr, “Telecommunications Reform within Russia’s Accession to the
World Trade Organization” (Washington: World Bank, 2004); Thomas Rutherford and David
Tarr, “Regional Impacts of Russia’s Accession to the WTO” (Washington: World Bank, 2006);
Thomas Rutherford, David Tarr, and Oleksandr Shepotylo, “Poverty Effects of Russia’s
WTO Accession: Modeling ‘Real’ Households and Endogenous Productivity Effects” (Wash-
ington: World Bank, 2004); and Thomas Rutherford, David Tarr, and Oleksandr Shepotylo,
“The Impact on Russia of WTO Accession and the Doha Agenda: The Importance of Liber-
alization of Barriers against Foreign Direct Investment in Services for Growth and Poverty
Reduction,” in Poverty and the WTO: Impacts of the Doha Development Agenda, ed. Thomas W.
Hertel and L. Alan Winters (Washington: World Bank, 2005).



ing the boom, Russia’s exporters of metals and chemicals did not suffer
from limited access to export markets, but as global demand for metals
has plummeted, market access is becoming important to the economy. At
present, any country can prohibit imports from Russia without any legal
repercussions, because the WTO is the only effective arbitration court for
world trade and Russia has no rights under the agreement.

Membership in the WTO is also important for Russia’s international sta-
tus. About 96 percent of world trade takes place among organization mem-
bers. Russia not only is the biggest economy outside the WTO but also ac-
counts for most international trade outside the WTO. As a consequence, it
is not a serious part of any discussion on world trade, rules of which are
set by all the others. As long as Russia stays outside the WTO, it is difficult
to fathom that Moscow could become a world financial center.

Foreign Direct Investment 

Despite Russia’s poor legal climate,4 strong GDP growth and rising in-
comes have attracted increasing interest from foreign investors. Since
2002, FDI inflows have grown dramatically, reaching $45 billion in 2007,
but both the total dollar stock of FDI and the share of GDP are still low 
by comparison with leading large economies.5 As of end-2007, Russia had
accumulated an inward FDI stock of $198 billion, some 15 percent of GDP
according to the UN Conference on Trade and Development (UNCTAD),
largely concentrated in energy, wholesale trade, and metallurgy. While
Russia’s FDI to GDP ratio is low compared with world leaders, it is the
highest among the BRICs, and its FDI stock per capita is seven times
higher than that of China.6

Property rights and legal protection remain central concerns for both
Russian and foreign businesses. Russia has experienced quite a few prop-
erty rights conflicts, and they are characteristically being fought out in
international courts. The government takeover of Yukos oil company is a

4. The FY2006 Russia Country Commercial Guide emphasizes the lack of clarity in Russian tax
law and administration, inconsistent government regulation, failures of the judicial system,
and crime and corruption as factors that repel potential investors. In addition, the source
notes that “recent economic reports have all concluded that corruption is getting worse in
Russia” (FY2006 Russia Country Commercial Guide, US Commercial Service, International
Trade Administraion, US Department of Commerce, chapter 6, 2). 

5. For example, in 2005, the inward stock of FDI in the United Kingdom reached 37 per-
cent of GDP, while the inflow of FDI contributed close to 45 percent of gross fixed capital
formation.

6. UNCTAD World Investment Report 2007, available through the foreign direct investment
database, http://stats.unctad.org (accessed on August 28, 2008).
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familiar story (see chapter 2), and several examples of weak property
rights protection in Russia have emerged since that company was effec-
tively confiscated. US portfolio investors lost an estimated $12 billion in
the Yukos confiscation and are not likely to receive any compensation. 

There have been two major cases of foreign-owned companies losing
out in property strife: Royal Dutch Shell and its Japanese partners, which
were forced to give up a majority to Gazprom in the Sakhalin II oil and
gas venture, and BP, which was compelled to give up the Kovykta gas-
field in East Siberia to Gazprom. In both cases, administrative resources
were deployed to pressure the foreign companies. A number of other, less
significant cases have further undermined property rights and foreign in-
vestors’ interest in Russia. 

There are remedies to foreign expropriation, but the United States has
not developed any of them with Russia. The most direct remedy is a
bilateral investment treaty, which has been effective for many countries.
The United States and Russia signed such a treaty in 1992 to guarantee
“prompt, adequate and effective compensation in the event of expropria-
tion” and provide “the right to third party international arbitration in the
event of a dispute between a U.S. investor and the Russian government.”
The US Senate ratified this treaty in 1993, but the United States has failed
to persuade Russia to ratify it, so it lacks legal force. The main reason for
this failure to ratify was that a parliamentary majority opposed President
Boris Yeltsin, but since December 1999 President Vladimir Putin could
easily have had the treaty ratified in parliament, if the United States had
only pushed for it. By contrast, Russia has concluded and ratified bi-
lateral investment treaties with 38 countries, including Belgium, France,
Germany, Ireland, Italy, Luxembourg, the Netherlands, Norway, Spain,
Sweden, and the United Kingdom, allowing foreign claimants in those
countries to sue the Russian government—recourse that is not available to
American shareholders.

The United States has almost stopped concluding bilateral investment
treaties since 1998. The government tried to make them more ambitious
but as a result has concluded only two (Uruguay and Rwanda). The
United States has instead tried to include investment guarantees in free
trade agreements, but no such agreement is possible with Russia until it
becomes a member of the WTO. 

In 1994, 51 countries, including the former Soviet countries and most
European countries, signed the Energy Charter and 46 of them have also
ratified it. The treaty, which contains substantial clauses against confisca-
tion, came into force in 1997. The United States is not a signatory because
it abandoned the treaty negotiations in 1991. Russia signed but never rat-
ified the treaty, although it has committed itself to abide by it. Major law-
suits are under way in Europe on the basis of the charter, an option that
is, again, not available to US shareholders.
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Citizens in European countries have a third legal option, namely to ap-
peal to the European Court of Human Rights in Strasbourg. This court is
attached to the Council of Europe, an organization of which Russia is a
member but the United States is not. Thousands of cases concerning Rus-
sia have been raised there; the Russian government regularly loses but
formally accepts the court’s verdicts, which carry impact in commercial
cases. One prominent case that the Russian government lost was against
Vladimir Gusinsky. The European Court established that the Russian state
had forced him to give his media empire to a state-dominated company.
Again, US citizens have no recourse to this international court.

At present, several legal cases against nonresident Russian companies
and individuals are pending in the United States. In the absence of any
binding bilateral treaty, these cases focus on assertions that the defendants
committed securities crimes in the United States, including insider trad-
ing and racketeering. It is too early to judge the eventual success of these
legal suits.

The low US FDI figures probably signal an aversion among US firms to
invest directly in Russia from a US-registered company. Many prefer to in-
vest from a subsidiary based in a country with better investment protec-
tion in Russia. But the low numbers appear to reflect missed investment
opportunities for US companies as well as commercial losses for Russia:
When US multinationals establish a presence in foreign markets the recip-
ient country benefits from imports of specialized inputs, production tech-
nology, and management expertise.7 Thus more US FDI to Russia will
expand US exports of goods and services. For these reasons, in the US-
Russian Sochi Declaration of April 2008, both the US and Russian presi-
dents committed themselves to negotiate a new bilateral investment treaty
“to provide a stable and predictable framework for investment.” 

Russia has long maintained informal government intervention for
major foreign investment, especially when related to national security. In
May 2008, after years of deliberation, Russia adopted a Law on Foreign
Investment in Strategic Industries, which identified 42 sectors of the econ-
omy as strategic. They include obviously military sectors as well as oil,
gas, nuclear industry, fisheries, airspace, telecommunications, and media.
The new law requires government approval for any foreign investor who
seeks to buy a stake of over 50 percent in a company in these sectors. The
control is stricter for state-controlled foreign companies, which have to
seek permission to acquire more than 25 percent of the shares in a strate-
gic enterprise. The law has been criticized in Russia as excessively restric-
tive, but foreign businessmen welcomed the enhanced legal clarity.
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Russia’s accession to the WTO will boost FDI by reinforcing Russia’s
commitments to international legal standards and mutual market opening.
In 2002 Russian economist Ksenia Yudaeva estimated that WTO accession
could result in an increase of FDI of up to $4 billion a year.8 Today, this fig-
ure significantly understates the potential, since the Russian economy has
grown sharply since 2002. Our own econometric analysis indicates that the
total inward FDI stock in Russia could increase by 50 percent.

The potential for growth of US investment to Russia is probably far
larger than these estimates imply. Simple arithmetic shows that the US
FDI stock in Russia (currently at 5 percent) needs a fourfold increase to re-
flect the share of total US outward FDI stock in total world FDI stock
(about 19 percent in 2005). Of course, in years to come Russian inward
FDI will continue to grow strongly, as suggested by both the 2006–07 fig-
ures and our econometric estimates. If US firms approach their potential
share, the annual dollar growth could be spectacular.9

Globalization of Russian Business

The great untold story of Russia’s economic revival is the globalization of
its businesses. Russia’s foreign economic relations are no longer a matter
of the transfer of Western money and technology into the country, as over
the last four years Russian businesses have ventured outside the country
to invest and set up elsewhere. These companies—predominantly in nat-
ural resources—have invested billions of dollars in acquisitions outside
Russia. In fact, Russian investment abroad in 2007 surpassed the level of
inward FDI, as Russian companies invested $47.8 billion globally. And in
the first half of 2008, they invested $21.6 billion in global assets, including
$4.2 billion in the United States.

Over the past five years, Russian companies have invested over $8 bil-
lion in the US economy. Severstal alone has invested $3.4 billion, includ-
ing nearly $1 billion to build a steel plant in Mississippi, which created
about 500 jobs in that state. Other companies, such as Evraz Holding,
have invested in indebted US steel companies and used their expertise to
revitalize run-down steel enterprises, thus breathing new life into these
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companies. Several Russian acquisitions, such as Evraz’s purchase of Ore-
gon Steel Mills and the Severstal’s purchase of Esmark, have been sup-
ported by United Steelworkers on the grounds that the takeover would
result in the preservation of the American jobs.

So far the focus has been on natural resource companies, but it is only a
matter of time before Russian technology and consumer goods companies
enter the global market. This is beginning to take place to a small degree
as increasing numbers of Russian companies from all sectors undertake
initial public offerings (IPOs) in London and New York as a means to fi-
nance growth, though they have taken a breather for a few years because
of the international financial crisis.

An important benefit to the globalization of Russian business is the
increased emphasis on transparency and good corporate governance. To
raise the financing necessary for its foreign acquisitions—which have
taken place primarily in Western capital markets—and undertake IPOs on
Western exchanges, Russian companies have had to reform their business
practices and internal governance to accord with global best practices and
make themselves more attractive to Western shareholders and investors.
Unfortunately, the global financial crisis has stalled this investment trend
and will for some time.

Renewed Protectionism

The current Russian policy is to respond with protectionism, as evident in
the government’s many, substantial steps in 2008 toward greater protec-
tionism in both foreign trade and FDI. The two biggest decisions were the
adoption in May of the Law on Foreign Investment in Strategic Industries
and the suspension in August of WTO accession efforts. In addition, as
global food prices rose in the spring of 2008, Russia responded by intro-
ducing export tariffs and quotas on various agricultural products. And, as
mentioned above, after the war in Georgia in August 2008, Russia im-
posed general trade sanctions on Turkey and on foods from the United
States and Ukraine.

At the Group of Twenty (G-20) summit in Washington on November 15,
2008, the only substantial commitment by the heads of the 20 leading na-
tions present was not to undertake any new protectionist measure in the
next year: 

We underscore the critical importance of rejecting protectionism and not turning
inward in times of financial uncertainty. In this regard, within the next 12 months,
we will refrain from raising new barriers to investment or to trade in goods and
services, imposing new export restrictions, or implementing World Trade Organi-
zation (WTO)–inconsistent measures to stimulate exports.10

10. Declaration of the Summit on Financial Markets and the World Economy, November 15,
2008, available at www.whitehouse.gov (accessed on December 24, 2008).
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Yet Russia immediately announced that it would impose new import
tariffs on cars, effective January 12, 2009. In some cases, these prohibitive
tariffs could be as high as 200 percent, provoking popular protests in
some 30 cities, particularly in the Far East.11 Similarly, in steps to promote
the domestic forestry industry, Russia increased its export tariffs on lum-
ber, set for implementation in 2009.

Russia’s critical economic vulnerability lies in its overdependence on
revenues from exports of natural commodities, especially hydrocarbons.
Despite a proliferation of official pronouncements, including the Russia
2020 plans, about the need to diversify its exports, such diversification is
not easy and, as described in chapter 3, it is not clear that the government
is taking effective measures to achieve it. In addition, the high oil price of
recent years has reduced the incentives to diversify. But it is also not clear
that much diversification of Russia’s trade profile would make a great
deal of economic sense. Russia’s geography and rich endowments of nat-
ural resources have shaped its economic comparative advantages and dis-
advantages for decades, even centuries, and in all likelihood will continue
to do so for the foreseeable future. 
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6
Challenges of Demography
and Health

Russia’s demographic challenges are so severe that they warrant a full
chapter in this book. The country is facing acute natural depopulation.
From the early 1990s until 2006 the population shrank at a predictable rate
of 750,000 people per year—a loss of more than 0.5 percent annually, com-
pared with steady population growth in the other BRIC countries (Brazil,
India, and China) and in virtually all the advanced industrial democra-
cies. Since the mid-1960s, births have not kept pace with deaths (figure
6.1). As a result, the overall population is aging, although mortality among
working-age Russian men is the same now as it was a century ago. Life
expectancy for men lingers at about 59 years, with overmortality concen-
trated among middle-aged men, while Russian women live 14 years
longer than the men, the greatest gender gap in the world. The working-
age population is dwindling even as unemployment rises. Widespread al-
cohol abuse contributes to half of all deaths, and the availability of low-
cost cigarettes supports pervasive tobacco use. 

However, there has been some improvement recently: The number 
of babies born in 2007 was the highest since 1991, about 120,000 more
than in 2006—an increase of 8.3 percent in the fourth consecutive year of
growth. Infant mortality, the single most reliable indicator of a nation’s
health, declined by half from 1993 to 2006 (figure 6.2), suggesting that the
health care system is improving. The death rate has fallen and the rate 
of annual population loss is decelerating, with the death-to-birth ratio
steadily declining. 

The official interpretation is that several years of economic stability and
prosperity have finally reversed almost two decades of demographic
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Figure 6.2    Infant mortality, 1960–2006
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Note: Infant mortality is defined as deaths of infants under 1 year of age per 1,000 live births.
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disaster. A sizable, emerging middle class feels motivated to eat better,
exercise, and drink in moderation; women feel sufficiently optimistic
about their families’ futures to have more children; and the government is
pouring resources into a National Health Project. Extrapolating from
these trends, Russia’s long-term development concept now aims to in-
crease life expectancy to 72 and the population to 144 million by 2020.

But progress is uncertain. Recent achievements in health and demogra-
phy are offset by persistent low fertility and high morbidity. This chapter
assesses the likely impact of recent policy initiatives on population dy-
namics and implications for labor markets, economic development, and
national security.

Russia’s Demographic Predicament

Russia’s current population is about 142 million, down from a peak of
nearly 149 million in 1993. The decrease is due in part to declining fer-
tility, which is the norm in advanced industrial societies. But European
birth rates have fallen because of positive overall developments, such as
women entering the workforce and the transition from agrarian to indus-
trial and service economies. In contrast, reproduction in Russia has fallen
because, during the decline of living standards in the 1990s, socioeco-
nomic conditions were not favorable for raising a child and the fear of
poverty convinced women to delay or avoid having children.1

Russia differs dramatically from its European neighbors in its numbers,
patterns, and causes of death. Male life expectancy declined from 64 in
1965 to 61.7 in 1984, briefly spiked to 64.9 in 1987 because of Mikhail Gor-
bachev’s campaign against alcohol, plummeted to 57.6 in 1994, and now
stands between 59 and 60, lower than in the early 1960s (figure 6.3).2 That
puts contemporary Russia in the company of Pakistan and Eritrea and
considerably below the other BRICs: Male life expectancy is 68 in Brazil,
67 in India, and 71 in China. 

Female life expectancy in Russia has followed roughly the same trajec-
tory as for men, but women live 13 to 14 years longer than their husbands
and brothers. By contrast, the gender gap in longevity in the United States
is only five years. In fact, Russian women outlive men to a greater degree
than anywhere else in the world. It appears that women’s health has 
been less vulnerable than men’s to the enduring impact of post-Soviet
transition. 
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The correlation between Russia’s economic trajectory and life expec-
tancy was as expected from the mid-1980s through 2000. After a rise due
to Gorbachev’s restriction on alcohol consumption, life expectancy plum-
meted sharply with the upheaval of the economy and society. Then as
overall welfare improved slightly in the mid-1990s, so did life expectancy,
until the two fell in tandem with the 1998 financial crisis. But life ex-
pectancy has not risen with the remarkable economic growth from 1999 to
2007. Instead, it has remained stagnant. Demographers remain puzzled, as
this contradicts the health-wealth connection that prevails in the world. 

Paradoxically, Russia’s overall population is aging rapidly, in spite of
low life expectancy, because of the anemic birth rates since the early 1990s.
Over the next two decades, a shrinking workforce will be responsible for
the pensions and long-term care of an ever-larger number of elderly re-
tirees. In 2002 Russia had only 1.7 workers for every pensioner, and that
ratio will steadily decline.3 Yet pension reform has been insufficient to
meet the coming increase in demand. The World Bank estimates that the
greater need for pension and health services, along with more demand for
education, will require an increase in social expenditures from 14.1 per-
cent of GDP in 2008 to about 17.3 percent in 2016–20.4

In 2007 there were about 475,000 more deaths than births, down from
more than 675,000 in 2006. Half of those deaths—about 1.1 million—were
due to cardiovascular disease, and another half a million were due to
trauma/accidents or cancer. Continuing widespread abuse of alcohol and
tobacco lies behind all of these leading causes of death, primarily among
working-age men. Although per capita alcohol consumption is as high in
other countries as in Russia, nowhere are surrogate alcohols so widely
used: Products such as aftershave lotions, lighter fluid, window cleaning
solutions, and antifreeze contain substitute chemicals in the West but in
Russia are based on highly concentrated alcohol, and they are not taxed.5

In addition, binge drinking (i.e., not necessarily frequent but severe in-
toxication) is a greater problem in Russia than elsewhere and leads to
deaths from higher blood pressure, heart attack, and stroke. The contri-
bution of alcohol to overall mortality is estimated at roughly 50 percent.

About 60 percent of Russian men and 20 percent of Russian women
smoke—more than twice as many as in the United States or the United
Kingdom. And smoking is on the rise, as the share of women who smoke
doubled from 1992 to 2003. Over 17 percent of Russian deaths each year
are caused directly by tobacco consumption. The World Bank has called
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smoking the single most preventable cause of death in Russia, linking it
with cardiovascular disease, cancer, and chronic lung disease.6 A pack of
low-end cigarettes in Russia costs about 50 cents compared with $7 in
Europe.

Noncommunicable disease and injury are thus the leading causes of pre-
mature mortality in Russia. Infectious disease causes a small minority of
all deaths, but it remains a nascent threat. The Western press has high-
lighted HIV/AIDS; official statistics put the number of Russian HIV infec-
tions at 428,000, but the actual number is probably closer to a million. Both
anecdotal evidence and scientific studies indicate that the spread of HIV
remains largely confined to injection drug users and their sexual partners,
and Russia is very unlikely to experience an HIV crisis as in sub-Saharan
Africa. Since 2006, both government and international funding have put
thousands of patients on life-saving antiretroviral medications. It is still
imperative, though, to focus more effort and attention on prevention-
oriented interventions. Russia also has Europe’s highest tuberculosis mor-
tality rate, 30,000 deaths per year, which is 20 times the Western average.
Multi-drug-resistant tuberculosis is emerging as an increasing share of
new tuberculosis cases. Hepatitis and tuberculosis coinfection with HIV
are attracting attention as serious but previously neglected problems.

Economic Effects of Poor Health and Demography

From a humanitarian perspective, the level of sickness and death in Rus-
sia over the last two decades is tragic.7 But these health and demographic
trends also have an important impact on Russia’s economic growth and
national security. Absenteeism due to ill health is a drain on the economy,
as employers annually lose an average of 10 days per employee due to
illness, more than 25 percent more than in the EU-15 countries.8 And 
the mortality rates of working-age men are almost four times those for
women (figure 6.4). If Russia decreased mortality rates from noncommu-
nicable disease and injury to EU-15 rates by 2025, its GDP would rise by
3.6 to 7.1 percent (depending on initial assumptions about future GDP
growth).9

6. World Bank, Dying Too Young: Addressing Premature Mortality and Ill Health Due to Non-
Communicable Diseases and Injuries in the Russian Federation (Washington: Human Develop-
ment Department, Europe and Central Asia, World Bank, 2005).

7. This and some of the following sections draw from Judy Twigg, “Trends and Policy Pri-
orities in Russia’s Health Sector” (background paper for the National Bureau of Asian Re-
search Discussion Workshop on Russia’s Political Economy: Trends and Implications, Wash-
ington, April 24, 2008).

8. World Bank, Dying Too Young.

9. Ibid.
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According to Russian government statistics, by 2020 the working-age
population will have fallen to 77.5 million people, resulting in a labor
deficit as high as 14 million (another study cites a deficit of 19 million by
2025).10 The Russian press is beginning to take note of these potential con-
straints on economic development.11 Some trends are already visible. With
increased economic growth, the demand for labor has risen, but the qual-
ity of the labor force is not rising accordingly, which has led to shortages
in many categories of skilled labor and often extremely high salaries even
by American standards.12 Companies and regions will face a choice: to
raise productivity dramatically, to attract migrants, or to abandon projects.
Regions and industries are already competing with one another for labor.

National unemployment reached a low of 5.6 percent of the labor force
in the spring of 2008 but rose to 7.7 percent at the end of 2008 and is 
likely to continue to rise sharply. In some areas (Kamchatka, Karelia, and
Sakhalin), untapped labor reserves are sufficiently high that putting non-
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workers to work could plug at least part of the gap, but in most regions
the unemployed have neither the skills nor the motivation to step in. Peo-
ple who traditionally have not worked, especially women with children,
have already entered the labor force in droves in recent decades, but a suc-
cessful strategy of encouraging higher birth rates and more children per
family will likely keep many women out of the labor market.13 Enactment
of a long-standing proposal to raise the extremely low retirement age 
of 55 for women and 60 for men might help both to stave off collapse of
the pension system and to expand the workforce. In any case about one-
quarter to one-third of pensioners continue to work, not least because
public pensions are extremely small.14

The projected impact of the shrinking working-age population varies
with the direction of Russia’s economic development. A resource-based
economy does not require a large, diverse, skilled labor force; even a
smaller and less healthy population can provide the number of qualified
personnel necessary for the oil and gas sector. Challenges persist, however,
even at this extreme: Oil and gas production takes place in remote regions
with extreme climatic conditions; recent studies indicate that transplants
to these regions suffer health problems that harm their productivity.15

If Russia is to continue diversification into modern manufacturing and
services, it will be constrained by a lack of appropriately skilled person-
nel. Although investments remain concentrated in just a few sectors, non-
tradable growth dominates: In 2007 wholesale and retail trade alone ac-
counted for almost a third of economic growth, with construction and
manufacturing responsible for another third, while growth in resource ex-
traction practically stopped.16 Yet in 2002–07, real wages increased by an
average of 13 percent a year, outpacing real GDP growth of 7 percent a
year as well as productivity growth.17 As unemployment shrank to 6 per-
cent of the labor force, the labor market was very tight in all dynamic re-
gions. Rising labor costs, driven by labor shortages in some regions, are
likely responsible for impeding growth in electrotechnical equipment,
food, and chemicals. A June 2008 survey by the Institute for the Economy
in Transition found 32 percent of enterprises in 2006, 35 percent in 2007,

13. Maxim Shishkin and Daria Nikolaeva, “Employment in Russia Is Reaching Its Limits,”
Kommersant, July 9, 2008.

14. Mikhail Sergeev, “Ministry of Finance Is Preparing to Raise the Pension Age,” Nezavisi-
maya Gazeta, August 19, 2008.

