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PREFACE AND ACKNOWLEDGEMENTS

Russia is the world’s most complex country. Its fate, as it returns to the
centre of international affairs and struggles with a vexing multiplicity of
domestic challenges, will, in many ways, be that of the entire world in the
21st century. With the largest territory of any country, 14 different land
borders and several more maritime borders, 85 regions and huge ethnic
mixity, it must be said that the only appropriate posture to be assumed in
studying, analysing, or making determinations about Russia — past, pres-
ent and future — is one of deep humility.

Humility, therefore, is the posture I assumed in preparing this book,
which I hope will be unique and important in its time. The book is the
first, to my knowledge, this century, in English or Russian or any other
language, to assemble the leading specialists of Russia (and Russia only)
in virtually #// the public policy fields of the country, from foreign policy
to education, health care, agriculture and, among multiple other areas,
macro- and microeconomic policy, sport, culture and criminal justice. The
book has three key premises:

1. A country as big and complicated as Russia must be understood
across its system of strategy, policy and administration, from the
inside ont (from the bowels outward, as it were), rather than through
a select, partial or episodic audit of a small sample of its political or
social life.

2. Language and mentality matter enormously — perhaps even excep-
tionally — to understanding Russia’s realities and prospects. Without
these, one cannot penetrate beyond a surface-level apprehension of

vii
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the country. There is, in other words, no credible “outsider’s view”.
As such, all the specialists in the book were, without exception,
asked to write the first draft of their chapters in Russian (in all cases,
their preference) — and in the local mentality, as it were — so as to
maximise facility of expression and directness of message. I did all
the translations subsequently (in all cases, highly stylised transla-
tions), with considerable editing and iterating with each writer
throughout and afterward, in English and Russian.

3. The correct approach to seriously analysing both countries and
international issues is not to impress those who know less, but rather
to move those who know most. As such, all the chapters across the
three parts of the book are pitched at a standard appropriate to pres-
ent and future Russian policy leaders. And, paradoxically, all the
practical policy recommendations in the book, while read in English
around the world (my sincere goal), aim to have direct impact on
real Russian policy-making over the next decade or two. This was
my objective in pushing the writers to expand their thinking and
imagination beyond the past and present, and to project into Russian
(and global) futures, according to their various areas of expertise.
God knows that Russia will be looking long and hard at such policy
recommendations in the coming years, as there is much work to be
done in that country.

I should stress that, in my view, the thinkers and experts gathered in the
book are not only leaders in their fields in Russia, but excel many of their
opposite numbers in other countries in their creativity, curiosity, porous-
ness, depth of knowledge and breadth of intellectual culture. The only
intricacy is that the majority of them, Russian language (and mentality)
oblige, and perhaps post-Soviet cultural and institutional inertia also, are
not well known outside of Russia and some of the former Soviet space. We
try to overcome this major problem by providing a platform, through this
book, to some of the world’s most interesting thinkers to tell us about the
past, present and future of various parts of this mammoth country called
Russia.

I came to my professorship in Moscow fairly serendipitously, but
discovered among colleagues in the Russian Presidential Academy of
National Economy and Public Administration some of the most eclectic
and energetic people with whom I have worked in any academic, research
or policy institution in my years of working around the world. For my
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warm reception and for countless wonderful intellectual exchanges, I am
particularly indebted to Vladimir Mau and Sergey Zuev, but also wish to
mention Irina Ronzhina, Alexey Verbetsky, Robin Lewis, Evgeny Mironov,
Alexander Abashkin, Eugenia Groushko, Natalia Abramova, Tatyana
Batueva, Vasily Zharkov, Sergey Bespalov, Viatcheslav Maratcha, Timur
Atnashev, Alexander Balobanov, Nikolai Grintser, Andrei Kolesnikov,
Dmitry Uzlaner and Mikhail Dmitriev.

This book is curated under the venerable aegis of Palgrave Macmillan
and, insofar as possible, in the style of Global Brief magazine, which I
have headed for nearly a decade. It is non-dogmatic, deeply analytical,
ambitious in the scale of its coverage, and very practical and forward-
looking in its aim — to explain Russia, and to make real strategic, policy
and administrative prescriptions for its future. I met with all the writers in
this book in person more than once, breaking bread in Moscow (where
doubtless some 90 per cent of Russia’s top specialists, in any field, reside),
St. Petersburg and also Nizhny Novgorod, with countless phone, Skype
and email conversations besides. The exchanges were always colourful.

The book is divided into three sections — strategy, policy and adminis-
tration — corresponding to the subtitle of the book. I recommend to read-
ers a serial reading of the sections and their constituent chapters, but am
fully aware that different people will sooner gravitate to some of the more
specialised topical chapters than others. Part I on strategy provides a mac-
ropicture of the goals, ideology (or philosophy), formal and implicit struc-
tures, and broad operational orbit of the Russian state as it looks ahead in
this new century. Part IT does a sweep of nearly all the spheres of Russian
public policy, from the foreign to the economic, social, environmental and
other. Part III treats Russian public administration and institutional struc-
tures, including the public service, the courts, regional administration, and
even state corporations and companies. I myself have penned the intro-
ductory chapter, entitled “Ten Theses on Russia in the 21st Century”. Of
course, since the Russians are far from bereft of humour, they may well
retort: “Only ten? Why such limits?”

Even if I fancy that this book is nearly total in its comprehensiveness,
I grant that, in a different world and perhaps in different times, more
could have been said about three areas of Russia policy and administra-
tive life in particular — first, Russia’s intelligence structures and policies
(partly captured in the chapters on foreign policy, national security and
also criminal justice); second, Russian water policy (only partly captured
in the chapter on environmental policy); and third, to be sure, the organ-
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isation and functioning of the Presidential Administration (the president’s
ministry or, in Western parlance, cabinet office or Kanzleramt) proper. A
chapter on pension policy was excised for reasons of economy. Perhaps I
can treat all these important areas in a future edition of this book. More
direct commentary on the sui generis theme of the “Russian mentality”
would also have been ideal (even if it is partly captured in the chapter on
Russian political ideology), as this mentality is poorly appreciated outside
of the former Soviet space, and yet is, as mentioned, exceedingly influen-
tial in shaping Russian institutions and decision-making. Having said this,
as some of my colleagues argued, the Russian mentality would have com-
manded not a chapter, but indeed an entire second book.

Let me express my especial gratitude to my lead research assistant on
this book, Svetlana Inkina, whose professionalism and energy were criti-
cal to the completion of the first third of the manuscript. Sincere edito-
rial thanks also go to Jaclyn Volkhammer and Zach Paikin, respectively
Senior and Juniors Editors of Global Brief magazine, as well as to Uran
Bolush and Ivan Katsevman (the latter for fact-checking). Fred Lazar,
Daniel Friedrich, Leonid Kosals and Seva Gunitsky were extremely gener-
ous in offering additional sets of eyes to a few of the more technical chap-
ters. Jemima Warren and Beth Farrow, editors at Palgrave-Macmillan in
London, were a delight to work with from day one.

This book is dedicated to my wife, life partner and love, Alla (Allochka),
who never ceased to hold the fort, with characteristic charisma and good
humour, even when our beautiful gremlins Noah, Gabriella and Isaiah
were wondering why Papa was spending so many hours labouring over a
book that interested them not at all.

Still, T tell my children as I do my students, friends and colleagues the
world over: as goes Russia, so goes the fate of the international order,
and indeed that of humanity more generally. The world has barely recov-
ered from the October Revolution of a century ago, and some Russian
analysts, like Fyodor Lukyanov in this very book, argue that the present
Ukrainian crisis betrays the final death pang — delayed by some two and
a half decades — of the Soviet Union. And yet, since the fall of the Soviet
Union, there has been a steep secular decline in the number of Russia
experts around the world, and perhaps especially in the English-speaking
world. Unfortunately (if not distressingly), this decline in expertise out-
side Russia has not been compensated by increased penetration by policy
experts within Russia into discourses about Russia outside the borders
of the former Soviet space. Indeed, in my work in Russia and across the
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former Soviet space — from Ukraine to Azerbaijan, from Moldova to
Kyrgyzstan, and from Latvia to Armenia — over the last five years, and in
lecturing on Russia and the unique post-Soviet theatre around the world —
from Mexico to India — I have found the degree of general intellectual
and policy fascination with Russia to be directly proportional to a gen-
eral naiveté on the topic. This naiveté would be a curious thing were it
not so consequential for the management of international politics in our
time — a fact that has given me considerable pause as I and colleagues have,
through the Institute for 21st Century Questions (21CQ), travelled the
capitals of the world, in a Track 1.5 capacity, to try to translate post-Sovict
realities into terms that might be comprehensible to decision-makers who
have but fleeting or highly impressionistic exposure to Russia, its composi-
tion, and its particular pressures and imperatives.

This book, then, is inspired by my determination that the knowledge
gap in respect of Russia — outside of Russia, above all, but even among
Russians, cultured and less cultured alike — is unacceptably conspicuous.
I hope the book plays some small part in filling this gap for readers the
world over.

Irvin Studin
Moscow, Toronto, Montreal, Whitehorse and Buenos Aires
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CHAPTER 1

Introduction: Ten Theses on Russia
in the Twenty-First Century

Irvin Studin

Thesis 1 The future of Russian governance is neither necessarily dem-
ocratic nor strictly non-democratic. This choice is likely too binary for
Russia’s extremely complex realities. Instead, a future Russia may well
be—and perhaps should be—decidedly hybrid, drawing promiscuously on
the best in twenty-first-century structures and practices from around the
world.

Russia is a young country—even if most people, including many
Russians, forget that this Russia, in its post-Soviet incarnation, is only
just completing its third decade. It is therefore naturally still solidifying
and indeed inventing, improvising and legitimating its governing institu-
tions, not to mention forming (with inconsistent success) its future politi-
cal elites. The country’s constitutional youth, coupled with its present
unique internal and international pressures, means that Moscow can look
non-dogmatically westward and eastward alike (and elsewhere besides) to
adopt the best in governing approaches, even as it indigenises these and
ends up with its own idiom—as is, by history and mentality alike, the
Russian wont.

1. Studin ()
The Institute for 21st Century Questions and Global Brief Magazine,
Toronto, Canada

© The Author(s) 2018 1
I. Studin (ed.), Russia, https: //doi.org,/10.1057/978-1-137-56671-3_1



2 1STUDIN

Let me propose that there are two dominant governing paradigms in
the world today—on the one hand, the democratic tradition or, more
tightly, what I would call “argumentative governance”; and on the other
hand, “algorithmic governance”. “Argumentative governance” prevails in
the presumptive West—the deeply democratic countries of North America,
Western Europe and indeed much of the European Union, Australia, New
Zealand and perhaps also Israel. “Algorithmic governance” is led almost
exclusively by the dyad of modern China and Singapore. Most of the
remaining countries in the world—in the former Soviet space, the Middle
East, the Americas, Africa and much of Asia—are still in what might be
called the “voyeur” world, still stabilising, legitimising or relegitimising
their governance regimes and institutions according to one tradition or
the other, or indeed borrowing from both.

Argumentative (or democratic) governance is characterised by fairly
elected governments that are constantly opposed, challenged or corrected
by deeply ingrained institutions (like political oppositions, the courts or
other levels of government) or broad estates (like the media, the acad-
emy, and various non-governmental organisations and groupings, not
excluding religious organisations). Algorithmic governance, however,
is characterised by the centrality of a smaller, select group of national
“algorithm-makers” who, having been selected largely through intense
filtering based principally on technical and intellectual (and perhaps ideo-
logical) qualifications (the so-called “smartest people in the room”), are
constitutionally and culturally protected in their ability to generalise these
algorithms throughout the country over the long run. Algorithmic gover-
nance lays claim to legitimacy via the securing of visible, concrete results
in the form of consistently rising material wealth, advanced physical infra-
structure, and general public order and societal stability—and indeed the
rapidity (and even predictability) with which such outcomes are realised
and real-life problems are solved.

Argumentative governance, on the other hand, maintains its legitimacy
via procedural argument in the contest for power among political parties,
and in the information provided to power via various feedback loops. A
large number of these argumentative regimes are federal in nature (just as
the number of federal regimes globally has grown markedly over the last
couple of decades), and so centre-region relations are both another source
of procedural argument and a species of feedback to power (from the local
to the general or macro) (Fig. 1.1).
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Argumentative Algorithmic
Strengths e Procedural legitimacy * Results-based legitimacy
e Rich feedback mechanisms to | ® Highly trained, filtered and
political power culturally respected and protected
e Tendencies to constitutional policy elite
decentralisation, if not e Capacity for long-term planning
federalisation (type of e Capacity for rapid practical policy
feedback mechanism) fixes

e High marginal value of
individual life

e More porous majority-
minority relations

Weaknesses o Weak long-term planning o Weak feedback mechanisms to
function political power, resulting in
o Slowness (in extremis, “palace ignorance”
paralysis) in delivery of o Instrumentalisation of individual
practical results or practical life to the general algorithm
policy fixes (“too much o Succession of the political elite
argument”) (see Thesis 5)
Hybrid e Development and recruitment/selection of bona fide policy elite
Governance (“algorithm-makers™)
(Future e Development of long-term planning capability
Possible e Deliberate fostering and protection of multiple feedback mechanisms to
Russian political power, including media, the academy, civil society, and among
Scenario) individual citizens

e Gradual decentralisation, if not federalisation (including for purposes of
richer informational feedback to the centre)

Fig. 1.1 Key characteristics of argumentative, algorithmic and hybrid governance

What would hybrid Russian governance look like in the twenty-first
century? Answer: It would draw on the obvious strengths of the dominant
algorithmic and argumentative governance models, while guarding against
the major weaknesses of each of these idioms. What are the key strengths
of the algorithmic system that Russia should wish to adopt? First and fore-
most, Russia must invest in properly creating, over time (say, the next
15-20 years), a deep policy elite, meritocratically recruited and trained, to
populate all its levels of government, from the federal centre in Moscow to
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the regional and municipal governments. Such a deep, post-Soviet policy
elite is manifestly absent in Russia today, across its levels of government—a
problem that repeats itself in nearly all the 15 post-Sovicet states. Second,
Russia must develop a credible long-term national planning capability
(as distinct from the current exclusively short-term focus and occasional
rank caprice of Russian governments, pace the various longer-term offi-
cial national strategies and documents), led by the said algorithmic policy
elite at the different levels of government, and implemented with great
seriousness across the territory of the country. Third, as many of the writ-
ers in this book properly propose, Russia requires an intelligent degree
of very gradunl decentralisation (rapid decentralisation being potentially
fatal to national unity, or otherwise fragmenting the country’s internal
coherence across its huge territory) and, if necessary or possible, a degree
of genuine federalisation of governmental power across the Russian terri-
tory (discussed further below). Fourth, Russia’s policy elites must foster
the development (and protection) of many more feedback mechanisms
from citizens to political power in both the federal centre and in regional
governments—not for the purposes of democratic theatre or fetish but
rather to avoid making major or even existentially fatal policy mistakes,
or indeed to correct policy mistakes and refine the governing algorithms
in the interest of on-the-ground results and real-life problem-solving (a
major imperative in Chinese algorithmic governance today, where the
governing elites, as with past Chinese emperors, are said to be “far away”).
These feedback loops—from the media, the academy, various groups and,
evidently, from ordinary Russians—help to ensure that even the smartest
algorithm-makers in the future policy elite do not make catastrophic mis-
takes based on information that is wholly detached from realities on the
ground in Russia, across its massive territory.

Thesis 2 Beyond the aforementioned decentralisation, Russia should ide-
ally, as recommended, in various ways, by several writers in this book,
from Busygina and Zubarevich, to Kryukov, Starodubrovskaya and Kynev,
federalise substantively, even if the country is, according to its present con-
stitution, legally and formally federal. At a minimum, as mentioned, the
country must before long effectuate a gradual, controlled decentralisa-
tion. Uncontrolled federalisation or decentralisation, of course, could
lead to the breakup of the country or to generalised chaos (a fact well
underappreciated outside of Russia)—so strong are the centrifugal and
also regionalised ethnic forces across Russia’s territory and its complicated
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regional diversity. Unintelligent or careless federalisation, for its part, could
lead to excessive ethnic concentration, to the detriment of the legitimacy
of the federal centre in Moscow, as well as to the overall governability of
the country—including through the destruction of the critical informa-
tional feedback to the centre provided by citizens and local governments
in a decentralised regime.

Critically, because there is no felt—instinctual or cultural, rather than
intellectual—understanding of how federalism works in any of the post-
Soviet states—most of which are not only unitary but indeed hyper-unitary
states, built on strict “verticals” of power—it is perhaps appropriate (if not
inevitable) that Russia should end up, through iteration and trial and error
(the only way of doing policy in Russia), with what the Indians call a fed-
eral system with unitary characteristics.

Thesis 3 Mentality is critical to the future of Russia. There once was a
“Soviet person”. What is a “Russian” person in the post-Soviet context?
Answer: He or she is still being developed (see Chap. 3 by Andrei Melville
on Russian political ideology). The Soviet collapse left Russians with at
least three types of anomie or general disorientation—strategic, moral and,
to be sure, in identity. All three species must be reckoned with—not with
fetishistic searches for single national ideas, but rather through deliber-
ate investments in real institutions and public achievements, and through
long-term, patient investment in the legitimation of these institutions and
achievements, both inside Russia and, to a lesser degree, internationally.
Indeed, part of this investment and legitimation must involve the foster-
ing of a far deeper and more robust policy culture in Russia’s intelligentsia,
among its still-venerable specialists in various professional disciplines, and
also for its younger people, who are both the future algorithm-makers and
also the future drivers of the feedback mechanisms that are essential to
the effective governance of the country. Such a policy culture is danger-
ously underdeveloped in today’s Russia, which militates against effective
pivots to either of the argumentative or algorithmic traditions, and indeed
against the creation of a uniquely Russian hybrid governance this century.

Thesis 4 What of Russia and Europe this century? The conflict between
the West (especially Europe) and Russia that erupted over Ukraine in
2014 and that endures, without foreseeable resolution and in multiplying
manifestations, to this day, can be properly and fundamentally understood
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as what I would call an “interstitial problem”—that is, as the result of
two regional regimes and geopolitical gravities (the European Union to
the west and Russia and, more loosely, the Eurasian Economic Union
to the east) pulling ferociously, in opposite directions, on a poorly gov-
erned space or theatre (Ukraine), with weak institutions and unstable
legitimacy at its own centre (the said problem of the “youth” or “new-
ness” of all post-Soviet states). How can this be fixed? Answer: by creat-
ing a “Europe 2.0” framework that znterstitinlly—and tendon-like—binds
Moscow with Brussels, or indeed the Eurasian and European planes, via
Kiev. The “thickness” of the binding mechanisms may well be de minimis
to start—that is, comprising strictly confidence- or trust-building mea-
sures and economic exchange, evolving over time to security and political
arrangements.

To be sure, as Fyodor Lukyanov notes in the book, with the European
Union weakened, if not existentially compromised, by several concur-
rent crises (Brexit, refugees, economic stasis, the Ukrainian crisis and
Turkish authoritarianism at its borders, and the serious prospect of more
Eurosceptic governments on the Continent), an emerging strategic per-
spective from Moscow would seem to be that even the “European” option
or pivot is now no longer on the table for Russia, even if the vision of
constructing a common space between Lisbon and Vladivostok has been,
with varying degrees of intensity and coherence, in the strategic psyche of,
and expressed in many public statements by, Russian leaders going back to
Mikhail Gorbachev (“Big Europe”) in the late Soviet period to Vladimir
Putin from the early 2000s.

Having said this, as Europe 1.0 transforms, it seems inevitable that,
if peace is to be maintained on the continent, and if Russia is to avoid
accidental or even narcissistic isolation and find economic and intellec-
tual openings to Europe, then this Europe 2.0, even if it seems improb-
able at the time of this writing, will still have to be “invented”. As such,
there is a distinct strategic opportunity here for Moscow, if it is smart and
plays its cards properly, to play a key role in its formulation and erection.
Indeed, as Russia, on top of its juxtaposition with the European Union,
shares borders with several existing or emerging or potential economic
and political blocs or international regimes in Asia, the Middle East and
even, via the melting Arctic, North America (a juxtaposition still underap-
preciated in North American capitals), Moscow has an opportunity to play
a pivotal role in constructing a wide array of interstitial bridges and mech-
anisms that would help both to give its strategic doctrines greater and
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ARCTIC TENDON
[NORTH AMERICA]
EUROPEAN TENDON
[“EUROPE 2.0”]
MOSCOW/KIEV/ % >
BRUSSELS —
EURASIAN ECONOMIC
UNION & EUROPEAN
UNION
MIDDLE EASTERN (WEST ASIAN
ASIAN) TENDON TENDON

Fig. 1.2 Russia’s interstitial links to key global theatres

more constructive focus, and also to drive the country’s institutional
and economic development this century (see Fig. 1.2). Moreover, to the
extent that collision between two or more of these international blocs or
regimes may, as with the Ukrainian case, lead to conflict—including, in
extreme scenarios, nuclear conflict early this century—then the opportu-
nity for intellectual and strategic leadership in such interstitial “knitting”,
as it were, by Russia assumes a world-historical character.

Thesis 5 Russia has a serious succession problem. If this is not nego-
tiated properly and carefully, it could result in civil conflict or chaos,
and even the breakup of the country into several parts. (This is a fact
that is deeply misunderstood outside of Russia.) The absence of “argu-
mentative” institutions in Russia, including the peculiar weakness of
its political parties (see Chap. 8 by Alexander Kynev), means that the
nature of the contest and process for determining the next President
and other strategic leaders of Russia are not (uncontroversially) clear.
This, again, is not a question of democratic fetish, but indeed one about
the ability of the centre in Moscow to project legitimacy across the
entire territory and population of the country. In the absence of a pro-
cess deemed legitimate and a persona who, in succession to President
Putin, is able to command the agreement of the masses to be governed
by him (or her), there is a non-negligible risk of civil destabilisation of
the country. What’s more, should the presidency end more suddenly, for
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whatever reason, then the country could be seriously destabilised, as the
process of relegitimisation of the centre in succession will not have been
triggered in time.

It is in the interest of Russian leaders to make the succession pro-
cess extremely plain to the Russian people immediately. It is also mani-
festly in the interest of outside countries to understand this succession
challenge—mnot least in order to be disabused of any interest in desta-
bilising the Russian leadership artificially, in the knowledge that a weak
governing legitimacy in the aftermath of President Putin could create not
only wholesale chaos in Russia but indeed major shockwaves in global
stability (beginning at Russia’s borders and radiating outward).

Thesis 6 The creation of a true policy elite in the Singaporean or Chinese
algorithmic idiom requires significant and long-term investment in educa-
tion, and the creation of top-tier educational institutions, from kinder-
garten to the post-secondary levels. The USSR, for all its warts, had these
(including “policy” and administration academies through its Higher
Party School). Russia, as a new state, does not. On top of world-class
institution-building in education, as numerous writers in this book, from
Kudrin and Mau to Yuzhakov testify, Russia must, in order to improve
the feedback mechanisms of the argumentative tradition, invest in, and
deliver, renewed institutions of politics (including federalism), economics
(including credible property rights protection), the judiciary (including
serious judicial protection of the legitimate constitutional powers of dif-
ferent levels of government), as well as other spheres of Russian social life,
including the religious sphere (as Boris Knorre writes in Chap. 10 on the
Russian Orthodox Church).

Thesis 7 How to solve the Ukraine conflict and, by extension, Russia’s
conflict with the West? I have written about this extensively, in many lan-
guages, and confess that the window for any clean, comprehensive reso-
lution of this conflict may by now have passed (something both leading
Russians and Ukrainians know fairly well, even if some Western analysts
may not yet). In 2014 and 2015, a winning algorithm for resolution, on
my assessment, would have seen the insertion into the Donbass region
of neutral peacekeepers (for example, from a respected Asian country
like India, or even Indonesia—that is, non-NATO, but also not post-
Soviet), constitutional reform in Ukraine (including possible federalisation
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in toto—recalling the aforementioned need for most post-Soviet states to
decentralise or federalise—and /or special status or special economic zones
for several regions of the south and east of Ukraine, in concert with the
enshrinement of an indissolubility clause for the Ukrainian union in the
national constitution, as in Australia’s constitution), and strong guaran-
tees on the permanent non-membership of Ukraine in NATO (including
through a possible UN Security Council resolution). These steps would
have been accompanied by the removal (at least by the European Union)
of economic sanctions not related to Crimea.

The paradox of the Ukraine conflict at the time of this writing is as
follows: Ukraine cannot succeed economically or even strategically with-
out re-engagement with Russia (no amount of Western implication will
make up for the loss of Russian engagement); Russia cannot succeed (or
modernise) economically without the removal of sanctions (and without
a deeper reconnection with the European Union); and the coherence of
Europe suffers for the disengagement and economic weakness of Russia,
as well as for the Ukrainian crisis at its borders. No resolution is cur-
rently in sight because both Ukraine and Russia remain “two houses
radicalised” in respect of this conflict, with key Western capitals not suf-
ficiently understanding (or believing) the finer details of the conflict and
its genesis, with Moscow gradually becoming “used to” the economic
sanctions and renaissance of tensions with the West (including in its
domestic political narrative), and with the government in Kiev increas-
ingly unstable and therefore unable either to deliver major domestic
reforms or to make decisive moves in respect of resolving the Donbass
war. Moreover, the accelerating disintegration of the Middle East, in
Syria and beyond, has grossly complicated any prospects of exit from the
crisis—eftectively fusing together the European theatre with the Western
Asian theatre.

Leaving aside the succession issue in Russia (7hesis 5), there is a clear
risk of systemic collapse in one or both of Ukraine (for political and /or
economic reasons) and Russia (for economic reasons) in the near to
medium term. Collapse of either country’s system would be devastating
for both countries, as well as for European and global stability (including
in nuclear terms).

Only a systemic solution is possible to the conflict, and yet I do not
believe that Europe is currently sufficiently strong and united to be
able to drive a solution. The USA, for its part, is politically unable to
relieve Russia of sanctions, and so Moscow will not see much utility in
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the American play except insofar as Washington can play a role in push-
ing or incentivising Kiev to make or not make certain moves. As such, the
“solution” to the conflict can for now only be partial, rather than gen-
eral and global. And in my assessment, it is Asia—particularly China, and
perhaps also India—and not Western countries that must play the pivotal
role. (Indeed, Moscow could cleverly seduce both New Delhi and Beijing,
geopolitical rivalry between the two oblige, to play co-leads in this partial
resolution.) The two key elements of the winning partial algorithm could
include:

1. neutral peacekeepers from a leading Asian country and police or
constabulary force in the Donbass and along the Russia-Ukraine
border; and

2. heavy Russian state reinvestment into all of Ukraine, and, concurrently,
heavy Ukrainian reinvestment into all of Russia, with both countries
combining economically to rebuild the Donbass in particular—all with
significant loan guarantees from the new Asian Infrastructure
Investment Bank (AIIB) and the New Development (BRICS) Bank, as
well as by the Indian and Chinese governments proper (with opportu-
nistic but subordinate participation by other states).

Issues like NATO guarantees of non-membership for Ukraine and also
the future status of Crimea, as well as global sanctions relief for Russia,
all require deep and coherent Western engagement, and so are not on
the table for the foreseeable future (although partial, non-Crimea-related
sanctions relief is on the table). The above algorithm also insulates the
Ukraine conflict somewhat from the Middle Eastern conflict—or, in other
words, delinks, diplomatically, the resolution of the Ukraine conflict from
that of the various, arguably less soluble Middle Eastern theatres.

Thesis 8 Despite its cultural dynamism and deep intelligentsia, Russia’s
economy is unacceptably primitive. As Valeriy Kryukov rightly notes in
Chap. 19, natural resources and energy products will continue to domi-
nate Russia’s economy for the foreseeable future, just as they did in the
last century—which also makes the national economy and the federal and
regional budgets exceedingly vulnerable to commodity price swings (as at
the time of this writing). However, what appears to be missing in Russia
today, in addition to proper investment in infrastructure across the terri-
tory (see Mikhail Blinkin’s arguments in Chap. 18), is a matching of state
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purpose, deep entrepreneurial talent and large-scale venture capital invest-
ment in Russian export-oriented sectors outside of commodities—the pre-
dictable result of which is a disproportionate dearth of great and global
Russian companies and brands (again, outside of the commodities sector).
And so here the model for Russia is likely Israel, from which algorithmic
countries like Singapore have borrowed heavily in fashioning their own
state-private sector models. Applied to the Russian context, that model
would seem to commend two critical reform vectors for Russian industrial
policy (which is far more important here than, say, tax policy): first, the cre-
ation of a handful of national educational, military or technical-scientific
institutions (elite or quasi-elite) that are able to fashion an achievement-
oriented mindset among Russia’s young adults, as well as deep, lifelong
friendships and networks among these people; and second, assurances that
the Russian state, with minimal bureaucratic friction (a perpetual chal-
lenge in its own right in Russian public administration), is positively dis-
posed to giving entrepreneurs from this “class” of young achievers passing
through these institutions a first contract (procurement), initial funding or
indeed future contracts of scale.

In Israel (and also Singapore), it is often the military that serves this
“bonding” and “maturing” function among young (future) achievers,
including among future entrepreneurs, while in a country like the USA
the Ivy League elite universities play a similar role. When young Israelis
complete their compulsory military service, they typically are, by compar-
ison with their international counterparts, more mature, more confident,
more bonded or networked with future partners in life projects (includ-
ing business ventures), and have had “real” or “consequential” experience
in fields like computer science, engineering or logistics. Now, after they
finish their university studies, and as they start different entrepreneurial
ventures, the state plays a key role in providing initial liquidity or con-
tracts for purposes of giving momentum to start-ups, and eventually for
purposes of developing scale. Importantly, the state is often prepared to
lose some bets on some of these companies in the knowledge that it and
the country’s economy will likely win big on other bets (or on a broad
sample of bets).

Thesis 9 A key aspect of the argumentative paradigm of governance is
that the marginal value of human life is greater in the societal geist of argu-
mentative states, given the high importance ascribed to procedure and
also feedback to political power from citizens. This larger marginal value
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of life is given expression through very robust constitutional and cultural
bulwarks for protecting human life, which is viewed in absolute terms. By
contrast, algorithmic states, especially of the Asian ilk, may, at least implic-
itly, attach greater instrumentality to human life—that is, human life as
being in the service of, or subordinating to, the preferred Asian freedom
(not freedom from government repression, but instead freedom from
chaos). The Singaporeans and Malaysians, for instance, refer to the fear
of chaos and death, in the Hokkien idiom, as %iasi, in response to which
extreme or radical private or public measures may occasionally be neces-
sary: consider the death penalty or, more commonly, the standing use of
emergency laws and measures. An individual life or, short of that, what
Westerners view as fundamental rights or liberties, may, on this logic, need
to be compromised or traded in the service of the more important gen-
eral protection and freedom from chaos. This may lead to swifter and less
compunctious resort to peremptory punishment (like the death penalty)
for what might, in the argumentative states of the West, be considered
micro-torts (including some drug offences), or to draconian emergency
laws and prerogatives in response to perceived threats of a political ilk
(including terrorism).

The policy implication for Russia is that the “care” given to each indi-
vidual Russian citizen (or the value of the individual Russian life) can be
improved indirectly or circuitously—that is, that improvement may come
not necessarily through direct legislative or regulatory changes (and cer-
tainly not from well-intentioned rhetoric and nice proclamations), but
indeed through investment in some of the “argumentative” institutions
themselves—including, as discussed in this book by Kynev, Kiriya, Knorre
and Mersianova, improvement of the health and sophistication of the vari-
ous estates, from political parties to Russian civil society (and even Russian
businesses), that provide the feedback mechanisms from the governed to
the governors, in order to remove some of the edge from the bureaucratic
leviathan as it touches the human condition.