15. M.P. Dyakovich, “Working Potential Evaluation in the Territory of an Oil-and-Gas Com-
plex Development in Siberia,” Alaska Medicine 49, no. 2 (2007): 228–30.

16. World Bank, Russian Economic Report, 4–5.

17. Russian State Committee for Statistics, Basic Social-Economic Indicators, www.gks.ru
(accessed on January 16, 2009).
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and 40 percent in 2008 reporting deficits of skilled labor as a factor pre-
venting increased output.18

The demographic constraints also indicate that by 2016 the number of
men of conscription age will be half what it was two decades earlier. Yet
Russia has not undertaken any meaningful military reform and has failed
to effect the long-promised professionalization of the military personnel.
The army may find that even with all deferments eliminated, too few
draftees will be available. An Armed Forces General Staff spokesman de-
clared in September 2008, “It is quite possible that the state security bod-
ies’ demand for draftees will exceed the actual number of conscripts who
can be enlisted by the armed forces by 2011.”19

An increasing percentage of conscripted men are suffering nutritional,
health, and substance abuse problems, all of which draw attention and re-
sources away from the core mission of national defense. But such statis-
tics are not reliable because they reflect the widespread use of medical ex-
cuses among young men to escape military service. Moreover, those who
can afford it purchase exemption from military service with a bribe of a
couple of thousand dollars, so only the poorest actually do their military
service. Finally, there are significant negative synergies between the con-
scription and labor force challenges: The same limited cohort of healthy,
capable young men needed by the military will also be in demand both
by potential employers and for higher education.

Remedies 

Reducing Smoking and Drinking

Russia must combat smoking and drinking. Meaningful policy interven-
tion to address these issues has been missing for too long, although some
recent policy developments are encouraging. 

For example, Russia joined the World Health Organization Framework
Convention on Tobacco Control (FCTC), the world’s first public health
treaty. It calls for comprehensive bans on tobacco advertising, promotion,
and sponsorship. Since it came into effect in February 2005, 157 countries
have ratified it, including most European countries, China, India, and, as
of June 2008, Russia (the United States has signed but not ratified the con-
vention). Russian government officials are drafting a national strategy
against smoking that would comply with FCTC requirements and com-
pletely ban tobacco advertising within five years. In addition, the Duma
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in early 2008 legislated that each cigarette pack must carry a large-print
warning saying “Smoking Kills” as well as 12 further warnings (on the
back of the pack) that smoking causes premature death, lung cancer, heart
attacks, and infertility, among other health problems. A forthcoming na-
tional strategy may ban the marketing and sale of cigarettes to children
and teenagers.

This tobacco policy aligns well with Russia’s recently passed three-year
demographic policy plan,20 the primary aim of which is to reduce mor-
tality from controllable causes in 2008–10. The government’s 2009 budget
for the first time included significant funding for the promotion of healthy
lifestyles, including anti-tobacco and anti-alcohol education. The Ministry
of Health and Social Development formed a commission in 2008 to draft
a strategy for health system development through 2020 (although formu-
lation of the strategy did not include any significant input from reputable
physicians, economists, and other experts). The plan calls for the 2009
launch of new initiatives to promote healthy lifestyles and reduce mortal-
ity from drinking and smoking, with a major cancer prevention program
to follow in 2010. It also advocates the use of economic incentives: Smok-
ers will, for the first time, pay higher public medical insurance premiums,
and insurance will not cover injuries caused by drunkenness.

The most obvious area in need of intervention is alcohol policy. Decades
of international research have consistently and convincingly revealed two
kinds of policy actions that can effectively curtail alcohol consumption:
price hikes and limits on availability. Yet increases of vodka excise duties
have not exceeded the rate of inflation in Russia since 1998, even though
real incomes have grown significantly. Although the mention of limita-
tions on drinking in Russia is likely to produce a chuckle in most circles,
recent public opinion studies indicate that well over half of Russians
would support the reimplementation of Gorbachev’s anti-alcohol cam-
paign if it were proposed today.21

Education and Immigration

Much can be done to compensate for labor shortage through productivity
gains, as Russian labor productivity lags behind the West by a factor of
five to ten, although Russia’s GDP per capita in purchasing power pari-
ties is already one-third of the US level. 

One strength of the Soviet system was education. Russian youth do in-
vest in their own human capital: More than two-thirds go on to tertiary ed-

20. “Demographic Policy of the Russian Federation up to 2025,” Decree of the President of
the Russian Federation, no. 1351, October 9, 2007.

21. Daria A. Khaltourina and Andrey V. Korotayev, “Potential for Alcohol Policy to Decrease
the Mortality Crisis in Russia,” Evaluation and the Health Professions 31 (2008): 272–81.
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ucation—more than in the European Union—and most of them pay sig-
nificant tuition fees. But most of the education is not of very good quality.
Weaknesses persist in subjects barely taught in the Soviet Union—busi-
ness administration, law, and the English language—and in the shortage
of vocational training (enterprises typically have to provide it themselves).
Traditional Soviet strengths were math, science, and engineering, and
these remain, although diminished in quality since communism. Recent
international tests of high school students put Russian students at the
same not very high level as American students in math and science.22

The most easily available solution is immigration of labor. The European
Union and the United States rely on tens of millions of immigrant workers
to make up their labor shortfalls, and the same is true in Russia, although
much of the immigration is illegal. Millions of illegal laborers populate
Moscow, St. Petersburg, and other major cities, employed primarily in con-
struction, transportation, and trade. One recent study cites a need for legal
immigration of one million per year—three times the average official an-
nual flow over the last 15 years—to compensate for the shrinking working-
age population.23

In immigration, Russia benefits from a unique advantage: It has a huge
pool to draw on—tens of millions of willing Russian-speaking residents
of other former Soviet countries. Millions of immigrants from Ukraine,
Moldova, the Caucasus, and Central Asia arrived after the collapse of the
Soviet Union because all the former Soviet republics apart from the Baltic
states and Kazakhstan have much lower wages. The most conspicuous re-
cent migration consists of construction workers in Moscow from Tajikistan
and Kyrgyzstan.

Most immigration is illegal, however, because of Russia’s administra-
tive barriers to migration, and the number of illegal immigrants is as-
sessed at 6 million to 12 million. In late 2006 Russia adopted legislation to
facilitate immigration from the former Soviet republics, but its effect has
been the opposite. Overall, Russian immigration policy has been inappro-
priately complex and repressive, pushing migrants into the shadow econ-
omy. Trapped in low-skill jobs, these illegal migrants lag in productivity,
although they remain attractive to employers offering very low wages and
poor working conditions. In addition, illegal immigrants, especially from
Central Asia, suffer from Russian xenophobia. Murders and hate crimes
are shockingly frequent.
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Internal migration also holds significant possibilities, as workers in
many Russian regions still face low wages and high unemployment; the
same study24 estimates that over two million workers in these areas could
easily find jobs in labor-scarce regions. Although it is easy to change jobs
within one locality in Russia, it is exceedingly difficult to move from one
region to another, primarily because of poorly functioning housing mar-
kets, and some regions, notably Moscow, remain closed to legal migration
even for Russian citizens.

Limited Demographic Improvements

The increase in Russia’s birth rate likely follows the recent improvements
in the overall socioeconomic situation and general mood of society. The
government heralds the recent rise in birth rate as a result of its pronatal
policies of the last several years: lump-sum payments increasing for sec-
ond and subsequent children and enhanced social benefits. But the size of
these benefits is hardly sufficient to have prompted women to decide to
have more babies. 

Yet, whatever its causes, the rise in the birth rate cannot possibly pro-
duce a sustained overall population increase to counter the sharp declines
in the birth rate in the early 1990s. Women of childbearing age will be dra-
matically fewer over the next 20 to 25 years. Even a significantly higher
reproduction rate now would not be enough to boost Russia’s population
above its current low level. Consequently, international projections esti-
mate that Russia’s population in 2025 will shrink to 135 million or, in the
worst-case variants, as low as 120 million.25

To the extent that the demographic situation has improved over the last
few years, the Putin era’s economic growth and stability can take much of
the credit. The main cause of the sharply reduced infant mortality is pre-
sumably the improved general availability of pharmaceutical drugs and
medical equipment in the post-Soviet period. Official Russian commen-
taries, however, emphasize the health reforms undertaken through the Pri-
ority National Health Project first proposed in the fall of 2006. During
2006–07, the government allocated just over 200 billion rubles (about $9
billion) to a set of explicit objectives: to improve the health of the popula-
tion, to improve the accessibility and quality of medical care, to strengthen
primary care as well as health promotion and disease prevention activi-
ties, and to increase access to tertiary care. The National Health Project 
has added resources and training for primary health care, including for

24. Andrienko and Guriev, “Understanding Migration in Russia.”

25. US Census Bureau, International Data Base, www.census.gov (accessed on Septem-
ber 24, 2008); United Nations Population Division, World Population Prospects, http://esa.un.
org/unpp.

CHALLENGES OF DEMOGRAPHY AND HEALTH 95



pregnant women, funded HIV/AIDS prevention and treatment, and con-
structed new centers for high-tech tertiary care. Widely publicized new
maternity incentives include expanded maternity leave and payments, ed-
ucational vouchers for children, and “birth certificates” for pregnant
women entitling them to free choice of facility for prenatal care and child-
birth. During the first two years of the project, 13 million people received
check-ups, 60 million were vaccinated, and 300,000 obtained high-tech
medical care. Thousands of new ambulances were purchased and distrib-
uted to every region in the country.

Many of the National Health Project provisions are embodied in the
Concept for the Development of Healthcare in the Russian Federation
through 2020, finalized in December 2008 by the Ministry of Health and
Social Development. But the project cannot guarantee the sustainability 
of the progress of the last few years. Russia is pursuing a classic, Soviet-
style “storming” approach to its health and demographic challenge:
throwing money at it. Money spent has been the primary official indica-
tor of success. National Health Project spending has been chaotic and
often thoughtless, with resources allocated according to political expedi-
ency. Equipment purchases have barreled forward seemingly without
analysis of medical need, leaving millions of dollars’ worth of machinery
idle. Ambulances unable to withstand the rough Russian roads spend
more time in repair than on duty, and emergency services prefer older,
more reliable jeeps. Salaries for primary care providers are still insuffi-
cient to attract talented students. New high-tech centers are being built
but often have no qualified personnel. Monitoring and evaluation are ab-
sent. A recent study by the International Monetary Fund shows that coun-
tries that spend 30 to 40 percent less on health achieve health outcomes
similar to Russia’s.26

The National Health Project has done little to address the structural im-
balances that have plagued the Russian health care system since the So-
viet period. Most care is still inefficiently provided by hospitals rather
than by primary care providers. The compulsory national health insur-
ance established in 1993 has neither functioned well nor delivered the in-
tended market pressures for higher-quality, more cost-effective care. Doc-
tors’ basic salaries remain rigidly set by education and years in service,
rather than by quality and success of treatment. As a result of this ineffi-
cient allocation of resources, people often pay for care that is constitu-
tionally guaranteed to be free of charge: 30 to 60 percent of health care
costs are paid out of pocket, and 50 to 70 percent of Russians report for-
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going medical care because they cannot afford it. As in other sectors, cor-
ruption is rampant—as much as one-third of health care spending occurs
outside official channels.

These problems are not new. Analysts identified the need for structural
reform in the late 1980s and recognized that money was a necessary but
not sufficient condition to create modern health care in Russia. Even if the
resources flowing into the health sector were spent highly efficiently, no
health system can overcome the poor choices of too many Russians—
smoking, excessive and binge drinking, bad diet, and lack of exercise—
and the unhealthy environment (air and water pollution, poor food qual-
ity, and unsafe roads) in which many Russians live.

Conclusion

For several decades, Russia has focused on solving its health problems by
tinkering with its health care system. The National Health Project, for all
its flaws, is an important demonstration of political will, backed by sig-
nificant resources, to seriously address health problems. But health care
reform alone cannot address the pathology behind Russia’s health and
mortality crisis: Behaviors such as smoking and alcohol abuse are the pri-
mary contributors to premature mortality. 

Some may argue that getting Russians to curtail their destructive be-
havior is a futile proposition, but similar pessimism surrounded the re-
lease of the 1964 US Surgeon General’s report on smoking in the United
States, a landmark publication followed by a health education effort that
reduced tobacco consumption immediately, significantly, and for the long
term. In Russia a seat belt promotion campaign in 2006 doubled seat belt
use (from 26.8 to 55.8 percent) in Bashkortostan in just a single month.27

Behavioral interventions can also work in Russia.

27. Leila Akhmadeeva, Valentina A. Andreeva, Steve Sussman, Zolya Khusnutdinova, and
Bruce G. Simons-Morton, “Need and Possibilities for Seat Belt Use Promotion in Bashkor-
tostan, Russia,” Evaluation and the Health Professions 31 (2008): 282–89.
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7
Russian Attitudes toward 
the West

In the late 1980s the vast majority of Russians supported pro-Western eco-
nomic and political transformation. Although the transition to a market
economy and democracy has eventually delivered economic benefits,
most Russians are now skeptical about Western economic and political
values. In this chapter, we use polls and microeconomic data to under-
stand what determines Russians’ attitudes toward the United States, the
West, private property, free market economy, democracy, and other hall-
marks of Western polity. 

Russians’ negative attitudes toward Western values are strikingly uni-
form across economic and social strata—and across time (they have in-
creased over the last four years but not substantially). While the oldest
and youngest Russians are more anti-Western than those in their 30s and
40s, all age cohorts are quite negative. On a positive note, however, de-
spite most Russians’ dislike of the West, many incorporate Western prag-
matism in their everyday economic lives.

Since the disintegration of the Soviet Union in 1991, Russia has under-
gone an unprecedented political, economic, and social transformation.
The original goal was a transition to a Western-style democracy and mar-
ket economy. Given the enormous challenges inherent in such a transition,
it is not surprising that the transformation has not proceeded according to
the initial plan. Nonetheless, although Russia’s democracy and market
economy are imperfect, the country is certainly more democratic and more
capitalist than the Soviet Union was. What is unexpected is not the slow
pace of progress but the change of destination. Both Russian policymakers
and the majority of the population no longer view the Western model as



the goal, and this change in orientation and expectation is important as it
moves Russia away from rather than toward the Western model. 

Why and to what extent are Russians negative about the West as a part-
ner and as a model for Russian society? We summarize the results from
recent opinion polls and large-scale datasets on values, attitudes, and per-
ceptions.1 To the best of our knowledge, ours is the first microeconomic
analysis of these data. Thanks to these large-scale surveys we are able to
go beyond analysis based on regular opinion polls (surveying 1,000–2,000
Russians) and investigate the relationship between attitudes toward the
West and age, income, family, and social status, among other factors. 

We find, first, that Russians’ attitude toward the West is almost uni-
formly negative across all economic and social strata. There are some dif-
ferences between rich and poor, young, middle-aged, and old, but these
differences are not important compared with the breadth and depth of the
negative sentiment, which applies to the West generally and to the Western
social model, democracy, and markets. These attitudes are substantially
more negative in Russia than in any other surveyed transition country. 

Second, there is no reason to believe that the negative sentiment will
fade with time. The idea that Russians will grow closer to Western values
as their country grows richer and experiences generational change does
not seem to be consistent with the data. Young Russians dislike the West
more than their middle-aged Russian compatriots. Although every year
of economic growth has brought more prosperity to Russia, Russian and
Western perceptions are only diverging further over time, as Russians’ ap-
proval of markets is sinking, not rising.

Third, Russians dislike the Western socioeconomic model and the United
States in particular, even as they rely on Western economic values in their
everyday life. Surveys show that Russians are über-capitalists, placing
significant value on wealth, power, and achievement—they are in fact
more capitalist than most other European nations. 

These three findings seem hard to reconcile. Why are young Russians’
values more similar to those of their grandparents than to those of their
parents? How can the negative attitude toward Western society coexist
with the embrace of everyday Western pragmatism? We consider the ori-
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gins and impacts of these conflicting perceptions and speculate about pos-
sible explanations. 

Attitudes toward the United States 

During the Cold War, the United States was the primary enemy of the
Soviet Union and the main object of state propaganda. But one might
imagine that perceptions had changed since the Soviet era, as American
imports—McDonald’s, Hollywood movies, and Hummers—are now
everywhere in Moscow and many other cities. Nonetheless the official
rhetoric often portrays the North Atlantic Treaty Organization (NATO)
and the United States as unfriendly and even uses the old Soviet propa-
ganda about militarism and imperialism.

In table 7.1, we present the answers to the question “Is the United States
a friendly country?” from the Georating 2003 poll. The results show that
the attitudes of 50 percent of Russians are negative.2 Unfortunately, that
negative attitude was not unique to Russia. Georating posed the question
in mid-2003, when responses may have reflected feelings about the war in
Iraq: At the time, the United States was unpopular in many countries, in-
cluding its long-term allies. Similarly, the Pew Global Attitudes Survey of
about 5,000 residents of nine European countries in March 2003 showed
that Russians’ attitude toward the United States was comparable to that
of Germans and French and actually more positive than that of the Span-
ish and Turkish populations. In a similar survey of 44 countries prior to
the war in Iraq, in April 2002, the Pew survey showed that the world on
average, and Russians in particular, had a much more positive opinion of

2. Ideally, we would also have liked to see answers to the question “Is the West friendly to-
ward Russia?” Unfortunately, we do not have such data. The dataset has answers to the
statement, “Name three countries that are most sympathetic to you” from a list of 11 West-
ern countries. However, inconsistencies in the coding of the data prevent us from including
the results.
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Table 7.1 Response to “Is the United States a

friendly country?” August 2003 

Response Percent of respondents

Certainly unfriendly 18.3

Rather unfriendly 30.8

Rather friendly 27.8

Certainly friendly 3.6

Difficult to say 19.4

Source: Public Opinion Foundation, Georating poll, August 2003, 

http://english.fom.ru.



the United States. While Pew’s sample in Russia was only 1,002 respon-
dents in 2002, more than 50 percent of them held a very or somewhat fa-
vorable view of the United States and of Americans. By contrast, the 2007
Pew survey of 47 countries found that the United States is quite unpopu-
lar but, again, that Russians are more positive about it than most Western
and Eastern European countries. 

We further explore whether there are differences in Russians’ attitudes
toward the United States based on different characteristics. One of the
most important dimensions to consider is respondents’ age. One might an-
ticipate that older Russians would dislike the United States more than the
middle-aged and certainly more than the “McDonald’s and Nintendo”
generation. The older generations grew up in the Soviet Union with its
anti-West propaganda in school and in the press. The younger Russians
have grown up with many American products and influences and, one
might have conjectured, would be more positive about the United States.
If this were the case, one would expect a change to a friendlier attitude
over time as the younger generation takes over.

The results are not consistent with expectations. The older generation
does believe that the United States is not friendly to Russia, but so do
young Russians, whereas the attitudes of Russians in their 30s and 40s 
are slightly more favorable. This result holds when controlling for the
most common socioeconomic characteristics: gender, income, location
(city, town, or village), and education (figure 7.1). The horizontal axis of
the graph is the age of the respondent; the vertical axis is the average nu-
merical value of the response as follows: “certainly friendly” (1), “rather
friendly” (0.67), “rather unfriendly” (0.33), and “certainly unfriendly” (0). 

We find an inverted U-shaped profile with regard to age. The youngest
respondents (20 years old) dislike the United States to the same degree 
as the 60-year-olds; those who feel somewhat more favorably about the
United States are the middle-aged (35 to 45 years old). The attitude of the
older respondents (60 and older) is understandable, but it is surprising
that young Russians dislike the United States so much. A similar age pat-
tern appears in other measures of anti-Western sentiment from Georating
as well as in the Life in Transition Survey,3 where young Russians seem
more negative about transition than middle-aged Russians. 

We can only speculate why young Russians are less positive about tran-
sition and the United States than their parents. A possible explanation is
that they have not witnessed the shortcomings of the Soviet system but
have been influenced by the recent years’ official propaganda. They may
also have learned about the Soviet system and the West from their grand-
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parents, who dislike the United States and the market economy more than
the middle-aged Russians.

Other socioeconomic characteristics do not have a substantial effect. A
graph based on respondents’ income (figure 7.2) shows that the negative
attitude toward the United States is virtually uniform across Russian soci-
ety. If anything, the better-off and educated Russians perceive the United
States to be less friendly toward their country. Only the upper class is
slightly more positive about the United States, but the difference is very
small.

The Negative Attitude toward the Western Model 
of Society

Given that the negative attitude toward the United States may be a reac-
tion to US foreign policy—this would explain the low popularity of the
United States among its Western allies—we analyze whether Russians
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Figure 7.1    Response to “Is the United States a friendly country?” across
 age cohorts, August 2003

average numerical value of response     

Source:  Public Opinion Foundation, Georating poll, August 2003, http://english.fom.ru.

Note: The figure shows the average answer (technically speaking, a nonparametric smoother) to 

the question, “Is the United States friendly to Russia?” controlling for respondents’ individual 
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dependent variable is coded 1 “certainly friendly,” 0.67 “rather friendly,” 0.33 “rather unfriendly,” and 
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think that the West is a good socioeconomic model for Russia. The differ-
ence from the question in the previous section is that, while Russians may
think that the West is “against them,” they may nonetheless believe that
Russian society should be built along the same principles. 

We present the answers to the question “Is Western society a good
model for Russia?” for polls conducted in the first quarters of 2004 and
2008 (table 7.2). These two polls also allow us to study the dynamics of the
attitudes toward the West. They show a very negative attitude: In 2008
only 25 percent of the responses were positive or somewhat positive;
among those who gave a definite answer in 2004, 30 percent were positive
or somewhat positive. Thus the negative attitude toward the West in-
creased from 2004 to 2008, although not significantly.

Again, income makes little difference. Figure 7.3 plots the average atti-
tudes by income (2004 income is adjusted for inflation). The horizontal
axis is the logarithm of income in 2008 rubles4; the vertical axis is the av-
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Figure 7.2    Response to “Is the United States a friendly country?”
 by income, August 2003

average numerical value of response     

Source:  Public Opinion Foundation, Georating poll, August 2003, http://english.fom.ru.

Note: This figure shows a nonparametric smoother controlling for respondents’ individual charac-

teristics including income, education, gender, self-assessed social status, and location type. The 
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and 0 “certainly unfriendly.” 
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erage of the attitudes about Western society as a model for Russia. The top
black line on the graph presents the results for 2004, the bottom grey one
2008 (all in 2008 rubles). (The 2008 curve shifts by about 0.5 to the right in
logarithmic terms relative to the 2004 curve, representing the 13 percent
annual growth in real incomes in 2004–08.) We summarize the results:

RUSSIAN ATTITUDES TOWARD THE WEST 105

Table 7.2 Response to “Is Western society a good

model for Russia?” 2004 and 2008

Percent of respondents

Response 2004Q1 2008Q1

Certainly not 27.1 30.2

Rather not 29.8 29.8

Rather yes 22.3 18.2

Certainly yes 7.3 7.2

Difficult to say 13.5 14.6

Source: Public Opinion Foundation, Georating poll, 2004 and 2008,

http://english.fom.ru.

Figure 7.3    Response to “Is Western society a good model for Russia?”  
 by income, 2004 and 2008

average response 

 Sources:  Public Opinion Foundation, Georating poll, 2004 and 2008; authors’ calculations.
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1. Russians do not like the Western model of society. In both 2004 and 2008,
the average response for all income categories was close to 0.66. In
other words, Russians think that their country should not be like the
West.

2. Russians’ attitude toward the Western model of society has worsened in the
last four years. The line of responses in 2008 shifted down, indicating
that Russians like the West less across all levels of incomes. 

3. Rich Russians like the Western model more than the poor do, but the dif-
ference is small.

While Russians do not think their country should imitate the West, they
acknowledge that the Western model delivers good social outcomes and
is fairer. Respondents were asked: “In your opinion, today, which society
is more just and fair, Russian or Western?” The breakdown of responses
(for 2004Q3) is presented in table 7.3. The responses are clearly positive
about the fairness of Western society, at 47 percent compared with only 23
percent favoring Russian society—that is, twice as many Russians believe
that the West is more fair and just than Russia. This pattern is true con-
trolling for age, income, and other characteristics. 

Are Russians Uniquely Nondemocratic?

Data from the Pew Global Attitudes Survey and the leading Russian poll-
ster Levada Center as well as the European Bank for Reconstruction and
Development (EBRD) and the World Bank illustrate Russians’ view of
democracy. The polls usually include only 500 to 2,000 respondents per
country, but they allow international comparisons that help to benchmark
Russians’ attitudes in comparison with those of other nations.

Figure 7.4 displays survey data on attitudes toward market economy
and democracy from the Life in Transition Survey conducted by the World
Bank and the EBRD in 28 transition countries. These data show that Rus-
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Table 7.3 Response to “Which society is more just

and fair—Russian or Western?” 2004Q3

Response Percent of respondents

Certainly Russian 6.8

Rather Russian 16.6

Rather Western 30.4

Certainly Western 17

Difficult to say 29.2

Source: Public Opinion Foundation, Georating poll, 2004, http://english.

fom.ru.



sia is an outlier, with the least support of any of the polled countries for
both market economy and democracy—even less than the common straw
man of Western criticism, Belarus. This pattern correlates with Russians’
rejection of the West as a model for their society.

How have Russians’ attitudes toward democracy changed over time?
In 1991 many Russians were ready to discard autocracy. When asked
whether Russia should rely on a democratic form of government to solve
the country’s problems or on a leader with a strong hand, 39 percent
chose a strong hand and 51 percent a democratic government, a purely
abstract concept at the time.5

The picture was very different in 2005, the latest year for which compa-
rable data are available. Given the same choice, only 28 percent of Rus-
sians favored a democracy while 66 percent preferred a strong leader.6

The growing incomes matter but are not crucial: Among Russians earning
more than 8,000 rubles per month, 34 percent said democracy could solve
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Figure 7.4    Support for market economy and democracy across 
 28 transition countries, 2006 (share of population)

support for democracy 

Source: World Bank and European Bank for Reconstruction and Development, Life in Transition 
Survey, fall 2006.
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the country’s problems compared with 27 percent of those making 4,000
to 8,000 rubles per month.

Perhaps the comparison itself played a role in the responses. When
pressed to choose between a strong hand and a democracy, people may
pick a strong hand because democracy sounds like a weak hand or one that
does not provide well. It is likely that the respondents associate the oppo-
sites of weakness and strength with the opposites of (relative) poverty and
(relative) prosperity. When asked whether a good democracy or a strong
economy were more important, Russians overwhelmingly chose a strong
economy by an 81 to 14 percent margin.7

The Levada Center has posed the same question in its regular polls but
with different results. On the question, “Does Russia need a democracy?”
62 percent answered yes and only 20 percent said no in 2008.8 But an-
swers to further questions clarify how Russians understand democracy.
Of those polled, 45 percent would choose a democracy that is “special,
suited to Russia’s uniqueness and national traditions”; only 20 percent
prefer a democracy that is just like in “the developed countries of Europe
and America.” Only 13 percent chose “the democracy that was in the So-
viet Union.” 

Can we reconcile these facts? In 1991 Russians were choosing between
the known and unknown: They no longer wanted what they had but
something else instead (“democracy”). Today, after being disappointed 
by “democracy” they again want something else, not a “Western-style
democracy” but a “specially suited democracy.” And this “special democ-
racy” should accompany economic growth—unlike the “generic Western-
style democracy” of the 1990s. 

Russian Capitalist Pragmatism

The previous section could give the impression that Russians are very dif-
ferent from Westerners. But in their economic behavior Russians are much
closer to the Western homo oeconomicus. When asked about common, every-
day wisdom—rather than about general concepts like “the West,” “mar-
ket,” and “democracy,” which may be alien and abstract to them—Rus-
sians respond very much as they did in the 1991 survey conducted by
Robert Shiller, Maxim Boycko, and Vladimir Korobov (see next section).

For example, the Georating survey asked respondents in 2003, “Please
name the words that are the most important to the people living in your
region.” Respondents chose from 24 words of common human and eco-
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7. Ibid.

8. Levada Analytical Center, Russian Public Opinion 2007 (Moscow, 2008), www.levada.ru/
eng (accessed on September 1, 2008).



nomic values. Most important to Russians were safety (37 percent), peace
(33 percent), and material well-being (34 percent), followed by religion (27
percent), family (25 percent), and stability (25 percent). The terms “patri-
otism” and “national power” lagged far behind—as did “democracy” and
“human rights.”

In 2006 Russia participated in the large-scale European Social Survey
(ESS), which allowed sociologists for the first time to compare Russian
values with those of other Europeans.9 Respondents considered descrip-
tions of a variety of people and for each description indicated the degree
of similarity to themselves on a scale from 1 to 6. The ESS describes a typ-
ical Russian as follows: “This person wants to have a lot of money and ex-
pensive goods. It is important to him/her to be respected. This person
wants people to do what he/she wants. He/she wants to be successful.”
The survey results indicated, first, that Russia (together with Romania) is
ahead of 17 other European countries on the power-wealth index that
measures how important it is to be rich, respected, and have power over
other people. Second, achievement is an important value for Russians
(Russia is ahead of 14 European countries in this category). Russia lags be-
hind the other countries on caring about others (i.e., caring about the well-
being of others, fidelity to friends, and readiness to help) and universalist
values (respecting the opinion of others and caring about the environ-
ment). Finally, the ESS data show that Russians score high on risk taking
and openness to change. The data support our contention that Russians
are no longer homo sovieticus. If anything, they are even more capitalist in
their day-to-day life than Europeans.

Why Beliefs Matter

The first comprehensive study of Russian beliefs and whether they are
similar or different from those in the West was the 1991 work of Robert
Shiller, Maxim Boycko, and Vladimir Korobov.10 In telephone interviews
in Moscow and New York, they posed questions about attitudes to mar-
kets, inequality, and wealth. They followed this survey with another
round extended to other Russian and Ukrainian cities.11 They found that
Russians and Americans were surprisingly similar in their attitudes about

9. Vladimir Magun and Maxim Rudnev, “Zhiznennye Tsennosti Rossiiskogo Naselenia”
[“Values of the Russian Population”], Vestnik Obschestvennogo Mnenia 1 (2008): 34–59.

10. Robert J. Shiller, Maxim Boycko, and Vladimir Korobov, “Popular Attitudes Toward Free
Markets: The Soviet Union and the United States Compared,” American Economic Review 81,
no. 3 (1991): 385–400.

11. Robert J. Shiller, Maxim Boycko, and Vladimir Korobov, “Hunting for Homo Sovieticus:
Situational Versus Attitudinal Factors in Economic Behavior,” Brookings Papers on Economic
Activity, no. 1 (1992): 127–81.
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most of these issues. The authors thus concluded that homo sovieticus did
not exist or was at least not broadly different from the Westerner. A pos-
sible explanation for the lack of divergence is that the Russians were in the
period of a honeymoon with the idea of the market economy—the inter-
views took place in the early 1990s when the average Russian was disil-
lusioned with the state-run economy and had not yet seen the functioning
(and fallibility) of the market economy. 

Contrary to widespread beliefs, the reformers of the Russian economy
in the 1990s understood the challenge of large-scale institutional trans-
formation and knew that such a comprehensive reform could not be a
top-down effort but required grassroots support. According to the initial
Yegor Gaidar plan, reforms would be painful but as they brought results
Russians would appreciate their value and support further reform.12 But
the painful reforms of the 1990s caused Russians severe disillusionment
with the market economy. Partially in response to such negative popular
sentiment, Russian policymakers have since undertaken a significant pol-
icy reversal. The early 2000s saw the first reversals of democratization
policies, evident in the decline of Russia’s rankings for democracy and
media freedom.13 Then came the reversal of liberal economic policy, start-
ing with the nationalization of the Yukos oil company, as well as the de-
velopment of state corporations and expansion of government spending.

The reversal of promarket and democratic policies coincided with a
decade of spectacular economic growth (7 percent per annum on aver-
age). Moreover, contrary to the popular stereotype, this economic growth
has not benefited just the lucky few but has trickled down to everybody.
All measures of economic well-being have improved—unemployment
and poverty fell by half and real wages tripled. Russians were buying
cars, cell phones, and vacations abroad at a level that could not have been
envisioned in the 1990s or, indeed, at any time in Russian history. The av-
erage Russian enjoyed this higher level of prosperity. Figure 7.5 presents
a proxy for subjective well-being, an index of life satisfaction measured
across a representative panel of Russians since 1994.14 The graph shows
that people are substantially happier than they were in the late 1990s.
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12. Yegor T. Gaidar, “Inflationary Pressures and Economic Reform in the Soviet Union,” in
Economic Transition in Eastern Europe, ed. P. H. Admiraal (Oxford: Blackwell, 1993).

13. The Freedom House’s Media Freedom Index for Russia changed by 12 points in just five
years, 2000–05 (www.freedomhouse.org). This is a substantial change: The index is mea-
sured by a 100-point scale, and the standard deviation across countries is only 25 points.
Larger declines in media freedom in the same period occurred only in Venezuela and Iran.
In Polity IV’s measures of democracy, Russia was ranked 61–69 (out of 150 countries) in 2000
and 69–78 (out of 152 countries) in 2005 (www.systemicpeace.org/polity/polity4.htm). 

14. Sergei M. Guriev and Ekaterina V. Zhuravskaya, “(Un)Happiness in Transition,” Journal
of Economic Perspectives 22, no. 2 (2008): 53–72.
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Figure 7.5    Dynamics of life satisfaction and per capita GDP, 1994–2006

index of life satisfaction real per capita GDP, PPP (US dollars)

Source:  University of North Carolina at Chapel Hill, Carolina Population Center, Russia Longitudinal Monitoring Survey, www.cpc.unc.edu/rims; World Bank, World 
Development Indicators.

PPP = purchasing power parity

Note:  The left axis shows life satisfaction for an average individual from the panel regressions with person fixed effects and other usual controls (with 95 percent 

confidence interval). There were no Russia Longitudinal Monitoring Surveys in 1997 and 1999, so we use linear interpolation. The right axis shows real PPP-adjusted per 

capita GDP in 2000 US dollars. According to the Penn World Tables, in 2004, the PPP-adjusted GDP per capita in Russia reached $11,794.
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There is little doubt that Russians are not only happier but also more
prosperous than in the 1990s. What effect does this new prosperity have
on their beliefs? The average Russian sees simultaneously the reversal of
liberal policies and improved material outcomes. It is, therefore, not sur-
prising that support for such a reversal is great, as Russians associate mar-
ket reforms with the bad economic outcomes of the 1990s. Russia is not
unique in this respect. French economists Augustin Landier and David
Thesmar argue that the economic growth in France after World War II—
probably due to the rebuilding of the economy and a natural bounce from
a very low starting point—coincided with greater government involve-
ment in the economy.15 These two events changed the beliefs of the
French that government is beneficial to economic growth and, hence,
should play a larger role in the economy. 

Why do Russians’ attitudes toward the Western model matter now?
One reason is that they lead to a tradeoff between economic growth and
democracy. At the current level of GDP per capita, sustained economic
growth is possible only by relying on capitalist or free-market values. But
democracy requires policies that are inconsistent with the voters’ prefer-
ences: The average citizen in Russia does not want markets or a capitalist
economic model. Thus either a fully democratic Russia would vote for 
the reversal of many promarket reforms or a nondemocratic government
could promote markets and private property.16 In other words, Russians’
beliefs and attitudes may become a constraint on the implementation of
liberal economic reforms. 

This constraint is even more important now as Russia has probably
picked most of the low-hanging fruit of its economic growth. The catch-
up phase of economic growth since the slump following the collapse of
the Soviet Union has ended. The main market infrastructure (e.g., a func-
tioning financial market and a system of commercial banks) is in place.
The benefits of the conservative macroeconomic policy, flat income tax re-
form, and administrative reform have come to fruition. 

As Russia is growing richer, it is now facing a new economic challenge:
how to embrace the innovation-based growth at the world’s technology
frontier. For such human capital–intensive economic growth, political and
personal freedoms are important, but the values of Russians have to
change. The present government seems to understand this conflict. Vladi-
mir Putin’s and Dmitri Medvedev’s campaign speeches in February 2008
as well as the 2020 Strategic Economic Development Plan focus on build-

15. Augustin Landier and David Thesmar, Le grand méchant marché: Décryptage d’un fantasme
français [The Big Wicked Market: Deciphering a French Fantasy] (Paris: Flammarion, 2008).

16. This distinction is evident in the divide between the two major pro-Western parties, the
now disbanded Union of Right-Wing Forces (SPS) and Yabloko. While the former empha-
sized private property and economic reform even at the cost of political centralization, the
latter focused on defending democratic values even at the cost of reversing privatization. 
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ing a prosperous and democratic society by 2020. While the speeches
stress the value of freedom, they also acknowledge that political liberal-
ization is a prerequisite for an “innovation economy” and that without in-
novation economic growth will inevitably slow down. 

Conclusion

Multiple polls confirm that most Russians have negative attitudes toward
the West, Western values, and the Western socioeconomic model. The data
we have reviewed suggest that these attitudes are unlikely to change as
Russia grows richer and the post-Soviet generation takes over: Wealthier
Russians are only slightly more pro-Western than poorer ones, and the
younger generation is even less happy about the West and the Western
model than middle-aged Russians. 

The fact that better-off and better-educated Russians have changed
from liking the West (in the late 1980s) to disliking it is not new for Rus-
sia—waves of fascination and disillusionment with Western ways have
followed each other for centuries. Russia’s identity emerged when tsars
started seeing themselves as standard-bearers of the Orthodox world after
the fall of Constantinople in the 15th century, and the idea of Russia as a
political and spiritual alternative to the West has been developing ever
since. This messianic narrative is matched by an equally strong grow-
ing drive to catch up with the West economically (see chapter 1). The two
motivations alternate, as an urgency to develop prevails for a certain pe-
riod until the messianic calling proves time and again to be a deep-seated
instinct. 

Interestingly, both Slavophiles and Westernizers, the two major oppos-
ing schools of thought in 19th century Russia, agreed on the country’s
unique identity. “In the West the soul is in decline . . . conscience is re-
placed by law, inner motives by regulations. . . . The West has developed
the rule of law because it felt a lack of truth in itself,” wrote Konstantin
Aksakov, a leading Slavophile. Leading Westernizer and dissident Alex-
ander Herzen looked for truth in the West but became disillusioned with
democracy, calling it a “collective mediocrity.” This led him to believe that
Russia should not repeat the West but should follow its own way instead:
“Should Russia follow all the stages of European development? No, I re-
ject the need for repetition.” A messianic discourse of Russian national
identity endured even as the Moscow Empire fell and a new state re-
placed it.17

The current wave of disillusionment with the West may be due to the
coinciding policy reversals and the economic growth in the past 10 years,

17. Judith E. Kalb, Russia’s Rome: Imperial Visions, Messianic Dreams, 1890–1940 (Madison,
WI: University of Wisconsin Press, 2008).



when Russia experienced both a decline in personal and political free-
doms and stellar economic growth. This combination of developments
may have convinced the Russian public that a Western-style democracy
and market may function well in the West but are not suited for Russia.
Russians do not seem to believe that Russia can build an effective democ-
racy and a developed market economy. Whether the ongoing crisis will
again bring a new tide of Westernization is yet to be seen.
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8
Russia as a Post-Imperial Power

Russia’s extraordinary economic recovery since 1999 has fueled its trans-
formation from a reluctant follower in the 1990s to an obstructionist with
aspirations to revise the world from a unipolar to multipolar order.1 Rus-
sia’s initiatives have been colored with such schadenfreude over the trials
of the George W. Bush administration that Russian leaders often come
across as self-appointed critics-in-chief of the United States rather than
genuinely interested in reform of the institutions of global governance.

Russia’s recovery is only part of Moscow’s rather Darwinist perspective
of the increasing tilt in the global economic balance of power toward large
emerging-market economies and hydrocarbon producers—two categories
in which Russia figures prominently. Thirty years ago when the Group of
Seven (G-7) was formed to manage the global economy, its member coun-
tries constituted more than 60 percent of the world economy; today those
countries are no longer so dominant and account for only 40 percent. 

During the 1990s, both Presidents Bill Clinton and Boris Yeltsin consid-
ered that they shared the same Western values, which could be described
as market democracy. Today, the Russian leadership no longer subscribes
to those values. Its capitalism persists but is increasingly becoming state
capitalism, and political freedom in the Western sense has been curtailed.

Given these changes in Moscow’s perspectives, it was bound to re-
evaluate its interests in the international system. President Vladimir Putin
did so starkly in his famous February 10, 2007, speech at the Wehrkunde
Security Conference in Munich, when he made essentially two points: 
(1) that the United States was behaving irresponsibly in managing global

1. Sections of the chapter derive from Andrew Kuchins and Richard Weitz, “Russia’s Place
in an Unsettled Global Order: Calculations in the Kremlin,” in Powers and Principles: Interna-
tional Leadership in a Shrinking World (Stanley Foundation Project, 2009, forthcoming).



affairs and (2) that the international system of American hegemony was
evaporating and being replaced by genuine multipolarity. Most commen-
tary focused on the first point and missed the importance of the second,
which Putin summarized:

The combined GDP measured in purchasing power parity of countries such as
India and China is already greater than that of the United States. And a similar cal-
culation with the GDP of the BRIC countries (Brazil, Russia, India and China)
surpasses the cumulative GDP of the EU. And according to experts this gap will
only increase in the future. There is no reason to doubt that the economic poten-
tial of the new centers of global economic growth will inevitably be converted into
political influence and will strengthen multipolarity.2

Putin and his colleagues elaborated on this theme in a series of im-
portant speeches in 2007, and the call for a “new international architec-
ture” of global governance became a campaign theme of the Russian
parliamentary/presidential electoral cycle of 2007–08.3

Russians are right to point out that institutions of global governance are
anachronistic and often ineffective, but their own capacity to contribute to
a solution is less obvious because of their emotionally charged view of the
past 20 years. The Kremlin considers many changes since the late 1980s
illegitimate, because Russia was too weak to assert its positions. In its
narrative, the West, mainly the United States, took advantage of Russian
weakness through North Atlantic Treaty Organization (NATO) enlarge-
ment in 1997, the bombing of Yugoslavia in 1999, abandonment of the
Anti-Ballistic Missile (ABM) Treaty in 2001, endorsement of regime change
(the “color revolutions”) on Russia’s borders in 2003 and 2004, promotion
of missile defense, and recognition of Kosovo in 2008.4 The Russian elite
sees these Western moves as detrimental to Russia’s national interests. 

Russian political leaders see themselves as “realists” and describe 
their foreign policy as pragmatic and driven by national interests. When
they discuss international relations, they rarely talk of public goods or
norms, and they receive US and European references to them with cyni-
cism or, more often, with defensive hostility about double standards.
They view American efforts to promote US values as hypocritical justifi-
cations for the promotion of US interests—and, ultimately, influence and
hegemony. 

Rather than norms and public goods, Russian leaders and political an-
alysts frame their country’s international cooperation in terms of realpoli-
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2. Vladimir V. Putin, speech and the following discussion at the Munich Conference on Se-
curity Policy, February 10, 2007, www.kremlin.ru (accessed on February 20, 2008).

3. For more on this point see the article by Clifford Gaddy and Andrew Kuchins, “Putin’s
Plan,” Washington Quarterly (Spring 2008): 117–29. 

4. This argument is set forth in Gaddy and Kuchins, Washington Quarterly.



tik bargains and tradeoffs of interests. For example, if the United States
wants Russia to take a stronger position to isolate Iran, Washington is ex-
pected to compensate Moscow by halting NATO enlargement or the de-
ployment of missile defense systems in Poland and the Czech Republic.
One of Russia’s most oft-repeated grievances is the US betrayal of the sup-
posed gentleman’s agreement between George H. W. Bush and Mikhail
Gorbachev in 1990 to allow the unification of Germany as long as NATO
would not deploy new bases on the territory of former Warsaw Pact coun-
tries. US officials contest the Russian interpretation, thus illustrating the
problem with such unwritten exchanges. In reality, such “tradeoffs” on
major issues seem fairly rare in international relations. And in the case of
perhaps the most significant such example during the Cold War, the US
withdrawal of nuclear forces in Turkey to resolve the Cuban missile crisis
remained secret until decades after.5

The Russian government holds one norm dear, that of national sover-
eignty, but it applies it very selectively. Russian policy is itself rife with
double standards when it comes to the sovereignty of countries like Geor-
gia and Ukraine. President Dmitri Medvedev made this eminently clear
in his September 2008 remarks on Russian television presenting the five
principles that would guide his country’s foreign policy:

First, Russia will comply in full with all of the provisions of international law re-
garding relations between civilized countries.

Second, Russia believes in the need for a multipolar world and considers that
domination by one country is unacceptable, no matter which country this may be.

Third, we are naturally interested in developing full and friendly relations with
all countries—with Europe, Asia, the United States, Africa, with all countries in
the world. These relations will be as close as our partners are ready for. 

Fourth, I see protecting the lives and dignity of Russian citizens, wherever they
may be, as an indisputable priority for our country, and this is one of our foreign
policy priorities.

Fifth, I think that like any other country, Russia pays special attention to partic-
ular regions, regions in which it has privileged interests. We will build special
relations with the countries in these regions, friendly relations for the long-term
period.6

This formulation, which analysts dubbed the Medvedev Doctrine, is 
a striking contrast to the idealistic universalism that marked Mikhail
Gorbachev’s new political thinking of the late Soviet period. It bears a
strong resemblance to traditional realist balance-of-power thinking. Many

5. Interestingly, President Medvedev spoke out against consideration of such “tradeoffs” as
detrimental to Russia’s interest in a major speech in Berlin in June 2008. See his speech to po-
litical, parliamentary, and social representatives, June 5, 2008, www.kremlin.ru.

6. Dmitri Medvedev, interview on Euronews television channel, Moscow, September 2,
2008, www.kremlin.ru (accessed on February 17, 2009).
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Western analysts interpreted Medvedev’s speech as aiming at a dimin-
ished role for NATO and the Organization for Security and Cooperation
in Europe (OSCE). A European security framework that would allow for
Russia’s privileged relations with neighbors and special spheres of inter-
est sounds straight out of the 19th century playbook of great powers, in-
cluding the American Monroe Doctrine that justified the United States’ re-
peated violations of the sovereignty of its neighbors. Such anachronistic
notions are nonstarters in 21st century Europe, where the trend is toward
common and cooperative security institutions.