On this same logic of increasing the value of individual life, increased
investment in argumentative institutions can arguably lead to better,
more porous relations between the ethnic Russian majority and the many
important minorities of Russia—an issue raised by Irina Starodubrovskaya
in her meditation on the complicated interethnic relations in the North
Caucasus in Chap. 6. A somewhat less classical, more citizen-oriented con-
ception of, or approach to, national security (as discussed in Chap. 14
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by Dmitry Baluev) and public safety and criminal justice (as discussed in
Chap. 29 by Leonid Kosals and Sergey Pavlenko) is also instructive in this
regard.

Thesis 10 Excellent Russian public policy and administration will never
wholly eliminate Russian public corruption. As Alexander Auzan argues
in Chap. 4, Russian corruption—narrowly conceived—can, to a limited
extent, be seen as an informal institution of Russian state and society. In
this, Russia is not that far removed from many countries and societies
around the world, including the more advanced countries of Northeast
and Southeast Asia. Instead, the key question for Russian statecraft in the
early twenty-first century is whether, allowing for limited corruption as
an informal institution, the governing classes can move the country to
greater wealth and stability, and improve meaningfully and substantially
the daily lives of citizens. Manifestly, it would be best to improve the lot
of citizens with negligible corruption, as is the standard in the argumenta-
tive states of North America or Western Europe. And just as manifestly,
it is unacceptable to remain corrupt while the quality of life for Russians
stagnates or deteriorates. But the story of leading algorithmic pioneers
like Lee Kuan Yew or, on a more serious scale, Deng Xiaoping, is not one
of perfunctory non-corruption—as that would likely remove all lubrica-
tion from the administrative system—>but instead public achievement and
policy-administrative delivery to citizens in the context of significant cor-
ruption that, over time, enjoys a downward trajectory.

The paradox of Russian public administration as it applies to matters mil-
itary versus non-military is instructive in this regard. In Russia, short-term
military or emergency orders or decrees (or algorithms)—especially ones
involving actual military missions—are typically dispatched with remarkable
rapidity and efficacy (demonstrating a prodigious organisational ability to
scale very quickly). And yetlong-term plans and projects (including even mil-
itary procurement) are delivered with notorious inefficiency, slowness and
procedural corruption. For these long-term projects, presidential decrees
are issued, with considerable regularity, even to repeat or remind the bureau-
cratic system about the existence of still-unfulfilled erstwhile presidential
decrees. Quaere: what type of strategic, policy and administrative seriousness
and quality would Russia need to be able to deliver, with the same inspira-
tion on which it draws to deliver on various emergency prerogatives, on the
country’s long-term, more prosaic challenges? Can the country maintain
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its focus (and cool)? Can it develop a professional leadership class across
the country, at different levels of public power, that has a “synoptic vision”
that is sufficiently vast to incorporate Russia’s endless complexity while
constantly iterating and refining this vision through citizen input and feed-
back? Can this class of people both populate and in turn discipline the
administrative apparatus of the state? And, whatever the compromises it
may require en route, can it deliver the goods for the Russian people?
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Russian Strategy and Statecraft



CHAPTER 2

The Principles and Goals of the Russian State
in the Twenty-First Century

Alexei Kudvin and Viadimir Mau

Russia AND THE CRISIS OF STATE: A BRIEF PREHISTORY
OF TODAY’S PROBLEMS

The role of the Russian state is at the heart of the national debate about
the future strategic, economic and social development of this huge, com-
plex country. The traditional Russian and Soviet conception of the state
holds that the state is by far the most important player in the resolution
of the country’s major problems—in particular in respect of the “catching
up” development that remains Russia’s central challenge at the start of the
twenty-first century.

In reviewing the post-communist transformation of Russia, it is essen-
tial to understand three important factors that affected the capacity of the
state in general and the influence of state power on the development of
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the country in particular: first, the revolutionary character of the trans-
formation of Russian state power and the entire public system after the
collapse of the Soviet Union; second, the basic need to overcome the
crisis caused by the Soviet disintegration—including in respect of the very
existence and legitimacy of the successor Russian state—and to mitigate
the socioeconomic consequences of radical change in the public system;
and third, the imperative to create institutions that could drive a decrease
in the divergence in the national level of social and economic development
vis-a-vis that of the world’s most developed countries.

To be clear, the systemic transformation of the Russian state in the
wake of the collapse of the Soviet Union was, by definition, revolutionary
in character and scale, and yielded a generally weak Russian state. Russia
is the only country—perhaps with the exception of China—for which the
communist system was the product of its own (internal) development,
rather than having been foisted upon it from the outside. As such, Russia’s
exit from communism was incomparably complicated—connected as it
was with the destruction of the national ideological, social and political
consensus, as well as a dramatic sharpening of conflict among different
social forces and interest groups. If, for the states of central and eastern
Europe, overcoming the communist past and entry into the European
Community and then the European Union served as goals that unified
the societies, then in Russia the crumbling of the Soviet empire and the
processes related to extricating the successor state from communism (or
excising communism from the state) were, by contrast, factors of public
and socicetal disintegration.!

Revolutionary transformations have, in Russian history, a certain regu-
larity or pattern, including in respect of the specific character of the con-
comitant strategic, economic and social policy dynamics and processes.
(Naturally, economic policy in a country with deep social conflicts can
nary be stable or consistent.) The weakness of the Russian state has, in
such revolutionary contexts—and certainly in the context of the post-
communist transition—manifested itself through recurring economic cri-
ses, the multiplicity of competing centres of political and economic power,
the absence of settled and functional political institutions and ill-developed
societal “rules of the game”.

In any weak state, the central role in economic and social develop-
ment is played not by a political majority rooted in a consensus that is
properly formed through political institutions (for starters, parliament and
parties)—as these are, by definition, still-born or unstable (see Chap. 8
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on Political Parties and Parliament)—but rather through the direct, con-
spicuous influence of leading economic interest groups and factions on
representatives of state power. The weak Russian state of the 1990s was,
accordingly, characterised by terms like “state capture”, only to be replaced
in the 2000s, after a brief interval, by so-called “business capture”. It fol-
lows that overcoming both of these extvemes—state capture and business cap-
ture—is one of the key challenges of Russia’s veform agenda in the fivst thivd
of the twenty-first century.

By the year 2000, on the strength of some rudimentary post-communist
reforms, the central government in Moscow was able to address certain
basic challenges of national stabilisation—macroeconomic and sociopo-
litical alike. Economic growth, doubtless supported by high oil prices,
recommenced. Until the geopolitical and economic crises of 2014, this
prolonged growth had created the preconditions for significant enlarge-
ment of the state’s capacity to regulate the country’s socioeconomic
processes.

OVERCOMING Russia’s BAsic DEVELOPMENT (GAP:
CarcHING Up

The fundamental challenge before Russia over the course of the last three
centuries has been to overcome the gap between it and the most devel-
oped countries of the world. Closing this gap was set as a central strategic
and policy goal by practically all the country’s governments, starting with
Peter the Great. And this challenge, which includes technical innovation
and economic growth, remains central in the early twenty-first century.?

The Russian experience of modernisation has one essential particular-
ity separating it from that of many other countries: historical-economic
studies show that Russia has, over the course of the last 200-plus years,
preserved a stable degree of lag, in economic terms, vis-a-vis more devel-
oped countries such as France and Germany (see Tables 2.1 and 2.2
below). The magnitude of that lag is, as a general rule, approximately
50 years.?

Now, given this 50-year lag, three things must be borne in mind in
respect of Russian modernisation. First, Russian development has been
inconsistent across the various sectors of Russian life. For instance, at vari-
ous stages of Russian history, the closing of the development gap with
leading countries has been faster in, say, the military sector, than in, say,
labour productivity, where significant gaps remain to this day. Second,
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Table 2.1 The structure of employment in key sectors of the Russian economy,
as compared with Germany, France and other advanced countries, in %

Year USA France  Germany  Netherlands — United Japan  Russin
Kingdom

Agriculture, forestry and fisheries
1820 70.0 - - - 37.6 - -
1870 50.0 49.2 49.5 37.0 227 70.1 -
1913 27.5 41.1 34.6 26.5 11.7 60.1 70.0
1950 12.9 28.3 222 13.9 5.1 48.3 46.0
1992 2.8 5.1 3.1 39 2.2 6.4 17.0
2000 2.6 39 2.8 31 1.5 5.1 13.0
2010 1.6 2.9 1.5 2.6 1.1 4.0 7.9
2014 No data 2.8 1.3 2.0 1.1 37 6.7

Manufacturing and mining, construction and public utilities
1820 15.0 - - - 329 - -
1870 24.4 27.8 28.7 29.0 423 - -
1913 29.7 323 41.1 33.8 441 17.5 -
1950 33.6 349 43.0 40.2 44.9 22.6 29.0
1992 23.3 28.1 37.3 24.3 26.2 346 36.0
2000 232 24.1 345 20.8 254 314 31.0
2010 17.2 222 28.5 16.1 19.2 25.4 27.7
2014 Nodata  20.5 28.3 15.1 18.9 25.8 27.5

Service sector
1820 15.0 - - - 295 - -
1870 25.6 23.0 21.8 34.0 35.0 - -
1913 42.8 26.6 24.3 39.7 442 22.4 -
1950 535 36.8 34.8 459 50.0 29.1 25.0
1992 74.0 66.8 59.1 71.8 71.6 59.0 47.0
2000 74.3 72.0 62.6 71.6 72.8 63.5 56.0
2010 81.2 74.4 69.9 71.9 79.0 69.5 64.4
2014 No data  75.8 70.4 75.3 79.1 69.1 65.8

Source: Maddison A. (1995) Monitoring the World Economy, 1820-1992. OECD, 39. For the data for
2000, see World Development Indicators 2016, World Bank (the data for Japan are for 2013)

Russia’s modernising achievements are fundamentally unstable. Russia has
never had the ability to consolidate the outcomes of national reform—that
is, after a breakthrough in one sector or another, the country often suffered
reversals or regression. Such regression occurred not only because of sec-
toral or general crises in Russia but far more often because of acceleration
in the development of advanced countries reaching a new technological
orbit, and the corresponding absence in Russia of “pre-organised” plans
and resources to support similar innovative bursts. And third, the said
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Table 2.2 Russia’s development gap with Germany and France, in per capita
GDP

Country Year

1870 1913 1950 2001 2005 2010
France ~60 63 46 50 ~45 ~41
Germany ~60 63 55 48 ~47 ~42

Source: For the data on per capita GDP for the period 1870-1950, see Angus Maddison, Monitoring the
World Economy 1820-1992 (OECD, 1995). For the data on per capita GDP for 2001, see the World
Development Report 2003 (The World Bank). For the data on the per capita GDP for 2005 and 2010,
see The Maddison Project database for 2013 (http://www.ggdc.net/maddison/maddison-project/data.
htm). The data are in 1990 Geary-Khamis dollars

half-century development lag has always been largely indifferent to the
political structure and character of Russian government—whether tsarist,
communist or post-communist.

Why has Russia not been able to overcome its persistent development
gap vis-a-vis the world’s most developed countries? Answer: the modernis-
ing efforts of the Russian state have always been peculiarly non-systematic
or otherwise non-composite. (We speak of the Russian case only, with all
of its particularities, not wishing to overstate the extent of systematic
change or its absence in other major modernising countries, including,
say, China.) The Russian state has always focused on discrete aspects
of the modernisation challenge, while ignoring or compromising other
aspects. Indeed, the sequence and logic of Russian modernisation efforts
over the last three centuries may, in broad strokes, be summarised as fol-
lows: in the beginning, the country fixed for itself modernisation impera-
tives in the military and military-related sectors. Military modernisation
was followed by economic modernisation, on the understanding that the
economy is the most natural bulwark for addressing national military chal-
lenges. However, cultural modernisation was often neglected until such
time as the general cultural gap with the most advanced (Western) states
was deemed critically large. Lastly, the modernisation of political institu-
tions was ignored almost in toto. Only the most severe systemic crises—in
the middle of the nineteenth century, and at the start and end of the twen-
tieth century—led to political reforms.

In short, the history and experience of Russian modernisation (again,
in particular) suggest that stable and long-term results can be achieved
only in the context of system-wide or composite modernisation, including
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modernisation of the country’s technological base and, to be sure, state
institutions. This concurvent, system-wide modernisation thevefore becomes
the dominant imperative for Russia in the twenty-first century.

Of course, recent discourses on Russian strategy have held that the
modernisation of the country’s political system is #ot a first-order issue—
that is, that state modernisation can follow economic modernisation. This
is an extremely questionable position. It is probably applicable to countries
transitioning from an agrarian economy to an industrial one, where pre-
dominantly rural populations are particularly sensitive to improvements
in material well-being and do not express any strong demand for mod-
ern political institutions. However, an urban, educated population like
the Russian population, post-Soviet Union, reacts differently, demand-
ing specific political guarantees. It is clearly ready to participate in state
decision-making. For this reason, the modernisation of the Russian state
is an absolute priority for purposes of addressing all other challenges of
economic and social modernisation.

The politics of “catching up” modernisation traditionally imagines
that the gap with more developed countries will be closed through the
leadership of the state. And yet the precise role of the state in closing
this gap is a particularly vexed question in a society that, like Russia’s, is
acutely aware of its relative backwardness and not content to settle for just
any state of affairs. The twentieth-century economic historian Alexander
Gerschenkron famously addressed this issue in his research, even if his
prescriptions must be updated if they are to be useful for the develop-
ment problems of modern (post-industrial) society. For Gerschenkron,
the role of the state consists primarily in the creation of a favourable envi-
ronment for development—that is, a general foundation for institutional
reconstruction—and, in parallel, the removal of institutional restrictions
on economic growth, including negative factors and forces created by the
state in the first place.* On this logic, the state played a limited role in
the economic growth of the pioneer countries of industrialisation (the
United Kingdom and the Netherlands), a significant role in the catching
up industrialisation of Germany and Japan, and, lastly, an exceptionally
important role in the development of Russia and the Soviet Union in the
first half of the twentieth century—and, by extension, in the newly indus-
trialised countries of Asia.

This allows us to posit the following requirements as essential to the
proper functioning of the Russian state as it seeks to address systematically
the challenges of modernisation this century:



THE PRINCIPLES AND GOALS OF THE RUSSIAN STATE 23

Political Regime The regime must be stable and adequate for the
tasks before the country. Which species of political regime will give
Russia the greatest chance of overcoming its gap with the most devel-
oped countries? Clearly, the optimal political regime for catching up is
different as between industrialised and post-industrialised contexts. If
the industrialising markets of backward (agrarian) countries required
authoritarian regimes that were able to concentrate national energies
and assets on technological and productivity breakthroughs, then post-
industrial breakthroughs appear to occur predominantly under condi-
tions of stable democracy.® Of course, for a society in which growth
depends on information flows and the individualisation of consump-
tion, feedback mechanisms and adaptiveness based on such feedback
are critical. This means that Russia absolutely needs institutions that
guarantee political, intellectual and creative freedom, and that protect
property (see below).

Property The creation of an adequate post-industrial system of prop-
erty relations is a fundamental challenge for the Russian state. There have
always been problems with property rights in Russia (to say nothing of
the more radical case of the Soviet Union). These problems cannot be
solved through simple legislative or juridical announcements. Instead, a
prolonged period of time is necessary for the formation of a deep level of
trust in the actions of the state in relation to private property.

Economic Freedom Political freedom in the post-industrial world can-
not be dissociated from economic freedom. If state spending as a share
of GDP may be a reasonably good indicator of a country’s standard
of economic freedom, then analysis of the development experience of
post-industrial countries allows us to draw two conclusions: first, to
meet the challenges of catching up development in a mature industrial
society, the state’s budgetary footprint must be smaller than in pio-
neer countries, as the high technological and economic uncertainties
of such a context require greater resources in the hands of private eco-
nomic actors; and second, the budgetary footprint has both quantitative
and structural importance—that is, not only are the general numbers
important (reflecting the magnitude or extent of state participation) but
so too are the targets of state expenditures, and especially the size of
investments in the development of physical (especially transport) infra-
structure and human capital.
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Structural Policy Competition is an especially significant factor in post-
industrial development. The state must enable economic actors to make
their own decisions and bear accountability for the results of these deci-
sions. This requires the state to establish uniform rules of the game, on
the understanding that individually tailored, ad hoc or capricious state
decisions (including ones that favour one sector over another) are espe-
cially dangerous because it is practically impossible, ab initio or a priori,
and regardless of the intellect of the decision-makers, to determine the
true relative advantages of a given post-industrial country. Of course, this
does not mean that the state should refuse to support economic activity
that meets general and sufficiently precise criteria—for instance, the export
of manufactures and services. Indeed, it is both possible and desirable to
support those sectors that can demonstrate their competitive advantages
in foreign markets. Moreover, the refusal to artificially privilege certain
sectors evidently does not eliminate the need to set clear national budget-
ary priorities—for instance, privileging the aforementioned investments in
infrastructure and human capital.

Institutions In addition to the said political regime, catching up develop-
ment requires the establishment of an entirely new system of institutions.
However, direct, undifferentiated borrowing or adoption of institutions
from foreign pioneer countries is not recommended (Russian mentality,
culture and social context oblige). Some such institutions evidently have
universal utility—that is, they are important for the stable functioning of
any developed society. But not all of them, by any stretch, are able to
play a clearly positive role in bridging significant gaps in socioeconomic
development. In a number of cases, a given institution, having proved its
efficacy in a developed society, can actually be a brake on the attempted
accelerated development of a more backward country. On the other hand,
it stands to reason that prima facie antiquated institutions can occasionally
be a positive factor in accelerating growth.

InsTITUTIONAL REFORM AND ECONOMIC GROWTH
IN THE TWENTY-FIRST CENTURY RUSSIA: NEXT STEPS
To repeat, a key task today before the Russian state and Russian society

is the creation of favourable conditions for stable economic growth over
the medium run, in concert with structural modernisation. The speed of
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this growth—if slightly above the global growth rate—should lead to a
reduction in the gap with the most developed countries of the world. And
such growth is the principal precondition for increasing the well-being
and socioeconomic stability of Russian society.

Indeed, what lies abead for Russia must be the creation of a new model of
economic growth.S This, of course, is a non-trivial challenge at the start of
the twenty-first century. The story of Japan over the last 25 years suggests
that a developed country can experience secular stagnation that lasts as
long as a quarter century.” This is a fundamentally new phenomenon—
one meriting serious scholarly and policy attention and research, including
in Russia.

Creating economic growth requires that Russia address three interre-
lated challenges: first, diversifying the economy—and exports in particu-
lar—as Russia’s dependence on resource rents, characteristic of the 2000s,
has reached its obvious limits; second, significantly opening up the Russian
economy, as it is, at present, insufficiently capacious to be able to provide
a sufficiently high level of demand and competition; and third, resolv-
ing the problem of diminished interest in private entrepreneurial activ-
ity, which most clearly manifests itself in the preference of many Russians
for employment in state corporations and state security structures. These
three challenges require the creation of corresponding political and eco-
nomic institutions directed at economic growth.

Political and Legal Institutions These deal with the provision of
legal and political rights—in particular, the rights and security of eco-
nomic actors. It is essential to defend basic rights, the recognition of
which by the state should in time become the foundation of modern
economic growth. Relatedly, it is essential to guarantee the inviolabil-
ity of person and property, the independence of the courts, the effec-
tiveness of the law enforcement system and also the freedom of the
media.

Institutions of Human Capital These include, first and foremost,
education, health care, the pension system, and the provision of hous-
ing. It would be a mistake to attribute the problems of these sectors in
Russia to inadequate funding. Instead, the key challenge here for Russia
is the need to develop institutions that meet the modern challenges
of human capital development. Today’s welfare state systems were evi-
dently drawn up in the period of transformation of agrarian economic
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systems to industrial ones, under completely different demographic and
social conditions. When these social conditions changed in significant
ways, traditional institutions of social support developed at the turn of
the nineteenth century turned out to be extremely expensive and inef-
fective. Russia is thevefore in need not only of the aforementioned new
model of economic growth, but indeed of a radically new welfare state
model.

Economic Institutions These deal with the laws, regulations and
norms that protect and support the functioning and development of
the national economy. Key vectors for the development of economic
institutions in Russia for the first quarter of the twenty-first century
include:

(a) Creating n favourable investment climate. This must be a top priority
for all levels of government in Russia, and especially for regional gov-
ernments. Getting high scores in the Doing Business rankings is an
important objective, even if this alone is not sufficient to attract
business. Russia progressed from 120th spot to 51st between 2012
and 2016. However, investment activity during this same period was
unconvincing. Among the urgent measures needed to improve the
national investment and entrepreneurial climate are increased deregu-
lation of the economy, support of small and medium-sized business,
protection of property, and security and safety for business people and
entrepreneurs.

Fostering effective competition and veducing monopolies in the economy.
The anti-monopoly agencies and structures must, first and foremost,
restrict the expansion of administrative and infrastructural monopo-
lies instead of squeezing firms that succeed on the strength of efficien-
cies (thereby becoming local monopolies). It is also important to
increase the effectiveness and transparency of public regulation,
including through the drafting of precise, transparent criteria for state
support in different sectors of economic and social life. Conflicts of
interest among civil servants in regulatory decision-making must be
prohibited.

Diversifying exports and stimulating non-raw material exports (manu-
factures). For contemporary Russia, with its limited domestic market
(one of the many major differences with China), external demand is
extremely important for sustainable economic growth. The work of
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the Russian Export Centre, created in 2015, is aimed precisely at the
development of such external markets. However, administrative
decision-making must be supported by various institutional measures,
including the removal of export barriers and more generally all barriers
to external economic activity. (Russia’s position in cross-border trade
in the annual Doing Business rankings continues to be weak and needs
priority attention.) The procedures for goods crossing the border
must be radically simplified, moving to electronic document submis-
sion for three-quarters of all cases, and to the processing of all transac-
tions through a single-service window. Administrative restrictions on
non-raw material exports must diminish markedly. Import barriers
must be removed, given that the effectiveness of exports in global
value-added chains often depends on the effectiveness of imports used
for the production of export products. And finally, the stimulation of
exports must be directly associated with Russia’s import substitution
processes. Indeed, as a rule, and as mentioned above, the ability to
export goods must be the main criterion for decision-making in respect
of the support of any import substitution project (see Chap. 22 on
Food and Agriculture).

Increasing the efficiency and velinbility of Russia’s financial institu-
tions. In the context of the substantial impediment to investment and
thus economic growth presented by the lack of confidence in the
country’s financial markets, this requires, among other things, the
development of new financial instruments to serve as alternatives to
traditional bank deposits as vehicles for private savings among
Russians.

Securing a healthy macroeconomy. This involves stable monetary and
fiscal systems, which should provide the general basis for imple-
menting all the aforementioned institutional moves. More specifi-
cally, disinflation should finally bring the national inflation rate to
the target level of 4 per cent (something not yet achieved). Of
course, stabilisation of inflation will contribute to general economic
and even political predictability in the country, which in turn will
improve social stability and boost consumer demand in Russia.
Meanwhile, the demonstration of consistent progress towards the 4
per cent target will give businesses clear and predictable macroeco-
nomic bearings for key planning and operational considerations, as
well as access to credit (as the key interest rate and the rate of
commercial credit are related to the rate of inflation). Finally, fiscal
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policy must address the following challenges: lowering the federal
budget deficit and returning the country to a non-deficit budget
position by restricting the growth of state debt as a basis for confi-
dence in the macroeconomic policy and posture of the country; sta-
bilising the tax system by avoiding, in the medium run, increases in
the overall tax burden on business (dealing with this challenge inevi-
tably requires reforms in the pension system); redistributing bud-
getary spending in favour of productive sectors (human capital and
transport infrastructure); developing a new budgetary rule that pre-
scribes how to use (invest) windfall revenues, depending on the
fluctuation of oil prices (if such windfall revenues return); and,
finally, reforming fiscal federalism (see Chap. 32 on Regional and
Local Government).

In short, the macro-challenge facing the Russian state in the twenty-
first century is, for all practical intents and purposes, the same as the one it
has faced over the course of the last two to three centuries—to wit, over-
coming the gap with the most developed countries in the world (“conver-
gence”). Reckoning with this challenge properly will doubtless lead to a
transformation in the well-being of Russian citizens. To be sure, this will
require system-wide, concurrent modernisation of Russia’s institutions
and sectors, alongside of which (and indeed partly as a result of which)
national trust between citizens and institutions must grow. The concept
of trust is evidently complex, and changing trust levels in a society as mul-
tifaceted as Russia is no simple feat, but this trust is a necessary condition
for resolving any of the country’s economic, social and political challenges
this century.
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CHAPTER 3

Russian Political Ideology

Andrei Melville

“FORTRESS RussiA”: ASCENT OF THE NEW CONSERVATISM

Nearly a decade ago, I participated in a research project on possible Russian
futures in the year 2020. One of the scenarios on the table was that of a
dystopic future—a so-called Fortress Russia. That scenario involved Russia
finding itself in a hostile environment, surrounded by regional conflicts.
Oil revenues had dropped, and the country and population were beset by
economic crises. In order to respond to the external threats posited by
this scenario, Russia had to mobilise—even if such national mobilisation
limited political rights and freedoms. My colleagues and I conducted focus
groups on this “nightmare scenario” in cities across the country, from
Kaliningrad to Vladivostok. Nearly all respondents judged this scenario to
be extremely undesirable and also highly improbable.!

Today, of course, there are clear signs that the “Fortress Russia” sce-
nario actually approximates Russia’s emerging reality. A near consensus has
been built around it among elite groups and the masses. And it receives
strong propagandistic justification through the prism of an ideology that
Russians call the “new conservatism”.

What happened? Answer: after two and a half decades of unsuccesstul
searches for a post-Soviet “national idea”, “new conservatism” was suc-
cessfully summoned to fill the gap in the public consciousness, becoming

A. Melville ()
Faculty of Social Sciences, Higher School of Economics, Moscow

© The Author(s) 2018 31
I. Studin (ed.), Russia, https://doi.org,/10.1057 /978-1-137-56671-3_3



32 A MELVILLE

Russia’s ideological credo—as if a “symphony” between the state and the
population.

What is the content of this new ideological consensus in Russia? What
are the real functions fulfilled by new conservatism, and what is the social
basis for the ideology? What policy and practical recommendations does
it make? And, perhaps most importantly, what are its prospects, and are
there alternative future ideological vectors for Russia?

THE NEW IDEOLOGICAL CONSENSUS

A bona fide ideological spectrum has not yet been firmly established in
post-Soviet Russia. There are, to be sure, many types of ideological “-isms”
in the Russian cther, but these “-isms” are, as a rule, eclectic and do not
correspond to the classifications generally accepted in political science. As
such, analysis of the modern ideological situation in Russia is not premised
on any classical opposition between “liberalism” and “conservatism” (or
their radical extremes)—not least because of the manifest devaluation of
the democratic and liberal movement and their ideas in contemporary
Russia.

And yet in Russia, at present, there is a full-blown intensification of
ideological work—almost like an “ideological renaissance”, in the spirit of
the once famous “Manifesto of Enlightened Conservatism” (written by
the filmmaker Nikita Mikhalkov).> This ideological work presumes that
there looms, over the horizon, not only a “Cold War 2.0” but also a “new
ideological battle”—in the world at large and inside the country proper.?
The West, on this logic, is not only the permanent geopolitical opponent
of Russia, but indeed the centre of a “new international ideocracy”.*

The claim of the new conservatives is that the confrontation between
the nucleus of the current global system (the West) and the rising powers
(including, loosely, the BRICS countries, but also other contenders for
status) has not only a permanent geopolitical but also a deeply ideological
character—with (Russian) conservative-radicals even positing the more
extreme thesis of an eventual “war to the death”.® In a simplified logic,
the new conservatives hold that the values of these competing camps
are irreconcilable: “freedom” (“the West as a whole”) versus “justice”
or “fairness” (where Russia is the “anti-West”). Russia must constantly
counteract Western values, including by not promoting human rights
norms. As in the Soviet period, the impossibility of any universal values
is affirmed.
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The ideological opponents of new conservatism in Russia are today,
for all practical intents and purposes, marginalised. (Similar to the pre-
perestroika era, they look more like “dissidents”.) There are clear signs
of a new idcological consensus, which virtually erases the last 25 years of
post-Soviet ideological development, and indeed even the prior period
of Soviet perestroika and “new thinking” under Gorbachev. Of course,
one might attribute this new ideological “wave” to the historical logic of
Russian “cycles” (catching up development via inconsistent reforms, stag-
nation, counter-reforms, etc.). This leaves open the theoretical possibility
of other political and ideological innovations down the road. However,
such ideological innovations do not loom large in the Russian political
space—a function not so much of the intellectual solidity or persuasiveness
of new conservatism as of its strong social basis and the very real practical
interests of its proponents.

What are some of the other claims of new conservatism? On the one
hand, new conservatives hold that Russia was not the “losing” side in the
Cold War and that it should not and will not, as a consequence, agree to
the subordinate post-Cold War vocation assigned to it by the West. On
the other hand, based on this belief, Russian new conservatives hold that
it is imperative to revise accepted international legal norms and to reject
the “collective West” in geopolitical and moral terms. A pivot to the East
(East and even South Asia) is posited as the essential geopolitical and even
philosophical alternative.

The theme of Russia as a completely distinct civilisation, with its own
eternal historical patterns and unique moral laws, is ever-present: Russia
has its own conspicuous “path”, separate from that of other countries
and peoples. As stressed in the aforementioned “Manifesto of Enlightened
Conservatism”, Russia is a “continental empire, and not a nation-state”,
where order and stability are more important than individual rights and
freedoms. Traditional collective values and a spirit of solidarity are the
foundation of the national social contract, while individualism and its
excesses, masked by political correctness, are deemed destructive. Indeed,
as today’s Europe (specifically, the European Union) will not, institution-
ally and strategically, survive in its current form (according to the new
conservatives), Russia must protect traditional Orthodox Christian val-
ues from “European decay”. Bref, this is the special mission of Russia in
today’s world of chaos, moral decay and mortal geopolitical threats.

These are, for all intents and purposes, the approximate contours of the
“Fortress Russia” scenario, whose supporters feel threatened by enemies
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from without and “fifth columns” from within. According to the new
conservatives, in order to resist external and internal foes, the country and
the population must “rally around the flag”—spiritually, politically and
militarily. Of course, I do not wish to oversimplify, as this ideological con-
sensus is not absolute. Important nuances are at play, and the intellectual
homework and scaffolding supporting this consensus are not to be under-
estimated. Nevertheless, in today’s Russia, there is little doubt that such a
mental map of the world generally predominates in the consciousness of
the political class, the elites and the general population.

ARGUMENTS AND PRESCRIPTIONS

Even in the context of ideological near consensus, new conservatism is
internally non-uniform—that is, it has, in broad strokes, both radical
and moderate flanks. The radical flank finds expression in the quite mar-
ginal “Izborsk Club” (Alexander Prokhanov, Alexander Dugin, Natalya
Narochnitskaya, Maksim Shevchenko, Sergey Glaziev).® The moderate
flank, for its part, is armed with some fairly refined arguments, devel-
oped through such large-scale initiatives as the international research
project “Conservatism and Development”,” sponsored by the Institute
of Socio-Economic and Political Research (closely tied to the Presidential
Administration) and the “Folders on Conservatism” almanac® (under the
same sponsor).

As mentioned, one of the starting points of new conservatism is the
thesis on the rebirth of global, unresolvable ideological confrontation—
for all intents and purposes, an ideological anti-Westernism that is sup-
ported by anti-Western geopolitics. Arguments that are geopolitical in
spirit are often borrowed and reproduced about the “end of globalisation”
or the start of “de-globalisation”, which in essence entails the rejection of
any and all illusions about cooperation and a hard-headed reversion to the
presumed “norm” of world politics—to wit, the “war of all against all”; a
“game without rules” or the “Hobbesian moment”.°

The theme of the “renaissance of geopolitics”—one of the key planks
of new conservatism, and one meriting separate analytical treatment—
is today very popular in Russia (see Chap. 12 on Russian Foreign and
Defence Policy). Of course, it cannot be said that the modern critique
of globalisation—even among avowed globalisation optimists, inside and
outside of Russia alike—has no basis in fact. And yet even the deepening
of splits and the escalation of contemporary conflicts, the unmanageability
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of global processes, the revenge of fundamentalism and extremism and the
seduction of Realpolitik, together do little to change the governing global
trends of world development—namely, powerful integration processes in
the world economy (despite many bumps in the road), financial and politi-
cal interdependence, information openness, the universalisation of cultural
spaces and growing people-to-people interactions.