Yet there have been indications of Russian willingness to be more coop-
erative and constructive. In the early months of the Medvedev adminis-
tration, prior to the conflict with Georgia, the new Russian president used
distinctly different language regarding the challenges of global gover-
nance—offering positive proposals rather than complaints about Kosovo,
missile defense, NATO enlargement, and other contentious issues. 

In his June 2008 speech in Berlin, President Medvedev proposed that
Europe, Russia, and the United States draft a binding treaty on European
security.7 This proposal, which Medvedev repeated in a major speech in
Evian, France, in October,8 strikes at the heart of the contradictory nature
of contemporary Russian foreign policy. Although it seemed to signal a
move toward improved international relations, the Russian invasion of
Georgia in August 2008 offered the starkest evidence that nearly 20 years
after the fall of the Berlin Wall and the end of the Cold War, Americans,
Europeans, and Russians together have not succeeded in making Europe
“whole, free, and secure.” Europe will not be secure until Russia feels
fully vested in regional security institutions. 

But there is an even more fundamental contradiction between Russia’s
domestic economic growth goals and its increasingly belligerent insis-
tence on its “hypersovereignty.” Russia is more integrated today in the
global economy than it has ever been. But as its ambitious strategic eco-
nomic goals for 2020 make clear, the best-case growth scenarios for Rus-
sia require much deeper integration with the West, first and foremost Eu-
rope but also the United States and Japan.9 These partners are far more
important for trade, investment, technology, and management transfer
than the Commonwealth of Independent States (CIS), China, Iran, Vene-
zuela, and the rest of the world. Despite its deepening economic integra-
tion and the imperative for more such integration, Russia’s political ties
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7. Speech at footnote 5.

8. Dmitri Medvedev, speech at World Policy Conference, Evian, France, October 8, 2008,
www.kremlin.ru (accessed on December 15, 2008).

9. Andrew Kuchins, Amy Beavin, and Anna Bryndza, Russia’s 2020 Strategic Economic Goals
and the Role of International Integration (Washington: Center for Strategic and International
Studies, 2008).



with the West have been worsening in recent years. This unsustainable
contradiction is counter to Russia’s national interest.

Russia: A Post-Imperial rather than Neoimperial Power

Until recently, Russian foreign policy was characterized by geopolitical
decline, which began with the Soviet Union’s failed invasion of Afghani-
stan in 1979 and a draining war that spotlighted Moscow’s overextension
during a decade of economic stagnation. The ensuing demise of the War-
saw Pact and the collapse of the Soviet Union, both in 1991, dramatically
accelerated the process. With the Soviet collapse, Russia was transformed
overnight from an international superpower to a recipient of international
humanitarian aid. It experienced the nadir of its global power and influ-
ence during the 1990s, a traumatic period when Russia lost a civil war on
its own territory in Chechnya and twice found itself virtually bankrupt.
Most Russians regard this decade as a modern-day Time of Troubles
(Smutnoe Vremya), the designation for the interregnum between the Rurik
and Romanov dynasties from 1598 to 1613. 

For much of the post-Soviet period, Western policymakers were princi-
pally concerned about the implications of Russia’s weakness, its ability to
secure nuclear weapons and materials, and more broadly its ability to ef-
fectively govern its territory. After the financial crisis in 1998, however, the
Russian economy began to dramatically recover, and pundits and policy-
makers qualified Russia as resurgent. With the cutoff of gas to Ukraine in
January 2006, the term “energy superpower” gained currency. In the wake
of the August 2008 war in Georgia, many observers describe Russian for-
eign policy as expansionist, even neoimperial.

Russia continues to transition from its historical empire toward becom-
ing a nation-state. As Dominic Lieven has pointed out, no empire has
ended as peacefully as the Soviet Union (although the bloodshed was sig-
nificant in Chechnya and Tajikistan).10 But the country is less than two
decades into this transformation; this largest land empire in world history
was built over the course of several centuries, so it is reasonable to expect
that its transformation will require at least another generation.

As Russia redefines itself, it seems clear, even with the Georgian war,
that its territorial ambitions are largely a thing of the past. No serious po-
litical actor seeks to incorporate Georgia, Ukraine, Uzbekistan, or other
neighboring former Soviet nations into a Russian state. Russia does not
have sufficient financial, demographic, or military resources for such a
grandiose project; Russia’s rulers have their hands full with the sparsely
populated and resource-rich lands in Siberia and the Far East and North.

10. Dominic Lieven, Empire: The Russian Empire and Its Rivals (New Haven, CT: Yale Univer-
sity Press, 2000).
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Russian territory in the northern Caucasus presents other challenges, with
its dense Muslim population that is not welcoming to ethnic Russians.
Aside from a few overly quoted theorists of Eurasian geopolitics like
Aleksandr Dugin, the Russian population has hardly any imperialist ap-
petite. Russians have realized the costs of empire that helped catalyze the
movement for their country’s independence nearly two decades ago.

The current Russian political elite sees the megalomaniacal ambitions
of the Soviet Union as an aberration in Russian history. They prefer the
19th century’s concert of powers as a model for global governance. They
believe Russia is a great power and should be treated as one, which is, 
of course, a major departure from the early 1990s’ notion of a demo-
cratic Russia as a fundamentally new state and close ally of the world’s
old democracies in North America and Europe. In contrast, Putin and
Medvedev present themselves as succeeding the Russian tsars—the style
of their inaugurations (or coronations) is unmistakable.

By the standards of the current realpolitik, the Russian leaders measure
states in terms of power and influence. One modification of the traditional
realist approach is to distinguish not only hard but also soft power. Russia
wants the ex-Soviet states to defer to Moscow on issues such as foreign
policy orientation and military alliances with third parties. The concept of
“near abroad” as a sphere of privileged Russia access is central to Mos-
cow’s demands on its neighbors, and the Kremlin sees this as its Monroe
Doctrine. 

The Kremlin opposes democracy at home but is even more concerned
about new democracies serving as fig leaves for the expansion of US
power in Russia’s backyard. The vehemence of the Russian response to
the Georgian attack in South Ossetia reflected Moscow’s view of Georgia
as a US “client” state. Putin and company view Mikheil Saakashvili’s sta-
tus as a democratic leader with utter cynicism and disdain; their reaction
to Washington’s support for Saakashvili brings to mind John McEnroe’s
attitude toward tennis umpires: “You cannot be serious!” Russia’s armed
response was designed to deter another “US client,” Ukrainian President
Viktor Yushchenko, from testing Moscow’s resolve to protect its interests
in that country.

President Medvedev is just the most recent Kremlin leader to have
claimed privileged interests in the CIS. It is important, however, to distin-
guish a sphere of interest from a sphere of influence, a term both Putin
and Medvedev have been careful not to use. A sphere of influence is a
well-known concept of the imperialist 19th century when Russia’s sphere
included Northern Persia and Manchuria: When necessary, Russia could
militarily occupy those territories and place them under its direct rule. In
the 20th century, Moscow exercised even tighter control over its satellites
through the Warsaw Pact. In contrast, in a sphere of interest third parties
have limited rights, which, in the cases of Georgia and Ukraine, according
to Russia means no NATO membership or foreign military bases.
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The Commonwealth of Independent States: 
A Marginal Organization

The Commonwealth of Independent States has been far more like the
British Commonwealth than a successor to the Soviet Union. It has been
reasonably successful in helping the former Soviet republics to manage
their independence: In 1991 few among them knew how to conduct for-
eign policy; all needed some mechanism to communicate with the other
parts of the former empire; and all wanted guarantees that their borders
would remain intact. The populations were mostly content with continued
access to the former imperial space for ordinary people—no visas were
needed for travel, and people could choose their country of residence and
citizenship. To the leaders, the CIS provided a platform for regular sum-
mits, which they used for solving problems bilaterally. The early CIS sum-
mits resembled the meetings of the former Soviet Communist Politburo,
but without the general secretary: only a primus inter pares. Compared with
the former Yugoslavia, the dismantlement of the USSR was very gentle.11

Thus the CIS was a useful tool to support nation-building. All 12 new
states have so far survived, which was hardly a given in 1991; relations
among most of the former Soviet republics are bilateral; and all of the CIS
countries are now securely integrated in the global community.

The CIS has completely failed, however, as an instrument of post-Soviet
integration between Russia and its neighbors. The CIS and its suborgani-
zations have signed many agreements, but few have been ratified and
even fewer implemented. Furthermore, the CIS has no mechanisms for
imposing its rules, rendering it ineffective. Moscow tried to push for more
integration than the other states were interested in, while gradually re-
ducing the resources it offered. Curiously, when Russia obtained sufficient
money to change course in the 2000s, it chose the commercial expansion of
Russian companies rather than regional integration. 

For Russia, the CIS has proven unwieldy. It has created several smaller
arrangements; the three most important are the Russia-Belarus Union
State, the Collective Security Treaty Organization (CSTO), and the EurAsian
Economic Community (EurAsEC). None of these organizations is partic-
ularly tight-knit. Nations join them to improve relations with Russia, but
since these organizations are largely consultative, they do not generate
any real benefit to Russia.

With respect to the Russia-Belarus Union State, the union-state is a fic-
tion; Belarus is emerging as a separate nation-state, and its merger with
Russia can be ruled out. Russia has a notoriously difficult relationship
with Belarusian autocrat President Aleksandr Lukashenko. Yet improba-
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ble as it may sound, Lukashenko, the most “Soviet” figure in the entire
post-Soviet space, has turned out to be the true father of Belarusian inde-
pendence, having accomplished what early nationalists failed to do: He
gave the new nation a sense of identity.

The CSTO, originally established in 1992 as the CIS Collective Security
Treaty, was founded in 2002 by the presidents of Armenia, Belarus, Ka-
zakhstan, Kyrgyzstan, Russia, and Tajikistan; Uzbekistan joined in 2006. It
should certainly not be compared with the Warsaw Pact as there is neither
political control exercised by Moscow nor an integrated military struc-
ture. The CSTO is a consultative body where Moscow is not challenged,
but national interests clearly prevail over collective ones. Tellingly, no
member of the CSTO apart from Russia has recognized the independence
of Abkhazia and South Ossetia.

EurAsEC was founded as the CIS Customs Union in 1995 and renamed
in 2000. Until recently, it included Belarus, Kazakhstan, Kyrgyzstan, Rus-
sia, Tajikistan, and Uzbekistan—that is, the countries closest to Russia.
(Uzbekistan, the last to join, suspended its membership in 2008.) Al-
though its purpose was to be a customs union, it has never been and is not
likely to become one, because Russia is unwilling to negotiate customs
tariffs and as a large producer of many products prefers higher tariffs than
the other member states do.

Despite the existence of these regional organizations, the real problem
behind Russia’s tenuous relationships with its “near abroad” is that Mos-
cow does not offer anything to its close neighbors. It has cut virtually all
subsidies and has not formed any effective trade community or security
alliance. Meanwhile, it threatens its neighbors with cuts of gas or oil
supplies and frequently imposes unannounced trade sanctions. As a con-
sequence, the post-Soviet states focus on improving relations with other
countries and not with Russia.

NATO Enlargement: A Thorn in Russia’s Side

NATO’s first collaborative program with Russia and other postcommu-
nist nations was the strictly bilateral Partnership for Peace, launched in
1994. After the Czech Republic, Hungary, and Poland were accepted as
members of NATO in 1997, the organization, in order to accommodate
Russia, adapted the Partnership for Peace to sign the Founding Act on
NATO Cooperation with Russia. The purpose was to give Russia a strong
institutional position vis-à-vis NATO but keep it outside the organiza-
tion, an approach described as a “voice but no veto.” In the spring of 1999,
however, Russia experienced its most severe crisis with NATO, when the
organization bombed Slobodan Milosevic’s Yugoslavia in response to his
ethnic cleansing in the Serbian province of Kosovo. Russia-US and Russia-
NATO relations reached a post-Soviet low. Yet in 2002 NATO and Russia
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formed the NATO-Russia Council, which was supposed to raise their re-
lationship to a new level.

On September 11, 2001, President Putin was the first international
leader to reach President Bush after the attack on the World Trade Center
in New York—apparently he was able to do so thanks to the old hotline
between the Kremlin and the White House. That telephone call and the
NATO members’ evocation of Article V of the organization’s statutes on
mutual defense aroused high expectations for NATO-Russia cooperation.
Until the Georgia war, the NATO-Russia Council was a useful vehicle for
cooperation between the alliance and Russia. Significantly, Moscow has
signed and ratified agreements with NATO allowing it to transport mili-
tary goods to Afghanistan, although NATO has largely preferred trans-
porting through Pakistan.

Increasingly, however, Russia views NATO as a tool for the expansion
of US power. Moscow has little or no trouble with the European Union or
with the membership of European countries such as France, Germany, and
the United Kingdom in the Atlantic alliance because the Russian leader-
ship has some confidence in those countries’ ability to say no to the United
States. In contrast, Moscow regards the excommunist states, and partic-
ularly the former Soviet republics, as anti-Russian, weak, and not fully
sovereign. When Poland and the three Baltic states became members of
the European Union in 2004, Moscow foreign policy pundits started call-
ing these four countries the “new aggressive minority” in the European
Union. From the Kremlin’s perspective they are not states so much as plat-
forms for use by the Pentagon as Washington pleases. Because Russians
have an exaggerated sense of the importance of their country as a US ad-
versary, they wonder, Why does the United States want so many plat-
forms so close to Russia’s borders? What is the United States really up to?
What is the hidden agenda? All too often their answers presume worst-
case scenarios.

According to Moscow, NATO has no role in the CIS. The Partnership for
Peace was all right, but NATO membership for any CIS country or US per-
manent military presence threatens Russia’s security interests; thus in
Georgia, for example, Russia demonstrated that it was ready to act to
make others respect its security interests. Russia is more relaxed toward
lower levels of NATO involvement: It tolerates symbolic participation of
CIS countries (for example, Armenia and Kazakhstan) in US-NATO oper-
ations outside the CIS; and it did not protest the dispatch of troops from
Azerbaijan, Georgia, Kazakhstan, and Ukraine as part of the coalition of
the willing. The US military air base Manas in Kyrgyzstan was established
in the wake of 9/11 with Russian consent. Similarly, Uzbekistan let the al-
liance use its Karshi-Khanabad air base, but in July 2005, soon after the
Andijan massacre, the Uzbeks, supported by Moscow, asked the US Air
Force to leave. At present, however, Moscow is focusing its anti-Western,
anti-NATO protests on membership action plans for Georgia and Ukraine. 
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Mutual concerns about Afghanistan’s security appeared to engender 
a modicum of Russia-NATO cooperation. After the April 2008 NATO
summit in Bucharest, however, Foreign Minister Sergey Lavrov suggested
that Russia might suspend Moscow’s agreement with NATO for the
transportation of nonlethal equipment through Russia and through con-
senting Central Asian countries for use in Afghanistan. He pointedly told
reporters that “The fate of NATO is being decided in Afghanistan” and
that “Russia needs cooperation with NATO no more than NATO needs
Russia.”12

Looking ahead, however, when Russia and the West begin looking for
areas to restore their relationship, Afghanistan and Central Asia may offer
opportunities. Russian policymakers express less unease about the West-
ern military presence in Central Asia than about NATO military activities
in Eastern Europe, Ukraine, or the southern Caucasus. Of course, it helps
that no influential voices call for extending NATO membership to the
Central Asian governments. In addition, Russia and NATO share an in-
terest in preventing a Taliban resurgence in Afghanistan. For several
years, Putin and other Russian officials have urged NATO to cooperate
with the Russian-led CSTO on joint operations to counter Afghan nar-
cotics trafficking. Since NATO is still having trouble ensuring security in
that country, greater cooperation with Russia to curb terrorism and nar-
cotics trafficking makes sense. 

The Georgia War and Its Fallout: Demonstration 
for Ukraine?

Russia’s 2008 war with Georgia had a lengthy prehistory in a long-
unresolved ethnic conflict, and assignment of the burden of guilt depends
on the start date of the chronology. Since the early 1990s, Georgia has
wanted to restore control over Abkhazia and South Ossetia, which se-
ceded during the Georgian civil war in 1991–92. More recently, Georgian
President Saakashvili, first elected in January 2004, has sought close links
to the United States and NATO and has sent 2,000 soldiers to Iraq. Since
2006, Russia has imposed an almost complete trade and transportation
embargo against Georgia. Russia demanded that Georgia pledge not to
apply for NATO membership, but in early 2008 the nation applied for a
membership action plan (it was turned down at the NATO summit in
Bucharest in April but the organization promised membership at an un-
specified date). Russia demanded that Georgia not host US forces on its
territory; Georgia has acquired both military training and small arms from
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the United States in addition to its purchases of arms from Israel, Turkey,
and Ukraine. 

In July 2008 Georgia held a military exercise in which 600 servicemen
trained alongside about 1,000 US forces. In parallel to that exercise, across
the border in the north Caucasus, a much larger Russian force trained and
remained on high alert afterward. In early August, military activity began
escalating in South Ossetia. The war itself began with Georgia’s attack
against Tskhinvali, the South Ossetian capital, during the night of Au-
gust 7, but Russian troops were prepared and executed a massive coun-
terattack, routing the Georgian forces. The fighting ceased on August 12
after French (and EU) President Nicolas Sarkozy negotiated a ceasefire be-
tween Moscow and Tbilisi.

This incident marked the first time in nearly 30 years (since the Soviet
attack on Afghanistan in December 1979) that Russia sent its troops across
the border to take on an enemy. The Russian action was limited in the
sense that the army did not take Tbilisi, depose the Saakashvili govern-
ment, or damage pipelines through Georgia. But it crippled the country’s
military infrastructure and deployed forces deep into Georgia to ensure
that its people felt the consequences of their military defeat. The Russian
hope was apparently that Saakashvili would be held responsible for the
misadventure and be replaced by a politician ready to “accept realities”
and make a “peace with deference” with Russia.

Just a few weeks later, on August 26, Russia took the unprecedented 
step of recognizing Abkhazia and South Ossetia as independent states.
Although it referenced the Western recognition of the independence of
Kosovo in February 2008, the two cases were very different. Both Abkhazia
and South Ossetia are tiny and Abkhazia has only a small minority of Ab-
khaz. Russia based its decision on the large number of Russian citizens in
the two territories, but most of them had become “citizens” through a re-
cent Russian distribution of passports. In its unilateral recognition of these
two tiny territories, Russia violated its long-standing principle of opposing
any secession. Belarus and Kazakhstan refused to condone Russia’s acts,
although they did not protest publicly. Only one country, Nicaragua, fol-
lowed Russia in its recognitions. Russia thus found itself in a new interna-
tional isolation, but it refused to concede.

Although both Putin and Saakashvili had consistently demonstrated
their enmity in public, the Russian-Georgian five-day war came as a shock
to the international community. It also indicated that Russia’s leaders had
significantly lowered their threshold for international armed intervention.
Through this war, Russia sent a warning to other post-Soviet states about
what could happen if they become too close with Washington. Ukraine
was the indirect target of the warning, but it was also of concern to Azer-
baijan and other CIS countries.

Until 2008, Russian leaders had publicly upheld Ukraine’s territorial in-
tegrity, including Crimea; but in his speech at the NATO summit in
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Bucharest on April 4, President Putin discarded this position. He chal-
lenged Ukraine sharply and at length, effectively threatening to end its
existence, with the following arguments: “one-third of the population are
ethnic Russians,” from “Russia the country obtained vast territories in
what is now eastern and southern Ukraine,” “Crimea was simply given to
Ukraine by a CPSU Politburo’s decision, which was not even supported
with appropriate government procedures that are normally applicable to
territory transfers,” and an attempted NATO membership “may bring
into question Ukraine’s existence as a sovereign state.”13 To many listen-
ers this sounded like a conditional declaration of war in case Ukraine
tried to join NATO. 

As with Georgia, Moscow’s apparent hope is that Ukraine’s pro-
Western, pro-NATO President Viktor Yushchenko will be replaced in the
2010 election by someone who would chart a middle course between
NATO and Russia—one who more explicitly accommodated Russia’s
wishes. But Moscow does not seem to oppose Ukraine’s EU aspirations. 

US-Russia Relations: Increasingly Strained 

Practical and substantive changes in the US and Russian administrations
over the past two decades have contributed to the increasingly strained
relationship between the two countries. In the 1990s, the Bill Clinton ad-
ministration organized a number of bilateral government meetings, no-
tably through the Gore-Chernomyrdin Commission; President Bush, in
contrast, focused on informal bilateral meetings with President Putin (al-
though there were 27 of these compared with the 18 meetings between
Presidents Clinton and Yeltsin) and minimized formal agreements be-
tween the two countries. The economic assistance agenda that was promi-
nent in the 1990s ended with Russia’s economic recovery in 1999, and
democracy and human rights have fallen by the wayside as Russia has re-
jected any criticism in these spheres. The extensive discussions of energy
cooperation in the 1990s have largely ceased. During the Bush adminis-
tration, US-Russia relations were dominated by strategic military issues,
such as nuclear nonproliferation, Iran, strategic arms reductions, and nu-
clear security. Trade was another subject of discussion, but the most im-
portant topic was Russia’s accession to the WTO, which has been sus-
pended. The US-Russian agenda has now narrowed to little more than
arms control. 

US-Russia relations are thus at their lowest point since 1986 before
Gorbachev and Reagan’s successful summit in Reykjavik. President Med-
vedev, in his annual address to the nation the day after Barack Obama’s
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election, made clear that he did not foresee any improvement in relations
between the two countries.

The United States and Russia have the largest nuclear arsenals in the
world and they share a long and rich history of negotiated agreements in
arms control and nonproliferation. But without deep cooperation be-
tween them, the nonproliferation regime will likely collapse, rendering
the world a much more dangerous place. The good news is that the Rus-
sians want to return to this agenda; indeed, they would argue that they
were more responsible in this regard than the Bush administration.

Even as its economy has rebounded, Russia remains in decline from a
strategic military standpoint. The country has become more reliant on its
nuclear deterrent since the deterioration of its conventional forces in the
1990s, but the aging of its nuclear arsenal leads Moscow to prefer deeper
cuts in strategic weapons than Washington. Russian policymakers still
believe that stabilizing the strategic competition with Washington is in
Moscow’s interests. When Prime Minister Putin, at a September 2008
meeting of the Valdai Discussion Club in the Russian Black Sea resort of
Sochi, was asked whether he supported the proposal from US statesmen
Henry Kissinger, Sam Nunn, William Perry, and George Shultz to make
the world free of nuclear weapons,14 he replied positively. But he added
important caveats by noting recent major developments in conventional
weapons technology (including the promise of nanotechnology) that are
blurring the difference in power between nuclear and conventional weap-
ons. He also expressed concern about missile defense and its potential to
erode strategic stability.15 Putin’s remarks indicated that the Russians are
prepared to engage with the Americans in deep nuclear cuts but only in a
broader context of agreements on strategic stability that address missile
defenses as well as conventional weapons. Russian strategists are worried
that deep nuclear cuts plus US advances in defense may make the world
“safe for American conventional weapons dominance.” Despite the United
States being mired in Iraq and Afghanistan, to Russia the United States
still looks as though it is on the march—developing missile defense, out-
spending Moscow at about a 10:1 rate, enlarging NATO, and calling for
new bases in former Warsaw Pact countries.

In their April 2008 meeting at Sochi, then presidents Putin and George W.
Bush issued the Strategic Framework Declaration, aimed at “moving the
US-Russia relationship from one of strategic competition to strategic part-
nership.” This can be an excellent foundation for fundamentally changing

14. George P. Shultz, William J. Perry, Henry A. Kissinger, and Sam Nunn, “Toward a
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and took notes.
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the negative momentum in the US-Russia relationship if the Obama ad-
ministration shows some flexibility and ingenuity.