In the simplified geopolitical imagery of new conservatism, Russia is a
“besieged fortress”, surrounded by enemies. This singularity, paradoxi-
cally, allows Russia to be independent in its renewed “sovereignty” vis-a-
vis outside influences, in its self-reliance, and in its belief in the inviolability
of its national interests. (The theme of the supremacy of national interests,
while clearly articulated, remains conceptually underdeveloped—espe-
cially in terms of a concrete and long-term programme or agenda.) This
posture, to be sure, also has its own internal tensions—that is, between the
extremes of its isolationist and messianic camps.

The practical prescription for strategic self-isolation and autarky in the
modern world works only for pariah states—which is why the followers
of new conservatism themselves easily recognise the necessity of foreign
investment for national development. It is an altogether different matter
that many of these same followers, as convinced ideological and geopo-
litical “anti-Westerners” and “Eurasians”, would like to pivot towards the
East. And yet this is, by and large, an entirely utopian “East”—one that is
imagined to be simply waiting for Russia to act as a “bridge” between it
and Europe, such that Russia and it can together develop various species
of mega-projects—naturally taking into account the legitimate Russian
interests that were previously ignored by the West.

The messianic pathos of new conservatism manifests itself primarily in
ideological declarations: “ [T]he Russian ideal is ‘sacredness’. Sacred Rus
is a universal ideal — not limited geographically, ideologically or metaphysi-
cally” (taken from one of the reports of the Izborsk Club).!? In practice,
however, Russia’s ambitions in this respect are today far more modest
and include ongoing support for integration processes within the Eurasian
Economic Union (see Chap. 15 on International Economic Policy) and
calls to assemble the “Russian world” as a union of “the most dispersed
people in history”. The “re-establishment of empire” is, as a serious
imperative, not considered by the new conservative mainstream—not least
because there simply are no resources for empire-building.

Above all, new conservatism emphasises “traditional” values and

religious fundamentalism as foundations for “spiritual authenticity”.!!
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“Orthodox ethics and the spirit of solidarity”—almost as an antithesis to
Max Weber—are put forward as the bases for a distinct or special civilisa-
tion rooted in cohesion and communitarian values. These are supposed to
represent the core of the basic “Russian mentality”—a notion much dis-
cussed by new conservatives but still lacking adequate conceptualisation.
It is also notable, on this construct, that the principle of the primacy of
law is not articulated—something that the new conservatives themselves
do not hide: “For the conservative, tradition and morality are above the
law.”12

Finally, the new conservatives also argue in favour of so-called “sover-
eign modernisation”—that is, a modernisation without dependence on
the West, emphasising Russia’s indigenous capabilities. This evokes certain
analogies with the Bukharin-Stalin concept of “building socialism in one
country”. Of course, in the context of Russia’s extant global interdepen-
dence and its relatively modest internal resources, such a recipe for mod-
ernisation has little hope of being realised in practice in any foreseeable
future.

FuNcTIONS AND SocIAL Basrs

If most of the substantive arguments and practical recipes of new conser-
vatism are precarious, then how did there come to be such high ideologi-
cal demand for it? First and foremost, the ideology reflects the posture of
the central government itself and of key elite groups for which the pres-
ervation, at all costs, of the status quo (and the reduction of threats from
competing elite groups or the risks of popular dissatisfaction) is the domi-
nant priority. The glorification of this status quo has been inculcated into
the elite and mass consciousness via the muscular propagandistic influence
of mass media—especially television (see Chap. 9 on Russian Media). It is
noteworthy that, according to public opinion surveys, the success of the
propaganda effort follows, to some extent, the paradoxical rise of conser-
vative moods in large segments of Russia’s younger population as well.
Second, an important component of the social base of new conser-
vatism is the constantly growing bureaucratic estate in today’s Russia.
Bureaucracy and “bureaucratism” in Russia have very real material inter-
ests in the preservation of the existing state of affairs in the country—
including through the privileges of status and office (see Chap. 30 on
the Bureaucracy). Russia’s bureaucrats are, as in many other countries,
the natural carriers of the conservative and protective ideology. And the
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bureaucrats are supported by other social groups—including pensioners
and the military—that are in one way or another financially dependent on
the Russian state.

Third, Russia’s “middle class”, which, before the current economic cri-
sis, on various measurements, comprised anywhere between 10 per cent
and over 40 per cent of the population,'® is a very peculiar middle class. It
is, in many ways, a product of the redistribution of revenues from the oil
boom in the first decade of the 2000s—that is, redistribution aimed in part
at procuring the loyalty of the “better oft” population. The values of this
middle class may well serve as a refutation of the “Lipset hypothesis”—
much discussed today in Russia—to the effect that economic development
and growth in well-being generally lead to an economically independent
middle class, which in turn sooner or later begins to demand broader polit-
ical representation and a transition to democratic processes and practices.

In Russia, the increase in the economic well-being during the oil boom
did not lead to a corresponding demand for democratisation and political
liberalisation from the new “middle class”. On the contrary, this middle
class has remained conservative, non-independent, and completely loyal to
the political authorities and the existing order on which it depends for its
economic well-being (see Chap. 7 on the Social Structure of Russia). This,
then, is a quite servile middle class, dependent in its economic existence
on the administrative decisions of the bureaucrats of upper, middle and
lower levels, who in turn comport themselves according to their particular
material interests (as well the directives of their masters). There are no fun-
damental distinctions here based on the social status and economic wealth
of members of this middle class—that is, a large private owner and a small
individual entrepreneur can equally be stripped of property or deprived of
their rights by dint of administrative discretion or caprice.

This middle class refers not to the “second”, “third” or “fourth” Russia
(in the terminology of Natalia Zubarevich!*)—that is, not to the residents
of Russia’s villages, small cities or middle cities or autonomous republics.
Instead, we refer here to the “first” Russia as the representative window of
the modernising future, and comprising, for all practical intents and pur-
poses, the materially advanced residents of the large cities, from Moscow
and St. Petersburg downward. And pace Lipset, the representatives of this
“first” Russia are, en masse, carriers of the present conservative consensus,
and not of any deep or sustained demand for reforms.

Fourth, the ideological demand of the authorities and elites turns
on a surprisingly harmonious brew of mass moods reflecting mobilised
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propagandistic influence—but not only this. These mass moods are a very
distinctly Russian, largely emotional, manifestation of mass complexes,
authoritarian syndrome, nostalgia and imagined or phantom ills. And the
simplified, new conservative picture of the world offers fast and easy pre-
scriptions for addressing the country’s very real problems and pressures.

The consistent thrust of these mass moods is the return of Russia to
the status of a great power. Indeed, this fancy is arguably the key force
in the present ideological unity between the state and the people. Some
65 per cent of the Russian population are certain that “Russia is today a
great power” (November 30, 2015),'® compared to 31 per cent in 1999.
Moreover, 59 per cent are certain that “Russia has never been the aggres-
sor or initiator of conflicts with other countries” (November 2, 2015).
Krym Nash—the 2014 absorption of Crimea into Russia—is supported by
up to 85 per cent of Russians (February 3, 2016).

The patriotic élan is bolstered by the presence of the “image of the
enemy”, driven into the mass consciousness by propaganda. Some 80 per
cent of the population today believe that Russia has enemies (November
2,2015), and 75 per cent believe that the countries of the West are adver-
saries of Russia, rather than partners (October 13, 2015). The adversarial
politics of Western countries is, according to surveys, reflected in: sanc-
tions (55 per cent); information warfare (44 per cent); attempts to control
or take over Russia’s economy and its natural resource wealth (35 per
cent); designs to overthrow the Putin government (27 per cent); and,
finally, campaigns to foist upon the Russian population foreign values,
culture and ways of life (26 per cent) (November 2, 2015).

Some 62 per cent of Russians agree that relations with the West will
always be based on distrust (June 26, 2015), while just as many think that
“it is not worth paying attention to the criticisms of the West” (November
2,2015). And, as mentioned, propaganda is able to persuade a significant
portion of the population that the “enemies” are not only without, but
indeed within, with some 41 per cent of the population believing that the
fight against “Western fifth columns” is important (December §, 2015).

The major ideological “building blocks” of new conservatism are fully
consonant with the popular beliet—held until recently by 55 per cent
of Russians—that Russia has “its path” (discussed above), separate from
other countries and peoples. However, what this “special path” is, and
how it manifests itself concretely, is far less apparent to survey respondents.
In the extreme, 69 per cent of the population have no or only the foggiest
notion of it. Only 17 per cent think that Russia’s path is that of European
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civilisation (April 21, 2015). Finally, some 61 per cent of Russians favour
strong public order, even if this requires the restriction of individual free-
doms and human rights (October 28, 2015).

While the parallels between new conservatism and the current public
moods are obvious, they are insufficient for purposes of understanding the
origins and prospects of the new ideological consensus. For this, we must
properly appreciate the social contract between the Russian state and the
Russian population. During the period of high oil prices, the population
passively accepted the status quo in exchange for a constantly increasing
standard of living. However, the end of high oil prices has meant that
the preservation of such a system requires entirely different instruments—
above all, a mobilising propaganda (privileging, as it were, the “television”
over the “refrigerator”) with the spectre of an enemy and, to be sure, a
resurgent Russia returning to its erstwhile great power status.

How sound is this new social contract? Public opinion polls suggest
that there may be at least preliminary doubts about it, driven naturally
by the serious worsening of the economic situation in the country and
the diminishing material well-being of the population. Recent surveys
suggest that Russians are starting to worry very seriously about some of
the following: the growth in prices and impoverishment of the popula-
tion (54 per cent); economic crisis (49 per cent); Russia being drawn into
conflicts outside its borders (33 per cent); unemployment (29 per cent);
and increased tensions in relations with Western countries (22 per cent)
(February 26, 2015). It therefore remains to be scen whether the extant
ideological consensus can compensate for the continuing economic dete-
rioration of the country, as well as the growing fatigue of the population
vis-a-vis mass propaganda—propaganda that has, predictably, become less
potent and effective over time.

PROSPECTS AND ALTERNATIVES

Is the new ideological consensus stable over the long run? Is it capable of
dealing with the challenges of today and tomorrow, as promised by the
new conservatives themselves? If we understand these challenges to include
defensive stabilisation and system preservation in the context of economic
crisis, social stagnation and increased political authoritarianism, then, yes,
new conservatism is, for the time being, adequate for the tasks at hand. But
if we mean the challenges of developing and modernising the country in
earnest, then the present ideological consensus is highly problematic. New
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conservatism claims that only it can offer a model of development that
takes into account national specificities, anticipating mistakes and mitigat-
ing the costs of Russia’s transition. But is this in fact the case?

There have been cases in political history and in the history of political
ideologies—in the USA, the United Kingdom and other European coun-
tries—in which conservatism turned out to be a constructive “antidote” to
the radical extremes of other development projects, and above all against
radical versions of liberal projects. Critically, in such scenarios, conserva-
tism was an important element of the political and ideological “centre”
(“The Vital Center”, as it were, of Arthur Schlesinger Jr.) in the context
of general cooperation with its liberal opponents—that is, on a generally
agreed philosophical or programmatic premise for national development.
Conservatism, in other words, has been constructive principally when it
has opposed and softened the extremes of other competing, more radical
programmes of development.

Having said this, Russia’s new conservatism claims to be self-suffi-
cient—that is, not needing ideological and political opponents who pro-
pose different (even complementary) development agendas. It does not
wish to oppose anything, as it considers its position to be naturally true,
infallible and comprehensive. Of course, on the strength of only con-
servation and isolation from other political and ideological projects, it is
nearly impossible to propose a credible programme of development and
modernisation.

In short, the current Russian doctrine of “conservatism for develop-
ment” may be rhetorically attractive for many social groups, but it has not
produced and is unlikely to generate a genuine programme of development
for the country. It does not have a concrete programme of economic, social
and political development for Russia in the context of the present geopoliti-
cal conflicts and international disorder, or indeed in the larger context of
global interdependence, economic integration and open information flows
across borders. Moreover, new conservatism is fundamentally closed to dia-
logue with other alternative ideological and political programmes—that is,
for the new conservatives, the followers of these alternative ideologies and
programmes are not legitimate partners, but may even represent a “fifth
column”. And without such a dialogue, of course, the country remains
“Fortress Russia”, bereft of prospects for entry into the modern world.

To be sure, modern political history has, over the last decades, been
resistant to simple and uniform predictions. Will the Russian population
continue to support the current (revised) social contract in the event of
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a further worsening of the national economic situation? Will the loyalty
of influential elites be shaken in the event of new exogenous shocks? Will
institutional inertia continue to lead to continued economic and social
stagnation? Will viable alternative democratic projects eventually emerge?
Contra the new conservatives, there is every reason to believe that in his-
tory in general, and in Russian development in particular, there exist criti-
cal junctures leading to alternative futures.
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CHAPTER 4

The Future of Russia’s Institutions

Alexander Auzan

RussiA’S INFORMALITY AS INSTITUTION: REFRAMING
THE NATIONAL CHALLENGE

It is said that any new initiative inevitably goes through three phases:
“what nonsense!”,; followed by “there’s something to this!” and, finally,
“who doesn’t know that?” At the start of the 1990s, debate over Russia’s
post-Soviet institutions was at the first phase. It was thought at the time
that the implementation of reforms aimed at macroeconomic stability,
liberalisation and privatisation would automatically lead to market equi-
librium, effective private ownership and, ultimately, national develop-
ment (all independently of national institutions). When this hope was not
borne out, the question of national institutions—today deemed central to
national development—was suddenly thrust into the spotlight. The sec-
ond phase began.

The next tranche of reforms involved a process of importing foreign
institutional paradigms and the best in legislative and policy practices from
developed Western countries. However, the foreign institutions and the
legislative practices cither did not survive in the Russian context or led to
completely unexpected results (as with, for example, the law on business
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bankruptcy—a law for which many people lobbied hard, and which
engendered many protests after its implementation, given that it turned
out to be a perfect instrument for raider-like takeovers). The failure of
direct institutional importation gave rise to a diagnostic discourse about
Russia needing to better grasp the particular reasons for the rejection of
foreign practices. This included a sudden national interest in the cultural
settings and drivers that are propitious to formal institutions—or, in other
words, how formal institutions can successfully combine with informal
institutions.

If it is true, as suggested by multiple international indices,! that the
institutions of Russia are manifestly imperfect, then the conventional
framing of the task before Russia is that of a multidimensional improve-
ment of these institutions by means of institutional reforms (backed by
political will from the government). And yet, in my view, such a framing
of the task is hopelessly antiquated. This is so not only because of Russia’s
own national experience with institutional reforms, but also because the
development of institutional theory around the world has, over the last
decade, led to the understanding of two important matters. First, as dem-
onstrated in the studies of Douglass North, John J. Wallace and Barry
Weingast,? and later Daron Acemoglu and James Robinson,? institutions
have different natures: some are extractive (exercised by the extraction of
rents), while others are inclusive (promoting development). The trans-
formation of extractive institutions into inclusive ones can be extremely
problematic. For instance, if a given institution is extractive in nature,
then its “improvement” or reform will likely (only) result in more signifi-
cant extraction of rents from the existing economy. Second, as mentioned,
institutions can be formal or informal, with informal institutions largely
turning on the cultural specificities and norms of the society in question.

Given these two supplements to our appreciation of institutional the-
ory, it makes little sense for Russia to move full-steam ahead with institu-
tional reform—even if backed by political capital, and even if this reform
is multipronged—until we have a firmer understanding of, first, which
types of institutions, extractive or inclusive, are at play in the country, and
second, how these institutions relate to the sociocultural circumstances of
the country, and therefore how they reproduce themselves with the help
of informal practices.

Evidently, the institutional structure, formal and informal alike, of a
country strongly influences the national trajectory of economic devel-
opment and, path dependence oblige, may not allow that country to
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reach sustainable growth or high GDP per capita in the long run. Path
dependence theory is important here in order to understand that Russia’s
original “choice” of institutions may have been incorrect, with all the
consequences that this choice then entails. Institutions, therefore, may or
may not be helpful in national development, and the said original choice
is doubtless conditioned by culture—that is, by informal institutions.
Having been accepted by society, such structures may well confirm (or
consolidate) the country in its rut—that is, in a trajectory that the country
would otherwise like to drop.

How to proceed? First, we must assess the character of the institutions
that have been established in Russia in order to provide a diagnosis of the
national system of institutions. Second, we must understand what kind
of developmental variability exists within or without the bounds of the
country’s trajectory. Third, we need to determine whether it is possible,
and under which circumstances, to initiate a process of change in the
trajectory of Russia’s development and a transition to a more effective
national institutional structure.

THE CURRENT STATE OF RUSSIA’S INSTITUTIONS

A widely held, perhaps conventional (if not banal) view in Russia and
internationally is that Russia underwent an unsuccessful transition pro-
cess from the Soviet system to the post-Soviet system by inheriting wholly
incomplete market institutions and ill-formed institutions of democracy
(or a de facto authoritarian regime). On this logic, the unsurprising result
is that Russia today finds itself in an entirely unsatisfactory institutional
position.

Notwithstanding the current economic and geopolitical stresses on the
country, the levels of social support for the state and for the government in
Moscow are high—if not increasingly so. This begs the question: has the
transition vector been correctly assessed? Has Russia achieved what it was
foreordained or otherwise able to achieve? Did the transition yield better
results than it is acceptable to suggest?

Was there a general demand for democracy and economic develop-
ment (including innovation), as well as for the corresponding institutions
of participation and decision-making? It would seem that such demand
had a largely declarative character. It is well established that at the end
of the 1980s and the start of the 1990s, the goals of achieving a demo-
cratic society and a market economy in Russia were proclaimed more than
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once. However, the fundamental economic question for a democracy is:
who pays for the decisions made, and also for the production of public
goods? This, in its simplest form, is the question of taxation. And yet
taxation did not seriously make it to Russia’s national policy agenda in
the 1980s and 1990s. For all intents and purposes, neither the opposi-
tion nor the government put before the population any discourse about
democracy requiring that citizens carry a tax burden that can, in various
ways, be shared, and that constitutes the most important source of funds
to support the costs of public decisions, and more specifically the costs of
national development.

Of course, the question of the market as a means of providing access
to services was central to the national political agenda during Russia’s
transition period, though the companion question of how, in market
institutions, to provide technical and economic development, and indeed
whence the investments would come to develop science, industry and new
technologies, was not part of the transition agenda. Instead, public discus-
sion was limited to issues of redistribution, privatisation and other ways of
dealing with the immediate burden of the Soviet legacy and the crisis of
state succession.

From this, in my assessment, follows the possibility of an alternative
hypothesis of transition. In the absence of any “taxpayer” pressure (demand)
on political and economic institutions, as typically associated with democ-
racy and economic development, the true transitional vector in Russia was
directed not at the formation of a market economy and democratic soci-
ety, but rather at overcoming the deficit-burdened economy and creating
a consumer society. And it is precisely this vector that has become the
backbone of Russia’s transition.

Which institutions, on this alternative logic, were essential to the project
of creating a consumer society (in lieu of a true market economy and dem-
ocratic society)? Answer: institutions of the consumer market—including
those providing consumer credit and the protection of consumer rights—as
well as institutions capable of supplying the necessary incomes for consum-
ers in the context of increased access to goods and services, but without
active development of productive activity and innovation in the economy.

From the end of the 1980s to the early 2000s, the late Soviet and early
Russian political regimes wrestled with the problem of the national bud-
getary deficit while enjoying the effective support of the majority of the
population. Mikhail Gorbachev’s programme was publicly endorsed until
such time as his government removed restrictions on access to information,
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ideas and literature—and yet in that same period the problem of citizen
access to goods and services was not solved.

The new post-Soviet government of Boris Yeltsin and Yegor Gaidar,
through highly problematic, radical shock reforms, failed to provide
immediate access to goods and services for the population outside of a
small handful of big cities. With the advent to power of Vladimir Putin,
market institutions, fuelled by mobile phones, trade networks and other
pioneering initiatives in the consumer markets, had already been gener-
alised to a significant number of Russian cities, thus giving most of the
national population access to most goods and services. In other words,
by the start of the 2000s, a proper consumer society had effectively been
formed in Russia. In the Putin period, therefore, the question of how to
advance consumer well-being was no longer a pressing one.

Institutional reforms really began in earnest in 2000 with the so-called
Gref Programme, which aimed to implement a social contract based on
the formula of “taxes in exchange for order”. However, internal contra-
dictions and macroeconomic changes, and especially the strong growth in
oil prices, had by 2003—-04 created the political opportunity and economic
space to simply proclaim such goals without the backing of serious reforms
and without the introduction of proper investment processes. This became
the basis for a pivot in national politics and, in my view, changed the for-
mula of the national social contract from the one announced in the reform
programme of the first Putin term to one that was nary announced but
essentially implied as “loyalty in exchange for stability”.

Indeed, over the course of the so-called fat years of the Russian econ-
omy, from 2002 to 2008, the well-being of the population grew from
8 per cent to 10 per cent per annum—that is, well-being practically
doubled during this period, while the population agreed to cede the
sphere of politics to the exclusive prerogatives of the state: for instance,
the state alone would decide whether gubernatorial elections were nec-
essary, or, among many other decisions, whether to allow particular
opposition formations into official political life (see Chap. 8 on Political
Parties and Parliament). In essence, those institutions that contributed
to the structure of the demand economy became extractive institutions,
based on the extraction of rents—not only rents from natural resources
but also monopoly and administrative rents. Extractive institutions
became the basis of Russian consumption—a symbiosis that assured the
stability of the political regime over the course of a fairly long period.
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Following the 2008-09 global financial crisis, Russia’s demand econ-
omy entered a prolonged crisis. From 2011, development began to slow.
From 2013, regional budgets went into the red. The sharpening of the
situation as a consequence of the geopolitical clashes of 2014 and the fall
in the price of oil only consolidated this trend line. The national demand
economy, with its consumer-focused and rent-extracting institutions,
proved incapable of providing any further meaningful growth. Bref, the
exit of the Russian economy from its present crisis does not mean that
the fall will be replaced by a countervailing rise. Indeed, if there are not
serious changes to the institutional system in the country, the fall might
instead still lead to prolonged depression.

THE PROBLEM OF TRANSITIONING TO THE INVESTMENT
MODEL AND THE MEDIUM-TERM DYNAMIC OF RUSSIAN
INSTITUTIONS?

The move away from the raw materials model and the demand economy
to a supply economy—announced in 2011 as a national goal in Moscow’s
“Strategy 2020”—required the development of investment processes in
the country. From 2013, investments in Russia began to drop, with the
investment crisis anticipating crises in other parts of the Russian economy.
Now, in the context of the present geopolitical impasse, if foreign sources
of investment are improbable, then the principal sources of investment
must be the Russian private sector (14 trillion rubles at the end of 2014°),
the Russian state—that is, from the reserves of the national government
and the investment components of the federal budget (also about 14 tril-
lion rubles at the end of 2014 )—as well as money from the houschold sav-
ings of the Russian population (approximately 31 trillion rubles at the end
of 2014). To be sure, the total savings of the population has more than
twice the investment potential of each of the other two sources—some-
thing that confirms that it was indeed a consumption society that resulted
from the post-Soviet transition. And in this consumption society, there
was an accumulation of significant financial resources within the popula-
tion (houschold savings) that are not, at present, finding entry into the
formal economic system—a blockage that militates against the economic
development of the country.

Let me propose that there are three possible vectors of future institu-
tional development in Russia over the medium term. We might call these
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“private capitalism”, where institutions provide incentives for the intro-
duction of capital from private Russian business; “state capitalism”, which
features the more or less efficient use of state investments; and, finally,
“popular capitalism”, where the accumulated savings of the population over
the course of the development of a consumer society become the basis for
a national investment strategy. Each of these vectors evidently requires the
development of different institutional systems. For private capitalism, for
instance, what is needed is, among other things, an increase in the admin-
istrative quality of the state, significant strengthening of the rule of law (in
particular, the protection of property rights) and support for competition
(as distinct from exclusive support for national champions). In my judge-
ment, the decisive factor here is the quality of government, because with
low-quality government Russia will repeat the experience of the 1990s—
that is, capture of regulators by business, where legislation is not observed
and, as a consequence, competition works towards negative selection.

To create institutions that can facilitate state investments, what is needed
is a different plan of institutional development—one associated with the
refinement of the mechanisms of strategic planning, as well as an active
state role, through public-private partnerships and state companies, in the
sectors that form the backbone of the economy. All of this requires a tran-
sition to long-term thinking from decision-makers and from the various
interest and stakeholder groups that influence strategic decision-making.

The third institutional variant (“popular capitalism”) alone has, at the
time of this writing, the only meaningful existing institutional channel of
the three—to wit, the placement of money deposits in banks, and especially
in large state banks. However, getting this money into real investments is
made difficult by instruments such as percentage guarantees on deposits
(with returns on deposits by Russian citizens significantly exceeding the
returns of which Russian industry is currently capable in borrowing this
same money). To move in this direction, then, what is needed is significant
strengthening of the institutional investment sector—including the accu-
mulative pension system, pension funds and insurance companies—and
also improved opportunities for direct entry by Russian citizens into the
stock markets, which requires changes in certain mechanisms of sharehold-
ing, stock offers, access to information and so on (including regulations on
dividend policy for large and /or state companies).

There is, in my view, one additional channel that can serve as an outlet
for money from the population into investments in the context of the
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general disinclination of the population to participate in the stock market
or engage with the accumulative pension system—specifically, direct taxa-
tion of the population, with the possibility of introducing selective taxes in
which the taxpayer uses his or her own rubles to effectively vote in favour
of one or another direction of development. This, of course, is a form of
withdrawal of money from the population, but with due consideration for
popular opinion—something that could inform the quality and goals of
investment development.

For the third investment vector, the decisive factor is the level of insti-
tutional trust—that is, the trust of the Russian people in the institutions
operating in the country. When there is a high level of institutional trust,
positive consequences are evidently possible—including, the introduction
of a significant (legalised) monetary mass, and indeed an inclusive policy
process that incorporates the views and preferences of the population into
the long-term development questions of the country. Of course, in the
opposite context of low institutional trust, there is a high probability that
there will be misuse of the money of the population, and indeed that there
will be an exodus of private savings into the black market.

Given the relative bargaining power of groups representing demand
for different institutions, the dominant trend in Russia over the medium
term will likely be a movement towards increased “state capitalism”, with
attempts at compromises with “private capitalism”, as well as the parallel
development of separate institutions to involve money from the popula-
tion in the financial markets. Such compromises may be possible if there
is greater inclusion of the population in the accumulative pension system,
expansion of the decision-making powers of the regions (see Chap. 5
on Federalism) and a transition to the aforementioned direct taxation
of the population (which would activate participation of the population
in decision-making). At the same time, to offset or counter the possible
negative consequences coming from the increase in the magnitude of the
state capitalist vector (including the erosion of property rights), complex
institutions like public-private partnerships and closed joint stock compa-
nies may be used for various infrastructure investments and projects.

If Russia is not successful in developing the appropriate institutional
mix—in particular, if it is unable to mitigate the dominance of the state
capitalism vector—then, in the context of increasingly scarce government
resources, a pivot to protectionism and isolationism is quite probable. This
could involve various semi-open forms of expropriation by the state and
effective nationalisation of some (or parts) of the large companies, with
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the goal of subsequent resale for purposes of raising additional capital.
Evidently, this scenario would have significant long-term negative conse-
quences for the institutional system of Russia.

PATH DEPENDENCE AND THE PROSPECT OF LONG-TERM
INSTITUTIONAL TRANSEORMATION®

Transforming the types of institutions required for successtul economic
development in Russia necessarily goes well beyond a transition to an invest-
ment-driven model. And here analysis of long-term trends in Russia’s trans-
formation demonstrates that the central problem for Russia lies not in the
sources of investments, but rather in the country’s path dependence prob-
lem. In other words, the key question is whether Russia can overcome—or
move outside of—its present trajectory of low institutional effectiveness.
This inertia is strengthened or consolidated by the “resonance” of the
extractive institutions that were created in the period of abundant oil rents,
as well as by the cultural characteristics of Russia’s informal institutions.

In my view, moving beyond this path dependence will require Russia to
look at the resources that can help to wholly reposition the country in the
world. Aside from the country’s obviously significant oil and gas potential,
there are three types of resource potential (or “plays”, as it were) that
could have a non-trivial impact on Russia and the future of its economy:
first, the country’s human potential (i.e. the existence of highly qualified
human capital and talent); second, Russia’s territorial potential (as the
largest country in the world); and third, the national military-technical
potential—a manifest inheritance of the USSR as an empire of global
import, and one that remains wholly relevant in global strategic and eco-
nomic competition this century.

There is an easy consensus among Russia’s elites to the effect that
Russia’s future development could well be based on high-quality human
capital. The quality of this human capital finds affirmation in the regular
outflow of brainpower from Russia and the active use of Russians in inno-
vation development in Europe, the USA, Canada, Israel and several other
countries. Of course, betting on human capital requires that the country
once again become prestigious and attractive, in institutional terms, for
top talent, and that there be appropriate work for highly qualified people.
By these markers, the Russian economy, which over the course of many
decades has been oriented towards oil and gas, has been fairly primitive—
and increasingly so in the post-Soviet period. Bref, the attractiveness of the
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country for highly qualified human capital is undermined by the extant
dominance of extractive institutions, a major consequence of which is the
emigration of world-class talent.

Institutional exclusion is no less important a driving force in Russia’s
brain drain than the fundamental primitiveness of the Russian economy.
Of course, this is a vicious circle: to retain human capital in the country,
Russia must create inclusive institutions, and yet the demand for inclusive
institutions in today’s Russia is very weak, as these must come from highly
qualified human capital, which is itself being ousted from the country.
This does not mean that such a strategy of institutional development can-
not be divined, but only that the construction and execution of the strat-
egy will be complicated.

The second potential—the territorial one—entails the repositioning of
Russia as a global transit point or hub. This would not only be a new Great
Silk Road but would also include necessarily the possibility of transpolar
transportation (e.g. the revitalisation of communication and transporta-
tion on the Northern Sea Route) and the reclamation of new territories—
for instance, in the Arctic shelf] levering high technology (see Chap. 13 on
Russia’s Arctic Strategy).

On its own, the use of territorial potential would not guarantee a
transition from the present rentier economy and extractive institutions
to inclusive ones. (In principle and theory, Russia’s territorial poten-
tial could also be realised through extractive methods alone—in the
extreme, for instance, by leasing or renting out Russian territories for,
say, waste disposal.) A pivot to the use of territorial potential via inclusive
methods would also be extremely difficult because of the depopulation
pressures with which the country is struggling in cities not only beyond
the Ural Mountains but also beyond the Volga River (see Chap. 23
on Population and Migration). The development or reclamation of large
territories beyond the Urals and in the Far East would be exceedingly
complex. Conversely, the activation of a positive, “inclusive” vector
of territorial development would require fiscal decentralisation to the
regions and the creation of national and regional institutions of devel-
opment aimed at the reclamation of territory via high-quality human
capital.

The third potential for Russia—military-technical potential—was not in
the strategic foreground prior to 2014, given the significant expenditures
associated with the preservation of armaments inherited from the Soviet
Union. And yet the rapid deterioration of relations with the West and
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the start of local wars led not only to huge additional investments Russia’s
military-technical potential but also to the display of this potential for
the country and world—most prominently in the Middle Eastern theatre.
Can this potential be used to reposition Russia? This is a difficult and
controversial question. On the one hand, this potential could increase the
strategic importance of the country and would force others to reckon with
or countenance Russia’s interests in global decision-making (see Chap. 12
on Foreign and Defence Policy). On the other hand, heavy investments
in the military-industrial complex could come at the expense of invest-
ments in other areas of the economy, thereby lowering the attractiveness
(or perhaps soft-power brand) of the country and otherwise suggesting
that Russia is not genuinely interested in the development of human capi-
tal and a peaceful and productive future.