Since March 2007, Russian and American negotiators have been dis-
cussing the contours of a new bilateral arms control accord to replace the
1991 Strategic Arms Reduction Treaty (START), set to expire in December
2009. In the 2002 Russian-American Strategic Offensive Reductions Treaty
(SORT), known as the Moscow Treaty, Washington and Moscow commit-
ted to reducing their nuclear arsenals to between 1,700 and 2,200 “opera-
tionally deployed strategic warheads” by December 31, 2012. This figure is
lower than some of the limits imposed by START, but SORT’s verification
depends heavily on the extensive on-site inspections, data exchanges, and
other compliance measures articulated in START. Thus, if START expires
without a new agreement, both governments will, as of December 2009, be
severely hampered in their ability to verify any strategic arms control. 

Russian negotiators have pushed for a new legally binding treaty that
would replace START and supersede SORT. The Kremlin wants the new
accord to be more detailed than SORT, whose limits Moscow sees as in-
sufficient to ensure predictability and parity in the Russian-American
strategic balance. Russian representatives also seek to require the United
States to destroy the warheads removed from its active stockpile rather
than simply placing them in storage. Russian leaders are concerned that
the earlier agreements enable the United States to simply “upload” these
warheads back into US strategic systems and thereby quickly reconstitute
its pre-START II force.

In the Strategic Framework Declaration, Moscow and Washington
affirm that any reductions in their nuclear arsenals will represent “a fur-
ther step in implementing our commitments” under the Nuclear Non-
Proliferation Treaty (NPT). Yet, under NPT Article VI, “Each of the Parties
to the Treaty undertakes to pursue negotiations in good faith . . . on a
Treaty on general and complete disarmament under strict and effective
international control.” Given the NPT’s call for nuclear weapons states 
to relinquish their arsenals, many NPT signatories believe that Russia 
and the United States must make more drastic reductions—possibly total
elimination—to meet their NPT obligations.

Russian political and military leaders have stridently denounced Amer-
ican plans to erect a comprehensive ballistic missile defense network be-
yond US territory. In particular, Moscow objects to US steps to deploy
ballistic missile defense systems in Poland and the Czech Republic by
2012–13. The Kremlin rejects the US explanation that these deployments
are to counter threats from the South, notably Iran, claiming instead that
they threaten Russia’s strategic nuclear forces. Russian leaders fear that
this deployment is part of a future global US system, a fear that drives
their insecurity about their country’s future strategic stability. Like NATO
enlargement, the Russian anxiety about missile defense stems from the

128 THE RUSSIA BALANCE SHEET



concern that the United States and its European allies are advancing uni-
laterally without Russia to alter European and global security arrange-
ments to Moscow’s detriment. 

The tensions between Russia and the United States over Georgia have
claimed, at least temporarily, a significant nonproliferation and economic
casualty: the US-Russia Agreement for Peaceful Nuclear Cooperation (123
Agreement), which was signed on May 6, 2008, after nearly two years of
negotiations. The proposed 30-year accord would facilitate the flow of
technologies, materials, and equipment for nuclear research and nuclear
energy.16 But in early September President Bush withdrew the agreement
from congressional consideration. 

The Russian government and nuclear industry had sought the cooper-
ation agreement to enhance their ability to expand the country’s role as a
provider of international nuclear fuel services, as Russia has considerable
excess capacity to manufacture or reprocess uranium fuel for foreign cus-
tomers. Yet most of the world’s nuclear fuel originates in the United
States. Until a 123 Agreement is in place, countries are prohibited from
sending their nuclear fuel of US origin to Russia. Despite the possibility of
increased competition, many representatives of the American nuclear in-
dustry endorsed the proposed Russia-US agreement. They wanted the
option of importing Russian nuclear technology as well as selling Ameri-
can services and equipment directly to Russian buyers—provided the
Russian government opened its nuclear market to foreign competition
and established a comprehensive liability regime for commercial nuclear
activities.17 Arms control experts who backed the accord emphasized the
importance of giving Moscow some financial incentives that might in-
crease its cooperation with Western countries to constrain Iran’s nuclear
weapons program. They hoped that, by offering Russian nuclear energy
companies new markets, the Russian government would find it more ac-
ceptable to reduce nuclear cooperation with Iran.18

Other than the United States, Russia possesses more nuclear material
suitable for manufacturing weapons and relevant expertise than any
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other country. For years, experts have considered the hundreds of tons of
fissile material located in Russia to be the most vulnerable to falling into
the wrong hands. The Strategic Framework Declaration commits both
countries to “expand and strengthen” their joint Global Initiative to Com-
bat Nuclear Terrorism, which aims to improve coordination of nonprolif-
eration programs that contribute to averting nuclear terrorism. Although
it began as a bilateral Russian-American initiative, the Global Initiative
has gained widespread international support, and as of July 2008, 75 coun-
tries were full partners.

After the initial US-Russian Cooperative Threat Reduction (CTR) effort
helped Russia and other former Soviet republics dismantle unwanted 
Soviet-era strategic weapons systems, focus shifted to enhancing the
safety and security of residual weapons against illicit trafficking by ter-
rorists and other nonstate actors. The CTR priority in recent years has
been joint efforts to lessen third-party proliferation threats. This new
focus holds the most promise for future Russian-American threat reduc-
tion cooperation because it moves from the donor-recipient dynamic of
earlier CTR programs to one of joint partnership against common threats.
Russian and American experts have already engaged in periodic discus-
sions about applying CTR-like programs to other countries, especially in
North Korea and Pakistan.19

Flourishing Friendship with China 

In contrast to the deteriorating relationship between the United States and
Russia, friendship has flourished between Russia and China as never be-
fore. Moscow’s attitude toward China reflects its sense of identity as a
uniquely Eurasian power, but its China policy during the past 15 years
has been driven by pragmatic considerations. In 1996 Presidents Yeltsin
and Jiang Zemin established a strategic partnership, which appeared long
on rhetoric and short on substance, but since Putin assumed power in
2000 economic and political cooperation between Russia and China has
deepened. Moscow may not wish to form an alliance with Beijing, but
growing Russian irritation with the United States and Europe has bene-
fited the China-Russia relationship.

A consistent thread running through Russian attitudes toward China
from the Yeltsin era to the present is that China offers important leverage
with the West. As President Yeltsin explained in 1995:

China is a very important state for us. It is a neighbor, with which we share the
longest border in the world and with which we are destined to live and work side
by side forever. Russia’s future depends on the success of cooperation with China.
Relations with China are extremely important to us from the global politics per-
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spective as well. We can rest on the Chinese shoulder in our relations with the
West. In that case the West will treat Russia more respectfully.20

In 2000 Vladimir Putin echoed Yeltsin’s reasoning during his first tour
of Asia: “Russia is both a European and an Asiatic state. It is like a bird
and can fly well only if it uses both wings.”21 Yet Russia’s perspective on
China is based on the traditional realpolitik of the dynamics between ris-
ing and falling great powers; in this Darwinist framework, Russian ap-
preciation of China has risen with the deterioration of US-Russia rela-
tions. When Moscow protested US support for NATO expansion in 1997,
the 1999 war in Kosovo, and the development of national missile defense,
the Yeltsin administration gravitated toward Beijing. More recently, US
support for democracy promotion as well as increased US influence in the
post-Soviet states drove the Putin administration even closer to China.
Like Yeltsin before him, Putin repeatedly invoked an improvement in ties
with China as an alternative to a more pro-Western foreign policy if Wash-
ington did not pay greater attention to Moscow’s interests.

Tellingly, as new president in May 2008, Dmitri Medvedev chose Ka-
zakhstan and China for his first foreign visits. He and China’s president
Hu Jintao signed a Sino-Russian joint declaration on foreign affairs, which
claimed that Russia and China share nearly the same views on almost all
major international issues—missile defense, opposition to expanding mil-
itary alliances, rejection of the militarization of outer space, and support
for China’s position vis-à-vis Tibet and Taiwan. The two presidents also
reaffirmed cooperation on bilateral energy projects and signed important
economic and trade agreements. The rhetoric from Moscow and Beijing
indicates that their relations have never been better, and the economic
data support this claim: Trade between the two countries has grown ex-
ponentially, reaching $40 billion in 2007—a jump of more than 40 percent
from the previous year.22

Yet Russia’s trade with China contradicts the development goals set 
by Moscow in its Concept of Long-Term Socioeconomic Development of
the Russian Federation to 2020 (Russia 2020), in which Russia aims to re-
duce its overreliance on exports of raw materials and encourage more
innovation-based development to diversify its economy. (To that end, the
2020 plan suggests that Europe, Japan, and the United States will play a
much greater role in Russian economic modernization.) Russian exports
to China are overwhelmingly raw materials, such as crude oil and timber,
especially as military technology exports fall, so greater economic ties
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with China do little to promote Russia’s diversification. Moreover, Rus-
sian arms exports, a long-standing cornerstone of Sino-Russian economic
cooperation, have become an unexpected bone of contention. After years
of importing Russian military technology, the Chinese have replicated not
only Russian automatic rifles and rocket launchers but also SU-27S fight-
ers. China has, therefore, reduced its imports of Russian military technol-
ogy and even exports its own versions to traditional Russian clients such
as Angola, Ethiopia, and Syria. 

China, the fastest-growing petroleum consumer in the world, has viewed
Russia as an important alternative source of oil and gas. Russia, in turn,
has used China to frighten its European customers who are nervous about
diminishing supplies. Until recently, however, the Chinese have been frus-
trated by the slow development of the Sino-Russian energy relationship
and by competition for Central Asian resources (notably in Turkmenistan,
but also in Kazakhstan). Yet aside from growing demand, Chinese com-
panies have little to offer in the development of Russian greenfields in
eastern Siberia and the High North, projects that will entail large capital
expenditures and great technical challenges. To the extent that foreign
companies will be allowed to participate in the development of the Rus-
sian hydrocarbon sector, Western businesses have a significant advantage
over Chinese firms. 

Despite these advantages, however, the United States should keep in
mind that during troughs in Russia’s relations with the West, the Chinese
have come to the financial aid of Russian oil giant Rosneft twice in the
past four years: first in December 2004 when China National Petroleum
Corporation (CNPC) lent Rosneft $6 billion to finance the purchase of
former prime Yukos asset, Yuganskneftegaz, and again in February 2009
when CNPC completed a $25 billion loan package to the deeply indebted
and leveraged Russian oil major ($15 billion to Rosneft) and the similarly
leveraged pipeline monopoly Transneft ($10 billion).23

There are striking similarities, however, between the maturing ideolog-
ical foundations that underpin Russia’s and China’s outlooks on the world
and their global roles. The Putin administration began promoting an
emerging ideology, described by Russians as “sovereign democracy,” that
presents Putin as the leader who restored stability and set Russia on the
road to recovery by adapting democratic values and institutions to Rus-
sian values and traditions. Foreign Minister Sergey Lavrov described the
foreign policy analogy to sovereign democracy in a January 2007 speech:

The fundamental principles of Russia’s foreign policy—pragmatism, multiple
vectors, and consistent but nonconfrontational protection of national interests—
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have gained broad international recognition. . . . Many countries have come to re-
alize that a new, safer, fair, and democratic world order, whose foundations we are
laying together, can only be multipolar, based on international law, and regulated
by the UN’s unique legitimacy and central role.24

Lavrov’s rhetoric has much in common with the rhetorical and opera-
tional foundations of Chinese foreign policy, called the Beijing Consensus,
which Joshua Cooper Ramo described as principally a socioeconomic de-
velopment model that the Chinese have successfully implemented. De-
spite the similar name, it differs substantially from the so-called Wash-
ington Consensus promoted by the US government, the International
Monetary Fund, and the World Bank.25

Two major points of the Beijing Consensus resonate with the Kremlin’s
sovereign democracy and have implications for Russia’s foreign policy.
First, there is not just one correct path to development; a country must ex-
periment to find the path best suited to its culture and traditions. Most
Russians today view the advice of Western advisers and multilateral or-
ganizations as having failed and exacerbated Russia’s socioeconomic
problems, so they are interested in exploring non-Western alternatives. 

Second, global power is shifting from the unipolar model of the 1990s
to a genuinely multipolar world. The Russians consider themselves one of
several emerging powers and Putin is especially enamored with the idea
of the joint emergence of the BRICs (Brazil, Russia, India, and China);
Russian and Chinese cooperation on a number of issues seems to support
Putin’s outlook. In the UN Security Council, for example, the Chinese
have consistently followed Russia’s lead both in votes against sanctions
on Iran, Burma, and most recently Zimbabwe and on the importance of
the territorial integrity of Serbia when negotiating the status of Kosovo.

A more serious example of Sino-Russian coordination is the decision in
2005 by the Shanghai Cooperation Organization (SCO)—the intergovern-
mental group consisting of China, Kazakhstan, Kyrgyzstan, Russia, Tajik-
istan, and Uzbekistan—to request clarification from the United States about
its plans for withdrawing from military bases established in Central Asia
after September 11, 2001. The 2005 gathering of SCO foreign ministers in
Moscow also included representatives of states that had recently acquired
observer status—India, Iran, Mongolia, and Pakistan. In his opening re-
marks, Putin crowed about the fact that three billion people, virtually half
the global population, were represented at the gathering and noted that the
“SCO has gone far beyond the framework of the task originally set for it.”

Yet Russian elites remain ambivalent about the emerging Chinese su-
perpower. Russian public opinion about China tends to be quite positive
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but probably reflects Russian national television, which promotes Putin’s
sunny outlook on China. In April 2007 the VTsIOM public opinion re-
search center reported that 63 percent of Russians viewed China as either
a strategic partner or ally, yet at the same time 62 percent saw the in-
volvement of Chinese companies and workers in the development of min-
eral resources in Siberia and the Russian Far East as dangerous for Rus-
sia.26 Many Russians fear that China will eventually take over the almost
unpopulated Russian Far East. 

The Russia-Georgia war tested the Russian-Chinese friendship. China
strongly opposes any secession because of its own predicaments in Tai-
wan, Tibet, and Sinkiang and refused to condone Russia’s recognition of
South Ossetia and Abkhazia. China thus demonstrated that it may value
its relations with Russia but will be reluctant to fully align with Moscow.

Russia as Energy Superpower

The extraordinary rise in oil prices transformed Russia in less than 10 years
from a case of near bankruptcy to one of the world’s largest creditor na-
tions. Yet Russia’s role as a major player in global energy security—espe-
cially as a gas supplier in Europe—is a matter of debate. There are many
areas of concern: the terms and extent of foreign investment in Russia,
Moscow’s dominance over pipelines in the Eurasian region, and the relia-
bility of Russian supplies of gas and oil. The Russian government denies
that its intentions are anything but commercial and maintains that it is a re-
liable supplier, but other governments in the region watch it with trepida-
tion and justifiable distrust. After all, three of the most significant events of
the Putin years pertained to oil and gas: the Yukos affair and the 2006 and
2009 gas disputes with Ukraine. The Yukos affair marked a dramatic power
shift and the recentralization of political and economic authority back to the
Kremlin. In Ukraine Moscow seemed to be punishing the nation for the Or-
ange Revolution and for its rejection of the Kremlin’s favored presidential
candidate (from the Kremlin’s point of view, Russia’s political and eco-
nomic/commercial interests coincided in the Ukrainian gas disputes). In
addition, the coincidence that Russia took this step on the very day that it
assumed chairmanship of the G-8, with energy security as its main theme,
added to the fallout. US Secretary of State Condoleezza Rice was one of the
first international figures to accuse Russia of using energy as a “political
weapon.” Regardless of the merits of Gazprom’s negotiating position, cut-
ting off gas supplies was a public relations fiasco for Moscow. In January
2007 Gazprom undertook a similar cut of its deliveries to and through Be-
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larus because of another pricing dispute. Concern in Europe about exces-
sive dependence on Russia and the need to diversify supplies has been in-
tensifying ever since, and the resonance is loud in Washington as well.

There are two important questions about Russia’s contributions to re-
gional and global energy security: (1) Will consumers of Russian oil and
gas be vulnerable to Moscow’s political whims, or are the Russian com-
panies and state taking measures to ensure adequate supply to meet do-
mestic and foreign demands?27 (2) Will Europe be able to develop a com-
mon energy policy toward Russia? Russia naturally takes advantage of
Europe’s inability to act collectively on energy by providing attractive
terms to politically favored clients such as France, Germany, and Italy, but
the recent threats are enhancing the desire among EU members for com-
mon action.

Russia and the other countries in the region are competing to determine
whether Russia will control the gas and oil pipelines from the former So-
viet Union to Europe. The Kremlin has pursued a concerted strategy to
augment Russian domination of pipeline infrastructure and views efforts
to develop alternative pipeline routes that bypass Russia as hostile. It 
did accept the construction of the large private and foreign-owned Cas-
pian Pipeline System from Kazakhstan to the Russian Black Sea port of
Novorossiisk in the 1990s, but it was forced to accept the US-supported
Baku-Tbilisi-Ceyhan pipeline from Azerbaijan to the Turkish Mediterra-
nean coast. 

The current big competition is whether European countries will build
the Nabucco and Transcaspian pipelines to supply Central Europe with
gas from the Caspian Basin or whether Gazprom’s South Stream pipeline
project through the Black Sea to Italy will outcompete it. Related disputes
have prevented Russia and Europe from agreeing on the Energy Char-
ter Treaty, which Moscow has refused to ratify principally because of
Gazprom’s refusal to renounce its monopoly of domestic gas pipelines.

The gas dispute with Ukraine in January 2006—Gazprom shut off gas
supplies for two days to that country and, therefore, partially to eight
European customers as well—raised questions about Moscow’s reliability
as a supplier. The complete and much longer supply disruption in Janu-
ary 2009 confirmed Gazprom’s unreliability. Whether Russia is a respon-
sible stakeholder on energy security depends on where you sit. Germans
have had positive experiences, unlike residents of the Baltic States, Be-
larus, the Caucasus, Moldova, Poland, or Ukraine. However, Russian be-
havior is not so different from that of other large hydrocarbon suppliers
when a high-price environment enhances their leverage. When prices are
skyrocketing, Russian companies are not alone in revisiting contracts,
production-sharing agreements, and equity stakes that were negotiated
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when prices were much lower. The recent demonstration in Georgia,
however, of Moscow’s willingness to use force outside its constitutional
borders marks a new development bound to affect the calculations of all
neighboring states on a wide variety of issues, including energy. 

The controversy surrounding the gas cutoffs to Ukraine has obscured
two underlying problems: the growing strain between supply of and de-
mand for Russian gas and the Kremlin’s decision to end its subsidization
of the CIS countries with cheap gas. Gazprom’s production has been stag-
nant for years, while the demand for Russian gas both abroad and at home
is steadily rising. All production growth after 2000 has come from in-
dependent Russian gas companies, and they are increasingly constrained
or nationalized. This brings us back to the Yukos case and the push for
greater state intervention in the energy sector. Is the Russian state killing
the goose that lays the golden egg? Is the ruling elite interested in enlarg-
ing the country’s energy-sector pie—or merely getting larger pieces for
themselves? 

Democracy and Human Rights 

US and European support for democracy promotion in Russia has been
increasingly controversial in Russian-Western relations and ultimately in-
effective. When Russia started the first Chechnya war in December 1994,
Western criticism was limited, as Russia was recognized as a democracy;
most criticism was domestic. When Russia launched the second Chech-
nya war in September 1999, domestic criticism was contained, whereas
the West was more critical, but the Kremlin simply ignored the criticism.
Beginning in 2000, Putin systematically undermined political and civil
freedoms, but gradually and always with some formal, legal excuse that
minimized foreign criticism. In response to Western criticism of Russia’s
authoritarian drift and accusations of human rights violations, corrup-
tion, and other abuses, officials countered with a steady refrain of double
standards. 

More recently, Russian leaders were alarmed by the color revolutions 
in Georgia (2003), Ukraine (2004), and Kyrgyzstan (2005), especially after
Ukraine’s Orange Revolution inspired George W. Bush to speak eloquently
about democracy and peace in his second inaugural address in 2005.28 With
support from China and other authoritarian governments in the region,
Russian leaders sought to break this momentum. Putin condoned the mas-
sacre by Uzbek security forces in Andijan in May 2005, and the wave of de-
mocratization seemed to be over as the authoritarian capitalists mobilized.
As Thomas Carothers observed in 2006, “The growing backlash [against

28. Much of the discussion on democracy promotion is derived from Andrew Kuchins,
“État Terrible,” National Interest (September/October 2007): 92–96.
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democracy] has yet to coalesce into a formal or organized movement. But
its proponents are clearly learning from and feeding off of one another.”29

Russia’s somewhat liberal approach to economic integration contrasts
starkly with the Kremlin’s posture in the debate between national sover-
eignty and international intervention to promote democracy and address
human rights abuses. In these areas, Russia under Vladimir Putin devel-
oped what Sarah Mendelson called a sense of “hypersovereignty.”30

Russia has also taken steps—in alliance with China and others—to sys-
tematically thwart the efforts of international organizations responsible
for establishing and defending human rights. Russia’s relationship with
OSCE and the Council of Europe, which both address human rights con-
cerns, has been tense for years as Moscow has aggressively sought to re-
duce their role in election monitoring and human rights protection. 

For all these reasons, practitioners and academics working on democ-
racy promotion and human rights increasingly view Russia more as a de-
termined spoiler than a responsible stakeholder.31 The West has largely
accepted that it can do little about human rights in Russia and has toned
down its criticism, which does not seem likely to lead to any concrete ben-
efits and which the Kremlin simply ignores.

Conclusion

This review of selected major issues in Russia’s foreign policy illustrates
several points. First, the nature and goals of future Russian foreign policy
will depend primarily on how the country develops domestically. The 
big contrasts between Russia’s foreign policy in the 1990s and the 2000s 
are largely due to two factors: domestic political values and economic
strength. The drastic downturn in Russia’s economic situation at the end
of 2008 and the uncertainty about its duration have radically altered the
assumption of a relatively high oil price on which the Kremlin has oper-
ated for the last several years.

Second, the international oil price appears to be the most important de-
terminant of Russian foreign policy. A high oil price has closely correlated
with more assertive and aggressive Soviet and Russian foreign policy for
the last 40 years. The first oil crisis in 1973 culminated in the invasion of
Afghanistan in December 1979. Mikhail Gorbachev’s and Boris Yeltsin’s
rapprochement with the West and retrenchment of Russian international

29. Thomas Carothers, “The Backlash against Democracy Promotion,” Foreign Affairs 85, 
no. 2 (2006): 55–68.

30. Sarah Mendelson, “Russia Today: In Transition or Intransigent,” testimony before the US
Commission on Security and Cooperation in Europe, May 24, 2007, www.csis.org (accessed
on February 1, 2009).

31. Mendelson, “Russia Today.”
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power coincided with low oil prices; Putin’s “resurgent Russia” of the
past five years has been facilitated by a massive inflow of gas and oil rev-
enues. The two peaks of hydrocarbon revenues around 1980 and the sum-
mer of 2008 correspond to the last two instances of Russian military en-
gagement in conflicts abroad.32

If the current low oil prices endure and history is a guide, there should
be a change in the substance and tone of Russian foreign policy toward
greater accommodation to the West. Foreign policy decisions will be con-
strained by their economic costs; for example, the recent foray of the Rus-
sian navy into Latin America may seem an unaffordable luxury in the
next year. The Obama administration may thus find a more pliable part-
ner in Russia in the coming year. The danger, however, is that the Krem-
lin will react to growing social and political unrest due to economic hard-
ship with a brutal crackdown, which would naturally be accompanied by
a more isolationist, prickly, and dangerous foreign policy, particularly to-
ward its neighbors. 