The conversion of the military-technical potential to the economic
sphere and to an economic logic—that is, using it for economic growth—
may be possible through the sale of arms or military services (which can
be difficult, considering the competitive geopolitical footprint of Russia),
or, in extremis, through the receipt of revenues from certain controlled
territories, which appears highly improbable. In institutional terms, such
a move would require an increased role for the state in the economy (the
formation of a system of state capitalism) in concert with private-public
partnerships (closed national ones or open international ones). Extractive
institutions would be most probable in this context, but the possibility of
converting military technologies into civilian ones, thus producing fun-
damentally new products, means that we cannot exclude the prospect of
inclusive institutions.

The construction of a Russian future on the basis of any of these three
potentials would strongly influence not only the national complex of insti-
tutions and the direction of change within these institutions but also the
ability of Russia to break from its extant path-dependent trajectory such
that it may occupy its appropriate place in the global division of labour.
Such a break is possible through the development of a long-term national
strategy of societal transformation and institutional development—as dis-
tinct from the fashionable idiom of mere legislative reform that is so domi-
nant in the present ideology of institutional transformation. For starters,
any real national strategy for institutional reforms in Russia must create
new models of national health care and education. And the new insti-
tutions must develop incentive structures that bring together the long-
term goals of the state with those of the private sector. For now, with the
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exception of the accumulative pension system, I cannot think of any exist-
ing Russian institution that has the hallmarks of a truly long-term project.

The development of such a plan of institutional reform and the creation
of incentives for long-term planning must be accompanied by political and
policy movement in at least a few other directions—something that is criti-
cal for the efficient use, absorption and reproduction of Russia’s human
capital. Given Russia’s powerful informal institutions and cultural inertia,
education policy is extremely important, for it is uniquely able to gradually
change these informal institutions. Examples of such processes of informal
institutional transformation—including those that followed the fall of the
Berlin Wall—suggest that the length of time required for serious cultural
change is approximately 40 years, although meaningful results may appear
within as few as 15-20 years.” Of course, culture often changes far more
slowly than laws. And yet the evolution of Russian culture is critical to the
effective operation of even Russia’s best laws—that is, informal institu-
tions must act in support of, and also be confirmed by, effective formal
institutions.

Another direction of institutional transformation must be the amend-
ment of the national social contract. In other words, the bases of the
political regime in Russia must be changed. For in the absence of both
democracy and high-quality human capital in the economic markets, there
cannot be demand for appropriate and effective institutions. Moreover, we
can hope or even expect that increased demand for high-quality human
capital in the markets will allow for gradual intensification of the national
demand for new species of political institutions.

All these directions of transformation are, of course, interrelated. In
my view, changing, say, the national goal from that of fostering military
superpowerdom to that of Russian territorial-spatial development may
involve complex cultural changes that include a growing willingness and
capacity within the Russian population and among officials to abstain from
ready-made solutions, to take risks by investing more and to build part-
nerships at all levels. Territorial development, for example, is considerably
more enticing than military-industrial development to many regional elites
as well as for private enterprise. Such a choice of direction would certainly
require growth in the size of private capital. The concomitant decision to
invite investments from the population would require that cultural problems
related to the development of long-term thinking be addressed, along with
efforts to enhance Russia’s “bridging social capital”—that is, the trust and
cooperation among heterogeneous groups and people in Russian society.
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In effect, overcoming Russia’s path dependence problem is possible
if there is movement along the “arc” of available resources. This would
involve consistent and gradual displacement of antiquated solutions in
favour of demand for high-quality human capital as the decisive factor for
transformation: from “intellectual manoeuvring” within the confines of
the military-industrial complex, through spatial development, and finally
to the dominance of high-quality human capital in the national economy
and in Russian politics. To be sure, this path will take several decades. But
in the words of the famous Soviet and Russia satirist, Mikhail Zhvanetsky,
“He who wants to get everything all at once ends up with nothing — and
gradually so.”
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CHAPTER 5

Russian Federalism

Irina Busygyina

Is Russia A FEDERATION?

Russia is not, at the time of this writing, a real federation. This is the only
conclusion that can be drawn from the institutions that structure the rela-
tions among the country’s 85 regions' and the federal centre in Moscow,
and from the low degree of political and economic autonomy enjoyed
by the regions. Of course, given the size of its territory and its demo-
graphic diversity—including its multinational makeup—there will always
be a degree of formal and informal decentralisation in Russia. However,
such decentralisation does not make the country a federation proper (see
Chap. 32 on Regional and Local Government).

Should Russia become a bona fide federation? Answer: In the absence
of a competitive political landscape and a developed party system (see
Chap. 8 on Political Parties and Parliament), federalism as a constitutional
form in Russia would eventually lead to anarchy that would end with the
disintegration of the country or, in the alternative, would provoke a reac-
tion that leads to a political recentralisation that is far more acute than is
the case today.

If the federal form is so complex and risk-laden for Russia today, why
might it still be necessary for the country? Is the risk justified? Indeed, the
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risk is justified because the alternatives to real federalism in Russia are, on
the one hand, disintegration into several smaller constitutional formations
or, on the other hand, a renunciation of democracy and the standing up
of an empire with ad hoc governance and extremely high administrative
costs and inefficiencies.

WHAT Is FEDERALISM?

Federalism involves a process of institutional “bargaining”, enshrined in
the constitutional contract, between two or more levels of public power—
typically one central and two or more regional jurisdictions. Federalism
fixes the relationships between central and regional organs of powers and
administration on the basis of a protected division of powers and spe-
cific degrees of self-administration or self-government for different groups
and/or territories within a unified political system. (In some sense, fed-
eralism involves the exhaustive division of national sovereignty between
the federal and regional governments of a country.?) As the late Canadian
federalism thinker Ronald Watts wrote: “[ T ]he essence of federalism as a
normative principle is the perpetuation of both union and non-centralisa-
tion at the same time.”?

For now, Russia, like all the former Soviet states, remains a unitary
state. Critically, there is no experience ov culture of federalism in the former
Soviet space—so even a transition to a federal order, as commended in this
chapter, remains an exercise in the counterfactual. As such, although the
Russian constitution enunciates clear federal principles, this does not auto-
matically make the Russian state federal—that is, what is most important
is the effective character of relations between the centre and the regions,
and the extent to which the political autonomy of the different levels of
government is assured in practice. This means that, under the same formal
Russian constitution of 1993, different types of political regimes—and dif-
ferent degrees of democracy and federalism—may exist, and indeed have
existed, in practice.

Federalism is not a self-supporting or self-sustaining process—that is,
it needs a framework of conditions and guarantees in order to function
properly. This includes formal constitutional arrangements for effective
relations between the centre and the regions (balance of power and also
conflict mediation), but also a viable system for channelling public inter-
ests and other principles of democratic society. Indeed, the experience
of many stable federations suggests that so-called integrated parties have
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often emerged to support the relationships between the politicians of one
level and those from other levels of government. Other important factors
supporting federalism include respect for the rule of law, reasonable trust
among the different levels of government (even as these governments may
compete among themselves), and, to be sure, an independent constitu-
tional court that mediates political disagreements among levels of govern-
ment, including through the affirmation of constitutional protections for
regional governments (see Chap. 31 on the Judicial System).

RussiaN FEDERALISM BEFORE PUTIN

For the founders of the Soviet state, federalism seemed inevitable, even if
not desirable. It was a means of pacifying or taming nationalist passions
and energies across the huge territories absorbed after the 1917 revolution
and the subsequent civil war. But the Soviet Union was a federation in
form only—for instance, through the presence of quasi-state institutions
in the regions, as well as a bicameral national parliament. In actuality, it
was characterised by a high degree of centralisation of executive power and
a strict hierarchy of administrative structures.

At the start of the 1990s, the choice of a federal state structure was
commended to post-Soviet Russia by the effective absence of serious
alternatives. The federal centre in Moscow was weak, and the regions were
undergoing a process of chaotic decentralisation. Federalism was the only
constitutional form that could preserve the territorial integrity and unity
of the country (note that the “Federal Agreement” was signed in 1992—
that is, before the implementation of the 1993 Constitution). However,
the Russia of the 1990s could not properly reckon with the “federal
challenge”, just as it could not reckon with the “democratic challenge”.
President Yeltsin’s way of doing political business was to invest in direct,
personalised relations with regional executives, including through political
favouritism. Informal institutions, arbitrary rules and the general caprice
of the game overwhelmed and undermined the new formal institutions, or
otherwise filled the existing institutional vacuum.

The new system of federal-regional arrangements put regional elites on
a steep learning curve. New conditions of autonomy gave these regional
elites significant experience of self-government, which manifested itself
peculiarly in the search for independent paths of survival and growth in a
post-Soviet, post-communist Russia. Agreed norms of intergovernmental
relations were developed, involving compromises between the interests
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of the centre and the regions. This practice was evidently novel for Russia,
but began—slowly but surely—to approximate a federal process.

Unfortunately, the hope that federalism, with its systemic checks and
balances, would shield Russia from abuse of power turned out to be ill-
founded. In practice, abuse of political power and breaches of human
rights grew, especially in the regions. In most of the regions, the con-
solidation of political regimes occurred not on the basis of democratic
practices, but rather through authoritarian strategies. The term “feudali-
sation” entered the Russian political lexicon, reflecting the emergence of
regional “feudal” lords who undertook to monopolise the administrative
and financial resources of their jurisdictions. As such, federalism in Russia
did not strengthen the openness of Russian society or the permeability
of the political system, but instead led authorities at different levels of
government to disengage from close cooperation with one another (verti-
cally and horizontally). Regional elites kept their distance from the fed-
eral government, and neither of these levels paid close attention to what
happened in the municipalities. By the end of the 1990s, then, Russia’s
political decentralisation had reached such an extreme that the centre had
exhausted practically all its levers of influence on the regions. Moscow
began to be seen by regional elites as a quasi-outside actor.

PuTtIN’s REFORMS

The reform of federal relations undertaken by President Putin at the start
of the 2000s was multidimensional and underwent several iterations. Its
core elements were the introduction of the post of an authorised repre-
sentative of the President, created by presidential decree (order), in the
federal districts (okrugs); significantly increased federal intervention in the
regions; the reform of the Federation Council (the upper chamber in par-
liament); and, finally, legislative harmonisation to bring regional legisla-
tion into line with federal legislation. On the whole, the reforms, which
also worked their way into Russia’s economic framework, served the goal
of weakening the regional elites and concentrating administrative and
financial resources in the hands of the federal bureaucracy.

Putin’s second term was marked by further centralisation and a broaden-
ing of the measures for federal intervention in the regions. On September
13, 2004, he announced new approaches to state administration in the
context of the fight against terrorism. (This was shortly after the Beslan
school attacks.) Putin articulated the need—and this was reflected in a law
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passed by the Duma—tfor a transition to a new method of executive power
formation at the regional level, where executive heads would be selected
by regional legislative assemblies based on the recommendations of the
President. For all practical intents and purposes, this was a transition to a
mild-form centrally controlled appointment process—something rare in
other federal states, where governors, if appointed, do not fully control
regional executive power.

The cancellation of direct elections for governors shrunk the national
field of political competition and turned regional executives into agents of
federal power. In this new system, governors subordinated to federal power,
which in turn controlled multiple levers to punish or reward them. The
main demands from Moscow were loyalty, the delivery of electoral results
“ordered” by the centre, and the assurance of political stability in the regions.
Beyond these agreed boundaries or terms, the centre gave the regional gov-
ernments broad freedom of action. Moreover, regional governments had,
and continue to have, powers to enlarge marge de manoeuvre by levering
information asymmetries—that is, by not providing the centre with full
information about local matters, or even via disinformation. But in the end,
critically, access to redistributed wealth bolstered (consolidated) the unity of
the national political power vertical and the mechanisms of allegiance.

This state of affairs is highly reminiscent of imperial times in Russia.
And yet, to this day, no degree of internal systemic pressure could provide
the requisite life-energy to the multinational Russian state if it were to run
counter to the interests of regional elites. As such, the “empire” constantly
works to incentivise regional elites to contribute to the stability of the cen-
tre by restricting political competition and by making appointments into
the clite on the basis of personal loyalty to the central administration.* Not
having sufficient resources for total control of the regions, the empire is
forced to allow elements or degrees of non-centralisation. This, however,
is not to be confused with conscious or even strategic decentralisation, and
instead consists in degrees of indifference about, or toleration of, certain
activities of the regions outside the parameters of agreement.

These later Putin reforms led, in institutional terms, to a strictly latent
or dormant Russian federalism. In August 2011, the authors of Russia’s
“Strategy 2020” proposed to reinstate the election of regional governors
and to replace the current appointed city managers with mayors elected
by the population.® In their view, the system of the power vertical was
ineffective, even if they remained apprehensive that populists and national-
ists could well be clected in the regions.®
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After several days of street protests triggered by the December 2011
legislative elections, then Prime Minister Putin announced the return to
the erstwhile elections of governors (subject to a presidential filter) and
the potential direct election of members of the Federation Council by the
population (which existed in Russia between 1993 and 1995).” The new
law on the selection of regional chief executives was signed by President
Medvedev on May 2, 2012. The law established that gubernatorial candi-
dates must undergo a process of municipal scrutiny—that is, the so-called
municipal filter, laid out in regional law, involving the collection of support-
ive signatures from at least 5 per cent to 10 per cent of regional deputies.
Having said this, with the exception of one election in Irkutsk, there has to
date not been a single incumbent candidate who has, over the last 4 years
(49 campaigns), lost a regional election to a non-incumbent candidate.

FEDERALISM AND RUSSIA’S M ODERNISATION

Any meaningful policy reform in a country as big and diverse as Russia
invariably affects the relations between the centre and the regions. In the
short and medium term, political reforms will, in all likelihood, exacerbate
the problems of territorial administration, and any potential improvement
in federal-regional dynamics can only be expected in the long run, after
a period of prolonged uncertainty and a number of crises. Any return to
increased federalism—either as a result of democratic transformation or as
a reaction to economic crisis and the limited resources of the centre—will
doubtless lead to a period of political instability in the regions, up to and
including heightened risks to the territorial integrity of the country. If
federalisation threatens the territorial integrity of the country, then this
will be used by opponents of democratisation as an argument for a course
correction away from democracy. In other words, successful democratisa-
tion in Russia and, in concert with this, federalisation, requires time and
investment of significant economic and political resources, and comes with
serious risks.

Let us stress that any reforms would surely weaken the centre and its
ability to control the state of affairs in the regions—at least in the short and
medium term. Evidently, the need to keep the centre (Moscow) strong
and legitimate will be constant. And in the event of excessive expenditure
by the centre of its political and economic resources and levers of influence
on the regions, Russia would return to the situation of the 1990s and its
historical dynamic of decentralisation-cum-recentralisation.
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CaN A BoNa Fipe FEpDERATION BE BUILT IN RUssia
(AND How)?

The simplistic paradigm of zero-sum federal games that was supported
by many Western experts in the 1990s—*“less to the centre, more to the
regions, or vice versa”—turned out, alas, to be unwise and untenable
for Russia in practice. Stable federations function not on the principle of
“either-or”, but rather on the principle of “and-and”—a strong centre
and strong regions. In the Russian case, the huge territory of the country
explains why it will always require a given degree of decentralisation—that
is, why a strictly unitary order is impossible. Of course, as mentioned,
such decentralisation does not have any conceptual relationship with fed-
eralism per se.

Fortunately, the fundamental institutions of federalism are already
outlined and enshrined in the Russian Constitution of 1993. Large-scale
institutional reforms are therefore not necessary for the construction of
authentic federal relations. For now, the restoration of gubernatorial elec-
tions—although in itself insufficient—would be a step in the right direc-
tion, as would a return to the direct election of deputies to the Federation
Council. But what is really fundamentally important to the credibility of
Russian federalism is the provision of guarantees of federalism—in particu-
lar, fair elections, inter-party competition, and an increase in the role of
parliament and the Constitutional Court.

Of course, even with these federal guarantees in place, Russian federal-
ism, structurally and spiritually, is controlled by two key factors: first, the
high level of inter-regional disparity—that is, wealth imbalances among the
regions, requiring regular redistribution via the centre, which means that
a Russian federation would objectively always preserve a certain degree
of centralisation (see Chap. 32 on Regional and Local Government); and
second, Russia’s ethnic regions (see Chap. 6 on the North Caucasus).?
These ethnic regions cannot be ignored. Let us recall that in the 1990s,
the rhetoric of federalism served to cover up and justify sporadic, if not
chaotic, decentralisation processes involving massive appropriation by the
regions of the functions and powers of the federal centre. Inter-ethnic
differences assumed a political character, such that the electorates in the
ethnic regions were mobilised through slogans about independence for
their respective regions.

Federal reforms and the concomitant weakening of the centre would
lead invariably to the return of ethnic mobilisation, starting in the republics.
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To counteract this possible course of events, an ethnic federal model may
be one of the most promising scenarios for Russia’s new federal-regional
arrangements, and indeed the price that would have to be paid for the
preservation of the unity of this very large, multinational state. However,
choosing this model would mean that the entire political system would
have to be organised such that ethnic minorities trust the federal gov-
ernment and are reassured by conscientious obligations that the ethnic
majority takes upon itself vis-a-vis the minorities. Here, of course, the link
between federalism and democracy is apposite, as the necessary degree
of confidence from the national or ethnic minorities in the undertakings
to which the majority contracts can likely only obtain in the context of a
more democratic system.
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CHAPTER 6

The North Caucasus

Irina Stavodubrovskaya

SETTING THE STAGE: Russia’s MosT UNIQUE THEATRE

If asymmetrical federalism remains topical in Russia, then it applies most
directly to the complex North Caucasus region. (As Irina Busygina dem-
onstrates in Chap. 5, “federalism” itself is still a work in progress in post-
Soviet Russia.) The North Caucasus is distinct from other Russian regions
in multiple ways—for some observers, because of its deeply archaic nature,
the adherence of most of its population to Islam, its susceptibility to con-
flict and the prevalence of violent social practices. Of course, others might
contend that there is little that is fundamentally unique about the region,
as clannism, corruption, limited upward mobility and a predisposition
to violent dispute resolution are present in many parts of contemporary
Russia.

The truth, of course, lies somewhere between these two camps. The
North Caucasus macro-region is indeed very different from most other
Russian regions, though it is not internally monolithic: the larger con-
stituent republics are Dagestan (population of approximately 3 million)
and Chechnya (population of 1.4 million), while the smaller republics,
each with populations of less than 500,000, are Ingushetia and Karachay-
Cherkessia. Multiethnic (with Avars, Dargin, Kumyks and Lezgin)! and
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very Islamised, Dagestan is different from the ethnically homogeneous
and more traditional (though also Islamised) Chechnya and Ingushetia.

The Northeast Caucasus, which includes these three republics, is dif-
ferent from the Northwest Caucasus, which includes Kabardino-Balkaria,
Karachay-Cherkessia and North Ossetia-Alania. The most distinct prov-
ince is Stavropol krai, which is culturally much closer to other Russian
regions, and with diverse values and ethnic groups often colliding due to
regular migration into the province.

For purposes of public policy, no less important than the particularities
of North Caucasian societies is the need for these not to be supplanted by,
or enmeshed in, myths and stereotypes that have been built up over time in
the Russian public, political and policy understanding. For now, public pol-
icy in contemporary Russia is in many ways still based on unsophisticated
representations of the North Caucasus—perceived as depressed, primitive
and inhabited by a passive population. Indeed, the key defect of present-day
Russian public policy in the North Caucasus is that it does not take account
of the not inconsiderable internal resources of the region—to wit, the exis-
tence of centres of economic development and modernisation (zncluding in
the underground economy), an active, young and increasingly urban popu-
lation, and also a proper culture of dialogue in the resolution of conflicts.

Let me argue that there are 4 dominant Russian policy stereotypes con-
cerning the North Caucasus that must be corrected in order to make the
national policy approach to the region more effective.

Stereotype 1: The Novth Caucasus is a depressed region with high
unemployment and no resouvces for investment.

The policy approach taken by Moscow envisages the development of
the Caucasus through private investment from outside the region, accom-
panied by significant state guarantees as compensation for the high invest-
ment risks. Moscow presumes that such development—starting with the
regional tourism industry—can create jobs and otherwise decrease the
tensions in the region.

In reality, this policy approach has run into serious problems of
implementation. While external investments (external to the Caucasus,
but still largely Russian) have flowed into some of the North Caucasian
provinces—first and foremost, to Stavropol krai and the republics of the
Northwest Caucasus—these investments have been unable to substantially
change the economic situation on the ground. For its part, the Northeast
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Caucasus has seen no real external investment projects, except those
launched strictly for demonstration purposes and delivered by politically
motivated local oligarchs.

What happened? The push to deliver large-scale projects with outside
investment significantly increased conflict between private investors and
local residents. Lands proposed for the projects belonged to local residents.
Thus, instead of giving local people sources of survival and reason for hope,
the investments were perceived by locals as a threat—that is, as presenting
the prospect of expropriation, as well as the sudden need to compete with
new and more powerful economic actors. This led, predictably, to public
protests, resulting in the delay or termination of certain projects.

Bref, the North Caucasus is not a stagnant, depressed region. But if the
economic processes in the North Caucasus are highly differentiated across
the different territories, and if there are some areas of economic dynamism
and modernisation in both the official and underground economies, then
it follows that external investors will often enter into competition with
internal projects. In this context, the chief problem of the macro-region
is not so much its depressed state and unemployment as the lack of pro-
tection for entrepreneurs and workers, the precariousness of labour and
income, and the absence of social guarantees combined with widespread
black market activity—not to mention ineffectual institutional mechanisms
for insuring against agricultural risks. There are therefore no long-term
economic incentives for private investors, resulting in a public preference
for quick-spend projects and conspicuous consumption.Economic policy
for the Caucasus should, as a matter of priority, operate on the basis of the
internal resources of the region, including support for local economic projects
at the level of municipal governments, the removal of barriers to accelerated
economic development based on the self-organisation of local communi-
ties, support for the existing tourism infrastructure, as well as for small- and
medium-sized businesses and start-ups. In addition, a policy of careful legal-
isation of the underground economy must be developed, based on negotia-
tions and consultations with local business groups and associations.

Stereotype 2: The corve problems in the Novth Cauncasus ave ethnic in
natuve ov, intevethnic tensions ave the foundation of the conflict poten-
tial in the region.

In Russian public policy, ethnicity is typically taken to be something
fixed and unalterable. The conflicts in the Caucasus region are therefore
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seen as springing inevitably from the very nature of things, as it were.
There really is no precise strategic framework to address the ethnic issues
in the region, but instead a deference to fairly general sociological con-
cepts and constructs, the creation of state organs responsible for national
policy in strictly functional terms, as well as organs trading in extreme
forms of intervention, including through the use of force in conflicts that
reach a “hot” stage.

What are the real factors that strengthen or weaken interethnic ten-
sions in the North Caucasus? In other words, what are the factors that are
so poorly appreciated by Russian policy-makers? First, power and prop-
erty are the foundation of nearly all the conflicts among ethnicities in the
region. The absence of normal democratic mechanisms for transitions of
power, the absence of strong property rights protections, and especially
the non-susceptibility of land questions to regulation, all lead to height-
ened tensions. Land problems are aggravated by the extant moratorium
on the privatisation of land.

Land conflicts are most common in Dagestan and Kabardino-Balkaria,
where highly discretionary administrative decision-making in respect of
land and abuse of power are relatively common. In Dagestan, flatlands
are also used for the migration of highlanders (gortsy), which leads to
increased tension between incumbent residents and newcomers or set-
tlers, along ethnic lines. At the same time, in Karachay-Cherkessia, where
land reform was undertaken and there is, exceptionally, no moratorium on
land purchases, such conflicts are less common—although, notoriously,
there were extremely sharp (prima facie interethnic) internal conflicts over
political power in Karachay-Cherkessia at the end of the 1990s.

Second, many of the interethnic conflicts—once again, interethnic in
form, but essentially about land—are the long-term consequence of the
deportations of the Stalin period and the less well-known compensatory
repopulations in which the residents of other territories were resettled
by force to take the place of deported people. When those deported
returned, tensions erupted among conflicting claimants—most famously
in the Prigorodny district of North Ossetia and in lands in and near
Dagestan’s Khasavyurt district, where Chechens are trying to re-establish
the Aukhovsky district (which existed prior to their deportation). Of
course, these are very complex problems, for which the path to resolution
is not yet apparent.

Third, in the cities of the North Caucasus—especially in the larger cit-
ies of Chechnya and Dagestan—ethnic identity is starting to fade due to
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the high rate of urbanisation. It is being supplanted by urban identity,
and often by Islamic identity. This transformation is not fully appreciated
and incorporated into policy—that is, the new supra-ethnic or extra-ethnic
character and consciousness of these urban communities are not taken
into account.

To regulate interethnic conflicts, the central policy task must be the
resolution of land questions. This is a manifestly complicated task, given
that significant parts of lands in dispute have already been allocated via
corrupt practices (with these allocations having acquired “legal” status).
At the same time, these lands are, in many cases, used according to cus-
tomary law and unofficial norms, on the basis of decisions made by local
communities.

Migration also causes vexing policy problems. In Dagestan, for exam-
ple, there are more than 200 unregistered population settlements as a
result of highlander migration to flatlands. Questions have been raised
about settlement legalisation, against which the residents of flatlands
began to protest publicly from the start of the 1990s. Of course, national-
ist movements tend to exploit all these problems—typically without any
interest in a peaceful resolution.

Policy here should be restarted from scratch. For it is impossible to
change the present general equilibrium in land relations—specifically,
to bring these into the legal sphere—without a rapid escalation of con-
flict. An alternative process should review land relations on a case-by-case
basis—that is, gradually, on the basis of compromises and non-zero sum
solutions, levering the authority of the state, but without direct pressure
on the relevant parties. Given that regional-level officials themselves often
belong to particular ethnicities and may even represent the interests of
these minorities in a conflict, this process should be curated by the author-
ities at the level of the North Caucasus federal district (okrunyg), which sits
between the federal and regional levels of Russian government.

Steveotype 3: Intva-Islamic conflict in the Novth Caucasus is linked to the
fact that the Islam that is traditional to this region is unlike the vadi-
cal variant imporvted from Avabia (the adberents of which ave, or will
become, tervovists ov suppovters of tervorists).

Russian public policy is based, on the one hand, on unconditional sup-
port for so-called traditional, official Islam and, on the other hand, the
suppression of alternative Islamic currents. This suppression may some-
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times include maltreatment of people based on their appearance (e.g.
women in hijabs and men with beards). The results of this policy approach
are multilayered. Terrorist activity in the North Caucasus has been largely
crushed, including through special operations and law enforcement clamp-
downs. However, it is not obvious that this outcome is sustainable—for
one thing, there has been a massive exodus of North Caucasian youth
to Syria. Ultimately, the price that will be paid for this outcome is high:
bloated state security forces, massive infringement of citizens’ rights based
on people’s religious beliefs, marginalisation of large numbers of young
people and underground radicalisation as a reaction to violent repression.

What is the reality of the relationship between conflict and Islam in the
region? First, there are important internal factors driving North Caucasian
youth to reject traditional Islam in favour of more fundamentalist strands
of Islam—specifically, the profound shifts in the nature of social relations
in the North Caucasus, as well as intergenerational conflicts, the erosion
of traditional sources of authority in the region, social protest and the ten-
dency of the younger generations to search for a fairer system of rules and
norms in the absence of social and professional upward mobility.

To be sure, not everyone in the North Caucasus who has switched to
Islamic fundamentalism is radicalised. Instead, the believers arguably fall
into three categories, depending on how they see their place in contem-
porary society, how they frame heir future goals and how they wish to
achieve these goals: first, Muslims who wish to live according to Islam at
home and in their family life—observing all the rules, but without pursu-
ing any political goals; second, Muslims working to stand up a caliphate
in the long run—>by peaceful means, and only when the necessary condi-
tions are in place; and third, Muslims who wish to establish the caliphate
immediately, by violent means.

Evidently, having a uniform policy approach for all three categories,
based on force and involving massive infringements of citizens’ rights, can
only lead to increased protest and radicalisation—even if the use of force is
manifestly legitimate against the third group, and especially against those
involved in violent or terrorist activities, or who call for armed struggle
against the Russian state. Overall, however, public policy in this area must
be transformed significantly, putting at its core not pressure by force, but
rather measures to advance civic agreement and consensus. Some attempts
were made at such a policy posture in various Caucasian republics, but
they were inconsistent and ultimately negligible in impact. The revised
policy settings must be based on the following: sustained protection of
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the principle of freedom of conscience in Russian law (as guaranteed by
the Constitution); development of civic dialogue, including intra-Islamic
dialogue; the formation of robust institutions for the reintegration of
fighters into civilian life; the creation of credible civilian control and over-
sight over force operations; guarantees against religious discrimination in
employment and mobility rights; and inclusion of Muslim youth in various
processes of socialisation (discussion groups, civil control initiatives, etc.).

The informal use of Sharia law in the North Caucasus is also a sensi-
tive matter. There is a widely held belief that Russian laws do not work
in this part of the country because, among other things, they are being
displaced by Sharia. In reality, it is the other way around. To the extent
that the courts in the North Caucasus are corrupted and largely serve the
interests of clans and other elite groups, alternative legal systems have
acquired popular legitimacy. To be sure, the suppression of these systems
has not led to the supremacy of secular law but instead to the strength-
ening of legal uncertainty and the “right of the strong”. It follows that
while Sharia courts should not be suppressed, guarantees in respect of the
life and health of Russian citizens should be fully protected, and attempts
to violate these guarantees on the basis of Sharia law should be stopped.
Full legalisation of Sharia courts would be ill advised, as this would risk
generalising Sharia beyond civil affairs and could increase conflict among
different strands of Islam seeking to occupy “official” Sharia courts and
positions (e.g. judges). Bref, the primacy of Russian law must be strength-
ened by increasing its efficacy and fairness—a major challenge today in the
North Caucasus, given that the professionalism of Russian courts in the
region is low, while corruption is widespread.

Steveotype 4: Clannism and corruption in the Novth Caucasus can be
overcome by political will, using the legal mechanisms cuvvently available.

This was the governing ideology of the last major “cleansing” cam-
paign targeting abuse of power, when a large number of criminal charges
were laid against members of the political elites in the region—especially
in Dagestan. That campaign and past similar campaigns succeeded in
breaking the link between guerrilla fighters (militant groups) and North
Caucasian elites, leading to a weakening of the armed or underground
resistance.

However, given the structure of Caucasian societies, such initiatives
cannot and do not have enduring systemic effects. The overwhelming
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majority of the residents of the North Caucasus tend to solve their prob-
lems with the help of clan-related mechanisms, including through influen-
tial relatives. Although the growth of cities and economic development of
the region will gradually break down the universality of these mechanisms,
this will not happen quickly.

Clan-based practices and corruption are common to North Caucasian
elites. The high degree of “closedness”—largely preserved from the
Soviet period—is particularly characteristic of elite groups in Dagestan
and Kabardino-Balkaria. The situation is different in Chechnya, where
the elites changed as a result of social shocks and wars, and where the
principle of “loyalty in exchange for social mobility” remains du jour. In
the Chechen context, of course, authoritarian rule militates against the
recruitment of the most talented and capable into the elite. Indeed, the
most educated youth try to leave the republic.

The character of the North Caucasian elites not only freezes the develop-
ment of the republics but also holds the federal government hostage, with
huge grants from Moscow to the region accumulating primarily within
the elite groups. Cuts in these grants from Moscow, if significant, could
lead to social disturbances, provoked by these very groups. This leads to
the vexed question of whether there should be a wholesale “renewal” of
the North Caucasian elites as a prerequisite to regional development. Free
elections in the North Caucasus could to some extent improve the situ-
ation, and yet they would almost certainly result in the reshuffling of the
same political class. As such, the key “real” opposition to the old elite is an
Islamised youth, whose integration into political power would come with
its own—granted, sometimes exaggerated—political risks.