A third aspect of Russian foreign policy is that the Russians are ingrained
practitioners of realpolitik. Their international outlook is pragmatic and re-
alistic. That is why the oil price is so important for Russian foreign policy.

A fourth consideration is Russia’s actual interests. In its attitude toward
its near abroad, Russia behaves as any traditional great power—wanting
to have influence—and its greatest sources of influence on the world stage
are its nuclear arms and its energy assets. The nuclear arms are likely to
have a positive influence, as they promote Russian partnership with the
United States. The energy assets have a negative influence when prices
are high, but should be a source of international cooperation in times of
more moderate energy prices.

Finally, as a large open economy and a great power, Russia has a con-
siderable interest in being a full-fledged participant in the international
system and its governance. The overall challenges of reforming institu-
tions of global governance weigh most heavily on the United States, since
Americans played the lead role in creating the existing system. But the
unipolar moment is fading, as is the broader historical dominance of the
West that has lasted for nearly 300 years. Russia is not very different from
other large emerging powers in that it will likely behave more responsi-
bly to the extent that its leaders believe they participate in the shaping
(and reshaping) of international political, security, and economic institu-
tions. Russians appear eager to play a more leading and vocal role, in-
cluding by championing the interests of other powers that were not in-
volved in crafting the existing institutions.



9
Pressing the “Reset Button” on
US-Russia Relations

Whither Russia? Russia’s economic circumstances as well as its articu-
lated goals hold the answer to this eternal question. In this concluding
chapter, we outline a policy approach for the Barack Obama administra-
tion. We believe our views reflect to some degree an emerging consensus
for the new administration’s Russia policy.1

Russia is important for US foreign policy in many ways. The United
States needs a more constructive relationship with Russia to address
many core global security issues including nuclear security and nonpro-
liferation, terrorism, energy, and climate change. The United States also
needs to assume a stronger leadership role in reforming the institutions of
global governance as the international system evolves in a more pluralis-
tic direction. Assimilating the rapidly rising emerging powers—including

1. On the eve of the Obama administration, numerous papers were published on a new US
policy on Russia. We tried to draw on them all, with particular attention to two: Steven Pifer,
“Reversing the Decline: An Agenda for U.S.-Russian Relations in 2009,” Brookings Pol-
icy Paper 10 (Washington: Brookings Institution, January 2009) and Stephen Sestanovich,
“What Has Moscow Done? Rebuilding U.S.-Russian Relations,” Foreign Affairs (November/
December 2008). We also consulted Henry A. Kissinger and George P. Shultz, “Building on
Common Ground with Russia,” Washington Post, October 8, 2008, A19; Michael McFaul,
“U.S.-Russia Relations in the Aftermath of the Georgia Crisis,” testimony to the House Com-
mittee on Foreign Affairs, US Congress, Washington, September 9, 2008; and Rose Gotte-
moeller, “Russian-American Security Relations after Georgia,” Carnegie Endowment for In-
ternational Peace Policy Brief (Washington: Carnegie Endowment for International Peace,
October 2008). Dmitri Trenin offers a useful Russian commentary; see “Thinking Strategi-
cally about Russia,” Carnegie Endowment for International Peace Policy Brief (Washington:
Carnegie Endowment for International Peace, December 2008).



Russia—will be easier if Russia is a constructive partner rather than an ob-
structionist outsider or, worse, a revanchist bully. 

The global financial crisis and Russia’s battered international reputa-
tion in the wake of the August 2008 war in Georgia and its January 2009
gas war compel Russian leaders to reconsider its foreign policy. At this
critical juncture, the United States has a new opportunity to shape how
Russia conceives of its interests, and we suggest steps the United States
can take to improve its Russia policy. 

Deterioration of US-Russia Relations

The hostilities between Russia and Georgia that began on August 8, 2008,
brought the US-Russia relationship to a new post-Soviet nadir, its lowest
point since before the Reykjavik summit between Ronald Reagan and
Mikhail Gorbachev in 1986. The war in Georgia made clear that US policy
toward Russia requires a fundamental reassessment and a new direction. 

The war and its aftermath also confirmed that nearly 20 years after the
fall of the Berlin Wall and the end of the Cold War, Russia has not suc-
cessfully integrated into a European or broader Eurasian security frame-
work. Yet, “To reach its full potential . . . Russia needs to be fully inte-
grated into the international political and economic order,” as former US
Secretary of State Condoleezza Rice put it.2 Neither Russia nor its neigh-
bors will feel secure unless Russia is more committed to regional security
arrangements. 

Despite the new low in the US-Russia relationship, the United States un-
dertook few concrete measures in response. It withdrew the completed
US-Russia Agreement for Peaceful Nuclear Cooperation (123 Agreement)
from consideration in the US Congress, but neither the United States nor
the European Union imposed any sanctions against Russia. In anticipation
of Western reactions, however, Moscow officially suspended its attempts
to enter the World Trade Organization (WTO), and Russian anti-American
propaganda reached a crescendo not heard since the Soviet period. 

Before we discuss what the United States should do, however, it is im-
portant to establish why US-Russia relations have deteriorated to such an
extent. Relations between the two countries seemed to enjoy a new be-
ginning with the election of both George W. Bush and Vladimir Putin in
2000. Their mutual agenda had shrunk and become much less ambitious,
no longer including economic assistance and Russian reforms. The Bush
administration’s primary aim was to abolish the bilateral Anti-Ballistic
Missile (ABM) Treaty of 1972 in order to develop missile defense. A sec-
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ondary American goal was to engage Russia against nuclear proliferation,
especially with respect to Iran. The Bush administration paid less atten-
tion to issues of previous importance—the former Soviet republics, en-
ergy, democracy, human rights, and commerce. Its policy toward Russia
followed a “minimalist-realist” agenda. 

Chronology of Key Events

Putin’s initial agenda focused on elevating Russia’s international position.
To that end, he undertook significant goodwill gestures toward the United
States, closing a Russian intelligence-gathering facility in Cuba and a naval
base in Vietnam. The high point of the Bush-Putin relationship came after
9/11 at the Moscow summit in May 2002. The United States needed bases
in Central Asia for its war in Afghanistan and Putin accommodated this
request. The two countries concluded the Strategic Offensive Reduction
Treaty (SORT or Moscow Treaty) in 2002, and Russia accepted without
protest the US abandonment of the ABM Treaty in December 2001. In re-
turn, the United States did little for Russia other than to discontinue its
criticism of Russia’s policy in Chechnya and, in 2002, recognize Russia as
a market economy.

Before long, however, the US-Russia relationship began to deteriorate
on a broad front. At the end of 2002 and in early 2003, the presidents of
France, Germany, and Russia jointly protested US plans for a war in Iraq
against Saddam Hussein, although the United States largely refrained
from criticizing Russia for its opposition. 

With the confiscation of the oil company Yukos, initiated in 2003, Russia
began renationalizing its oil and gas assets, leaving less room for foreign
oil companies. The losses of American shareholders probably amounted to
as much as $12 billion, but the US government did not publicly protest.

In 2004 the deterioration in US-Russia relations became more obvious.
In March, Bulgaria, Estonia, Latvia, Lithuania, Romania, Slovakia, and
Slovenia became members of the North Atlantic Treaty Organization
(NATO), which prompted sharp Russian protests, especially against the
admission of the three Baltic countries. The Kremlin viewed this develop-
ment as US intrusion in its sphere of influence and only grudgingly ac-
cepted the new countries’ status. In July of that year the West was shocked
by the murder in Moscow of the American Forbes Russia editor Paul Kleb-
nikov. But with the Orange Revolution in Ukraine that fall, the deteriora-
tion became a rupture. Russia and Putin himself had heavy-handedly
intervened in the Ukrainian presidential elections to direct the election re-
sults to their advantage. A united West protested, and although the
United States carefully avoided taking the lead and instead ceded the
diplomatic response to Europe, the Kremlin considered the protest a US-
led conspiracy against its influence in its “near abroad.”
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In April 2005 Putin stunned Western observers when he asserted in his
annual address that “the collapse of the Soviet Union was the biggest
geopolitical disaster of the century.”3 Then in December of that year, Rus-
sia adopted a restrictive law on nongovernmental organizations despite
both American and European protests. 

In January 2006 Gazprom disrupted gas deliveries to Europe through
Ukraine for two days, raising concerns about Russia’s reliability as a sup-
plier. In July, however, Bush proceeded as though nothing had happened
and attended the St. Petersburg G-8 summit, which was held as a cele-
bration of Putin’s rule in Russia; the United States concluded bilateral
WTO negotiations with Russia in November 2006. At about the same time
the world learned of the murders of journalist Anna Politkovskaya in
October and security police defector Aleksandr Litvinenko in London in
November.

In February 2007 Putin dramatically escalated his rhetoric after the
United States revealed plans to establish antimissile bases in Poland and
the Czech Republic. He threatened to withdraw from two arms control
agreements, the Treaty on Conventional Armed Forces in Europe (CFE)
and the Intermediate-Range Nuclear Forces (INF) Treaty.4 And in Decem-
ber Russia suspended its implementation of the CFE Treaty. 

In 2008 both Georgia and Ukraine applied for membership action plans
(MAPs) to NATO. In protest, Putin threatened them at the NATO Bu-
charest summit in April. If Ukraine was allowed to join NATO, he said,
“this may bring into question Ukraine’s existence as a sovereign state.”5

After the NATO summit, Russia quickly strengthened its support for
the two secessionist Georgian territories, Abkhazia and South Ossetia. 
But a rapid escalation of military incidents led to a full war that broke 
out between Georgia and Russia on the night of August 7, and the next
day Russian troops invaded parts of Georgia. The war ended after just
five days thanks to European mediation. Soon after, referencing the
precedent of Western recognition of Kosovo’s independence in February,
Russia formally recognized Abkhazia and South Ossetia as independent
states, but to date only Nicaragua has recognized these two statelets. Rus-
sia’s recognition of Abkhazia and South Ossetia marked a sharp reversal
of post-Soviet Russian foreign policy to respect the territorial integrity of
its neighbors.

After the Georgia war, Russia has let up a little, but not much. On No-
vember 5, 2008, a few hours after the election of Barack Obama as US
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president, President Dmitri Medvedev held his first annual address to the
Russian parliament. Ignoring the newly elected US president, Medvedev
announced that Russia would deploy nuclear missiles in the Kaliningrad
exclave, targeting Poland and the Czech Republic since they had accepted
American missile defense installations. Later in November, Medvedev
toured Cuba and Venezuela as Russian bombers and naval ships toured
the region. Yet in a positive gesture, Medvedev promised in January 2009
not to locate the missiles targeting Poland and the Czech Republic in the
Kaliningrad region. Still, on February 3, Kyrgyz President Kurmanbek
Bakiyev announced that he asked the United States to evacuate its Manas
air base from his country. He did so during a visit to Moscow, because
Russia had offered him better financing. Moscow did so although it has a
clear security interest in the United States and its allies defeating the Tal-
iban in Afghanistan. Then on February 6, to accentuate the mixed mes-
sage, the Russian foreign minister announced that Russia had agreed to
open itself as a transit corridor for nonlethal materials from the United
States to reach Afghanistan. In sum, Russia’s anti-American policies have
become a little less pronounced but not softened much.

Differing Values and Problematic Policies

We hope that Russia and the United States have reached the end of the un-
fortunate trajectory of the past eight years. To reverse the destructive mo-
mentum, it is necessary to establish why things went so wrong. 

Presidents Bush and Putin met no fewer than 27 times, far more than the
18 meetings between Presidents Clinton and Yeltsin. Meetings, however,
do not necessarily solve problems. Moreover, President Bush repeatedly
and publicly praised his Russian colleague and seemed to presume that
the two of them shared democratic and legal values, despite Russia’s
record consistently suggesting the contrary. Indeed, in 2004, then US am-
bassador to Moscow Alexander Vershbow observed that the main hazard
in the US-Russia relationship was the “values gap,”6 which has persis-
tently grown. As Ronald Asmus wrote, “The gap between Western and
Russian values and our readings of recent history is greater today than at
any time since communism’s collapse.”7

On the eve of the second Bush administration and in the wake of the Or-
ange Revolution in Ukraine, many concerned Russian and American ob-
servers viewed the breakdown of trust between Washington and Moscow
as more pernicious than the “values gap” and suggested that the two

6. Sestanovich, Foreign Affairs, 12.

7. Ronald D. Asmus, “Dealing with Revisionist Russia,” Washington Post, December 13, 2008,
A15.
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countries focus on an agenda of common interests to restore trust.8 Al-
though Moscow was receptive to this approach, Washington was not. The
Bush administration was riding the crest of the momentum of the color
revolutions and placed democracy promotion and US values, at least
rhetorically, near the top of its foreign policy agenda. This momentum
would soon reverse, however, lending credence to Moscow’s view of the
Bush agenda as a cynical fig leaf for the expansion of American hegemony
in Eurasia.

In the spring of 2006 the Council on Foreign Relations published a com-
prehensive report on the US-Russia relationship entitled Russia’s Wrong
Direction.9 The report’s assessment and recommendations concerning de-
velopments in Russia and its foreign policy were quite sensible and bal-
anced. But the problem with the broader message of the report, beginning
with the title, was the implication that most of the problems in the rela-
tionship were Russia’s fault. Not surprisingly, the report received sub-
stantial criticism from Russian government officials and elites. It also be-
came a lightning rod for debate over policy toward Russia, illustrating
how difficult it was for Republicans and Democrats to agree on the con-
tributions of the United States, and specifically the Clinton and Bush ad-
ministration policies, to the deterioration of the relationship. As Henry
Kissinger and George Shultz noted, “fairness requires some acknowledg-
ment that the West has not always been sensitive to how the world looks
from Moscow.”10

US policy on Russia has suffered from many flaws. Most fundamen-
tally, the Bush administration never had an explicit Russia policy, instead
pursuing disparate policies such as those for arms control and energy se-
curity. Furthermore, the many Bush-Putin meetings were characterized as
fly-by summits, mostly lasting no more than an hour or so; they accom-
plished little, and it is difficult to escape the impression that the resulting
photos were more important than the substance of the discussion. 

Since the United States did not have a Russia policy, it did not have 
a functioning interagency process either to ensure accountability or to
follow up on promises made at the Bush-Putin summits, giving Putin 
the impression that Bush was an unreliable partner. The most obvious ex-
ample is that Bush, like Clinton, promised his Russian colleague at least
twice to have Congress repeal the anachronistic Jackson-Vanik Amend-
ment but did not follow through with a serious attempt to do so. In con-
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trast, although there were significant conflicts during the Clinton-Yeltsin
period, the Gore-Chernomyrdin Commission had ensured broad bilateral
contacts between many government agencies from 1993 to 1999—a mech-
anism that the Bush-Putin relationship lacked. 

The two new leaders never enjoyed any common understanding. The
Bush administration assumed that Russia was a dwindling power of little
significance, ignoring Russia’s booming economy. Needless to say, this at-
titude did not go over well with the Russians. When Putin initially made
substantial concessions to the United States—closing military facilities in
Cuba and Vietnam—he received nothing in return. The Russian percep-
tion was that the Bush administration viewed these acts as signs of weak-
ness rather than as gestures of goodwill.

Aside from the Putin government’s preference for binding nuclear arms
control agreements, both the Bush and Putin administrations aspired to
reduce the number of international treaties and the influence of interna-
tional organizations. The United States abrogated the ABM Treaty and
Russia suspended the CFE Treaty. The United States bypassed the United
Nations, and Russia undermined the Organization for Security and Co-
operation in Europe (OSCE) and blocked UN Security Council sanctions
against countries such as Iran, Zimbabwe, and Burma/Myanmar. 

By the end of 2008, the balance sheet for the two countries did not look
good. The US-Russia energy dialogue had all but ceased. Although the
United States and Russia concluded a bilateral protocol on Russia’s WTO
entry in November 2006, Russia’s accession stalled. The US-Russia bilat-
eral investment treaty of 1992 remained unratified by the Russian parlia-
ment. Apart from the Moscow Treaty of 2002 and the 123 Agreement of
2008 on civilian nuclear cooperation, which has not been ratified, the
United States and Russia under Putin and Bush concluded no significant
bilateral agreements.

The Kremlin’s perception is that the United States is encircling Russia
through NATO enlargement and missile defense installations in Poland
and the Czech Republic. The United States considers that Russia has aban-
doned its democratic trajectory and is growing more closed to foreign in-
vestment, notably in the important energy sector. The United States is also
concerned that, although Russia ranks as one of the most corrupt countries
in the world, the Kremlin does little to improve the situation.

Mutual distrust prevails between Washington and Moscow. The rela-
tions have not developed but shrunk in recent years. Because of the lack
of strong ties and shared commitments, the cost for Moscow to act against
the United States is low. But Henry Kissinger and George Shultz recently
observed that “isolating Russia is not a sustainable long-range policy. It is
neither feasible nor desirable to isolate a country adjoining Europe, Asia
and the Middle East and possessing a stockpile of nuclear arms compara-
ble to that of the United States.”11 If relations between the two countries
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were more extensive, as between Russia and Germany, mutual under-
standing and confidence would be greater. The Obama administration will
need to make a substantial and coordinated effort to improve the US-
Russia relationship and generate mutual confidence. It is essential to halt
and reverse the current steady deterioration of the relationship.

Alternative Scenarios for US-Russia Relations

For a decade until 2008, Russia’s GDP in US dollars rose nine times from
$200 billion to $1.8 trillion, but that is still only 2.5 percent of global GDP.
Even so, the Kremlin presented Russia as a revanchist economic power-
house. As oil prices plummeted from $147 in July 2008 to $35 at present,
these pretenses have fallen in tatters. But Western engagement and inte-
gration present an opportunity to shape Russia’s possible new course, both
internally and externally.

Russia has reached the end of the road in resource-based development
and catch-up growth, but it remains only semimodernized and highly
vulnerable to external circumstances beyond its control, primarily the oil
price. About 85 percent of its exports are based on energy and commodi-
ties such as metals and chemicals. With the exception of the arms indus-
try, Russia’s manufacturing has largely failed to develop because of an
adverse business climate (widespread corruption and onerous state inter-
vention) and a lack of comparative advantages outside of the commodity
sector. 

The global financial crisis has hit Russia hard. As commodity prices
have fallen sharply, the status quo is not a viable option. Russia cannot
continue to depend to such an extent on its resource wealth, which is
prone to booms and busts. No other large emerging market or developed
economy is so dependent on a single volatile factor (the oil price) as is Rus-
sia. Sustaining economic growth for the country’s population will have a
direct influence on popular support for the government. A recent study by
Daniel Treisman found that the popularity of Russian presidents “closely
followed perceptions of economic performance, which, in turn, reflected
objective economic indicators.” Thus the presidential approval rating de-
pends on the Russian people’s sense of material well-being; “most other
factors”—such as the war in Chechnya, in the case of Putin in 1999—“had
only marginal, temporary effects.”12

Russia faces two starkly different choices for its economy. One option is
to continue the current course toward increased state control and rena-
tionalization, which would result in economic domination by large mo-
nopolistic state corporations. In that case, the country would have little

146 THE RUSSIA BALANCE SHEET

12. Daniel Treisman, “The Popularity of Russian Presidents” (paper presented at the Fron-
tiers of Political Economics conference, New Economic School, Moscow, May 30–31, 2008).



need for the WTO, and increasing isolationism would be the natural out-
come. Russia’s economic growth, however, would probably wither, be-
cause such a system breeds stagnation.

The alternative would be to return to the liberal economic reform
agenda that Putin abandoned in 2003. Indeed, then presidential candidate
Dmitri Medvedev’s February 15, 2008, speech in Krasnoyarsk called for
the revival of such a program.13 In his speech in Davos on January 28,
2009, Putin further stated: “The crisis has exposed the problems we have.
They are an excessive orientation of exports, and of the economy, toward
natural resources and a weak financial market. . . . There is a greater de-
mand for the development of basic structures. . . .”14 Major elements of
such a policy would be the control of corruption, deregulation of the do-
mestic economy, and reinforcement of private property rights. Such an
economic choice would naturally accompany political liberalization and
enhanced international integration. 

Our view is that the second option is more likely because the growth
motive is pervasive in the current Russian establishment, and so US pol-
icy should be designed primarily for that option. Yet US policy must also
prepare for less felicitous alternatives. We, therefore, consider three sce-
narios of US-Russia relations. 

The worst scenario would be a New Cold War15 in which Russia and the
United States would work against one another around the globe. Many ob-
servers point to Putin’s anti-American speech in Munich in February 2007
as proof of that intention on Moscow’s part.16 The August 2008 war in Geor-
gia and the gas disruption in January 2009 also seem to point in this direc-
tion. Yet an adversarial policy, with full-scale containment and abandon-
ment of engagement, is neither useful nor desirable and must be avoided.

The second scenario is realistic engagement: an ambition to develop
productive and constructive relations, with an understanding that Russia
and the United States have different values as well as some common in-
terests. In this scenario, the two countries promote and pursue their
shared interests, while acknowledging and managing their contradictory
interests. Secretary of State Condoleezza Rice’s valedictory address on

13. Transcript of the speech of the first deputy chairman of the Government of Russia,
Dmitri Medvedev, at the 5th Krasnoyarsk economic forum “Russia 2008–2020. Management
of Growth,” February 15, 2008 [Stenogramma vystupleniya Pervogo zamestitelia Predse-
datelia Pravitelstva Rossiyi Dmitriya Medvedeva na V Krasnoyarskom economicheskom
forume “Rossiya 2008–2020. Upravleniye rostom”], available at www.rost.ru (accessed on
February 9, 2009).

14. “Putin’s Speech at Davos World Economic Forum,” Russia Today, January 28, 2009, avail-
able at www.russiatoday.com (accessed on February 2, 2009).

15. Edward Lucas, The New Cold War: Putin’s Russia and the Threat to the West (New York: Pal-
grave Macmillan, 2008).

16. John R. Bolton, “Russia Unromanticized,” Washington Post, October 20, 2008, A15.
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Russia on September 18, 2008, sums up this policy.17 In light of current
Russian policies, this is the natural choice.

The third scenario is full-fledged engagement based on converging val-
ues. This was the aim of President Clinton and the initial assumption of
President Bush. The precondition is that Russia truly transforms. Although
such a development may not appear likely today, the United States
should remain open to such a possibility. 

US policy on Russia should aim for constructive engagement based on
a realistic understanding of differences in values, interests, and goals. It
should promote mutual confidence between the two countries and deepen
and broaden the relationship so that it encourages the development of
greater understanding and respect.18

Key Areas of US-Russia Cooperation

Our main recommendation for the US policy community is that integra-
tion, as opposed to isolation, is the best way to “manage Russia’s rise,” to
borrow a phrase from US policy on China. From an American perspective,
Russia and China are becoming increasingly similar as authoritarian poli-
ties with powerful interests in deeper economic integration, yet US policy
on China has been considerably more successful than that on Russia in
recent years, not least because it is so much more important for the US
economy.