Large-scale educational programmes, along the lines of the selective
kadroviy rezery programme launched by the Russian government in 2008,
are critical to the establishment of a community of highly talented North
Caucasian youth—to create a future regional elite—with modern skills
and a broad outlook, capable of developing their own views on the chal-
lenges and strategic prospects of the North Caucasus. These programmes
should include the study of modern administrative methods, immersion
in new cultural contexts, linguistic training and also practical exposure to
the cultures, economies and public systems of other countries, at both the
national and local levels.

Bref, the fundamental weakness of contemporary Russian policy settings
in the North Caucasus consists in the fact that they do not recognise and
do not properly account for the internal resources of the region. Incorrect
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diagnosis leads to incorrect and often counterproductive policy moves in
practice. Lowering the conflict potential, introducing democratic political
mechanisms and providing credible guarantees of rights and freedoms for
people from all religious and ethnic groups—all of these are imperatives
that must be part of a revised institutional framework that can leaven the
inevitable problems in the North Caucasus as it transitions to a more mod-
ern and urbanised society, and that forms the basis for proper use of the
human, economic and natural potential of the region.

NOTE

1. In Dagestan, Russia’s most ethnically heterogeneous republic, there are
dozens of ethnicities, the largest of which, according to the 2010 national
census, are Avars (almost 30 per cent of the republic’s population), Dargin
(17 per cent), Kumyks (15 per cent) and Lezgin (13 per cent). These groups
include many smaller ethnicities that were reclassified and artificially united
with the ethnic Russian majority from the 1930s in order to increase the size
of larger groups and their claims to political dominance in the republic.



CHAPTER 7

The Social Structure of Russia

Simon Kordonsky

DEFINING RUSSIA’S SOCIAL STRUCTURE

By social structure, I mean the structure of Russia’s various social groups
and the relations among them. Historically, the social structure of Russia
has been described in terms of concepts and constructs provided by the
state itself—through the national system of laws determining socially sig-
nificant groups and, to a limited degree, the relations among these social
groups. These groups typically included civil servants, military personnel,
law enforcement, judges, political representatives, municipal officials and
bureaucrats, and Cossacks—all of whom served the state.

Now, let us call these groups the official (state) estates. The essential
role of the members of the official estates is to neutralise various species
of threats to the state—in other words, to provide or underwrite defences
against these threats. It follows that the list of the present official estates
in Russia is determined according to the threats identified by the state:
military personnel are meant to neutralise external threats, law enforce-
ment internal threats, civil servants threats related to social justice viola-
tions and so on. The members of the official estates serve the state and
underwrite the members of the other estates. For their service and under-
writing, the members of these estates receive salaries, allowances, bonuses
and different types of monetary compensation. Moreover, they receive
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administrative rents—that is, revenues from the status derived from affili-
ation with the state.

There are also, of course, the so-called servant estates inherited from
the former USSR, such as government employees, pensioners, fixed-wage
workers, those tried and convicted, and those limited in rights. In addi-
tion, there are the new, post-Soviet Russian servant estates like merchants
and what may be loosely described as “free professionals”—a grouping
that includes everyone from artists and writers, to prostitutes, priests and
lawyers. Finally, there are a significant number of people who have already
lost, are losing, or are just starting to acquire estate status—for starters,
migrants, but also various types of homeless people, vagabonds and anom-
alous individuals. The members of the servant estates serve the members
of the official estates in their difficult task of neutralising threats.

The sources of income for the servant estates are as follows: pensions
(for pensioners); salary and status rents (for state employees and fixed-
wage earners), market revenues and profits (for merchants), honoraria
and grants (for members of the “free professions”), benefits, stipends
and scholarships (for dependents), and donations, rations, allowances and
criminal rents (for outcasts and criminal groups).

Let us suppose that the basic relationships that tie the various estates
together within the social structure of post-Soviet Russia are mutual ser-
vice and underwriting (provision), for which the members of the estates
receive income—that is, wages, bonuses, salaries, pensions, pay, benefits
and so on. Moreover, the type of income received is an indicator of one’s
belonging to a given estate, and also an indicator of the estate that one
underwrites or serves. As such, a government employee serving the state
bureaucracy—for instance, a doctor in, say, the medical department of
the office of the Russian president—fundamentally differs from a gov-
ernment employee serving the law enforcement agencies. Specifically, the
type of income (wage, salary, pension, etc.) together with the source of
the income determines the social status of the person. And this is arguably
the major difference between Russia’s society of estates and modern estate
societies in other countries, where what matters is the size of the pay and
not its type and source.

The entire population of Russia is officially divided into estates by
the state (not through self-identification). This means that each person
belongs to a particular estate or otherwise to a group of people bereft
of estate certainty (and therefore subject to compulsory “estatisation”,
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often formally by the Federal Migration Service). Indeed, every person in
Russia can be assigned to several estates concurrently—that is, one can be
a pensioner, a government employee and also a member of a “free profes-
sion” all at once. However, to the Russian citizen, these classifications and
the resulting overall social structure are largely non-transparent and often
poorly understood. And because self-identification is not supported by the
state, the resulting absence of clarity in basic social relations breeds both
protest and anomie within the population—that is, uncertainty among
citizens in social space-time and related constraints (moral and other) on
their personal strategies.

Bref, it is exceedingly difficult to obtain reliable information from indi-
vidual Russians about their particular estate affiliation. Surveys and statistical
methods—especially those that tend to affix only one social status to every
individual—are limited in their ability to describe the Russian social order.
In this chapter, then, in order to describe the national social structure, we
propose a model based on the highly idealised but well established post-
Soviet estates and the relations among them, as determined by the manner
in which the population of the country has been divided by the state.

THE STARTING CONDITIONS FOR A MODEL OF RUSSIAN
SOCIAL STRUCTURE

We start from the fact that there exist explicit and implicit state standards
of underwriting and service, from which it follows that the number of otfi-
cials and servants in the country must be proportional to the number of
people underwritten and served. As such, the number of state employees
(doctors, teachers, etc.) is calculated on the basis of the normative (regula-
tory) requirement, which, in turn, is produced from the size of the “serv-
able contingent”. We assume that analogous relationships are inherent in
the social structure as a whole, and we work from the overall population
and the approximate distribution of this population among the estates in
order to represent or describe the national social structure.

The official population of Russia is 149 million people, each of whom
is assigned to a set estate (by the state) or is considered without estate—
that is, subject to compulsory “estatisation”. (For those with more than
one potential estate affiliation, we assume that a single dominant estate
membership applies.) We divide the estates into 4 clusters. The first clus-
ter comprises the government and official estates, which include state
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and municipal civil servants, military people, law enforcement, judges,
deputies and Cossacks. For their service, members of the government
estate receive salaries, bonuses and administrative rents. The basis for
their common grouping is that the members of these estates all serve the
state.

The second cluster includes state employees, pensioners and fixed-wage
earners. We call this grouping “ordinary people” (perhaps even “com-
moners”, as it were). The state does not associate the members of all the
other estates with ordinary people (commoners). The specific property
of ordinary people consists in the fact that the majority of the members
of this cluster constantly participate, in various ways, in elections—that
is, unlike the members of other estates, they vote. These ordinary people
receive pensions, benefits, wages and status rents (for rank, proficiency,
title), stipends and so on. And the basis for combining these estates into
this single cluster is the fact that the state guarantees the members of
these estates income in the form of pensions, minimum wage, benefits and
payments.

The third cluster is the “merchants” (or the “active population”)—
that is, tradespeople and members of the “free professions”. The sources
of income for this cluster include market incomes, honoraria and status
rents (including rents from membership in business associations such as
the Russian Union of Industrialists and Entrepreneurs). These estates are
grouped together because their members’ incomes are generated by the
members themselves.

Finally, the outcast (marginalised) population—the fourth cluster—
includes the tried, the convicted and those limited in rights (e.g. con-
scripts in the Russian army), as well as “non-estate” migrants. Their
sources of income include rations, begging and rents accruing from
criminal status. The basis for combining these estates into one group is
the fact that membership therein typically results from activities of the
members of the official (state) estates that, in neutralising various spe-
cies of threats, use administrative and criminal-legal sanctions against
those people who threaten the state or the citizenry. As these sanctions
are deployed, people lose their estate certainty (i.e. they stop being offi-
cials, commoners or entrepreneurs) and instead form the marginalised
population. The sources of income for the members of this group are
generated either by the state (rations) or by the members themselves—
that is, as criminal incomes and rents accruing from criminal status.
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NUMERICAL ASSUMPTIONS FOR THE MODEL OF SOCIAL
STRUCTURE

The estates are tied to the social structure through mutual relations of
underwriting and service. Within each estate, part of the membership, in
the case of the official (state) estates, underwrites other estates, or, in the
case of the non-state estates, serves other estates, and receives income from
this underwriting or service (salaries, wages, fees, etc.). The size of this part
of the membership is proportional to the number of members of other
estates who are underwritten and served—that is, if estate A has x mem-
bers, and estate C has y members, then the percentage of people belonging
to A and serving C is proportional to the ratio of x to y (i.e. x/).

The number of people (including family members) in each of the 4
clusters of estates is, today, as follows: government—7.7 million people;
ordinary people—99 million; active population—22.7 million people; and
outcasts—20 million people. The members of the official or government
estates receive salaries for underwriting the activities of the other estates.
A portion of the members of the official estates underwrite the activities of
the official estates themselves. The number of members of the official or
government estates is 7.7 million people, or 5.1 per cent of the population.
The number of members of the government estates underwriting their own
activity is 5.1 per cent out of 5.1 per cent—that is, exactly 0.26 per cent
of the population. These people are, for all practical intents and purposes,
the top decision-makers in the state or government. The other members of
the government estates underwrite the other estates. Moreover, the num-
ber of members of the government estate actually underwriting a specific
other estate is proportional to the membership of the estate that may be
underwritten.

This means that ordinary people (the state employees, pensioners and
selt-employed who together comprise 66.3 per cent of the population) are
underwritten by 66.3 per cent of the members of the government estates
(who themselves comprise 5.1 per cent of the national population)—that
is, by 3.39 per cent of the population, or 5 million people. A portion of
the ordinary people receive pensions, wages and other benefits for serv-
ing ordinary people themselves—for instance, teachers in schools where
the students are the children of state employees and the self-employed.
The portion of the representatives of ordinary people who serve ordinary
people is 66.3 per cent of 66.3 per cent (or 43.9 per cent of the national
population)—that is, 66.3 per cent of ordinary people serve themselves.
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This means that 33.7 per cent of ordinary people (commoners) in
Russia serve other estates. Moreover, the number of ordinary people
involved in serving the active population cluster is proportional to the size
of the active population and comprises 15.2 per cent of ordinary people. A
portion of the people associated with the active population and merchants
serves (receives incomes from serving) the active population itself. These
are professional entrepreneurs, including players in the financial markets.
This portion represents 15.2 per cent of 15.2 per cent—the footprint of
this cluster in the national population—that is, 2.31 per cent. The remain-
ing 12.9 per cent of the active population serve the other estates. A part
of the marginal population, proportional to its share of the overall popula-
tion, serves the outcasts themselves—that is, 13.4 per cent of the marginal
population receives income (alms, rations and shares) from serving itself.
This means that 1.79 per cent of the population of Russia is comprised of
full-time outcasts and those for whom the fundamental sources of income
are criminal operations.

Building from these hypotheses, we can now model the population
of the country as the totality of the estates serving and underwriting the
activities of other estates (Table 7.1).

What does the table tell us? The second row shows the distribution of
the representatives of the government estates, depending on which estates
they underwrite.

Members of the government estates, veceiving salaries (and other incomes,
including adwministrative vents) for underwriting the state itself. These are
people who personify the power structures of the state. They represent
0.26 per cent of the country’s population—that is, 0.39 million people
or, with a coefficient of relatedness of 2.7, 163,276 people, which seems,
prima facie, close to reality. (A coefficient of relatedness of 2.7 means that
the number of family members among the members of any estate is 2.7
people.)

Members of the official estates (military, civil servants, law enforcement,
Judges, deputies) veceiving salavies for underwriting ordinary people (pen-
sioners, state employees and the self-employed). These are bureaucrats who
provide the payments for pensions and benefits, audits for wages and con-
trol work and living conditions. They comprise 66.3 per cent of the total
number of official people (3.39 per cent of the national population), 5
million people or, with the coefficient of relatedness, 1.879 million people.

Members of the official estates underwriting the active population (entre-
prenenrs, merchants and “free professionals”). These are members of law
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enforcement and the civil servants controlling business activity, issuing
licences and other permits for activities, collecting taxes and carrying out
repressive measures against those who violate government regulations.
They represent 15.2 per cent of the government people, 0.78 per cent
of the national population or 1.2 million people (430,940 with the coef-
ficient of relatedness).

Members of the servant estates underwrite the outcasts (the tried, con-
victed and rights-vestricted, and as well as migrants). These are military
people, law enforcement, state civil servants and judges who are paid to
control the behaviour of different types of outcasts. They represent 13.4
per cent of the government people (0.69 per cent of the overall popula-
tion)—that is, 1,024,836 people or, with the coefficient of relatedness,
379,569 people.

Now to the third row of the table, which describes ordinary people and
their relations with the other clusters of estates.

Members of the estates comprising the ordinary people, employed in, and
receiving salaries, pensions and benefits for, serving the state. These are the
teachers and doctors in state organisations and institutions. They also
comprise retired former state employees, military and law enforcement,
and individual pensioners. They represent 3.39 per cent of the national
population, 5.07 million people or, with the coefficient of relatedness, 1.9
million people.

Members of the estates comprising ovdinary people, receiving pay for serv-
inyg these same ordinary people. These are pensioners and also family depen-
dents of state employees and pensioners. They represent 43.93 per cent of
the population, 66 million people or, with the coefficient of relatedness,
24.3 million people.

Members of the estates comprising the ovdinary people, veceiving pay and
benefits for serving diffevent types of entrepreneurs and “free professionals”.
These are the fixed-wage earners working for merchants, employees of the
“free professionals”, private schools teachers and the personnel in private
hospitals (and including pensioners who work informally for entrepre-
neurs and “free professionals”).

Members of the estates comprising the ovdinary people employed in the ser-
vice of outcasts (such as those formally unemployed) and also cviminal groups.
These are teachers and doctors, the migrant service, fixed-wage earners in
the Ministry of Internal Affairs, as well as people receiving pay for serving
different types of criminal businesses, from gambling to drug trafficking.
Through direct interaction with the types of people they serve, these peo-
ple inevitably marginalise and criminalise themselves.
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Now to the fourth row—to wit, entrepreneurs, merchants and “free
professionals” in their relations with other groups in the population.

Entrepreneurs, merchants and “free professionals” veceiving incomes and
honoravia from serving the government estates. These are people who fulfill
different types of state procurement contracts, as well as jurists, media
workers and “free professionals” serving the state. Priests may also be
included here to the extent that they provide services to the state—say, in
the military sector. Moreover, this group includes “oligarchs” who enjoy
a government protection racket, not to mention representatives of small
and medium-sized businesses, whose activities would be impossible with-
out state procurement or a protection racket from the members of the
government estates.

Entrepreneurs, mevchants and “free professionals” earning income from
serving ovdinary people—pensioners, state employees and fixed-wage earners.
These are people who have networked trading systems, stores and small-
scale production operations catering to mass demand and serving people
living on pensions, salary and benefits. We may add to this group tutors,
private doctors and nurses, officially “estatified” (given estate classifica-
tion) as working in institutions and organisations, but otherwise selling
their service for honoraria to the representatives of the ordinary people.

Entrepreneurs, mevchants and “free professionals” earning income from
serving their own. This is the elite within the business class, oriented
towards serving people with high income and demand levels. This group
includes economic and financial consultants, owners of boutiques and
expensive stores and their affiliates, businessmen, those offering “elite”
services, bankers, and “expensive” doctors and healers of various kinds.

Entreprenenrs, mevchants and “free professionals” earning income from
serving outcasts and criminals. These are owners of stores and affiliates
serving particular “zones”, not to mention suppliers of illegal goods and
services (prostitution, drugs and weapons, and stolen and counterfeit
goods), contrabandists and smugglers.

Let us now review the fifth and penultimate row of the table—that is,
the marginalised and criminalised population in its relations with other
estate groups.

Outcasts, criminals and those with vestricted rights, earning income from
serving the government estates. These include conscripts (paid rations and
allowances), migrants, those informally employed in the service of gov-
ernment institutions, as well as bureaucrats in these organisations, ban-
dits and contrabandists (working under “protection” underwritten by the
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official estates), providers of illegal services and goods used by members
of the official estates, and many other categories of people living from
criminal incomes.

Outcasts, criminals and those limited in rights, earning income for serv-
ing ordinary people. These are amateur and professional thieves, as well as
small-time bandits, who fleece (to the extent possible) state employees,
pensioners and fixed-wage earners—all associated, in the public conscious-
ness, with the criminal subculture.

Outcasts, criminals and those vestricted in rights, serving businessmen,
merchants and “free professionals”. These people have a share in the
incomes of merchants and traders, providing them with a “defence” of
their activities and taking part in these activities as executors of commer-
cial operations that cannot be undertaken legally.

Outcasts, criminals and those vestvicted in vights, providing the types of
activities peculiar to these communities. This is the elite of the underground
world—its authorities and rule-makers, through whose activities the sub-
culture is reproduced. They have weight in every illegal activity and oper-
ate according to the principles specific to this sphere of social justice. Bref,
they work according to the law of thieves.



CHAPTER 8

Political Parties and Parliament

Alexander Kynev

WHAT Is A RUSSIAN PorITiCcAL PARTY?

Russia has a unique but exceedingly weak party system. The system is
weak in terms of the political and policy influence of the parties and the
general absence of “thick” organisational networks for parties at the local
or grassroots level across the country. In the majority of the country’s 85
regions, there are few active local party organisations, with the exception
of the short periods during which actual election campaigning occurs. To
the contrary, Russia’s parties are very dependent on the state. Moreover,
the national and regional parliaments have little effective power.

TaE 1990s TO THE 2000s: FroMm CHAOS
TO STATE CONTROL

Until the 2000s, there had been no law on political parties in Russia;
instead, various norms (e.g. on elections) from the laws of the former
Soviet Union were used. From 1995, the Russian law on social organisa-
tions was the main legal framework for political parties, which meant that
any social organisation could participate in elections as a de facto “party”.
As a consequence, labour unions, veterans’ and women’s associations,
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and even associations of sanitation workers could independently pro-
mote candidates for the national elections in 1995. On June 17, 1995,
then, 258 social associations and 15 unions had the right to participate in
Russia’s nation-wide parliamentary elections.

In 1997, a new juridical form—the “sociopolitical organisation”—was
introduced into Russian law. In order to preserve the right to participate
in elections, organisations were required to re-register with the Central
Election Commission in their new capacity (as “sociopolitical organisa-
tions”) and enshrine in their charters wording to the effect that their pri-
mary purpose was political activity. As a result, in the 1999 State Duma
(lower house) elections, the number of political parties participating
decreased significantly—that is, only 139 “sociopolitical organisations”
had the right to participate.

The most radical changes began under the presidency of Vladimir Putin
from 2000. State regulation of political parties became far stricter following
the passage in 2001 of the law on political parties. Federal control over the
regions increased. The law stated that only parties had the right to indepen-
dent participation in elections. In order to obtain this new status (eligibil-
ity), a group had to have a minimum of 10,000 members, as well as offices
in more than half of the country’s regions. Regional parties were forbidden,
as were parties based on gender, ethnicity or religion (e.g. the Christian
Democratic Party). In 2002, betraying the extreme weakness of the parties
in the country, independent candidates dominated regional parliamentary
elections. (Candidates put forward by the parties represented only 14.3 per
cent of all candidates; among these, only 9.6 per cent were elected.) Party
lists were used in only 4 regions in those elections, with the majoritarian
system used in the others, and with significant variations in voting rules
from region to region. By the end of 2003, there were only 44 parties in
existence. A peak of 46 parties was reached in 2004. From July 13, 2004,
the regions were required to select no less than half of the deputies of their
parliaments by proportional representation.

The structure of the parties implied a strict hierarchy, with candidates
standing in regional elections requiring approval of the central leader-
ship. At first, there were no articles in the law on political parties about
the rights of ordinary party members. The leadership of the parties had
the de facto right to exclude any members in order to control the party
majority. Between 1990 and 2000, then, there was not a single case of a
democratic transition in power in any serious Russian party—that is, no
case in which the internal opposition to a party leadership came to run
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the party. Indeed, the leaders of all the leading parties today have essen-
tially held their posts since the early 1990s. Changes in party leadership
have only occurred in the event of problems in the relationship between
a party and the government or a retreat of the de facto leader of the party
to the arriére-plan (c.g. “Just Russia” in 2011-2013, and “Yabloko”
from 2008).

Today, Russian parties are formed from the top down, starting at the
centre in Moscow, with the federal organs subsequently establishing
regional parties for the national parties. Once registered in Moscow, each
party must, within 6 months, register its offices in no less than half of the
country’s regions. Law enforcement agencies actively check party data,
attempting to identify lists of people supporting specific political parties.
The registration requests of regional offices can be rejected by regional
authorities for very small inaccuracies in party data. For their part, the
federal organs that control the activities of the parties (i.e. the Ministry of
Justice and also certain departments of the Presidential Administration) are
directly answerable to the Russian president. It follows that the President
has the exclusive, effective right to decide whom to admit to elections—
that is, the said law on parties has essentially become a law on state control
of political parties.

Alongside Russia’s “executive vertical” system and other verticals (in the
security structures, the corporate structures and other spheres of Russian
life), a “party vertical” has been created, where the final word in any party
lies effectively with its central leaders. To be sure, a key argument of the
defenders of this system is that the party vertical serves the unity of the
country and its internal integration and coherence. This includes the idea
that, symmetry oblige, the regional parliaments should be no less depen-
dent on the federal centre than the regional governments.!

From 2003, half of all regional deputies were required to be nominated
by the regional offices of the national parties. As the activities of the major-
ity of parties in the regions had, by the early 2000s, a fictional character,
this move led unsurprisingly to the rapid commercialisation of the parties.
Having obtained the right to nominate candidates, the regional offices
were still without resources. Other actors—for starters, business leaders—
did have resources, but did not have the right to nominate candidates
independently. Demand and supply predictably intersected: local business
groups and other leaders began to effectively purchase from parties the
right to run in regional elections. The consequence has been the con-
stant migration of candidates among the parties, often even among parties
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of opposing philosophies. When there is conflict with one’s new party, a
candidate may reach an agreement with another party. A single business
group may thus control several parties at once and run candidates with
different political ideologies in different regions. Consider that United
Russia (the “party of power”) and Just Russia could not be more differ-
ent between themselves, and yet one can readily find within each of them
former members of all past and existing parties (from former liberals to
former communists and nationalists). It follows that the parties often have
no motive for their activities other than to obtain rents or benefits from
leasing out the right to nominate candidates during the short periods of
election campaigns.

As electoral experience under the new rules increased, the federal centre
began to establish additional control mechanisms in respect of the nomi-
nation of candidates. In 2005, electoral coalitions—that is, parties coordi-
nating election activities, including joint candidates or common political
programmes or platforms—were prohibited. Only registered political par-
ties could run. The threshold of nation-wide support necessary for exist-
ing parties to obtain scats in the State Duma was raised from 5 to 7 per
cent. Registration of candidate lists became far stricter and more cumber-
some, involving lengthy processes of verification of party data by regional
election commissions. In 2006-2007, for instance, it was no longer pos-
sible to include in party lists candidates belonging to other parties. And
deputies were prohibited from changing parties over the course of the life
of a single parliament.

Amendments in December 24, 2004 increased the minimum number
of party members required for official party status to 50,000 (and no less
than 500 per regional office). Parties that, on inspection, did not meet
the new standard were, from September 1, 2007, required to dissolve.
One such dissolved party was the Republican Party of Russia. (In 2011, it
obtained a successful decision from the European Court of Human Rights
on the illegality of'its dissolution and of the dissolution procedure.) By the
start of 2006, there were only 37 parties left, and only 15 parties by the
end of 2007.

In 2001, state financing was introduced for parties that received at least
3 per cent of the nation-wide vote in elections for the Duma. By contrast,
those that received no more than 2 per cent were punished financially
and required to pay for any broadcasting time and newspaper space used
up to that point. Therefore, all parties, apart from the 4 that made it to
the Duma in 2007, became debtors. In lieu of paying debt, most of the
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parties chose to dissolve. Only 6 parties remained, while a seventh—
Right Cause—was created under the manifest patronage of the Kremlin
to replace the Union of Rightist Forces (URF), the Democratic Party of
Russia (DPR) and Civilian Power. Many members of the dissolved UREF,
including the late Boris Nemtsov, were unable to find a place in this new
party. In July 2009, the debts of the losing parties were eliminated by
massive backdating amendments to the tax code. By that time, however,
all the debtor parties, except Yabloko and Patriots of Russia, had already
self-liquidated.

Against the backdrop of the dissolution of most of the “old” parties
between 2004 and 2011, and, with the said exception of Right Cause,
there was no successful attempt to create a new party. The prima facie
new parties of this period—DPatriots of Russia, as well as Just Russia—were
simply the result of changes in the nomenclature of extant state-controlled
organisations.

The purpose of this system of increasingly restricted competition and
managed “party-ness” is plain: if the proportion of deputies selected by
party lists grows, and parties are themselves directly dependent on the fed-
eral state that controls their activities, then the control of the authorities
over the parties entails indirect control over the deputies themselves. Bref,
even weak representation is viewed as a species of threat to the existing
political system and order.

The next reform was a gradual transition, during the presidency of
Dmitry Medvedev (2008-2012), to a fully proportional (not mixed pro-
portional) electoral system. From 2007, this system was introduced for the
elections of deputies to the Duma. (By 2011, 11 of the then 83 regions
had transitioned to the fully proportional system of regional parliamentary
elections.) In 2009, a law on the mandatory use of party lists for municipal
elections was introduced. Citizens were boxed into voting for a very lim-
ited number of approved parties.

The Presidential Administration of Medvedev tried to strengthen the
“system” opposition—that is, the opposition deemed legitimate by the
state qua having the status of a registered party, and that, in its most useful
manifestation, plays a non-negligible policy brokerage and intra-executive
conflict resolution role in the Duma. In the context of his constitutional
majority (enjoying more than two-thirds of total seats in the Duma),
Vladimir Putin (then prime minister and leader of United Russia) also
worked to strengthen other players, thereby reducing his own dependence
on the “party of power”. To this end, amendments were made to ensure
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that the political work of party representatives in the regional parliaments
was officially considered full-time work. Moreover, the minimum num-
ber of party members was lowered slightly—to 45,000 (from January 1,
2010), and then to 40,000 (from January 1, 2012).

RerorM 2012: RENEWED “DE-PARTY-SATION”
OF ELECTIONS

New opposition forces grew under Medvedev in the context of the
2009-2010 economic crisis, with social media and external events like the
Arab Spring also playing a catalysing role. Discontents in the Russian elec-
torate started massing around the few remaining alternative parliamentary
parties. One of the leaders of the unregistered (“non-system”) opposition,
Alexey Navalny, led a public campaign advocating “voting for any party
except United Russia”. As a result, even in the context of mass falsification
(at least 15 per cent, by my own estimates and those of several others?),
United Russia obtained less than 50 per cent of the total vote.

The crisis, as well as the return of Vladimir Putin as President, led
immediately to the dismantling of a number of elements of the politi-
cal system of the 2000s. In order to avoid a concentration of protests
around the few remaining parties, extreme measures were taken—princi-
pally through amendments to soften party and electoral law. In the 2012
law on amendments to the federal law on political parties, the number
of party members required for registration was decreased to 500 people.
Still, all other repressive norms, including the multistep registration of
parties and the requirement for party offices in no less than half of the
regions, were preserved. As intended and expected, the number of par-
ties began to grow rapidly (in May 2012, there were 16, and 74 by the
summer of 2015). Indeed, parties began to be registered with amazing
rapidity—many without apparent leaders but otherwise bearing names
that closely resembled those of existing parliamentary parties. At the
same time, however, a number of well-known opposition parties were
refused registration, including the party of the allies of Navalny, which
after several registration rejections changed its name to the Progress
Party. Registration for party candidates was also simplified: they were no
longer required to collect voter signatures for registration. For indepen-
dent candidates, the number of required signatures was reduced from 2
to 0.5 per cent of the total number of voters in the electoral district in
which they wished to run.
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There were also several retaliatory measures taken to target opposi-
tion forces, including certain members of Just Russia and the Communist
Party who had spoken against the government between 2010 and 2012.
These measures included negative media coverage and the launching
of criminal investigations (e.g. in relation to the Duma deputies Ilya
Ponomarev and Gennady Gudkov from Just Russia, and against Vladimir
Bessonov, Nikolai Parshin and Konstantin Shirshov from the Communist
Party). This pressure was leavened somewhat by the increase in state
funding for political parties (from 20 to 50 rubles per vote in December
2012, and to 100 rubles from January 1, 2015). A number of gubernato-
rial posts were also offered to opposition members (e.g. Vadim Potomsky
of the Communist Party was appointed governor of the Orlov oblast,
while Konstantin Ilkovsky of Just Russia was named governor of the
Zabaykalsky krai).

Of course, the advent of new parties also meant new initiatives and new
politicians who could threaten the established system with more danger-
ous competition than the old, well-known projects and programmes. As
such, after the elections of September 8, 2013, when Evgeny Royzman
became mayor of Ekaterinburg and Alexei Navalny came second in the
election for mayor of Moscow—the latter earning 27 per cent of the total
vote, and more than all the “old system” candidates combined—attempts
were made to depreciate the role of formal political parties. The so-called
Klishas Law was passed on November 3, 2013, lowering the mandatory
minimum proportion of regional deputies who must be nominated by
the regional offices of national parties from 50 per cent to 25 per cent.
Moscow and St. Petersburg were allowed to do away with party lists
altogether and elect their legislative assemblies by single-mandate major-
ity districts. Several provisions of the law on parties from the Medvedev
period were removed—specifically those dealing with the introduction of
party lists for municipal elections (for the 2014 elections, in 14 of 20
regional centres, the majoritarian system was fully restored). The munici-
pal counter-reform measures included mass cancellation of direct mayoral
elections. This eventuated in a shift from a proportional to mixed electoral
system for the nation-wide 2016 elections. The parties were thus effec-
tively deprived of “space” in which they could achieve any success, and
their role in the political system once again began to decline.

The “old system” parties found themselves under a two-front assault
by the authorities and the new parties. But whereas the old parties
were already familiar with, and understood the basic grammar of, their
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relationship with the authorities, which guaranteed them a minimal modi-
cum of representation, they found in the new parties a threat to their very
clectoral existence. As it turned out, the 2014 Crimean crisis led to a sud-
den “rally around the flag” unity between the old parties and the authori-
ties. On May 5, 2015, the law on political parties was amended to cancel
earlier privileges accorded to the new parties in respect of their registration
process, in order to reinstate the requirement for signature collection and
to increase the number of required signatures to 3 per cent of the number
of voters in the electoral district in which candidates wish to run—to be
sure, the largest such proportion in the history of elections in Russia.

The 2015 regional elections were, predictably, artificially uncompeti-
tive and excluded the new parties in a significant number of cases. Some
39 per cent of the parties that wanted to run and submitted candidate
lists for regional parliamentary elections did not make it to election day
(due to mass refusals of registration for representatives of new parties). In
single-mandate majority districts, 88 per cent of the candidates nominated
by parties did not make it to election day, as the parties did not have the
“parliamentary party privilege” of registering candidates without collect-
ing voters’ signatures. The use of the “Klishas Law” effectively stopped.
The mixed system returned to all 23 regional capitals in which city coun-
cils had already been elected, though certain electoral results were can-
celled (e.g. in Novosibirsk and Krasnodar), given that cities were forced to
change their election rules several times over the course of a single year in
order to reflect federal legislative changes.