Vice President Joseph Biden set the line of the Obama administration on
US-Russia relations in his speech in Munich on February 7, 2009, when he
stated: “It is time to press the reset button and to revisit the many areas
where we can and should work together.” He also stated that “the United
States and Russia can disagree and still work together where our interests
coincide.”19 The new US policy cannot, however, be unconditional. Rus-
sia needs to comply with elementary rules of international conduct. Un-
fortunately, the last year witnessed several impermissible acts by Russia.
Its war in Georgia and its recognition of the independence of Abkhazia
and South Ossetia violated multiple commitments to sovereignty and ter-
ritorial integrity. By cutting gas and oil supplies to numerous countries
without warning for two weeks, Russia endangered energy security. By
promising to deliver air defense missiles to Iran, Russia is undermining
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US attempts to persuade Iran’s leadership to abstain from the develop-
ment of nuclear arms. And the official Russian media’s anti-American
propaganda casts the United States as a convenient scapegoat that the
Kremlin can blame for Russia’s economic woes and geopolitical isolation.
None of these acts is acceptable from a US point of view, and Russia must
show some goodwill if the two countries are to engage in a constructive
realpolitik. 

There are six key areas of desired cooperation: Iran and missile defense,
European and regional security including Afghanistan, arms control, com-
mercial relations, energy policy, and democracy and human rights.

Iran and Missile Defense

The greatest security concern of the United States is Iranian access to in-
tercontinental ballistic missiles with nuclear warheads that can threaten
the United States. Both the Clinton and Bush administrations tried to
work with Russia to reduce this threat. But Russia has completed a non-
military nuclear power station in Bushehr in Iran and agreed to provide
the Iranians with S-300 ground-to-air missiles, diminishing the threat to
Iran of possible American or Israeli bombings. In the United Nations, Rus-
sia has persistently argued against sanctions on Iran and thus eased the
international pressure on Iran. 

The US assumption has been that Russia should be worried about nu-
clear proliferation to Iran, but Russia’s actions suggest that its worries 
are limited. As Stephen Sestanovich writes, “Moscow is no more likely to
support a drastic increase in U.S. pressure against Iran . . . than it did
against Iraq in the lead-up to the 2003 war.”20 Russia can rightly point to
Washington’s relative equanimity when India and Pakistan acquired nu-
clear arms and missiles.

To counter the Iranian nuclear threat, the United States has concluded
agreements with the Czech Republic and Poland about missile defense in-
stallations there. Moscow has reacted sharply, alleging that the real pur-
pose is to intimidate Russia. It has threatened to target the Czech Repub-
lic and Poland with nuclear missiles, but it has also offered to cooperate
with the United States in a missile defense installation in Azerbaijan, an
offer that the United States has declined.

The Obama administration needs to break this logjam, ideally with a
two-part solution. One part should initiate direct negotiations with Iran
and encourage Moscow to put more pressure on Tehran. But Russia is
clearly part of the Iranian issue, and it is important to transform its role
from that of principal agent to one party among many.

The other part of the solution should tie the development of missile de-
fense to progress in the containment of Iran’s nuclear arms program. The

20. Sestanovich, Foreign Affairs, 15.
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United States could undertake a couple of goodwill gestures to facilitate
such progress. First, greater transparency—for example, through a return
to the agreement to establish a joint data exchange center and cooperation
on shared early warning data—will diminish Russian suspicions. Second,
a review and delay of the plans for missile system deployments could per-
mit needed progress in the containment of Iran’s nuclear program. Third,
an agreement in principle between the United States and Russia to work
together to develop broader missile defense capabilities could ultimately
provide for a global missile defense system that includes Russia. Still, the
United States must not let down its loyal allies Poland and the Czech Re-
public. Deployment should be delayed but not canceled, pending more
challenging testing to ensure that the system actually works. Biden has in-
dicated that the new administration is choosing this road: “We will con-
tinue to develop missile defenses to counter a growing Iranian capabil-
ity—provided the technology is proven to work and is cost-effective.”21

Since the system deployments planned for Poland and the Czech Re-
public are designed to address threats from the south, the United States
should also engage with the Russians on a joint threat assessment of 
the region that includes Iran but stretches more broadly throughout the
Greater Middle East. 

European Security, NATO, and the OSCE

Russia has a nearly symbiotic economic relationship with Europe, which
serves as a powerful foundation for their interdependency, but it needs to
be a full participant in European norms and rules. Russia should feel it is
inside the tent rather than brooding outside in the cold. It must have a
stake in peace in Europe. The war in Georgia showed how brittle security
remains in Europe and made plain that the issue is much more important
than at any time since 1991. Because the United States has broad global se-
curity responsibilities, the onus is on Washington to take the lead in re-
casting European security. 

A prime goal of the United States must be to guarantee the sovereignty
and territorial integrity of other states in Europe. Russia’s recognition of
the independence of Abkhazia and South Ossetia violates the generally
accepted principle of sovereignty and territorial integrity of states, clearly
set forth in the OSCE Convention. 

The outstanding bone of contention is Ukraine—Russian pundits ar-
gued in 2008 that it represents 90 percent of Russia’s foreign policy. It is,
therefore, appropriate to carefully examine what Russian leaders say
about Ukraine. The most salient comments are from President Putin’s
speech at the NATO summit in Bucharest in April 2008, when he sug-
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gested that Ukraine lacked legitimacy as a state and then threatened to
end its existence:

� “As for Ukraine, one third of the population are ethnic Russians. Ac-
cording to official census statistics, there are 17 million ethnic Russians
there, out of a population of 45 million. . . . Southern Ukraine is en-
tirely populated with ethnic Russians.” 

� “Ukraine, in its current form, came to be in Soviet-era days. . . . From
Russia the country obtained vast territories in what is now eastern and
southern Ukraine.”

� “Crimea was simply given to Ukraine by a CPSU Politburo’s decision,
which was not even supported with appropriate government proce-
dures that are normally applicable to territory transfers.” 

� “If the NATO issue is added there, along with other problems, this
may bring into question Ukraine’s existence as a sovereign state.”22

Putin appears to question the legitimacy of the breakup of the Soviet
Union and the resulting borders. As Michael McFaul stresses, “The United
States and Europe must act proactively to deter Russian hostile actions
against the other post-Soviet democracy at risk, Ukraine.”23

The United States has already guaranteed the sovereignty and territor-
ial integrity of Ukraine and other post-Soviet countries in multiple agree-
ments. The OSCE Convention applies to all of these states. In addition, the
United States offered strong security guarantees to Belarus, Kazakhstan,
and Ukraine when they agreed on denuclearization in 1994. The United
States can and should persistently remind Moscow of the validity of these
agreements to avoid any repeat of the war in Georgia.24

The critical issue is the application by Georgia and Ukraine for MAPs
to NATO and the possibility of their eventual NATO membership. Their
applications were rebuffed by the NATO summit in Bucharest, but its
communiqué stated that

NATO welcomes Ukraine’s and Georgia’s Euro-Atlantic aspirations for member-
ship in NATO. We agreed today that these countries will become members of
NATO. . . . MAP is the next step for Ukraine and Georgia on their direct way to
membership. Today we make clear that we support these countries’ applications
for MAP.25

22. “What Precisely Vladimir Putin Said at Bucharest,” Zerkalo nedeli, April 19, 2008.
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24. Ibid.
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On the one hand, Ukraine and Georgia are sovereign states entitled to
seek membership in NATO. On the other hand, they are not militarily and
politically ready, key European allies oppose their MAP and membership
(for now), and Russia objects vehemently. A middle way is needed. In De-
cember 2008 NATO foreign ministers seemed to have found a solution:
Ukraine and Georgia will have national action plans (essentially the same
as MAPs in all but name) that gradually bring them closer to NATO, but
no MAP is being offered. 

The NATO-Russia relationship also needs to improve. NATO’s 60th an-
niversary in April 2009 offers a good opportunity to review the organi-
zation’s future purpose, goals, and membership, including possible Rus-
sian membership if Moscow is genuinely interested. Russian leaders have
never categorically rejected their potential membership, and on occasion
Yeltsin and Putin expressed interest. Former Secretary of State James
Baker made a powerful argument in 2002 about the importance of (even-
tually) bringing Russia into NATO.26

The enhancement of NATO’s capabilities to successfully pursue its mis-
sion should be as high a priority for Washington as enlargement. The fore-
most task of NATO today is to succeed in Afghanistan; if the organization
fails there, its future seems dubious. Because Russia also has a strong in-
terest in stabilizing Afghanistan—from transit agreements to intelligence
sharing to reconstruction efforts—fostering a closer relationship between
NATO and Russia should be a much higher priority. Russian cooperation
was essential in the allied defeat of the Taliban in 2001, but the United
States did not solidify its partnership with Russia through further collab-
oration in stabilizing Afghanistan. Such a joint effort in an area of shared
interest would be an opportunity to restore trust with Moscow.

In his speech in Berlin on June 5, 2008, President Medvedev proposed 
a conference on reforming the European security system,27 and the idea
has become a recurring refrain from Moscow, although with few details.
Nonetheless, the Obama administration should accept Medvedev’s pro-
posal to begin discussions, which present an opportunity to engage the
Russians as the Helsinki accords did in the 1970s. Precisely what Med-
vedev means by “privileged relations with neighbors” can be fleshed out
and if necessary rejected if it implies traditional “spheres of interest” that
have no place in modern conceptions of cooperative security. The West
can also make its own proposals. A first step could be a nonaggression
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treaty that further confirms national sovereignty and the inviolability of
national borders. 

Another question to explore at such a conference is how to revitalize the
OSCE and strengthen its role in promoting cooperative security. The Rus-
sians profess to be interested in this topic, although their recent endeav-
ors have aimed at weakening the OSCE. But even if the Russian propos-
als for the OSCE are a means of reducing the role of NATO in the region,
the United States has no reason to worry because its position on most con-
tentious issues in the OSCE is shared by all organization members except
Russia. The proposed conference would offer the United States and its Eu-
ropean allies an opportunity to demonstrate solidarity and force Russia to
clarify its stands. It could also preserve and bolster the OSCE’s promotion
and defense of human rights among member countries. 

A third topic is modification and ratification of the CFE Treaty. The
great importance of the treaty is that it allows inspections and offers an
early warning system crucial to European security. Russia suspended its
compliance with the treaty in December 2007, and its disagreements were
understandable. Several newly independent countries in the region that
have refused to sign the treaty should sign it. Moscow also protested ex-
cessive control over military deployments on its territory, and these re-
strictions could be eased. These are important aspects of an updated re-
view of cooperative security measures in Europe.

Finally, the solution of the “frozen conflicts” has become more urgent
since the war in Georgia. In addition to Abkhazia and South Ossetia, this
term refers to the breakaway Transnistria region in Moldova and the for-
merly Azerbaijani autonomous region of Nagorno-Karabakh, which is oc-
cupied by local ethnic Armenians. In both cases, there have been serious
efforts to solve these conflicts since the war in Georgia, and the United
States needs to actively support these efforts.

Arms Control

Arms control is the area where the United States and Russia have the
longest history of cooperation, and it is the easiest place to renew the bilat-
eral relationship. Both parties have an interest in new agreements, and the
international arms control regime that contributed to the end of the Cold
War is in grave danger.28 The United States is the primary player on secu-
rity issues, but in recent years has underused its leverage and influence
with the Russians. It has withdrawn from the ABM Treaty, and Russia has
suspended the CFE Treaty. The Strategic Arms Reduction Treaty (START I)

28. For an account of the essence of the arms control regime, see Michael Mandelbaum, The
Ideas that Conquered the World: Peace, Democracy, and Free Markets in the Twenty-First Century
(New York: Public Affairs, 2004).
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is set to expire in December 2009, and without it the SORT (set to lapse in
2012) becomes nonverifiable. The Kremlin is critical of the INF Treaty, and
the Nuclear Non-Proliferation Treaty (NPT) is up for review in 2010. 

The danger here is not to be sufficiently ambitious. The United States
should seize the initiative to pursue extensive negotiations to improve
and thus save the arms control regime. 

The first step is to return to the traditional nuclear arms control agenda
that the Bush administration neglected for eight years and to renew
START I, which is necessary for verification measures.

Second, the United States needs to engage with Russia in a new treaty
that provides considerably deeper cuts in strategic offensive forces than
the 2002 SORT, which allowed the two countries each to maintain 1,700 to
2,200 warheads. Neither side needs (or is interested in maintaining) so
many warheads. Steven Pifer advocates that the Obama administration
“should propose to the Russians a legally binding treaty under which each
side would reduce and limit the number of its strategic nuclear missiles to
no more than 1,000.”29 The reduced warheads should be destroyed, and
the new SORT should incorporate standard verification procedures.

Third, the United States needs to lead in the recommitment to nuclear
nonproliferation. More and more countries are acquiring nuclear arms,
and there is a concern that if Iran, in particular, develops nuclear arms, the
nonproliferation regime will have failed and no further controls will be
feasible. If the United States is serious about achieving a nuclear-free
world and thus fulfilling its Article 6 commitments to the NPT, there must
be a substantial cut in the US nuclear arsenal. The Obama administration
should also work closely with its Russian partners to promote a success-
ful 2010 NPT review conference, in part by trying to ensure that Russia
does not perceive any threats to its strategic stability.

As the two leading nuclear powers, the United States and Russia have
shared interests in preventing the collapse of nonproliferation efforts. Co-
operation on cuts as well as defenses will send the strongest message to
Tehran and is the best way to encourage Moscow to move more aggres-
sively on sanctions against Tehran if the latter does not transparently
abandon its nuclear weapons program. US collaboration with Moscow in
this area could persuade Russia to become a more constructive partner in
dealings with Iran. 

Because Russia harbors concerns about the INF treaty, it is up to
Moscow to propose changes. Its objection is that the bilateral treaty pro-
hibits the United States and Russia from having intermediary nuclear
missiles even as other countries have or are developing such missiles.
Russia may, therefore, propose that the INF Treaty become a multilateral
treaty involving all nuclear powers. If so, the United States should be
open to such a suggestion, especially if the alternative is Russia’s with-
drawal from the treaty.
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Commercial Relations

US government engagement with Russia on economic integration presents
an opportunity to broaden and deepen their bilateral relationship.30 Eco-
nomic cooperation will build goodwill and mutual confidence, which can
facilitate discussion of other areas of interest such as cooperation on non-
proliferation and dealing with Iran’s nuclear program. Yet one of the most
underdeveloped areas of the US-Russia relationship is commerce. The two
countries’ very limited mutual trade and investment—the United States
accounts for only 4 percent of Russian trade and foreign direct invest-
ment—indicate a very significant potential to expand bilateral economic
relations to the benefit of both Americans and Russians. 

One reason direct US investment in the Russian economy is so small is
that the United States does not have a ratified bilateral investment treaty
(BIT) with Russia, unlike 38 other nations that represent most of the major
global economies and most members of the European Union. As a con-
sequence, Americans usually invest in Russia through a European sub-
sidiary that enjoys better legal protection. Although Russia did not ratify
the 1992 BIT, it has clearly indicated that it welcomes such an agree-
ment—which became part of the bilateral April 2008 Sochi Declaration—
but the Bush administration sought to negotiate a new, better BIT only in
its final months. 

A BIT would also encourage Russian investment in the United States.
Foreign investment not only provides jobs for Americans but also, as Yale
professor of economics Aleh Tsyvinski writes, “foster[s] economic inter-
dependence.” He continues: “By investing in U.S. and European assets,
Russia’s government and business elites are buying a stake in the global
economy. This should bring better mutual understanding and a more ra-
tional and accountable foreign policy.”31 The United States must work
with Russia to ensure that openness to foreign investment is reciprocal
and that legal protections for investors are guaranteed.

A crucial issue in Russia’s standing in world commerce is its WTO ac-
cession. Russia suspended its application to join the WTO in anticipation
of Western sanctions against its war in Georgia, which never materialized.
Hopefully, it will reinstate its application soon. It is the largest economy
that remains outside the organization. The United States has consistently
favored Russia’s membership in the WTO as well as in other international
economic institutions, as such integration would not only boost com-
merce but also promote rules-based international norms of economic be-
havior in Russia and thus influence Russian policy. The United States

30. See also Samuel Charap and Andrew C. Kuchins, Economic Whiplash in Russia: An Op-
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should continue to support Russia’s WTO accession and work with Rus-
sia and WTO members to overcome their objections. 

Russia is already an active and responsible board member of the Inter-
national Monetary Fund (IMF) and the World Bank. In 2007 Russia showed
positive engagement by proposing its own, highly respected candidate
for managing director of the IMF. Economic integration will provide ad-
ditional opportunities for the Russian leadership to further develop its
global engagement.

In addition, Russia has been a full member of the G-8 since 1997 (al-
though the finance ministers group is still only G-7). The Obama admin-
istration should follow the lead of the Bush administration and devote
more attention and resources to developing the G-20 (created by the Clin-
ton administration in 1998) rather than the G-8, which seems increasingly
unrepresentative and obsolete. Russia shares this view.

In his October 2008 speech in Evian, France, President Medvedev ex-
pressed a strong interest in reforming the anachronistic system of inter-
national financial governance.32 Although Russian proposals have not
been very concrete, such efforts should be welcomed in principle. Russia’s
interest in engaging in reform of the international financial architecture is
a positive development, even if its views may sometimes conflict with
those of the United States. 

Russian accession to the Organization for Economic Cooperation and
Development (OECD) is also important. Like the WTO, the OECD is a
highly legalistic organization that requires new members to adopt many
rules before they are granted entry. Membership carries with it obliga-
tions such as observance of international standards relating to rule of law,
transparency, and property rights, all of which must be adopted in coor-
dination with other members, in particular close European allies. 

Another roadblock is the Jackson-Vanik Amendment to the Trade Act of
1974. It requires the executive branch to certify to Congress annually that
there are no restrictions on the emigration of Jews from Russia; if it were
invoked, prohibitive Smoot-Hawley tariffs would apply to all Russian
imports to the United States. This Cold War holdover no longer serves 
any useful purpose and is routinely voided. Presidents Clinton and Bush
both promised to graduate Russia from the amendment. The United States
should fulfill its promise, which would facilitate Russia’s entry into the
WTO.

In May 2008 the United States and Russia signed the 123 Agreement on
civilian nuclear cooperation, which should be of great commercial signif-
icance. It was ready for Senate ratification in the fall, but the administra-
tion withdrew it after Russia’s war in Georgia. As soon as bilateral condi-
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tions allow, this treaty should be reintroduced and ratified. It will offer the
United States and Russia great commercial benefits in peaceful nuclear
cooperation, in which both enjoy comparative advantages.

The United States should increase export support and trade facilitation
for US companies interested in the Russian market. The Export-Import
Bank and Overseas Private Investment Corporation (OPIC) exist for these
purposes, but they should receive more support, especially during the
current financial crisis. The United States should also reinvigorate and
deepen bilateral economic dialogue involving government and business
at all levels, building on the US-Russia Economic Dialogue launched in
April 2008. 

Energy Policy

The two-week disruption of gas supplies from Russia to Europe in Janu-
ary 2009 was a reminder of Russia’s malfunctioning energy policy. The
question for the United States is not what principles to support but how
deeply to engage in European energy policy. The United States has lim-
ited regional interests, and even less leverage, but needs to carefully con-
sider its policy stance vis-à-vis Russia, one of the world’s two largest en-
ergy exporters.

If the United States is to engage on energy issues with Russia, it needs
to do so in concert with the European Union to have any impact. The US-
Russia Energy Dialogue should be reformulated as a US-EU-Russia dia-
logue to ensure that the United States and the European Union coordinate
their energy policies toward Russia to mitigate the asymmetry between
Washington and its European allies in their policy.

The United States has many significant interests in the energy resources
of the Eurasian region and should support the evolution of market-based
principles for trade in those resources. The Energy Charter was adopted
by 54 countries in 1994, including Russia but not the United States. It
forms a regional European and Eurasian trade agreement for energy, set-
ting forth such principles. The United States could reconsider acceding to
it and engage in discussions with member countries about how to mod-
ernize it so that Russia will also ratify it.

Russian oil and gas production from mature West Siberian fields are
past their peak, and gas production is in decline. Maintaining, let alone in-
creasing, current production levels will entail massive capital expendi-
tures for complicated and risky projects. Russian companies and the gov-
ernment will have to determine how to develop these fields, but it would
make sense for Russia to involve foreign companies and investors, and
their technology and project management, to diversify risk exposure as
well as to operate more efficiently. Because of the financial crisis, sharply
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falling energy prices, and contracting production, the Russian govern-
ment is likely to be forced to reconsider its nationalistic energy policy.

Although American oil companies have been marginalized in Russia,
they are still there and quite substantial, and they are even more impor-
tant in Kazakhstan and Azerbaijan. The United States has an interest in
supporting these companies and facilitating the independent energy pol-
icy of these two nations.

The United States should also continue its long-standing policy of sup-
porting the development of alternative pipelines to avoid Russia’s mo-
nopolization of energy transportation. It did so successfully with the
Baku-Ceyhan pipeline, which brings oil from the Caspian basin to the
Mediterranean. The most immediate project is the planned Nabucco gas
pipeline from Turkey through the Balkans to Austria, which the United
States sensibly has supported. A natural extension of Nabucco would be
a Transcaspian pipeline, for which the Bush administration intermittently
lobbied as well.

The United States, together with its European and Asian allies, should
make cooperation with Russia for better energy efficiency a priority. In
several ways, the United States and Russia are in similar situations: In
comparison with Europe, they are highly inefficient consumers of energy
and, with large carbon emissions, are likely to opt for a cap-and-trade
regime of emissions control in multilateral negotiations. A recent World
Bank study33 concludes that Russia can save up to 45 percent (nearly 6 mil-
lion barrels per day of oil equivalent) of its total primary energy consump-
tion by adopting measures that could pay for themselves within four
years. Russia will thus be a significant player in any multilateral solution
to reduce emissions of greenhouse gases in the years ahead. Dramatically
improving energy efficiency in Russia is the most cost-effective means to
improve European energy security as well as reduce carbon emissions.

Last, the Obama administration needs to assume leadership in the ad-
judication of resource wealth and transportation rights in the High North.
A first step entails Washington ratification of the Law of the Sea Treaty or
renegotiation of it in light of the rapidly melting polar ice cap, which
makes access to resources in the Arctic as well as transportation through
the area a growing point of dispute for the surrounding countries.

Democracy and Human Rights

After the Rose Revolution in Georgia in 2003 and particularly the Orange
Revolution in Ukraine in 2004, the relationship between the United States
and Russia grew tense over democracy and human rights. The United
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States cannot pretend that it does not stand for freedom and democracy,
as these are fundamental American values, but it must pursue policies in
this area more consistently to be effective.

The Kremlin has long claimed that Russia is subject to double standards
on democracy and human rights issues. We believe that its claim is, in
fact, valid.34 The United States rarely decries human rights violations in
friendly dictatorships such as Saudi Arabia and Egypt; it says little about
repression in Azerbaijan and Kazakhstan; and it complains less about
human rights violations in China than those in Russia, despite the fact
that Freedom House has assessed China’s abuses as more extensive than
Russia’s. Clearly, the US policy on democracy and human rights needs
greater consistency to be relevant. As Sestanovich notes, “The next U.S.
administration, then, will have good reasons to make the issue of democ-
racy a less contentious part of U.S.-Russian relations.”35

Two organizations, the OSCE and the Council of Europe, have consis-
tently promoted orderly elections in the postcommunist world. As a mem-
ber of the OSCE, the United States should actively support this organiza-
tion, which has done so much to promote democratic elections. 

The United States has provided significant assistance to nongovern-
mental organizations for the development of civil society and democracy.
While this assistance has done much good, many forms of assistance are
no longer possible. When the Kremlin actively resists US assistance to
nongovernmental organizations, the United States has little choice but to
withdraw, as was the case with the Peace Corps. 

But the United States can do much more to develop many kinds of
people-to-people exchanges. These exchanges are mutually beneficial,
nonintrusive, and not very expensive; they greatly help to develop the un-
derstanding between peoples; and the United States has abundant re-
sources for and experience in such exchanges. These exchanges also enjoy
Russian support. In Davos, Putin said, “We will expand the practice of
student exchange and organize internships for our students in leading
universities and most advanced companies. We will create conditions for
the best scientists, professors and teachers—regardless of their ethnic
background and nationality—to desire to work in Russia.”36 The United
States should offer a large number of scholarships for Russian citizens at
US universities; Russian students tend to return home after completing
their studies because they have very good career opportunities there. In
addition, any facilitation of the issuing of visas for Russian visitors would
enhance the image of the United States among the Russian elite.

34. Stephen Sestanovich, “Putin’s Double Standards,” Washington Post, October 17, 2004, B7.

35. Sestanovich, Foreign Affairs, 23.

36. “Putin’s Speech at Davos World Economic Forum,” Russia Today.
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Creating a New US-Russia Policy

The current situation has several advantages for US-Russia relations. One
is that these relations have deteriorated so badly so that there is a strong
feeling in both Washington and Moscow that something has to be done to
improve them. Another advantage is that both the United States and Rus-
sia have new, young presidents who aspire to do better than their prede-
cessors. A third precondition is that the global financial crisis offers all
world leaders an opportunity to think big and reach out to international
cooperation. In this situation, President Obama needs to enhance the
credibility of the United States in the eyes of the world, including the Rus-
sians, reach out to US allies, and establish a positive interaction with Pres-
ident Medvedev based on an early formulation of a Russia policy.

Increasing Credibility

The Bush administration’s highly selective approach to multilateral engage-
ment, institutions, and treaties has greatly weakened US capacity to lead 
in global affairs, with a particularly pernicious impact on relations with
Moscow and on Russian behavior. Russians have repeatedly pointed to US
unilateralist tendencies and violations of international law and human
rights as justification for their own selective approach to multilateralism.

During the 1990s, the United States benefited from a total peace divi-
dend of no less than $1.4 trillion at current prices, as the collapse of the
Soviet Union permitted a reduction in US defense expenditures from 
6 percent of GDP in the 1980s to 3 percent in 1999.37 Yet regardless of this
windfall, American assistance to Russia during its time of hardship was
trifling and late in coming. Nor has the United States delivered on its ac-
tual promises, such as the revocation of the Jackson-Vanik Amendment.
Regardless of Bush’s many friendly words, the Russian leadership under
Putin effectively made the case to the Russian public that the United
States regarded and treated Russia as an enemy. Now the United States
must consistently and unambiguously show the Russian people that such
a perspective is invalid.

The Obama administration needs to restore the credibility of American
values and resurrect mutual confidence and trust around the world. Cou-
pled with strained transatlantic ties and cleavages in Europe, the loss of
US credibility enhances Moscow’s leverage to play US European allies
against themselves as well as against the United States. McFaul rightly ar-
gues that the “first element of a new strategy must be to reestablish unity
with our European allies.”38
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Working with Allies

The Obama administration should rebalance US interaction with Russia
away from bilateralism to multilateralism. Despite President Bush’s 27
meetings with President Putin (more than with any foreign leader except
British Prime Minister Tony Blair), his administration could point to few
accomplishments as a result. Of course bilateral summitry has its place,
but it has been overemphasized and underdelivered with Moscow. Efforts
to achieve consensus in and with the European Union regarding Russia
have been made more difficult by US overreliance on its bilateral links
with Moscow. While it is important to promote greater US-EU solidarity
on Russia, the United States must also avoid the trap of eurocentricity and
keep the door open to cooperation with East Asian allies.

Moscow may reject the comprehensive effort we suggest in order to
more effectively accommodate its interests and concerns. If so—and this
should be clear by the end of 2009—then the Obama administration must
be prepared to quickly adjust its policies. However, we do not advocate a
hedging strategy from the outset, as that would undermine the adminis-
tration’s ability to convince the deeply skeptical leadership in Moscow of
US sincerity.

Timeline for US Actions

The Obama administration must seize the initiative to define both its pol-
icy toward Russia and the agenda for the many multilateral meetings al-
ready planned, especially as unanticipated events will inevitably affect
any agenda. As Pifer writes: “The Obama administration needs to have an
explicit Russia policy—one that is carefully considered, focused and sus-
tained—if it wishes to get Russia right.”39 President Obama has selected
his key policymakers and his intention is to lead Russian policy from the
National Security Council (NSC). An interagency group for Russia has
been created under the leadership of the NSC’s senior director for Russia.

We propose the following steps:

� It is imperative that the Obama administration establish an explicit
Russia policy rather than subordinating it to other issues in order to
enable the administration to make necessary tradeoffs and follow up
on promises. Determination of the policy should be the task of the
interagency group for Russia and should take the form of an NSC
directive. 

� Since START I expires in December 2009, a prime task of the Obama
administration is to launch negotiations on replacement of the treaty,

39. Pifer, Brookings Policy Paper 10, 2009, 21.
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further cuts in ballistic nuclear missiles, and reconciliation of the dif-
ferent approaches in the START and SORT treaties.

� At the G-20 meeting in London on April 2, 2009 President Obama will
have his first occasion to meet with President Medvedev. This will
only be a brief getting-to-know-one-another meeting.

� At the subsequent NATO summit in early April, President Obama will
have the occasion to consult with European leaders on the future role
of NATO. He should also discuss policy toward Russia, with the se-
curity of Ukraine and Georgia as major goals.

� Sometime in May–June 2009, the new Russia policy should be ready
and an NSC directive on Russia adopted. At this time, President
Obama himself should make a public statement on his policy on Rus-
sia. If the circumstances are appropriate, the president should have
something positive to offer. Ideally, President Obama would declare
his determination to finally persuade the US Congress to graduate
Russia from the Jackson-Vanik Amendment and really do so. Another
offer could be to have the mutually beneficial 123 Agreement on civil-
ian nuclear cooperation reintroduced in the US Senate.

� The first full-scale summit between Presidents Obama and Medvedev
could take place in connection with the G-8 meeting in Italy in July
2009. The two presidents should recommit to fulfilling the April 2008
Sochi Declaration and to reestablishing a broader organized coopera-
tion mechanism between the two countries, like that of the Gore-
Chernomyrdin Commission, to promote action and accountability.
However, this must not be done mechanically. It is important to ap-
peal to the parts of the Russian administration that are positively in-
clined to further cooperation with the United States and the West.

Conclusion

We believe President Obama has an important opportunity to dramati-
cally turn around US-Russia relations. Despite lingering concerns about
the resurgence of a revanchist Russia, Moscow harbors powerful motiva-
tions to improve its ties with the United States and the West to both en-
hance its security and facilitate its economic development. Russian lead-
ers wish to be seen in public on an equal footing with global leaders,
especially the US president. Furthermore, and more importantly, they un-
derstand that Russia cannot afford to fall back into another long-term con-
frontation with the West: Integration with the West remains Russia’s best
chance to develop and reach its ambitious target of becoming the fifth
largest economy in the world by 2020.
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For the United States, the motivation for closer cooperation with Russia
is grounded in the reality that the world’s most pressing energy and se-
curity challenges cannot be addressed effectively without Moscow’s co-
operation and trust. This is most obvious in the realm of nuclear nonpro-
liferation and European security. A Russia that is more interdependent
with the West for both its economy and its security is a Russia that will
have the best chance to develop in a more democratic direction. 

The US approach to Russia should, therefore, foster an environment of
mutual trust in which Russians are likely to make choices that will both
promote global security and enhance their own prosperity. We firmly be-
lieve that a Russia with a mature market economy and robust democratic
institutions will be the most constructive and effective partner for the
United States. 
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Appendix Key Facts on Russia, 2000–2008(p)

Indicator 2000 2001 2002 2003 2004 2005 2006 2007 2008(p)

Output and expenditure (percent change in real terms)

GDP 10.0 5.1 4.7 7.3 7.1 6.4 7.4 8.1 5.6

Private consumption 7.3 9.5 8.5 7.5 12.1 11.8 11.2 12.8 n.a.

Public consumption 1.9 –0.8 2.6 2.2 2.1 1.3 2.5 5.0 n.a.

Gross fixed capital formation 21.5 10.2 2.8 12.8 12.6 10.6 17.7 20.8 9.1

Exports of goods and services 9.4 4.2 10.3 12.5 11.8 6.5 7.3 6.4 n.a.

Imports of goods and services 31.5 18.7 14.6 17.7 23.3 16.6 21.9 27.3 n.a.

Industrial gross output 11.9 4.9 3.7 7.0 7.3 4.0 6.3 6.3 2.1

Agricultural gross output 7.7 7.5 1.5 5.5 3.0 1.1 3.6 3.1 10.8

Unemployment (percent of labor force, end-year) 10.2 8.9 8.5 7.8 7.9 7.1 6.7 4.8 7.7

Prices and wages (percent change)

Consumer prices (end-year) 20.1 18.6 15.0 12.0 11.7 10.9 9.0 9.0 13.3

Gross average monthly earnings in economy 

(annual average) 39.2 47.3 36.7 24.4 24.0 25.3 25.4 25.0 25.2

Government sector (percent of GDP)

General government balance 3.2 2.7 0.6 1.4 4.9 8.1 8.4 5.1 4.1

General government expenditure 33.7 34.6 37.1 35.7 33.6 31.5 31.2 33.0 n.a.

General government debt 62.5 48.2 41.4 32.4 25.9 16.5 10.6 9.5 n.a.
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Monetary sector (percent change)

Broad money (M2, end-year) 63.8 39.7 32.4 50.5 35.8 38.5 48.8 47.5 n.a.

Interest and exchange rates (percent per annum,

end-year)

Central bank refinance rate (uncompounded) 25.0 25.0 21.0 16.0 13.0 12.8 11.7 10.3 13.0

Deposit rate 4.2 5.2 4.3 4.4 3.8 3.6 4.1 5.1 7.0

Lending rate 18.2 16.5 15.0 13.0 11.4 10.7 10.5 10.0 15.5

Exchange rate (rubles per US dollar, end-year) 28.2 30.1 31.8 29.5 27.9 28.8 26.3 24.5 29.4

External sector (billions of US dollars)

Current account balance 46.8 33.9 29.1 35.4 59.5 84.4 94.3 78.3 98.9

Merchandise trade balance 60.2 48.1 46.3 60.5 85.8 118.5 139.2 132.0 179.8

Merchandise exports 105.0 101.9 107.3 135.9 183.2 243.8 303.9 355.5 471.8

Merchandise imports 44.9 53.8 61.0 75.4 97.4 125.3 164.7 223.4 292.0

Inward foreign direct investment 2.7 4.0 4.0 6.7 9.4 13.2 28.7 52.3 67.0

International reserves, excluding gold (end-year) 24.3 32.5 44.1 73.2 120.8 175.9 295.6 465.9 412.5

External debt stock 160.0 151.1 169.9 199.4 225.0 257.2 310.6 464.0 498.0

Debt service (percent of exports of goods and services) 10.3 15.2 16.8 20.1 22.2 26.0 25.1 n.a. n.a.

Appendix Key Facts on Russia, 2000–2008(p) (continued)

Indicator 2000 2001 2002 2003 2004 2005 2006 2007 2008(p)
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Memorandum items:

Population (millions, end-year) 145.2 144.4 145.0 144.2 143.5 142.8 142.2 142.2 142.0

GDP (trillions of rubles) 7.3 8.9 10.8 13.2 16.8 21.7 26.9 33.0 41.6

GDP per capita (US dollars) 1,789.0 2,123.0 2,380.0 2,983.0 4,059.0 5,361.0 6,978.0 9,062.0 12,579.0

Share of industry in GDP (percent) n.a. n.a. 24.9 24.1 27.5 28.8 27.9 28.0 n.a.

Share of agriculture in GDP (percent) 6.4 6.8 6.0 6.0 5.4 4.8 4.3 4.1 n.a.

Current account/GDP (percent) 18.0 11.1 8.4 8.2 10.2 11.0 9.5 6.1 5.9

External debt—reserves (billions of US dollars) 135.8 118.6 125.8 126.2 104.2 81.3 15.0 –1.9 n.a.

External debt/GDP (percent) 61.6 49.3 49.2 46.4 38.6 33.6 31.3 36.0 29.8

External debt/exports of goods and services (percent) 139.6 133.4 140.5 131.2 110.6 95.7 92.8 118.5 n.a.

n.a. = not available

(p) = preliminary

Sources: European Bank for Reconstruction and Development (EBRD) online statistics (accessed on December 19, 2008); Goskomstat, www.gks.ru (accessed on

February 11, 2009); Central Bank of the Russian Federation, www.cbr.ru (accessed on March 16, 2009); JP Morgan, “The Convergence of CEEMEA Countries Amid a

Synchronized Global Recession,” February 24, 2009.
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Timeline of Major Events

Date Event

1985

March 11 Mikhail Gorbachev is elected general secretary
of the Central Committee of the Communist
Party of the Soviet Union (CPSU)

1986

April 26 Meltdown at the Chernobyl nuclear power
plant

October 11–12 Summit between Gorbachev and President
Ronald Reagan in Reykjavik, Iceland

November Law on Individual Labor Activity adopted

1987

January 27–28 Central Committee plenum on democratization 

June 25–26 Central Committee plenum on economic
reform 

December 8 Intermediate-Range Nuclear Forces (INF)
Treaty between the United States and the Soviet
Union is signed

1988

January 1 The Law on State Enterprises comes into force

(continued on next page)
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May 15 The Soviet Union starts withdrawing troops
from Afghanistan

May The Law on Cooperatives is enacted

June 28–July 1 The 19th Party Conference reforms party and
introduces elections

December 7 Gorbachev’s speech at the United Nations
declares freedom for Eastern Europe

1989

March 26 First elections to the Congress of People’s
Deputies of the USSR

May–June First session of the USSR Congress of People’s
Deputies brings freedom of speech

November 9 The fall of the Berlin Wall

1990

March 4 First elections to the Russian Congress of
People’s Deputies 

March 15 Gorbachev is elected president of the USSR by
the USSR Congress of People’s Deputies

May 29 Yeltsin is elected chairman of the new Russian
Congress of People’s Deputies 

June 12 The Russian Congress of People’s Deputies
declares Russia a sovereign state 

August Shatalin 500-day program is written

October Gorbachev dismisses the 500-day program

November 19 Multilateral Treaty on Conventional Armed
Forces in Europe (CFE) is signed in Paris

1991

March 17 Referendum on the future of the USSR

June 12 Boris Yeltsin becomes Russia’s first popularly
elected president

July 31 Treaty on the Reduction and Limitation of
Strategic Offensive Arms (START I) is signed

Date Event
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August 19–21 Abortive coup against Gorbachev

August 24 Russia recognizes the independence of Estonia,
Latvia, and Lithuania

October 28 Yeltsin’s speech to the Congress of People’s
Deputies

November 6–8 Formation of Yegor Gaidar’s reform
government 

December 1 Ukrainian referendum on independence 

December 8 Belovezhsky agreement between Belarus,
Russia, and Ukraine on the dissolution 
of the USSR and the foundation of the
Commonwealth of Independent States (CIS)

December 21 The CIS broadens to 11 countries at meeting in
Alma-Ata

December 25 Gorbachev resigns as president of the USSR;
the USSR ceases to exist

1992

January 2 Comprehensive liberalization of prices and
imports

May–June Yeltsin appoints three industrialists as 
deputy prime ministers, including Viktor
Chernomyrdin, signaling end of radical reform

June 11 Russian parliament adopts privatization
program

July 17 Viktor Gerashchenko is appointed chairman 
of the Central Bank of Russia, expanding the
money supply

August 19 Yeltsin announces voucher privatization

December 14 Chernomyrdin is nominated prime minister

1993

April 25 Yeltsin wins referendum

June 30 International Monetary Fund (IMF) agreement
on Systemic Transformation Facility 

Date Event

(continued on next page)
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July 24 Cancellation of Soviet ruble banknotes: end of
ruble zone

September 21 Yeltsin dissolves parliament and orders new
elections

October 3–4 Armed uprising in Moscow, storming of the
White House

December 12 Elections to the State Duma and the Federation
Council; national referendum backs Yeltsin’s
draft constitution

1994

January 5 Agreement on monetary union with Belarus is
signed

January 14 Presidents Yeltsin, Bill Clinton, and Leonid
Kravchuk sign Trilateral Accord on Ukraine’s
denuclearization 

March 22 IMF agreement on Systemic Transformation
Facility 

April 15 Formation of free trade area of all 12 CIS
countries

October 11 “Black Tuesday”: exchange rate of the ruble
collapses; Yeltsin sacks the economic policy
team

December 11 First Chechen War starts

1995

January 20 Customs union between Russia, Belarus, and
Kazakhstan is established

April 11 IMF approves stand-by credit for Russia 

November–December Loans-for-shares privatizations

December 17 Elections to the State Duma 

1996

Spring Oligarchs and reformers unite to support
Yeltsin in presidential campaign

Date Event
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March 26 IMF approves three-year credit for Russia
under the Extended Fund Facility

June 16 First round of presidential elections: Yeltsin
wins

July 3 Second round of presidential elections: Yeltsin
wins

August 31 Khasavyurt armistice between Russia and
Chechnya

Fall Yeltsin is absent for several months for heart
surgery

1997

May 27 NATO-Russia Founding Act concluded

June 22 Russia becomes a full member of the G-8

July 8 Poland, the Czech Republic, and Hungary join
the North Atlantic Treaty Organization (NATO)

July 27 Privatization of one-quarter of Svyazinvest;
“bankers’ war” erupts 

1998

March 23 Yeltsin sacks Prime Minister Chernomyrdin

April 24 Sergei Kirienko is confirmed as prime minister

July 13 IMF and World Bank emergency package is
agreed

July 16 Duma refutes IMF conditions

August 17 Russian financial crisis; default on domestic
debt and ruble devaluation

September 11 Duma confirms Yevgeny Primakov as Russia’s
new prime minister

1999

January First part of the Russian tax code comes into
force

March 20 Kosovo crisis erupts

Date Event

(continued on next page)
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August 7 Chechen incursion into Dagestan starts

August 9 Vladimir Putin is nominated as prime minister

September 4–16 Four Russian apartment buildings bombed

September 24 Second Chechen War starts

December 19 Elections to the State Duma

December 31 Yeltsin resigns in surprise TV announcement
and Prime Minister Putin becomes acting
president 

2000

March 26 Presidential elections: Putin wins

May 7 Putin’s presidential inauguration; he presents
the concept of “managed democracy” 

May 13 Putin’s decree changes Russia’s federal order 

May 17 Mikhail Kasyanov is confirmed as prime
minister

June 13 Media magnate Vladimir Gusinsky is arrested

July The Gref program is adopted as the
government’s economic reform program

July 28 Putin meets with 21 oligarchs in the Kremlin

August 12 Russian nuclear submarine Kursk sinks in
Barents Sea 

2001

May 30 Putin sacks Rem Vyakhirev as CEO of
Gazprom and appoints Dmitri Medvedev as
chairman, Aleksei Miller as CEO 

July Duma passes laws on deregulation of small
and medium-sized enterprises

September 11 Terrorist attacks in the United States; Putin first
to reach President George W. Bush by phone 

December A package of new laws on judicial reform is
adopted

Date Event
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December 13 The United States abrogates the Anti-Ballistic
Missile Treaty of 1972

2002

February A new labor code is adopted

May 29 Presidents Bush and Putin sign the Moscow
Treaty on Strategic Offensive Reductions

July 24 Duma legalizes the sale of agricultural land

December 5 Slavneft is privatized (last big privatization)

2003

February 23 Russia, Ukraine, Kazakhstan, and Belarus agree
to form Common Economic Space

June St. Petersburg tercentenary celebrations 

October 25 Yukos owner Mikhail Khodorkovsky is arrested 

November 2 Parliamentary elections in Georgia: Rose
Revolution starts 

December 7 Elections to the State Duma

2004

January Customs code comes into force

February 24 Putin sacks Prime Minister Kasyanov 

March 5 Mikhail Fradkov is nominated as prime
minister

March 14 Presidential elections: Putin wins

March 29 Bulgaria, Estonia, Latvia, Lithuania, Romania,
Slovakia, and Slovenia join NATO 

May 1 Poland, Hungary, the Czech Republic, Slovakia,
Slovenia, and the three Baltic states become
members of the European Union

May 21 Russia concludes World Trade Organization
(WTO) bilateral negotiations with the European
Union

September 1–3 Beslan hostage crisis

Date Event

(continued on next page)
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September 13 Putin proposes to eliminate direct elections of
regional governors

November–December Ukrainian presidential elections: Orange
Revolution

December 19 Yuganskneftegaz is sold in a restricted fire sale 

2005

January Unsuccessful attempt to reform Russia’s social
benefit system

March 24 Kyrgyzstan’s president Askar Akaev is
overthrown

May 13 Uzbekistan’s Andijan uprising is stopped by
massacre

September 29 Gazprom buys Roman Abramovich’s oil
company Sibneft

2006

January 1–2 Gazprom cuts gas deliveries to Ukraine

January Gazprom’s domestic stocks become freely
tradable

January 10 Putin signs restrictive bill on nongovernmental
organizations into law

March Russia embargoes import of wine from Georgia
and Moldova 

July 15–17 G-8 summit is held in St. Petersburg 

July 19 Rosneft carries out international initial public
offering

November 19 Russia concludes WTO bilateral negotiations
with the United States

2007

January 1 Bulgaria and Romania join the European Union

January 8 Russia cuts oil supply to Belarus 

February 10 Putin’s Munich speech 

Date Event



TIMELINE OF MAJOR EVENTS 183

April 27 Estonia removes Soviet war memorial; cyber
war against Estonia

May 11 Vneshtorgbank’s (VTB) initial public offering

June Last pieces of Yukos are auctioned off

December 2 Duma elections; United Russia wins a large
majority

December 24 Russia suspends its application of the CFE
Treaty

2008

March 2 Presidential elections: Dmitri Medvedev wins

April 3–4 NATO summit in Bucharest does not offer
membership action plan to Georgia and
Ukraine (though both countries are guaranteed
eventual membership)

April Presidents Putin and Bush adopt their Sochi
Declaration

May 6 US-Russia Agreement for Peaceful Nuclear
Cooperation (123 Agreement) signed

May 7 Inauguration of Medvedev as president

Law on Foreign Investment in Strategic
Industries adopted

May 8 Putin becomes prime minister

May 16 Ukraine becomes 152nd member of the WTO 

May 19 Russian stock market reaches an all-time high

Mid-July Oil and other commodity prices reach an all-
time high

August 8–12 Russia-Georgia War in South Ossetia 

August 26 Russia recognizes the independence of
Abkhazia and South Ossetia

August Russia imposes select trade sanctions on the
United States and Turkey; suspends its WTO
accession; and threatens to revoke its bilateral
free trade agreement with Ukraine

Date Event

(continued on next page)
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September 8 President Bush withdraws 123 Agreement from
congressional consideration

October Russian stock market plummets to one-fifth of
the May peak

November 5 President Medvedev announces intention to
amend 1993 constitution

November 15 G-20 meeting in Washington

December Constitutional amendments adopted:
presidential term prolonged to six years and
Duma term extended to five years

2009

January Russian gas supplies to Ukraine and Europe
disrupted for two weeks

February 7 US Vice President Joseph Biden sets the line of
the Barack Obama administration on US-Russia
relations in a speech in Munich

April 2 G-20 meeting in London; first meeting between
Presidents Obama and Medvedev

December 5 START I set to expire

Date Event
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NRC NATO-Russia Council 
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