And so the federal authorities returned once more to the formula of
restricted competition and managed “party-ness”. As such, the role of proper
political parties in Russia has steadily declined, while the number of socio-
political organisations has, conversely, increased based on Moscow’s fear of
opposition forces concentrating around a few centres of influence. These
dynamics have served the objective of increasing the fragmentation of the
newly emerging “non-system” opposition.

Such pendulum-like swings in Russian electoral policy clearly militate
against the development of a sustainable party system. Instead of using
political parties to help citizens articulate their interests or self-organise
(or otherwise provide feedback to power), the state sees parties as vehicles
for filtering and controlling the boundaries of the opposition, and indeed
to exclude undesirable figures from Russian political life. The net result is
the protection of ineffectual state structures and unpopular leaders. (The
2016 parliamentary elections saw the lowest turnout in the country’s
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history at 47.88 per cent—a consequence not only of a conscious electoral
strategy by the authorities to diminish participation among independent
voters but also of the degradation of the party system and conspicuous
public disappointment with the electoral options in play.)

FEDERALISM AS A CHANCE FOR THE CREATION OF NORMAL
PARTIES IN Russia

The current semi-ephemeral state of the majority of Russian parties begs
the question: is it possible to create a bona fide Russian party system,
and if so, under which conditions? Undoubtedly, a party system cannot
develop normally with the many prohibitions and restrictions in place at
the time of this writing. Truly free registration of all proper political par-
ties is absolutely necessary (e.g. making it possible to register by filing a
simple application), as is the removal of restrictions on the admission of
candidates to elections. Of course, in the absence of such measures, par-
ties simply behave like businesses or are otherwise extensions of the state.

At issue is the very meaning and purpose of political representation
in Russia. The Russian Constitution of 1993, adopted in the aftermath
of a violent presidential-parliamentary standoff, originally deprived the
State Duma of meaningful legislative and representative functions and
entrusted the Russian president with nearly unlimited powers. This led to
the degradation of public institutions, including electoral processes and
free political competition, and the evolution of a “managed” system of
party affiliation. It is therefore not surprising that Russians do not trust
their parties and that interparty competition today is often reduced to
squabbles over seats and mandates, rather than expressing itself through
battles over ideas about the future development of the country.

Does this mean that, absent constitutional reform, we can forget about
a strong party system in Russia? Let me propose that we must look else-
where for solutions. First, Russia must implement in legislation, and give
new life to, the formal Russian constitutional principles of federalism and
the development of local self-government (see Chap. 5 on Federalism). In
the 1990s and the first decade of the 2000s, the quality of party networks
in the regions was highly varied. In the context of the overall weakness of
the party system, the parties were always stronger in regions like Karelia
and Irkutsk oblast than in, say, Bashkortostan or the Yamalo-Nenets
autonomous okrug. There are many reasons for such regional differences,
including the history, culture and quality of local political institutions.
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Given the colossal size of the country and the extent of its internal dif-
ferentiation, to go from nothing to suddenly having strong federal parties
is an extremely complicated task. Still, it is fully possible to have regional
institutional reform—that is, to strengthen the control and powers of
regional parliaments and local councils—within an authoritarian system.
Moscow may well be interested in this, as the construction of a system of
controls and counterweights at the level of the regions (and especially in
the large regions) would be an important factor in weakening the influ-
ence of excessively strong governors and, consequently, in strengthening
the unity of the country.

In their regular conflicts with the governors, in the 1990s just as today,
the regional parliaments and local governments have always appealed
to the federal centre—their natural defender, as it were. What is now in
question is the readiness of the federal centre, together with the primitive
system of “executive verticals” (semi-federal regional autocrats, arrayed
in a pyramid), to create an institutionally complex system that is more
stable and less dependent on the personal ambitions and caprices of the
governors. In the event, even given the present weakness of the federal
parliament and the personalised political culture of Russia, the country’s
political parties—at least at the regional and local levels—may at last have
a higher purpose.

NoOTES
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CHAPTER 9

Russian Media

Ilya Kiriya

THE PROBLEMATIQUE: Russia’s MEDIA DuUALISM

Russian media are often accused of succumbing to state pressure, being
an instrument of such pressure,! and being excessively dependent on state
funding. To this day, however, there has been precious little systematic
analysis of how the Russian state, in its post-Soviet incarnation, incorpo-
rates the media into the national system of public institutions, and indeed
how the state develops and implements public policy in respect of Russian
media. Such analysis is, of course, complicated by the dual nature of media
in Russia and in many other countries—on the one hand, as a branch of
the economy and a market player among many, and on the other as a pur-
veyor of information, interpreter of cultural codes and provider of public
goods.?

Even in countries with very low state intervention in the economy, a
so-called cultural exception® has been cratted for the media. As such, pub-
lic policy on the media and the overall presence of the state in the media
sector have, in all countries, been more significant than in other branches
of the economy and national life at large.

Russian media are characterised, as with most Russian institutions, by
another species of dualism: some of their elements, including commer-
cial advertising, news journalism and the various privately owned media
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properties, are borrowed or imported from Western models, while others,
such as relations with political power,* the prohibition on private owner-
ship of certain types of media, the use of media for forceful advancement
of government policy and the generally narrow participation of the popu-
lation in the public sphere, are largely indigenous to Russia.

COMMERCIAL VERSUS PUBLIC INTERESTS

The central element in the dualism of the current media system in Russia is
the search for balance between two different models of media funding and
general survival—the first commercial, and the second public. The com-
mercial funding model does not, as a rule, allow for the full development
of high-quality journalism, and therefore often does not provide Russian
society with the best information to make informed decisions about policy
and politics. The dependence of this model on commercial advertising rev-
enues leads to the veneration of ratings and viewership statistics. In order
to attract an audience, the commercial media must publish or broadcast
content that privileges entertainment, which manifestly leads to a lowering
of the quality of media as a public good. (The television medium remains
primus inter pares among all the media in Russia.)

Outside of Russia, on the European continent, after the liquidation
of the state broadcasting monopolies in the 1980s and 1990s, pub-
lic broadcasters began operating according to principles that stressed
increased accountability to (political representatives of) the public, but
also public funding, state regulation of media content, as well as the reg-
ulated entry of new television channels into the market, guaranteed by
universal service. Under such a model, the media assumed stricter obli-
gations in respect of content, thereby offsetting some of the pathologies
of the commercial model. As such, there could not be a large number
of advertisements in the public media (with some channels completely
forbidding advertising), which diminished dependence on ratings and
allowed for the production of content (including journalistic investiga-
tions and public debates) that would be properly useful for society and
often expensive to produce.

In most European countries, the coexistence of commercial and public
media established a balance between media as commodity and media as
public good. What of this balance in Russia? The dualism of the Russian
system stems from the fact that, since the breakup of the Soviet Union,
Russian “state” media—that is, media meant to advance a species of
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the public good—have always been the largest commercial players in the
national advertising markets.

During the economic troubles of the 1990s, given its limited resources,
the new Russian state, while providing a modicum of financial support,
allowed media concerns to earn profits independently, with few con-
straints. Paradoxically, it was the largest media concerns—starting with
the newspapers—that were the first to appeal to then President Yeltsin for
financial support, including a freeze on the price of paper.®

The state did not obstruct the earning capacity of the media in advertis-
ing and did not place restrictions on media ownership in the context of the
growing concentration of media concerns and the transition to control by
the large oligarchic groups that were able to finance them. By 1996, the
majority of the large Russian media were under oligarchic control, with
Boris Berezovsky and Vladimir Gusinsky, the largest media owners in the
1990s, openly stating that they did not see media as a business but rather
as a political tool.®

At the start of the 2000s, the advertising markets began to change
sharply: growth in oil revenues anticipated the expansion of media adver-
tising revenues. The fiscal capacity of the state to subsidise mass media
increased considerably—a trend reflected first and foremost by the rise
in the number of state media entities.” The All-Russia State Television
and Radio Broadcasting Company (VGTRK) was enlarged and launched
many new channels. A new television holding company of the Ministry of
Defence, called “Star”, was created. Significant resources were invested in
the management of Russia’s image and brand internationally, including
through the “Russia Today” channel, the Orthodox channel “Spas”, and,
in radio, “Voice of Russia”. In the print media, the state increased direct
funding to one of the country’s biggest publishing houses, Rossiyskaya
Gazeta, while Russia’s regional governments established multiple regional
newspapers.

Still, Russia’s media dualism has created a situation in which the state
allows state-funded media to earn money on the commercial market. In my
view, this is due to the fact that the state has never attached robust require-
ments to the content that is broadcast and produced at state expense. As a
consequence, the role of the state in media regulation in Russia has been
reduced to creating favourable conditions for the implementation of com-
mercial imperatives underwritten by public expenditure. Furthermore, in
the context of the economic crises that started in 2014, the state began
to look anew at strategies to save public resources by shifting the burden
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of media funding to the advertising market. The state restricted foreign
ownership of Russian media and forbade commercial advertising on pay or
subscription television, which progressively brought previously privately
owned commercial media into the hands of large media groups affiliated
with the state, and advertising money from smaller players over to main-
stream media principally controlled and owned by the state.

WuicH CONTENT IN EXCHANGE FOR SUBSIDIES?

What are the specific content requirements for Russian television in
exchange for receiving state funding? For VGTRK, the key state player
(holding company) in the television market, the main requirement is to
respect a normative quantum of broadcast hours.® In the rules for granting
subsidies for VGTRK, and also for “Channel One” and NTV, it is stated
that the subsidies are given for the diffusion of television signals to smaller
population centres. The specific items on which state funds may be spent
by the various channels are also detailed in these rules. However, there
are no similar strictures in respect of the specific content that the various
channels are required to provide.

For its part, the television channel “Culture” does not air commercials,
subsisting instead through grants from the head company VGTRK. Public
Television of Russia (OTR), created by President Medvedev in 2012 for
the development of civil society and public education, also does not air
commercials, relying exclusively on state grants. This model is closest to
the classical conception of public television, even if a detailed descrip-
tion of the requirements that the state, as protector of the public interest,
places on such channels is not publicly available. Moreover, viewer ratings
for these channels are, at the time of this writing, negligible: “Culture”
(Channel “Russia K”) hovers around 1.5 per cent of the daily share of
national viewers, while OTR’s share is not measured by the nationally
authorised mediametric company (currently TNS Russia). Meanwhile, the
state “Channel One” and “Russia-1” together command about a quarter
of total daily viewers.’

Each year, the Federal Agency on Press and Mass Communications
(FAPMCQ) gives funds, on a competitive basis, to support the produc-
tion of programmes, websites, print media and other platforms deemed
of public value—that is, content having social or educational import or
that is consistent with a patriotic upbringing, the protection of mater-
nity and children, the spiritual-moral and cultural values of the Russian
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people, and the fostering of tolerance in the fight against extremism.!® For
their part, regional governments give resources on the basis of open calls
for subsidies to various forms of media—Ilargely without precise content
requirements. The resulting contracts typically involve basic informational
coverage of the activities of the regional authorities in question, although
the very vagueness of the contracts, with their multiple implied terms,
often makes these agreements de facto mechanisms for assuring the loyalty
of particular media reporting on government. (Within the regions, the
quantum of resources spent on such contracts generally amounts to about
a third of the total advertising revenue pool of a given region.!!)

Of course, the scant clarity of the content and operational (behav-
ioural) requirements for the Russian media space points to a major oppor-
tunity for the Russian state to use mass media to strengthen substantially
the shaping of socially meaningful content in the country. The devel-
opment of precise content requirements for state media operating (or
deeming themselves to be operating) in the public interest, as distinct
from commercial media earning revenues on the open market by cre-
ating programmes for mass audiences, is one of the most fundamental
challenges of Russian public policy in respect of the media for the fore-
seeable future. After all, all credible foreign public broadcasters (and per-
haps even credible foreign media, more generally) operate in the context
of very detailed content requirements from public regulatory instances.
Such requirements typically specify the type and frequency (or quantity)
of content, as well as the times of airing, with councils comprised of civil
society representatives, professors and cultural figures playing a key advi-
sory or oversight role in respect of the requirements. France, for instance,
recently began a national reform to remove advertising entirely from pub-
lic television.

One approach could be to provide state funding to media on a project-
by-project basis. Instead of giving money once per year to state-owned
corporate behemoths, the state could shape and describe more precisely
what it considers to be socially meaningful or valuable content. Each proj-
ect (television or radio programme, newspaper, website or social media
platform, or indeed any media initiative) would be examined and funded
according to considered principles of public value (informed by the exper-
tise of an advisory council, as described above). Commercial projects not
corresponding to these criteria or principles would not be produced with
state money or could otherwise be produced by state-owned channels on
a purely commercial basis.
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The development of such content requirements would, in a paradoxical
sense, create additional accountability for the regulating instances also, as
they begin to properly address “market failures”—that is, the provision
to the Russian population of content that cannot be produced reason-
ably under a commercial media model—alongside the extant imperative
of budgetary optimisation and rationalisation.

Finally, the state should elaborate general principles of support for
local identity—local languages, cultures and traditions—through the
media. This would be on the understanding that the existence of truly
public media in Russia may be most consequential at the regional levels
in order to support region- and geography-specific cultures and values,
in concert with a national identity that is supported by the federal media.
In the majority of multicultural or regionally diverse European countries,
such policies and requirements exist: consider Finland, where the state
supports mass media in the Swedish language in regions populated by
ethnic Swedes; or France or Germany, where at least one of the public
television channels broadcasts local content in each of the regions of the
country.

What of social media? In Russia, social media are used mainly as vehi-
cles of interpersonal communication, and still not, for all practical intents
and purposes, as a tool of deep civil engagement. Moreover, as a general
rule, the techno-deterministic intellectual frames that tend to ascribe huge
power to new media are progressively replaced by arguably more realis-
tic theories that, as with the work of W. Lance Bennett and Alexandra
Segerberg on connective action, see social media as one of the many tools
of community creation, but not a particularly important one.!? In any
event, the Russian state should realise that true public dialogue cannot
be created solely by passive reliance on social media and other media plat-
forms existing in parallel with, or alternative to, classical or mainstream
media. Media policy in Russia will need to be far more deliberate than
that, and the media as a proper “estate” will have to be far more sophisti-
cated and robust in advancing the public interest.
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CHAPTER 10

Religion and the Russian Orthodox Church

Boris Knorre

THE RussiAN ORTHODOX CHURCH AND RUSSIA’S
NATIONAL-CULTURAL CODE

Russia is a multiconfessional country. According to the Levada Centre,
the national breakdown is roughly as follows: Orthodox (74 per cent),
Catholicism (1 per cent), Protestantism (1 per cent), Islam (1 per cent),
Judaism (1 per cent), Buddhism (less than 1 per cent) and Hinduism
(less than 1 per cent). Other religions are listed at less than 1 per cent,
while some 5 per cent of Russians identify themselves as atheist.! Still,
the Russian Orthodox Church of Moscow Patriarchate (ROC), with its
many parishes, fancies itself as the core institution of Russian religiosity
(41 per cent of Russian Orthodox formally associate with the ROC)2.
Indeed, the ROC is a socioreligious institution and has significant influ-
ence on the sociocultural composition of Russian society, as well as on the
Russian mentality.

If Russian Orthodoxy is an institution that is immanent on the national-
culture code of Russia, then, without overstating its import in post-Soviet
Russia, the ROC is the only national institution that at once provides
contemporary Russia with historical-cultural succession to, and continuity
from, pre-revolutionary Russia and carries forward the imperial message
of the Soviet Union.

B. Knorre (<)
Higher School of Economics, Moscow
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After the breakup of the Soviet Union, the Church was able to oper-
ate independently, without pressure from the state, to develop its strategy
of engagement with Russian society—something that evidently did not
happen in the Soviet period or even before the 1917 revolution. Over
the course of the entire post-Soviet period, then, the revitalisation of
Church life has been accompanied by the growing conviction on the part
of Church leaders about the need for the Church to enjoy universal influ-
ence over society and for it to be reconstructed according to a religious-
ideological logic.

This logic or general doctrine was articulated in the 2000 ROC publica-
tion, “The Basis of the Social Concept of the Russian Orthodox Church”.?
This was followed by the issuance of formal Church documents establish-
ing the position of the Church on sociopolitical questions ranging from
human rights to human dignity, business ethics and Russian identity. The
general strategy of the ROC became the advancement of the conception
of “Orthodox civilisation”, which posited the existence of a special civilisa-
tion of communities and promoted specific cultural and ethical norms, a
distinct organisational model for society (with its own political, economic
and cultural principles), and a deliberate nomenclature of policy priorities
in domestic and foreign affairs.

THE FUNDAMENTAL ETHICAL AND SOCIOCULTURAL
PRINCIPLES OF “ORTHODOX CIVILISATION”

In general, “Orthodox civilisation”, which the ROC sees as incorporat-
ing the concept of “russkiy mir” (Russian world), celebrates the values
of traditional society—first and foremost, the institutions of family (see
Chap. 28 on Family Policy). On this logic, the ROC promotes reproduc-
tion and opposes abortion, euthanasia and the use of biomedical repro-
ductive technologies, deeming them an attack on the foundations of
humankind (which is created in the image of God). Orthodox ideology
emphasises non-acceptance of homosexual marriages, LGBT communities
and free sexual mores. And in its defence of traditional values, the ROC
attempts to find allies in the Catholic world, as evidenced by the February
2016 meeting between the Patriarch and the Pope in Havana, Cuba. The
joint declaration from that meeting stated: “Orthodox and Catholics share
the same conception of the family, and are called to witness that it is a path
of holiness, testifying to the faithfulness of the spouses in their mutual
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interaction, to their openness to the procreation and rearing of their
children, to solidarity between the generations and to respect for the
weakest”.*

Formally, Orthodox civilisation stresses the ideals of “self-restraint, pri-
oritisation of the spiritual over the material, including sacrifice and duty
over consumption and selfishness; love and justice over the ‘right of the
strong’”%; and coexistence among different cultures and convictions, as
well as among different religions. Moreover, the Church has tried to assert
for itself the sole authentic guardianship of the classical cultural heritage of
Russia and an arbitrating function in respect of the role of culture in struc-
turing the behaviour of Russians. On this logic, the ROC critiques glo-
balisation processes that fundamentally change human culture, including
processes that it characterises as “devoid of any spirituality” and “based on
the freedom of the fallen man”.

In the majority of cases, in its view of the individual, the Church
starts from the posture of anthropological pessimism, emphasising not
the inherent worth of the person, but rather his inadequacies, alluding
to the fact that “the patristic and ascetic thought and the whole liturgi-
cal tradition of the Church refer more to human indignity caused by sin
than to human dignity”.® This conception is premised on the thesis of
the aforementioned “fallen man”. In Russian theology, then, the ability
of a person to make the right choice between good and evil is viewed as
highly constricted.

Such an understanding of the nature of man has far-reaching practi-
cal consequences in the relations of the ROC to human rights and free-
doms, including some of those, like freedom of conscience and human
dignity, articulated in various international legal documents (for starters,
of course, the Universal Declaration of Human Rights). If the ROC says
that it “cannot positively accept a world order in which at the centre of
everything is human identity darkened by sin”, then the Catholic Church,
for its part, does not stress the idea of “fallen man” to the same extent.
Instead, the Catholic Church warns against excessive focus on the sinful-
ness of man, which “engenders a false anxiety of sin and a pessimistic
view of the world and life, which leads to contempt of the cultural and
civil accomplishments of mankind”.” The result is that Catholics relate to
concepts of human rights, democratic values and international law with far
greater trust (or indeed with far less anxiety) than do Russian Orthodox
Christians.®
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The natural implication of the ROC’s overall posture is a rejection of the
interpretation of man through the prism of the ideas of the Enlightenment
and general opposition to the ideas of humanism and any universality of
values. The rejection of humanism by various Russian theologians (and in
various ROC documents) entails a certain depreciation or downgrading of
the “earthly life”, as distinct from the anticipation of “eternal life”.

Collective values are privileged over individual ones. To this end,
Archpriest Vsevolod Chaplin, one of the major ideologues of Orthodox
civilisation, states: “The individual, in advancing his interests, is called
upon to coordinate them with the interests of close ones, families, the
community, the people, and all of humanity”. Chaplin goes on to say
that “self-sacrifice and, under certain conditions, sacrifice of other people’s
lives (in the case of the protection of faith or fatherland), self-restriction
and refusal [to exercise] one’s rights, freedoms and wealth in favour of
the well-being of close ones, the community, and the people—this is the
behavioural norm for an Orthodox Christian”.’

To be sure, the Church’s anthropological pessimism spills over into its
outlook on economics and politics, which includes a deep scepticism vis-a-
vis human entrepreneurship, innovation, initiative, competition and radi-
cal progress in general. On the one hand, the Church attempts to fight the
cult of consumption and the distractions and seductions of socioeconomic
innovation; on the other hand, this defensive posture, when elevated to an
absolute norm or diktat, clearly militates against the country’s potential
for political and economic development.

A number of contemporary studies note that Orthodoxy (Russian
Orthodoxy, but other branches as well) is substantially propitious to (and
compatible with) a command-administrative economic and governance
model—particularly of the socialist type—rather than the development of
a market economy. Famously, in this vein, the title of an article by the
leading Russian researcher on the sociology of Orthodoxy, Ivan Zabaev,
played on Max Weber’s “Protestant Ethics and the Spirit of Capitalism”—
to wit, “Orthodox Ethics and the Spirit of Socialism”. Zabaev argued that
the predisposition of the Orthodox sociocultural paradigm to paternalis-
tic models, the primacy of idealistic beliefs over professional pragmatism
and the prevalence of a planned economy over free markets together lend
themselves to a redistributive system in licu of a competitive one.!°

The ROC typically opposes the principles of economic competition in
their purer forms, seeing these as conducive to aggressive consumerism.
Having said this, the “List of Moral Norms of Business Activity”, adopted
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at the VIIIth World Russian People’s Council meeting in 2004, did not
attack competition per se. It aimed only to “humanise” business relations
(i.e. to make them “partner-like”), to strike a balance between material
and spiritual interests and also between the pursuit of commercial profit
and the dispatch of one’s responsibility to society. In addition, the docu-
ment sought to restrict the influence of business on politics, stating that
“political power and economic power must be divided”.!!

For the realisation of its social and political ideals, the ROC works to
secure the support of the state, which it prefers to see not as a neutral
arbiter, but as endowed with a specific “ideological and religious mis-
sion, which stretches beyond the bounds of the life of a generation, state,
people, and even the carthly world”.!? It follows that the ROC regularly
proposes changes to Russian federal laws and often argues for the general
necessity of rewriting the Constitution of the Russian Federation. Indeed,
many federal laws have been amended to reflect ROC proposals, includ-
ing the 2007 law on freedom of conscience and religious associations, the
2011 law on the defence of children from information harmful to their
health and development, and the 2013 law on education. The law on
counteracting insults to religious feelings was adopted in the same year,
expanding article 148 of the Criminal Code (on insults to religious beliefs)
and giving religious organisations the right to establish internal (confes-
sionally prescribed) requirements for clergy, religious personnel and other
Church employees.

As for the international strategy of the ROC, it is fair to character-
ise it as state messianism,!® positing the return of Russia “to its historical
role as the patron and protector of the Orthodox Churches” in countries
with an Orthodox majority just as in countries with significant Orthodox
minorities. This messianism lends itself the idea of dividing the world
according to territorial-religious principles, where states whose cultures
were formed under the “decisive influence” of the Orthodox religion
and “Orthodox civilisation”—in particular, Bulgaria, Belarus, Greece,
Cyprus, Moldova, Macedonia, Russia, Romania, Serbia, Montenegro
and Ukraine—are united. Within this civilisational community, the ROC
also relates to the “diasporas of Orthodox peoples, as a rule, living in the
countries of Western tradition” and the people “comprising the denomi-
national minority in their countries of residence, while still constituting
stable cultural-ethnic entities”.!*

Indeed, in its conception of Orthodox civilisation, the ROC espouses
the meaning given to civilisation by Samuel Huntington in his 1996
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book, The Clash of Civilizations and the Remaking of the World Order.'®
And in its geopolitics, as the researcher Anatoly Krasikov notes, the ROC
advocates the creation of (or return to) a bipolar or multipolar configura-
tion of states, in the logic of the “Yalta-Potsdam system”.

As for other confessions in Russia, their present situation in Russia
is largely determined by numbers and perhaps even more so the degree
of their “implantedness” on Russian soil. Formally, the preamble to the
1997 federal law on freedom of conscience and religious associations not
only asserts the “special role of Orthodoxy” but also stresses respect for
“Christianity, Islam, Buddhism, Judaism and other religions and creeds,
which constitute an inseparable part of the historical heritage of the Russian
people”.1® Nevertheless, the reality of the relationship between the state
and the minority religions, and also among the religions themselves, is
contradictory. For instance, Buddhists in Moscow were long denied lands
for Datsan (Buddhist monasteries). And Muslims in Russia, despite official
declarations of goodwill from state authorities and the ROC alike, con-
tinue to reject the status of “little brother” vis-a-vis the ROC. Officially,
of course, there have been professions of common values between Islam
and Orthodoxy, including a general conservatism and the non-acceptance
of Western, liberal values.'” Unofficially, however, relations are not all that
peaceable. Russian Muslims regularly draw attention to the problems they
experience with the construction of mosques, by conspicuous juxtaposi-
tion with the Orthodox churches that often receive state budgetary funds
for the construction of their facilities.

Finally, unsurprisingly, in Russian schools, in the context of the “Basics of
Religious Cultures and Secular Ethics” course, it is the study of Orthodox
culture that is clearly privileged.

WHAT’S TO BE DONE?

The influence of the ROC on Russian society does not, by design, gen-
erally fill policy gaps or compensate for the inadequacies of the state.
Instead, the Church appeals consciously to existing state institutions, try-
ing to develop a working relationship with many of them, and in the pro-
cess weighing in on their decision-making.

Of course, without significant evolution of the Church from within—
through self-critique, and through greater humanisation of Church
dogma—its influence on major national political transformations, and on
the Russian mentality prior to this, will be negligible. To be sure, part of
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the responsibility for the current state of the Church and therefore for the
said evolution, lies with Russia’s academic and social institutions, which
must make greater efforts to establish a closer dialogue with the ROC, and
between the ROC and Russian society at large, in order to find ways to
expressly include the ROC in practical processes of national development.

In particular, there must be emphasis on open spiritual educational
institutions (e.g. Saint Tikhon’s Orthodox University of the Humanities
in Moscow) as an alternative to traditional spiritual seminaries. Moreover,
for purposes of broadening thinking and debate, future clergy should
receive at least part of their education outside of Russia. And many more
conferences, both on religious matters and policy questions of national
import, should be organised jointly by scholars, clergy (including bishops)
and other Church officials. Indeed, because sociocultural changes in the
ROC will affect relations with other confessions in Russia, leaders of the
minority religions in Russia should actively participate in these composite
conferences and in the expansion of ROC thinking more generally.

Institutes and platforms must be created to provide for different forms
of horizontal interaction between the Church and society, softening the
organisational and cultural verticals within the ROC and, as a conse-
quence, expanding the social life of the parishes—that is, involving clergy-
men and parishioners alike in real-life (and often painful) local problems,
from environmental protection to the needs of the poor and the destitute.
Some of this, of course, is already happening.

For its part, the state must work to maximise, to the extent possible, the
transparency of Church organisation and operations. This could include
having bishops and parish rectors publish the revenues and expenses of
the various diocese and parishes. While professional media organisations
should be insulated from ROC influence, the state should regularly spon-
sor different forms of institutional interface between the parishes and sec-
ular organisations and institutions, and between the Church and various
professional organisations across the country.

Finally, and critically, but perhaps improbably at the time of this writing—
for the temptation is great—the state must refrain from using the Church
as a conspicuous instrument of foreign and domestic policy, including for
purposes of national consolidation and legitimation of the centre. In turn,
in order to find its own bearings and role in modern Russian society and
life, the Church must avoid being instrumentalised—happily or unhap-
pily—just as it must, as its internal thinking and organisation evolve, avoid
anticipating the preferences of the state, consciously or unconsciously.
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CHAPTER 11

Russian Civil Society

Irina Mersianova

WHAT Is RussiaN C1viL SOCIETY?

We understand civil society, in the very classical sense, as referring to the
sphere of human activity outside of the family, the state and the market—
for all intents and purposes, the “third sector”, which is created by indi-
vidual and collective actions, norms, values and social relations, to deliver
a number of specific functions, including socialisation, service, articulation
and mobilisation. And we argue in this chapter that the governing intellec-
tual and policy interest in civil society in Russia today and for the foresee-
able future must be based on the hypothesis that any meaningful increase
over time in the negotiating power of civil society in its interactions with
the state and the private sector—particularly in respect of the redistribu-
tion of benefits in favour of weak groups—will improve the quality of
governance and life in Russia, not least because civil society is a key force
in identifying and helping to fill gaps in the country’s economic, political
and legal institutions.

Civil society in Russia is influenced by ideological, educational, legal,
political and economic factors. The influence of the ideological factor
manifests itself in the disposition of the population vis-a-vis participation
in civil society: half of Russians are apparently prepared to unite with other
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people for collective action, if their ideas and interests intersect.! However,
the national participation level in the activities of non-government non-
profit organisations (NPOs) remains low—that is, only 13 per cent of
Russians are members of any NPOs and/or participate in their activities.
Morecover, it 55 per cent of Russians made some description of financial
donation to an NPO over the last year, only 14 per cent of the population
did so through formal institutional channels.

Some notable examples of modern Russian non-profits include
Perspektiva, which promotes inclusive education and employment for
people with disabilities; the charitable fund Downside Up, which works
to change the early childhood support system for, and public attitudes
about, those with Down syndrome; the charity Flophouse, which seeks to
rehabilitate the homeless and the disadvantaged; the famous “Memorial”
human rights society, which focuses on historical memory of the Soviet
past and monitors human rights issues in Russia and in several other post-
Soviet states; the Civic Assistance Committee, which defends refugee rights
in Russia, including in relation to refugees from the Donbass and Syrian
wars; and the Vera Fund, which supports hospices in Russia and works to
change public perceptions of palliative care in the country. We should also
note, of course, the work of the Agency for Social Information, an impor-
tant civil society information platform that aggregates and disseminates,
on a country-wide basis, news and information concerning Russia’s third
sector.

The educational factor in Russian civil society includes the direct train-
ing and retraining of NPO talent or cadres, as well as the more general
system of civic education that provides the knowledge and skills enabling
citizens to participate in civil society institutions to defend their rights,
organise to solve local problems, provide public oversight of state ser-
vices and so on. At present, civic education for adults does not exist in
any serious form in Russia. However, at the regional levels, increasing
the qualifications among NPO cadres is a key area of governmental sup-
port. (Particularly active support to NPOs is provided by the govern-
ments of Krasnoyarsk krai, Novosibirsk oblast, Nizhny Novgorod oblast,
Arkhangelsk oblast, Yaroslavl oblast, as well as the city government of
Moscow.) Bref, there is still much work to be done in post-Soviet Russia
in order to advance moral citizenship, civic competence, volunteerism and
continuous education in the NPO community.

The legal factor refers to the juridical conditions surrounding the
activities of civil society institutions. The legislative framework for NPOs
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has undergone fairly radical amendments in recent years. Unfortunately,
these legislative changes have been largely non-systematic and juridically
and terminologically imprecise. There is therefore a need to change the
basic federal legal framework (including the laws on non-profit organ-
isations, public associations and charity and charitable organisations)
in order to remove contradictory norms brought about by changes to
Chap. 4 of the Civil Code of the Russian Federation in 2014. The role
of NPOs as active players in various areas of the national social sphere
could be strengthened. To this end, for instance, the 2013 federal law
on the foundations of social services for citizens created the basis for
the inclusion of NPOs and non-state providers in the provision of social
services. In 2016, in addition to the concept of socially oriented NPOs,
the concept of NPOs as executors of publicly useful services was intro-
duced in law. The government confirmed the road map “Support for
access of non-governmental organisations to provide social services”,
which includes a complex of measures that, for the most part, should be
implemented by the end of 2017, though some will be implemented on
a continuous basis.

The influence of the political factor manifests itself principally through
government policy on civil society—embodied variously in the NPO legal
framework, state resources deployed to support (or frustrate) NPO activ-
ity, as well as in communication channels between the state and civil soci-
ety. According to a nation-wide survey of NPO leaders conducted between
2012 and 2015, nearly a third of Russia’s NPO leaders believe there to be
a big gap between proclaimed and actual state policy on civil initiatives and
NPOs. In at least 40 per cent of the cases, this view is voiced by NPOs that
do not approve of the state’s positions vis-a-vis the third sector. Moreover,
27 per cent of respondents said that there is no consistent government
policy for the third sector—a belief held even more commonly (over 35
per cent) by NPOs not supporting state positions vis-a-vis the third sector.
By contrast, approximately a quarter of NPO leaders believe that state pol-
icies on NPOs and civil initiatives are in fact consistent—more often than
not organisations regularly interacting with the federal ministries, agencies
and political parties (mostly with “United Russia”). Some two-thirds of
NPO leaders assess that state support for NPOs significantly influences
civil society development in Russia. Only 17 per cent considered the influ-
ence “fairly insignificant”, while 6 per cent said that state support (finan-
cial and non-financial alike) for NPOs had no influence whatever on the
development of civil society in Russia.
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In post-Soviet Russia, cooperation between the state and NPOs first
began to take shape at the municipal level and then at the regional level.
Discussion of federal support for NPOs only began in the early 2000s,
with the content and currency of the NPO debate turning on the mag-
nitude of state support for NPOs and the meaning or understandings
attached by the state to such support. From 2005, there was a shift from
state neglect, selective support for a limited number of organisations and
suspicion of NPOs receiving foreign funding, towards a certain revitalisa-
tion of constructive interaction between government and NPOs. This was
most notable in the creation of the Russian Federation Public Chamber
and its analogues in the regions, the revision of the NPO legislation to
remove certain capricious restrictions and also the inclusion of noted
human rights defenders in the Presidential Council for Civil Society and
Human Rights. To date, there is a broad spectrum of types of financial
and non-financial support for NPOs (including informational, consulting
and educational support). This includes subsidies for NPOs, competitive
allocation of grants, tax privileges, as well as property transfers to NPOs
(gratis or on favourable terms of lease).

The influence of the economic factor is marked by the gradual growth
in the size of individual and corporate philanthropic resources (including
the development of endowments in Russia) as well as the evolution of
Russian corporate social responsibility practices and volunteerism. While
the second half of the 2000s saw a significant reduction in foreign donor
resources, federal budget allocations towards socially oriented NPOs
rose from 2010 until the recent economic crisis, increasing by a factor
of 2.5 over 5 years. Of course, the long-term health and sustainability of
the resource base of Russian civil society is closely tied with the state of
the country’s economy, including the country’s ability to overcome the
raw material model of growth and advance modernisation in earnest (see
Chap. 19 on Energy and Natural Resources). To be sure, the crises of
2008-09 and 2014-15 demonstrated the vulnerability of this civil society
resource base in the context of falling state revenues and diminished pri-
vate and individual incomes.

According to a 2015 All-Russian population survey, the nucleus of the
base of Russian civil society includes 10 per cent of adult Russians, the sat-
ellite of the nucleus includes 23 per cent of adults, the contiguous buffer
zone 26 per cent, and the periphery some 33 per cent of the Russian adult
population. If we add to this the basic finding of our research—to the
effect that the state remains the dominant force in the development of civil
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Table 11.1  Scenarios for the development of civil society in Russia

State policy for promoting the development of civil society
institutions

Wealk Stronyg
Public activism 1,9y Deep freeze Greenhouse effect
High  Boiler explosion Responsible action

society institutions in Russia—we are able to illustrate, in simplified form,
in Table 11.1, how the strength or weakness of state policy for civil society
institutions, in concert with the level of public activism, is expressed in the
evolution of Russian civil society. We propose 4 possible scenarios of civil
society development: the greenhouse effect scenario, characterised by low
levels of public activism but high levels of state influence on the develop-
ment of civil society institutions; the deep freeze scenario, characterised
by low levels of public activism and weak state policy for promotion of
the development of civil society institutions; the boiler explosion scenario,
characterised by high levels of public activism and weak state policy on
the development of civil society institutions; and, finally, the responsible
action scenario, which obtains at high levels of public activism and strong
state policy in support of civil society institutions.

Given the strengthening of government policy in supporting NPOs and
enhancing civic activism in the country—as reflected by growing Russian
engagement in civil society practices—one could argue that Russia is, at
the time of this writing, transitioning from the borderline between the
greenhouse effect and deep freeze scenarios to the responsible action sce-
nario (bottom right of Table 11.1).

WHAT’s TO BE DONE TO REALISE THE RESPONSIBLE
ACTION SCENARIO?

Russian civil society, which already struggles with horizontal collaboration
across NPOs, must consolidate on key policy questions in the country.
The NPO community should agree to uphold basic political, humanitar-
ian and civic values and foster a transition to a qualitatively new level of
interaction with Russian governments at all levels based on a partnership of
reasonable equals. NPOs must improve their internal governance and self-
organisation. And there must be a substantial increase in the contribution
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of the NPO community to the creation of sustainable mechanisms for
citizen scrutiny of laws of public significance.

Of course, the NPO community needs greater public support and con-
fidence—something possible through maximum transparency and the use
of modern means of informing the population about its activities. (Today,
46 per cent of adult Russians do not trust NPOs of any type.) Mapping
out strategic directions for NPO development through the consolidation
of expert resources and the development of a system for identifying and
spreading best practices is also important. NPOs should diversify their
activities and technologies in respect of the general improvement of the
quality of life among Russians, to raise cultural and educational levels in
post-Soviet Russian society, as well as tolerance and legal awareness.

For its part, the state must create conditions that are propitious to the
development of civil society and the strengthening of its influence on
political, social and economic processes. This includes, first, a strategic
commitment to collaboration; second, a reformed legislative framework
for such collaboration; and third, continuous improvement of the gov-
ernment support toolkit—financial (ranging from targeted subsidies for
NPOs to tax incentives) and non-financial (consulting and educational
support) alike. It is essential to monitor and assess all programmes jointly
implemented by the state and NPOs. NPOs must be intensively involved
in the processes of the country’s modernisation, combatting corruption,
supporting reforms of law enforcement and the judicial system, educa-
tion, environment, health care and the development of twenty-first cen-
tury regional policy. Finally, there must be a permanent mechanism of
civic expertise for law of social importance that makes use of NPO experts.
Optimisation is necessary for better functioning of organisational-financial
mechanisms of budgetary funding of state and non-state suppliers of social
services. This should happen through the creation of conditions that stim-
ulate state and municipal organs to create a competitive environment for
the provision of state and municipal services in the social sphere and the
removal of barriers to attracting NPOs for the provision of such services.
Most importantly, the state must strengthen public participation in solv-
ing issues of local importance via territorial self-government, public hear-
ings and legislative decision-making.

Russian media must provide regular coverage of social issues, motivate
civic participation and help to form responsible behaviour among citizens.
Media can help to develop understanding in society to the effect that the
resolution of social problems can and should draw on NPOs, volunteers
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and active citizens. Russian media can also help to spread best practices
for NPO participation in solving problems of local significance, providing
social services to the population and using technologies of intersectoral
cooperation.

Businesses and donors should develop a trilateral “state-society-
business” partnership to achieve a balance of interests on key issues of
socioeconomic development for municipalities, regions and the country
in general. Business should help to create resource centres for NPO sup-
port aimed at strengthening and developing third-sector human resources
(talent).

Educational organisations, too, will have to develop a system of train-
ing and study for third-sector participants and volunteers, for Russian civil
servants working on NPO issues and, more globally, for intersectoral col-
laboration through the introduction of courses and academic programmes
at the bachelor’s and master’s levels, online offerings, as well as new pro-
fessional training programmes for the country’s social sector. A serious
system of Russian civic education should be developed, targeting pre-
schoolers, students and adults for the purpose of forming the necessary
knowledge, skills and competence, and imparting the necessary experi-
ence, to motivate active citizen participation in the country’s civil society.

NOTE

1. These and subsequent figures in this chapter are the results of the 2014-15
All-Russian surveys of the national population conducted by the Centre for
the Study of Civil Society and the Non-Profit Sector in the Higher School
of Economics, as part of the Basic Research Program of the Higher School
of Economics.
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CHAPTER 12

Russian Foreign and Defence Policy

Fyodor Lukyanov

AFTER THE CrasH: CATCHING Up wiTH THE Tor ECHELON

The collapse of the USSR remains the dominant watershed for Russia’s
elites in the early twenty-first century and, under their influence, for
Russian society at large. The collapse is, as an event, not only a historical
fact, but indeed a central element of today’s Russian politics—one that
has conditioned the moods and interpretations of several generations of
Russian thinkers and political actors. And it is these moods and interpreta-
tions that are the core of today’s contradictions between Russia and the
West, which, three decades later, find themselves in a state of “hybrid
confrontation”.

The year 1991 marked not just the end of one more empire—indeed,
the last remaining one—but also the destruction of one of the two pil-
lars of the bipolar world order built in the second half of the twentieth
century. It was a tectonic shift that brought about fundamental global
changes and engendered differences that have never been resolved and
have become more acute since 2014.

For the West—the USA and its allies—the collapse of the Soviet Union
was a manifestly positive event that ushered in “a new world order”—one
in which Western countries had not only a political but also a moral right
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to organise the world as they saw fit. From Russia’s point of view—a view
that became stronger over time—no new order had been built. Indeed,
what little remained of the previous order gradually fell apart. The inter-
national system sank into chaos as its institutions—reasonably effective in
the last century, but unable to adapt to new-century realities—eroded. All
attempts to create a “centralised” or unipolar global system of governance
simply failed.

The relationship of Russia to its place in the world demands, first and
foremost, an answer to a critical question: how do Russian society and
Russia’s political class see their own state—as a state with certain intrinsic,
deeply rooted values, or, alternatively, as a shard of a “real”, far greater
country that was ruined (in part by the designs of others)? The former view
suggests that Russia’s search for its place in the world will end successfully
despite all the bumps in the road. The latter interpretation, however, is
more problematic—not least in practical terms—as it suggests the revival
of superpower status one way or another. Indeed, the crises of 201415
and Russia’s interference in the conflicts in Ukraine and then Syria seemed
more consistent with this second interpretation.

However, a closer look suggests that this may not be the only pos-
sible interpretation and that these two military-political moves (in Ukraine
and Syria) were, in some ways, dramatically dissimilar in nature. Some
suggest—not without justification—that one of the reasons for Russia’s
Syrian intervention was Moscow’s desire to make up for the negative
effects of its Ukrainian campaign, which not only failed to raise the coun-
try’s international status, but actually reduced it, at the expense of national
economic development.

The history of the Soviet Union, then, did not end in 1991, and any
jubilation over the “civilised divorce” among its component parts and
within its general sphere was premature, as evidenced by the Balkan night-
mare. The Yugoslav syndrome caught up with Russia more than two
decades later in Ukraine.

Of course, when the leaders of Russia, Belarus and Ukraine famously
dissolved the Soviet Union in Belavezha in early December 1991, they did
not risk raising the issue of Crimea, as their main priority was to get rid of
centralised rule and redistribute power into the hands of the 12 republics
(the Baltics having already left by that point). Instead, the Crimean ques-
tion exploded in 2014, causing a chain reaction and becoming a turning
point in the history of what we may call “Soviet decentralisation”. The
Crimean annexation was, on this logic, a key step by Vladimir Putin’s
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team to deconstruct what remained of the Soviet Union—to wit, to over-
come the loose taboo on revisiting and revising the administrative borders
drawn by the Soviet authorities. Bref, the ghost of the Soviet Union was
at last vanishing.

Gorbachev’s perestroika was laid to rest, first and foremost, by the
separatism of the Russian nomenklatura. Only the will of the Russian
establishment—the old one that was trying to hold on to the reins of
power by distancing itself from Gorbacheyv, the experimenting general sec-
retary, and the new one that was seeking to assume control of the state—
could have caused the demise of the Soviet empire to occur with such
rapidity. It is therefore quite logical that, some 25 years later, the ideologi-
cal descendants in the Russian leadership of those who put an end to the
Soviet state should move in this same direction.

In explaining the need for the incorporation of Crimea into today’s
Russia, Vladimir Putin put forth the “Russian world” concept—meaning
that Russians carried a conspicuous responsibility in respect of their com-
patriots who ended up outside of Russian borders after the disintegration
of the Soviet Union. To be sure, post-Soviet Russians became one of the
largest divided or dispersed people in the world, as 25 million of them
suddenly became effective foreigners without having moved anywhere. In
his interview with Germany’s Bz/d in January 2016, Putin stressed: “For
me, it is not borders and state territories that matter, but people’s for-
tunes”. Some commentators again took this as proof, or further proof, of
his imperial ambitions, even though the reference to Russians looked more
like the drawing of an ethnic or mental border—not an imperial or admin-
istrative one—that evidently excludes “the other” or “non-Russians”.

To this end, in an interview with Deutsche Welle in the spring of 2014,
Ivan Krastev, a Bulgarian researcher of post-communist transition pro-
cesses, offered the following interpretation: “If the Russian policy is to
be described in one word, it would be isolationism — not geopolitical, but
cultural and psychological. This is what makes it different from the Soviet
one. When the Soviet Union decided to close up, it built the Berlin Wall.
Now Russians have created a situation where others want to build a wall
around them”.! Richard Haas, the American foreign policy specialist, for
his part, said: “Russia no longer represents anything that appeals to any-
one other than ethnic Russians”, and, being at the periphery, it cannot be
a source of truly serious challenges to the USA.2

Another way of looking at this dynamic, in less dramatic terms, is
that inward consolidation in Russia has won the day over major outward
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initiatives. And yet events have clearly changed this logic: the Kremlin
concluded that its chances on the limited Eurasian stage (the Ukraine con-
flict) would diminish over time without active participation in the major
Middle Eastern arena (starting with Syria).

A Criusis OF IDEAS: TOWARDS CONSOLIDATION
AND THE EMERGENCY POSTURE

The main problem in today’s Russia is a crisis of ideas—that is, the absence
of a vision for the future. Global ambition faded with the collapse of the
Soviet Union. Russia began to focus on its own problems, even though its
impact on the rest of the world was still significant by virtue of its physical
size and residual geopolitical importance. But deep reflection was mani-
festly not a priority after the Soviet Union’s breakup; economic and politi-
cal survival was. Survival, for its part, gradually gave way to extemporised
pragmatism, commensurate with the need to mend and invigorate the
state system. This worked in part, reviving the urge for new quests—even
it all ability to think globally had by that time been lost.

Perestroika was the last period in Russia’s national history when the
country not only drew international attention but actually oftered a bigger
idea in a bid to attract the world. After the Soviet collapse, Russia delib-
erately followed other countries—initially in the hope of fitting into the
realm of Western concepts. Over time, however, the country became more
and more withdrawn, nurturing grudges about its own failure to succeed.
These grudges laid the foundations for a protective and defensive ideology
that did not inspire the country to look beyond its borders but, instead,
to fortify the wall and deepen the moat in the context of the chaotically
changing and dangerous world around it.

Perestroika and today’s Russia are antipodes. The optimism and ideal-
ism of the late 1980s stand in stark contrast with the gloomy realism of the
mid- and late 2010s. And yet there is one thing they have in common. In
both cases, politics trumped economics, even as the gap between the weak-
ening economic base and the ambitious political superstructure remained
a clear source of national vulnerability.

In 2015, not only did political logic outweigh economic calculations,
but external policy was more important than internal policy. Witness the
instantaneous rupturing of ties with Turkey after it downed the Russian
military aircraft (and indeed the resuscitation of the bilateral relationship
in 2016). This move by the Kremlin proved that national prestige is more
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important than mercantile considerations and indeed that national pres-
tige could substitute for a national idea and national identity.

The search for elements that could bind Russian society and the state
were on display in 2012 when Vladimir Putin reassumed the presidency
amid public demonstrations. Protests in Moscow, beginning in late 2011,
brought together members of the bourgeoisie and certain groups—
including nationalists and leftists—who insisted on increased civil and
political liberties and, more generally, deep reform of the national system
of government.

Superficial modernisation started during Dmitry Medvedev’s presi-
dency. It left a strange aftertaste by ending so abruptly. It did, however,
bring a logical end to the period of relatively care-free consumption in the
first decade of the 2000s, following the depression of the 1990s and the
struggle for Russian survival. Of course, the troubles of the 1990s also cut
off perestroika, leaving disputes about the future of the country unresolved.

The late 1980s, for their part, now seem an ephemeral and doomed
intermezzo in Russian history. And yet, as mentioned, the declining Soviet
empire was at the time still bustling with great debate amid the kaleido-
scopic mess, as it tried to explore fundamental issues of state, society and
international community from different angles and to set tasks for the
future.

The collapse of the Soviet Union interrupted this process, replacing
it with the struggle for power and property. A quarter of a century later,
there was a return to the interrupted Soviet-era debates. The first indica-
tion of such resumption was in 2012-13 when Vladimir Putin, who is very
sensitive to the public mood, began to speak with great regularity about
matters of ideology and morality. His appeal to conservative authors and
controversial attempts to revive and refashion traditional values were a
response to a latent but manifest demand in the body politic.

All this was torpedoed by the Ukraine crisis. Since its outbreak, the
Russian state has been operating in emergency mode, responding and
improvising to ever-changing situations. The debates about perennial
Russian topics have been sidelined in favour of urgent national mobilisa-
tion. And while the “Russian world” concept has not mended the divide
first exposed in late 2011—when many middle-class Russians protested
in Moscow against the lack of democratic development—it has changed
the balance dramatically: some of the opponents “have gone to war” and
dropped their complaints, while the minority, more opposed than ever to
the Kremlin, has been further sidelined. Consolidation has been achieved.
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It took extraordinary external factors to strengthen the internal base. In
a paradoxical way, then, foreign policy is performing its main role in creat-
ing conditions for the country’s internal development. Moscow’s success
in countering external challenges and proof of the state’s ability to be
a major player on the international stage have become necessary condi-
tions for internal stability and legitimacy. This is all the more true—even if
partly in a self-fulfilling way—now that widespread instability is no longer
a Kremlin fantasy but indeed objective reality.

To be sure, the Ukraine crisis and the “Russian world” discourse were
together part of a larger identity debate. The operation in Syria is a different
case altogether, consistent with the national objective of regaining super-
power (“first echelon” state) status. Russia intruded on what has been the
main prerogative of the USA since the end of the Cold War—to wit, the
use of force to restore order wherever necessary. The show of force proved
Moscow’s capacity to carry out such missions on a regular basis. The sub-
sequent offer of cooperation with the West in this field demonstrated co-
equal status. And Moscow’s readiness to change relations abruptly with
those that do not recognise this status signalled self-confidence.

This is not, however, a return to the Soviet model. The Soviet Union
had an activist foreign policy and always used different versions of the
“besieged fortress” excuse for action. However, the internal system of the
Soviet state was not based on foreign policy and, instead, on a rigid socio-
economic structure. Outward expansion was driven largely by ideology,
which over time developed into an instinct for competition with America.

Strange as it may seem, the current situation has parallels with the
Gorbachev period, albeit with the opposite sign. Gorbachev’s failure
resulted largely from the fact that his foreign policy appeared to be not just
more successful than his domestic endeavours, but that foreign policy had
actually taken centre stage. His main treatise was called Perestroika — New
Thinking for Our Country and the Whole World. To this end, the “whole
world” quickly overshadowed “our country”. The idea to “change the
world by changing oneself” was turned inside out—that is, the internal
development of the Soviet Union became a function of global transforma-
tion initiated by the Soviet leader. Everyone knows how this turned out.
And yet today’s world is far less stable than it was 30 years ago, and such
dependence on it for purposes of domestic change would appear to be
even more risky.

Still, a fundamental difference between today and the world of
Gorbachev is the absence of illusions among Russia’s elites and, along
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with this, the absence of good international examples to follow. The
intelligentsia in the late Soviet Union looked hopefully at the West as a
model for emulation, while the Soviet leadership believed in a conver-
gence of the two systems. Gorbachev believed that a new world order
would emerge through the integration of East and West on a completely
equal basis. His approach echoed the views of such respected intellectuals
as Russian-American sociologist Pitirim Sorokin and Nobel Peace Prize
winner and dissident Andrei Sakharov. Of course, the disintegration of the
Soviet Union put an end to fancies of equality and joint construction of
a European and global order. The Russian Federation, which at birth was
thrust into the throes of existential crisis, was no longer viewed by the West
(and indeed the East) as a potential co-creator of any new world order.

The “end of history” construct triumphed. The Western model was
the winner. Russia was essentially told to find its place in the US-centric
system. Although initially, in the early 1990s, the Russian leadership was
almost ready to agree to this, the deep-rooted character of the country did
not allow it to do so. For all practical intents and purposes, a large country
with the mentality and history of an independent great power could not
simply turn itself overnight into a “big Poland” and follow in the footsteps
of states seeking admission into the European Union and NATO—institu-
tions that in point of fact never offered membership to Russia.

Outside the painful transformations in Russia, which over the past three
decades has still not come to understand what it wants to be and do,
the international system has also been going through turbulent twists and
turns. No unipolar world has been built, and the existing institutions will
be unable to function effectively in a polycentric system. This is most viv-
idly borne out by the deep crisis of the European Union, which not only
profited most from the end of the Cold War confrontation but indeed
became a candidate prototype for the future world order. Now, alas, the
EU may be shrinking into itself, trying to rescue a vast integration project
that has failed to adapt to dramatic changes.

NATO is undergoing an even more interesting transformation. Having
won the Cold War and obtained full freedom of action, it has been unable
to identify its core raison d’étre. It simply cannot consistently think up
missions that will succeed in consolidating allies in the absence of bipolar
confrontation. The experience of using force outside of the core NATO
zone of responsibility has to date ranged from unsuccessful to disastrous.
Of course, the alliance has managed to achieve some semblance of consoli-
dation by opposing Russia during the crisis in Ukraine, but this too will
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not last long. Russia is not the Soviet Union, and it cannot pose the same
species of threat to the West no matter how hard it tries. Moreover, major
strategic challenges like radical Islam and the resurgence of China cannot
be addressed by a NATO that operates along Cold War lines.

As such, modern-day Russia is a country that has not yet made up its
mind about its image and future place in an utterly unpredictable world.
There is no one for it to use as a beacon (as most countries are living
through crises), there is nothing to fit into (old communities and interna-
tional regimes are falling part, and new ones are still embryonic), and it
has no resources—financial or intellectual—to launch its own grand proj-
ect. The current course is thevefore not tactical but rather fatalistic (if not
existentialist), undergivded by a belief that nothing can be foreseen. The only
way to go about the business of state, on this logic, is to be veady to rvespond to
any change quickly and decisively. And this means enbancing all national
capabilities in order to meet any emergency.

Another important factor in Russia’s strategic mentality today is the lack
of faith in the rationality of the West. The overall feeling in Moscow today
is that good judgement in the USA and Europe has given way to ideolo-
gised arrogance and the predominance of left-liberal political correctness.
The West, as such, is no longer viewed as a source of inspiration—even if
there is nothing else to take its place just yet.

In his “major geopolitical catastrophe” speech in 2005, Vladimir
Putin spoke about the painful efforts that Russia was undertaking to get
out of the crisis—constitutional-legal, socioeconomic and geopolitical-
strategic—caused by the collapse of the previous model, stating: “That
was precisely the period when [...] our society was generating not only the
energy of self-preservation, but also the will for a new and free life. [...]
Many thought or seemed to think at the time that our young democracy
was not a continuation of Russian statehood, but its ultimate collapse, the
prolonged agony of the Soviet system. But they were mistaken”.3

To repeat, the trauma of the fall of the USSR has not been overcome.
Indeed, it has worsened to the extent that there has been a reconsideration
or reinterpretation of the reasons for the fall. The end of the USSR, caused
by various internal factors, is today seen in Russia through the prism of the
last three decades. The wars in Yugoslavia, Iraq, Libya and Syria, as well
as the “coloured revolutions” in the post-Soviet states, have in all cases
seen Western participation play a decisive role in geopolitical and political
transformations, including regime change, the imprisonment of leaders
and the destruction of states. The Russian leadership projects this model
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of outside influence onto its own past (the breakup of the USSR as the
result of a concerted policy from abroad) and its possible future (to the
effect that the goal of the USA is regime change and even the dismember-
ment of Russia). In short, the deep-rooted interpretation of Russian elites
is that the logic of Western policy since the fall of the USSR drives not
only towards geopolitical expansion in the classical sense, but over and
above this to change everything in its path—if not by decree or example,
then by force.

The West accuses Russia of revisionism. But from the perspective of
the Russian leadership, it is the West’s behaviour that betrays the more
dangerous form of revisionism—to wit, the attempt to reinvent the foun-
dations of what was a reasonably strong international system in the second
half of the twentieth century, and also to reengineer states that do not cor-
respond to Western representations of the “correct” form of government.
In this sense, in Russia, the “soft power” of which the West is so proud is
today equated with “hard power”—that is, it is seen as a form of pressure
that is comparable to military-political or economic power.

By all appearances, then, the era that began with the end of the Cold
War has ended. For the West, that era was marked by the euphoria of vic-
tory. For Russia, it was felt in the sting of inferiority coming from strate-
gic defeat. Both sensations led to a dead end, and there is no way out in
sight—even if such a way out will have to be found with some urgency.

The world around Russia is changing, moving further and further
from the contours of the twentieth century. Any coherent conception of
the post-Soviet area or space, where Russia and the West compete as a
dyad, is disappearing. China is playing a manifestly growing role, with its
own pivot to the West. Eurasia is becoming, for Beijing, a theatre for the
advancement of strategic interests, including the construction of transport
links and the associated infrastructure. For Russia, this is both an oppor-
tunity and a challenge, but what is most important is that the geometry of
events around the country is changing fundamentally.

The nearly exclusive Western-oriented policy settings undertaken by
Moscow since 1991 no longer correspond to the new state of affairs.
There must, as such, be a change in national strategic priorities. If any-
thing, the quasi-existential crises of the EU have only accentuated the fact
that any variant of integration into the “European sphere” now no longer
exists as a realistic future possibility for Russia. And all this is occurring
against the backdrop of the irreversible disintegration of the Middle East.
Russia is unlikely to earn more strategic points in Syria than it has already.
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Meanwhile, closer to home, cascading instability in Central Asia, including
through the radical Islamist vector, is something about which Russia (and
China also) will have to worry in the coming years.

Bref, Russia is trapped in a twentieth-century agenda, trying to return
to the top echelon it occupied in that era. But the criteria for success have
changed today, and economics (even if always subordinate to politics in
Russian strategy) matters much more than it did in the Cold War. As such,
Russia must urgently do something about its economic policy—for in its
present state of political-economic affairs, it can in no way assume a leader-
ship position, whatever the world order around the bend may be.

Part of this will require Moscow to dial down international strategic
and geopolitical tensions (in other words, to decrease ambitions) vis-a-vis
the West in general and the USA in particular—a path apparently com-
mended to President Putin in camera by the deputy chair of the President’s
Economic Council, Alexei Kudrin, in a remarkable debate that allegedly
took place in May 2016. Kudrin’s key argument was that Russia’s lag in
technology and economic performance (see Chap. 2) requires it to inte-
grate into international production chains.*

Another part of this, however—should Russia fail to integrate into
international production chains—will require Russia to find opportuni-
ties for itself to become a term-setter in international affairs once again,
realising its potential as the world’s biggest country occupying critical
geography. Indeed, term-setting—or rather the ability to set international
terms—will be critical to the ability of major countries this century to reap
not only economic rents but also geopolitical rents.> On this same logic,
clashes of standards between term-setters and those outside the club will
often make compromise impossible—that is, integration will involve either
ostracism to the economic and geopolitical sidelines or general subordina-
tion to a term-setting player.

Forits part, the five-member Eurasian Economic Union, in which Russia
is the pivotal country, is still an embryonic bloc and remains clearly uncom-
petitive with the larger and more dynamic Western and even Eastern polit-
ical and economic blocs, including the EU; NAFTA and the Association
of Southeast Asian Nations (ASEAN). Russia will need to find ways of
partnering with other larger international groupings, including China’s
Silk Road Economic Belt initiative. Indeed, to the extent that Russia is
pushed away, and sees itself as being pushed away (or blocked), from US-
and Western-led groupings, Moscow will have little choice but to inten-
sify its pro-Asian pivot. Evidently, Sino-Russian cooperation will require
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enormous efforts on both sides in order to bridge the not inconsiderable
mental and cultural gap between the two nations and civilisations.

For now, Russia is barely able to produce its own normative sphere.
It is also, however, unlikely to subordinate to anyone else’s framework.
As Dmitri Trenin puts it in his book, Russia and the World in the 21st
Century, Russia is still a great power—*“not because it can control others
and impose its norms, rules and solutions on them, but due to its high
level of self-sufficiency and its resilience to external influence”. Trenin
considers this to be “very important, because of [ Russia’s resulting ] ability
to generate global public goods like the delivery of international security,
international justice and peacckeeping mediation”.¢ As such, let me pro-
pose that the only solution, for the foreseeable future, may well be for
Russia to pursue total strategic flexibility, using all economic and geopo-
litical opportunities, and in all directions—West, East, South and North
alike—as it attempts to find its place in the upper echelon of states and
solidify its internal order.
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CHAPTER 13

Russia’s Arctic Strategy

Alexander Sergunin and Valery Konyshey

RussiA’s NATIONAL INTERESTS IN THE ARCTIC

Moscow has extremely important national intevests in the Avctic region.
These interests include access to, and exploitation of, the mineral and bio-
logical resources of the Arctic Zone of the Russian Federation (AZREF).
The region is the most prolific producer of Russian gas (95 per cent of total
Russian production) and oil (approximately 70 per cent).! Russian geolo-
gists have discovered some 200 oil and gas deposits in the AZRF. There
are 22 large shelf deposits in the Barents and Kara seas, which are expected
to be developed when oil and gas prices rise again.> The AZRF is also
abundant in other mineral resources. Its mining industries produce pri-
mary and placer diamonds (99 per cent of total Russian production), plat-
inum-group elements (98 per cent), nickel and cobalt (over 80 per cent),
chromium and manganese (90 per cent), copper (60 per cent), antimony,
tin, tungsten, rare metals (between 50 per cent and 90 per cent) and gold
(about 40 per cent).?

Some of Russia’s moves in the Arctic over the last decade have pro-
voked strong reactions from other regional players.* Indeed, some Western
analysts believe that Russia, due to economic weakness and technological
backwardness, tends to privilege coercive military instruments to protect
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its national interests in the Arctic—which could lead to a regional arms
race, militarisation and even military conflicts in the High North.

Moscow, for its part, insists that its intentions, as articulated in the
Arctic doctrines of 2008 and 2013, are inward-focused, purely defensive
and aimed principally at the protection of Russia’s legitimate interests.
The Kremlin stresses that its primary interest is the development of the
AZREF, which is rich in natural resources and underdeveloped in terms of
the local economy, infrastructure, communication systems, social institu-
tions and culture. The Kremlin also maintains that it is not pursuing a
revisionist policy in the Arctic, but rather wishes to solve all disputes in the
region by peaceful means, relying on international law and international
organisations.

How does Russia address such major Arctic challenges as climate
change, environmental degradation, the need to develop a sustainable
socioeconomic strategy in the region, and, among others, the efficient
use of sea routes? What are Russia’s real military policies and plans in
the Arctic? Do they pose a security threat to other Arctic players, or are
Moscow’s military preparations and activities in keeping with the existing
regional military balance? Is Russia a revisionist power in the Arctic, or is
it more properly an Arctic soft power—perhaps in the making—interested
in regional stability and open to international cooperation in the region?

To be sure, Russia is trying to modernise the AZRF’s industrial base,
which currently accounts for 11 per cent of Russian GDP (even if the
AZRF accounts for only 1 per cent of the national population) and 22
per cent of Russian export revenues.® The Russian federal and regional
governments have, together with the private sector, articulated plans to
restore and further develop the industries and infrastructure of the AZREF,
including hundreds of billions of dollars in Russian and foreign direct
investment in important sectors of the regional economy, such as energy,
mining, transport infrastructure and communications.®

Moreover, if the Arctic ice continues to melt, Russia stands to earn
considerable economic rents from the development and exploitation of
the Northern Sea Route (NSR)—the shortest shipping route between
European and East Asian ports—as well as from the important domestic
route connecting the Arctic seas and Siberian river ports with the European
and Far Eastern parts of the country. Of course, possible shrinkage of the
ice cover to its lowest level in recorded history does not necessarily imply
safe navigation in polar waters or predictable sailing schedules, meaning
that expectations of the NSR turning into a principal route for world trade
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may for now be excessive. At the same time, the route may well improve
transport access to and for the isolated parts of the Russian North, giving
them more efficient outlets to global markets.

Moscow believes that by improving NSR infrastructure and safety, the
maritime route will be attractive not only for Russian business but also
for foreign shipping companies. The construction of 10 search and rescue
centres along the NSR by 2018 (with 3 of them already operational) will
help to promote the route internationally. And as the Yamal LNG plant
becomes operational in 2017, shipments of LNG from Sabetta to East
Asia (and potentially to Europe and North America) will be facilitated.
(Circumpolar air routes between North America and Asia, with transit via
Siberian airports, are also being considered. Indeed, circumpolar air traffic
is already growing 4 times faster than the global average.”)

Moscow is also genuinely concerned about the environmental situa-
tion in the AZREF. As a result of intensive industrial and military activity in
the region, many Arctic areas are heavily polluted and pose serious health
hazards. Russian scientists have identified 27 so-called impact zones where
pollution has led to environmental degradation and increased morbidity
in the local population. The main impact zones are the Murmansk region
(10 per cent of total pollutants for the 27 impact zones), the Norilsk
urban agglomeration (over 30 per cent), the West Siberian oil and gas
fields (over 30 per cent) and the Arkhangelsk region (approximately 5
per cent).® In toto, some 15 per cent of the AZRF territory is polluted or
contaminated.’

The Arctic Council and the Barents Euro-Arctic Council (BEAC) have
emerged as the main international fora to discuss and solve Arctic environ-
mental problems. In 2010, the BEAC, based on a report by the Nordic
Environment Finance Corporation (NEFCO) and the Arctic Council’s
2003 Arctic Monitoring and Assessment Program, identified 42 “hot
spots” (where permafrost is vulnerable to collapse) in the Barents Region.
All these hot spots were in Russia. In 2013, an 8-step process to eliminate
the hot spots was initiated, with the financial support of the Barents Hot
Spots Facility, which is managed by NEFCO on behalf of the governments
of Finland, Iceland, Norway and Sweden.!?

In 2011, the Russian government launched a programme worth 2.3
billion rubles to clean up the AZRF, including the Franz Joseph Land and
Novaya Zemlya archipelagos. By the end of 2016, some 42,000 tonnes of
waste had been removed from these archipelagos and 349 hectares of insu-
lar land had been cleaned. In 2015, another AZRF cleaning programme
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was launched—this time with a 21 billion ruble funding envelope. By the
end of 2016, the cleaning of Wrangel Island—including the removal by
the Russian military of 36,477 barrels of fuel and 264 tonnes of scrap
metal—was nearly complete.!! A comprehensive analysis of the environ-
mental situation in another 7 major AZRF areas had been planned, but
the federal government was unable to find reliable contractors for this
purpose. Similarly, in 2011, the cleaning of the Russian mining villages on
Spitsbergen Island, planned for 2011-13, was never implemented.

Nuclear safety in the Arctic region is also a matter that exercises Russia
and other Arctic states. Notably, more than 200 decommissioned nuclear
reactors from Soviet-era submarines and icebreakers are stored on the
Kola Peninsula—a Soviet “legacy” that is especially problematic for neigh-
bouring countries like Norway, Finland and Sweden.

In nuclear waste management, a Russian government programme on
nuclear and radiological safety for the 2008-15 period succeeded in dis-
mantling 195 retired nuclear submarines (97 per cent of the total quan-
tum), removing 98.8 per cent of radioisotope thermoelectric generators
from service and dismantling 86 per cent of these generators. Centralised
long-term storage facilities for spent nuclear fuel were constructed. In
addition, 53 hazardous nuclear facilities were decommissioned, 270 hect-
ares of contaminated land was remediated and open water storage of
radioactive waste was ended.'?

In 2016, Russia launched a large-scale programme to remove nuclear
waste from the former Soviet submarine base in Andreev Bay in the
Murmansk region. The programme must reckon with some 22,000 con-
tainers of spent fuel from nuclear submarines and icebreakers currently
stored in 3 storage tanks in Saida Bay on the Kola Peninsula, as well as
approximately 18,000 cubic metres of solid waste and 3400 cubic metres
of liquid radioactive waste, which, according to Norwegian sources, are
collectively as radioactive as 5000 Hiroshima bombs.!?

There are, to be sure, serious social and economic problems in respect
of the indigenous peoples of Russia’s Far North, including the incompat-
ibility of their traditional way of life with present economic systems and
processes, the low competitiveness of traditional economic activities, as
well as rising disease rates, a high infant mortality rate and alcoholism. The
unemployment rate among Russia’s indigenous people has been estimated
at between 30 per cent and 60 per cent, which is 3 to 4 times higher than
that of other AZRF residents.!* Life expectancy is 49 years, compared to
slightly over 71 for the average Russian.
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In principle, Moscow’s policies aim to foster favourable conditions for
the sustainable development of the indigenous peoples; for example, in
2009, the Russian government approved the concept of sustainable devel-
opment for the indigenous small-numbered peoples of the North, Siberia
and the Far East. Among other things, the concept set the general task
of raising the quality of life in these regions to the Russian average, and
the specific task of halving the infant mortality rate (as at 2007) by 2025.
However, these policies have still not come close to their targets and are
harshly criticised by Russia’s indigenous peoples and national and interna-
tional human rights organisations. The quality of life for indigenous peo-
ples in northern regions like Khanty-Mansi, Yamalo-Nenets, Koryakia and
the Chukotka autonomous okrug remains unacceptably low. The Yamalo-
Nenets autonomous okrug, perhaps exceptionally, has an indigenous
economy built around reindeer herding that is booming, with social pro-
grammes being implemented effectively, and with major conflicts between
indigenous interests and oil and gas companies generally avoided.

Critics of Moscow’s policies on indigenous peoples believe that Russia
should endorse the United Nations Declaration on the Rights of Indigenous
Peoples and respect and protect the rights of indigenous peoples set out
therein. They also argue that Moscow should ratify International Labour
Organisation Convention 169 on Indigenous and Tribal Peoples. Indeed,
there is a line of argument among rights activists to the effect that Russia
should recognise indigenous peoples’ customary law as a source of rights,
including land rights, in Russian law and jurisprudence. On this logic,
Russia should take immediate measures to enable the establishment of
federal-level “territories of traditional natural resource use” in order to
give indigenous peoples maximum control over these territories, in recog-
nition of their inalienable rights to land and resources and their right to
adequate food.'® This, of course, would require revision of Russia’s Land
Code, which is seen by indigenous peoples and their proponents as funda-
mentally discriminatory and partial to extractive industries.

TowARDS A PRUDENT RUSSIAN STRATEGY
IN THE HigH NORTH

In general terms, Moscow’s Arctic policies are an eclectic and still-
embryonic combination of hard- and soft-power approaches. On the
one hand, Moscow is properly assertive in respect of its claims to the
Arctic continental shelf—planting a flag at the North Pole in 2007,
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and resubmitting its ambitious application to the United Nations
Commission on the Limits of the Continental Shelf in 2015. The
Russian military modernisation programmes in the High North are seen
by other Arctic players as excessive, destabilising the regional strategic
balance. Russia’s international partners—specifically Norway, Finland,
Sweden and Canada—are also concerned about the lack of serious prog-
ress in the country’s environmental strategies and its policies towards
northern indigenous people.

On the other hand, Russia has, as mentioned, since 2007, been defend-
ing its legal rights on the extended continental shelfin full accordance with
existing norms and procedures. To this end, Russia’s 2015 continental shelf
submission is generally seen by international observers as legally pedantic
and punctilious. Moreover, the Russian leadership now realises that most
of the threats and challenges to the AZRF actually have more domestic
than external dimensions, including the degradation of the Soviet-made
economic, transport and social infrastructure of the region, the extant
resource-oriented model of the Russian economy and the general inad-
equacy of funds and managerial skills to develop the AZRF. Russia’s cur-
rent Arctic strategy therefore aims primarily to solve existing domestic
problems rather than focusing on international expansion.

Bref, Moscow understands well that the country’s success in the Arctic
theatre depends on the effectiveness of its socioeconomic and environ-
mental policies in the region. The Arctic doctrines of 2008 and 2013, the
2014 state programme on the socioeconomic development of the AZRF
up to 2020, and the 2002 law on environmental protection together sug-
gest an integrated national approach to sustainable development in the
AZRF—one supported by the country’s official and academic communi-
ties. Over the past two decades, this integrated approach has included
state incentives (investor tax privileges, loans and government guarantees)
to develop the AZRF industrial sector. Moreover, the economic sanc-
tions levelled against Russia from 2014 have perhaps had the paradoxi-
cal effect of creating significant incentives for national innovation in the
Arctic (in place, for instance, of imported foreign expertise, equipment
and technology). They have also led to intensified contact between Russia
and non-regional states like China (between Yamal LNG, China National
Petroleum Corporation and the Silk Road Fund), India (the Vankor oil
and gas field), Japan and South Korea (for shipbuilding purposes).

There have also been significant efforts to balance industrial devel-
opment plans with the needs of indigenous peoples and the Arctic
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environment. For instance, in order not to disturb the herding of reindeer,
the construction of the Yamal LNG plant was coordinated closely with
local communities—a dynamic that is, to this day, not without its frictions
and complications.

Of course, if the ideas have been articulated, then implementation
remains problematic—something true of many areas of Russian public
policy. The path to Arctic modernisation and innovation charted by the
Russian government must begin to move from policy declarations to actual
implementation of specific, realistic projects in the AZRF. Russia’s politi-
cal leadership appears to understand the need for constructive dialogue
and deeper political engagement with all of Russia’s Arctic regions, munic-
ipalities, indigenous people and non-governmental organisations (e.g. the
Russian Association of Indigenous Peoples of the North, as well as envi-
ronmental groups and human rights activists). Moscow generally encour-
ages these actors to work with international partners—unless, of course,
such engagement assumes a separatist character or involves attempts to
challenge Moscow’s foreign policy prerogatives. And yet, in practice, the
federal bureaucracy’s policies and approaches will often militate against
the projects of subnational actors and civil society groups. Instead of using
the resources of these players in a creative way, Moscow tries to control
them. In so doing, the state undermines their initiative, making them pas-
sive, both domestically and internationally.

Environmentally, Russia has supported all international initiatives on
the Arctic, ranging from the activities of the Arctic Council and the BEAC
to the signing of the 2015 Paris climate agreement. Russia has pledged to
implement the Polar Code, including Part II on protection of the marine
environment. Moscow plans to expand protected land and marine areas
in the AZREF. It also continues its programmes on cleaning Arctic islands
and nuclear waste utilisation. We should hope that this will eventuate in a
more systematic approach to Russian environmental policies in the region,
backed by serious financial support, better coordination across projects
and a credible regime of environmental monitoring.

Russia’s military ambitions in the North may in principle be high, but
they are still far from being realised. As such, Moscow at present nei-
ther signals an intention to confront rivals in the Arctic nor possesses the
proper capabilities to do so by military means. Bref, Russia may be keen to
develop powerful armed forces in the North, but its plans to modernise its
air force, recreate a strong navy, refurbish its fleet of strategic submarines,
build new icebreakers and replace the old ones, create an Arctic Group
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of Forces, and establish new border control and search and rescue units,
will be very difficult to implement—that is, Russia likely will not have the
financial, technical and managerial capabilities to meet these objectives in
the foreseeable future. As a consequence, the country’s military moderni-
sation programmes have in recent years become less ambitious and more
pragmatic. Russia’s military aim is therefore, increasingly, to defend its
economic interests in the region and consolidate its control over the huge
AZREF territory but not to expand its sphere of influence.

What should a long-term cooperative agenda among Arctic nations
include? First and foremost, it should see the lifting of economic sanctions
against Russia, as well as a strategy for attracting investment and technol-
ogy to Russia’s Arctic economy—including in the extractive and high-tech
sectors. In addition, all Arctic countries should work together to properly
implement the Polar Code (which entered into force on January 1,2017)
for the Northern Sea Route and, potentially, for the Northwest Passage.
Work on the preservation of the way of life of northern indigenous peoples
should be intensified. And, to be sure, in the push to mitigate the impact
of climate change in the Arctic, regional states should be actively promot-
ing joint scientific research on the Arctic. The Arctic Council will continue
to play a key role in all these dynamics, and its capacity—institutionally
and financially—should be strengthened.

Confrontation over the demarcation of maritime spaces and on the
definition of the limits of the continental shelf in the Arctic should be
avoided at all costs. To this end, confidence-building measures should
include data-sharing on the limits of continental shelf, joint research expe-
ditions and even joint applications on the division of the Arctic continental
shelf to the United Nations Commission on the Limits of the Continental
Shelf.

Let us note, with concern, that the Arctic theatre currently has no
confidence- and security-building measures (CSBM) regime—a gap that
should be filled with great urgency because CSBM development is a cru-
cial element of any regional security system. Arctic CSBMs—regional and
bilateral alike—should cover not only land but also naval military activi-
ties. (Contacts between the military structures of Arctic, and especially
coastal, states are at present patently inadequate.) Spatial and temporal
limitations alike could be established on Russian, NATO and EU mili-
tary activities in the region. Military-to-military contacts, joint exercises,
exchanges and visits should be encouraged further. The countries of the
region should intensify information exchanges in respect of their military
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doctrines, defence budgets, as well as major arms export and import
programmes.

To conclude, in contrast with the widespread stereotype of Russia as a
revisionist power in the Arctic, there are grounds to believe that, for the
foreseeable future, Moscow will pursue fairly pragmatic and responsible
policies in the region. On the one hand, such an approach will aim to
protect Russia’s legitimate economic and political interests in the High
North. On the other hand, Moscow insists that it is open to mutually ben-
eficial cooperation with foreign partners in exploiting the Arctic’s natural
resources, developing its sea routes and advancing environmental research
and protection in the region. Russia clearly has a preference for soft
power—or, more precisely, non-hard power—instruments (diplomatic,
economic and cultural) in the Arctic theatre. This preference includes a
conspicuous disposition towards, and comfort level with, dialogue and
engagement through the relevant international organisations and fora.
This preference should be taken seriously by Russia’s partners, as recip-
rocation will be decisive in determining both the future of the Arctic and
Russia’s prospects in the region.
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CHAPTER 14

National Security

Dmitry Baluev

A Brier HisTORY OF RUSSIAN SECURITY

Russia’s approach to national security has changed many times over
the centuries. What remains constant is that national security has been
principally—even exclusively—seen as identical to the security of the
Russian state. Can this default posture be updated for the country’s
realities in the twenty-first century?

Evidently, the nature of the Russian state has changed over time, as have
the country’s external environment and internal political processes. The
first period of Russian statehood—the Kievan Rus—saw strategic interac-
tions with the political formations of the south, west and Byzantium, and
also with the Finno-Ugric peoples of the northeast. The next period—that
of feudal disunity—was marked by the collapse of the Kievan state and a
split between Western and Eastern Rus (the Great Schism) in 1054. The
ensuing period saw the medieval Rus absorbed into the Mongolian empire,
which naturally had a strong contemporaneous influence on Russian soci-
ety and politics. Indeed, this was when “national security” began to be
associated primarily with the security of the ruling elite.

There followed a period during which Russia evolved from a periph-
eral actor to a first-order player in world politics, increasingly able to
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advance its own terms, programme and mission. At the end of the fif-
teenth century, when Russian lands were liberated from the Tatar yoke,
the Muscovy state began to expand eastward. The territories of the Kazan
and Astrakhan khanates were annexed. Siberia and a large part of the Far
East came into the fold of the country. Indeed, the borders of Russia at
the end of the seventeenth century were very similar to its borders at
the end of the twentieth century. Russia became an empire, controlling
huge natural resources, centralised in administration and equipped with
a strong army.

Empire and politico-administrative centralisation came with their own
set of security problems. First, Russia developed powerful enemies, includ-
ing the Ottoman empire to the south and the Chinese empire in the Far
East, which halted Russian claims to the Amur region. Second, the coun-
try’s massive territory was poorly controlled and administered, especially
in the east. And third, of course, Russia still did not have strategic access
to the sea.

Russia’s external security changed again in the period stretching from
the eighteenth century into the mid-nineteenth century. The country
found a maritime exit to the Baltic and Black Seas. Its borders expanded
westward and southward. The Baltic territories, Finland, Poland, the
Southern Black Sea coast, the Caucasus and Kazakhstan all became part of
the Russian state. Bref, by the start of the nineteenth century, Russia was
at the zenith of its imperial power.

After its defeat in the Crimean War (1853-1856) and through to the
start of the twentieth century, Russia fell behind the leading Western
countries in military and economic importance and influence. It could not
play a first-order role in European politics. In the east and the south, how-
ever, it continued to expand its borders. Central Asia and the southern Far
East entered the Russian empire. In 1860, Vladivostok was founded—the
first bona fide port on the Russian Pacific coast.

Russia’s security position at this stage had its advantages and disadvan-
tages. On the plus side of the ledger, Russia had significant territory (i.e. a
buffer zone), access to 3 oceans and the ability to enter into alliances with
different neighbouring countries (mostly in Central Asia). On the minus
side, the country had significant cultural and natural heterogeneity across
its territory, not to mention weak economic development. Russia was a
world power, but its economic and military influence on world politics
lagged behind that of European countries like Germany, France and the
UK.
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The territorial nucleus of the Russian empire was preserved after the
1917 revolution. In 1922, a brand new state—the Soviet Union—was
formed. It inherited some of the geopolitical traditions of the Russian
empire—in particular, the tendency to territorial expansion. Nevertheless,
the USSR’s socialist political system blocked the creation of strong politi-
cal relations with the countries of the West. As such, before the Second
World War, the country was politically isolated. Of course, by the end of
the war, Soviet borders approximated those of the Russian empire at the
start of the twentieth century. Eastern Europe and parts of Central Europe
came decisively into its sphere of influence.

In the first half of the twentieth century, there were 7 great powers
in the world (the UK, France, the USA, Germany, the USSR, Italy and
Japan). The development of international relations after the First World
War was driven by the Versailles-Washington framework. The defeat of
Germany and its allies in the Second World War (for Russia, the Great
Patriotic War) issued in a bipolar global order. The USSR dominated in
Eastern Europe, while the USA dominated in Western Europe. The USSR
not only came out of international isolation but also acquired the status
of a leading world power with global reach—eventually supporting the

advent to power of communist parties in multiple countries in Europe,
Asia and the Americas.

TowARDS A RUSSIAN DEFINITION OF SECURITY

While Russian thinking about security over the course of its entire his-
tory until the breakup of the Soviet Union focused on the security of the
state, systematic reflection on “national security” and “national interests”
was largely foreign to Russian security discourses. There was no academic
subject properly called “security”, and no research agenda on the topic.
Indeed, in the Soviet period, study of national security and national inter-
ests was spread across such topics as scientific communism and dialectical
and historical materialism. To be sure, there was some academic research
on the foreign policies of other states or for the purpose of national
preparations for weapons control negotiations, but national security and
national interests were, strictly speaking, seen as bourgeois concepts used
to justify the imperialistic strategies of other states.

Of course, post-Soviet Russia does not enjoy the same influence as
the USSR did in Eastern and Central Europe, or even in the post-Soviet
space. And yet the number of countries bordering Russia, by land and sea,
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has not changed. Today, Russia has bilateral agreements with the coun-
tries of the Commonwealth of Independent States (CIS), and supplies
troops to defend many of the borders of the former USSR (most notably
in Tajikistan). Moreover, Russia still has foreign military bases in such CIS
countries as Armenia, Kyrgyzstan and Kazakhstan.

The transformation of Russia’s geopolitical position had several nega-
tive consequences for the country. External economic relations with the
countries of the western and southern hemispheres suddenly had to be
conducted through the territories of Belarus and Ukraine. This evidently
complicated trade and transport operations, not to mention national and
international fuel and energy systems. Russia’s role as a transit node was
undermined, with existing international shipping and travel routes—
European and Asian routes and networks alike—bypassing Russia alto-
gether. Indeed, today, trade relations between Europe and the Asia-Pacific
region are conducted largely by sea, bypassing Russian territory altogether.

What are the key security challenges for Russia this century? In the
first half of the 1990s, having lost its superpower status, there was a sharp
change in the country’s external relations—particularly with the West.
Russia’s international activities and ambitions shrank against a backdrop
of internal economic crises and the general instability of its new political
regime. The “renaissance” of Russian foreign policy begins only in the
2000s.

And yet, despite its recent geopolitical extroversion, Russia is today
at best still a Eurasian power—not a proper global power. It has “left”
Africa and significantly diminished its activities in Latin America and
certain parts of Asia (West Asia excluded). Its influence on world events
has shrunk considerably. Nevertheless, Russia continues to make claims
to a global role, stressing the country’s permanent seat on the United
Nations Security Council, its nuclear weapons and, until 2014, its mem-
bership in the G8.

What is the Russian understanding of the term “security”? Russia first
formally introduced the concept of “national security” into its legal and
political discourse through the 1992 law on security. It borrowed the ter-
minology from Western political science in order to frame the country’s
external security and the security of state structures. If the lead role in
security was predictably assigned to the Russian state, then contrary to the
dominant contemporary view in Russia, the fundamental “objects” of secu-
rity were, in law, the person (including his or her rights and freedoms),
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society (its material and spiritual values) and the state (its constitutional
order, sovereignty and territorial integrity). Legality and the observance
of a balance among the existentially important interests of individuals,
Russian society and the Russian state, their mutual responsibilities and the
integration of the national system of security into international security
systems were commended by the law as key principles of Russian security.
Of course, this vague wording set the stage for multiple possible future
interpretations of national security, often influenced by short-term politi-
cal considerations and bureaucratic dynamics.

The Russian conception of “national security” was given more colour
and detail in the Presidential Address to the Federal Assembly in 1996.!
National security, said then President Yeltsin in his address, “cannot be
reduced to defence. The idea of national security is closely tied to the
concept of sustainable democratic development, is an integral part of,
and, at the same time, a condition for its realisation [...]”. Security, in
other words, aims not only to prevent threats but also to fulfill measures
related to the development and strengthening of the rights and freedoms
of the person, the material and spiritual values of society, the constitutional
order, national sovereignty and the territorial integrity of the state.

What of national interests? In fact, in the mid-1990s, through inter-
ventions in the official journal of the Ministry of Foreign Affairs?> and in
a number of leading Russian academic journals of political science,? I was
one of the first specialists in Russia to introduce a conception of national
interests into mainstream Russian analysis and into the process of foreign
policy development. In emphasising Russian “national interests”, I was
accused by contemporary liberal writers of conspicuous nationalism—
something that at the time was understood in absolutely negative terms.
Gradually, however, the concept of “national interests” changed in Russia
from that of an “instrument of bourgeois science, serving an imperialist
politics”, to that of a generally recognised reference for the determination
of foreign and national security policy.

To this end, the National Security Concept of the Russian Federation
was adopted in 1997. It was amended in 2007, replaced in 2009 by the
National Security Strategy of the Russian Federation to 2020 and updated
by the 2015 National Security Strategy. The National Security Concept
stressed national interests, grouping them in three substantive blocs: the
flourishing of the Russian people, defence of the territory and the country,
and development of national culture.
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Russia’s CONTEMPORARY SECURITY MENTALITY: SEVEN
CONSTANTS

Let us note the 7 essential principles that underpin Russia’s approach to
national security in the early twenty-first century. The first is the funda-
mental emphasis in Russian security policy less on the advancement of
Russia’s national interests per se than on blocking or frustrating the activi-
ties of other players. Over many years, Russia has invested a great deal,
financially and organisationally, in resisting and counteracting American
“unilateralism”, undermining NATO, splitting the European Union over
energy security and also attempting to minimise the prospects of closer
relations between the states of the post-Soviet space and the West.

The second principle is the absolute belief in the primacy of hard
power. Military force remains central to the conception of Russian great
powerdom. Most of the political elite believes that military force provides
the greatest chance of generating respect for Russia in the world. The
insistence on a large regular army against the backdrop of growing demo-
graphic problems, the preservation of a huge atomic arsenal, the preoc-
cupation with “strategic parity” and the significant spending on regular
and atomic arms even in the context of economic hardship together reflect
a security culture rooted in a classical and conventional understanding of
force.

The third particularity of the worldview of the Russian leadership relates
to the dominance of great powers in the international system. Although
multilateral institutions play an incomparably larger role today in Europe
and internationally than in past centuries, Russia sees modern politics as
decided fundamentally by the relations—sometimes cooperative but more
commonly competitive—Dbetween fully sovereign states. “Sovereign” in
this context refers to the few countries—the USA, China and Russia—
that, in the view of the Russian political leadership, can truly make inde-
pendent choices, plus other players that enjoy significant influence in
specific theatres (as with leading European countries like Germany and
France, or perhaps India and Brazil).

The fourth, related constant is the insistence that Russia be seen as a
permanent great power, independently of its achievements in domestic
and external affairs. This demand for respect from others, which is tied
to the existential legitimacy of today’s Kremlin, manifests itself through
Russian membership in exclusive, elite clubs like the Permanent Five of
the Security Council, BRICS, the Middle East Quartet, the six-party
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process on North Korea, the Minsk Group (for Nagorno-Karabakh) and
Minsk process (for Ukraine), and also, until 2014, the G8.

The fifth principle is that, while Russia has lost many battles, it has been
defeated in very few wars. Indeed, the Russian elite has, over the centu-
ries, been able to completely transform the meaning of the majority of its
defeats. The country was occupied by the Mongols, but then expanded its
empire to the farthest reaches of Asia. It suffered from its retreat before
Napoleon’s forces, but then captured Paris. It was nearly destroyed by
Hitler, but ultimately raised the Soviet flag over the Reichstag. This streak
of final (strategic) victories gave successive generations of rulers the belief
that Russia typically finds itself on the right side of history, even if it will
have to endure terrible suffering in the process.

With such a “victor’s psychology”, the leadership of the country is
hypersensitive to any intimation of inferiority. It was insulted by the post-
Cold War “declaration” that the West had won and Russia had lost, and
also by the insufficient trust invested in Russia in return for having led
itself and most of the Soviet successor states through a relatively calm
post-Soviet transition.

Sixth, over the last decade, Russia has modified its conception of sov-
ereignty and independence. Independence is today defined as the defence
of national sovereignty from those who wish to destroy or limit it. This
goal has come to be identified with the government’s incessant quest for
legitimacy (or legitimation) both within and outside the country. Bref,
the interest of the governing regime has become inseparable from the
interests of Russia itself. On this logic, external criticism of the policies of
President Putin—especially on matters internal, such as the observance of
human rights norms or democracy—continues to be seen as an infringe-
ment on the country’s sovereignty. A continuity has been formed between
domestic and foreign policy, and there has been an acute and, for the most
part, “constructed” securitisation of the majority of political problems and
questions in Russia.

Seventh, the hardening of Russian foreign policy over the last decade
can be seen as a logical reaction to imagined and real threats alike: the
loss of Ukraine as a strategic buffer and sphere of influence, the incursion
of the West into the post-Soviet space in order to expand the European
Union and NATO, and American defence or military strategies for the
post-Soviet space. As such, when President Putin repeats the words of
Joseph Stalin about the weak and backward being beaten and enslaved, he
reflects properly the view of many Russians, lay and elite alike, to the effect
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that Russia cannot trust the good intentions of other countries and must
instead focus on strengthening its own forces.

WHAT’s TO BE DONE?

President Putin approved a new National Security Strategy in December
2015. The document states that Russia is a great power that will challenge
what it perceives to be American “dominance in world affairs”, which
stands in stark opposition to “the conduct of the Russian Federation’s
independent foreign and domestic policies”. The strategy states that
Russia is unhappy with its current place in the world but pleased with its
progress to date in remedying this state of affairs.

While the national security strategy is not devoid of foreign policy goals,
it is heavily focused on Russia itself. It is divided into sections, according
to the various components of Russian security: national defence; state and
social security; the quality of life of Russian citizens; economic growth;
science, technology and education; health; culture; and ecology and the
environment. For national defence, the strategy describes the existing
military doctrine as covering Russian goals and plans, then goes on to
discuss whole-of-government approaches to deterrence and also societal
mobilisation.

To be sure, there are several indications that the current political
regime still cannot adapt to the new international security environment.
It continues to formulate security policy within the framework of an
arguably artificial multipolar (polycentric) paradigm, prioritising the
security of the state at the expense of other types of security. It uses
old instruments that have not changed substantially from the period
of imperial Russia or the USSR—and this in stark juxtaposition with
Russia’s potential adversaries, most of which have considerably greater
resources for such security systems. Bref, the present approach overes-
timates the capabilities of Russia as a regional or world player that is
capable of playing according to its own rules.

Russia’s posture requires consolidation of political power in Moscow,
strengthening of state control over the “commanding heights of the econ-
omy” and, increasingly, national military preparedness. For all practical
intents and purposes, this entails and requires securitisation of the entire
spectrum of political and non-political issues in the country. And on this
logic, any talk of moderation in politics and economics is viewed as selling
off sovereignty.*
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What is needed now in Russia is not a refinement of old approaches
to security based on an all-encompassing emphasis on state (and elite)
security, but instead the introduction of new theoretical models that can
credibly become analytical and policy-making frameworks for Russia in its
fast-changing security environment. Official state support for such new
theoretical frameworks should be the first step in adapting Russian security
policy to new threats and challenges. Indeed, some elements of this new,
broader approach to national security should be developed not under the
auspices of the Ministry of Defence or other security agencies but rather
by, say, the Ministry of Education and Science. Regional governments
should also play a role—again, without the necessary lead of the tradi-
tional security agencies—in order that this revised conception of national
security have an all-of-Russia character.

Development of a new national security definition and doctrine for
Russia will doubtless also require investment in theory and analysis at the
level of the Russian academy. At present, in curricular terms, Russia offi-
cially has only one academic study area dealing with national security—
to wit, “Political problems of international relations, global and regional
development”. (This problem repeats itself in most post-Soviet states.)
Russia should therefore immediately introduce a dedicated national
security specialisation under Russian political science in order to foster
sustained professional research on the topic. Only then can the country
develop new and innovative approaches to security—ones not limited by
ideological pathologies and that are appropriate to the country’s emerging
security environment.

Such reconceptualisation of Russian national security—its ends and its
means alike—will require that the state move beyond a predominantly
negative or defensive posture—that is, beyond pure prohibitions like the
“foreign agents” law, restrictions on foreign involvement in Russian educa-
tion and science (and strategic sectors), and restrictions on scholarly works
that could be regarded as “unpatriotic” (or insufficiently patriotic)—in
order to properly encourage and stimulate Russian social sciences in the
context of a revamp of the national system of education that can improve
the intellectual culture from which national security thinking and future
national security professionals emerge.

To be sure, this path would be far less costly than that of ever-rising mili-
tary expenditures. It may also not be as saleable in electoral campaigns as
the promotion of patriotism through mass media campaigns. But it would
ultimately result in a Russian national security definition, complex and
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disposition that are arguably better (or at least more elegantly) suited to
the country’s challenges—for state and citizens alike—in the twenty-first
century.
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CHAPTER 15

International Economic Policy

Natalya Volchkova

THE PROBLEMATIQUE

The international economic policy of Russia over the last 15 years has
been inconsistent and unpredictable. The country’s lengthy accession pro-
cess into the World Trade Organization (WTO) first saw Moscow assume
tough negotiating positions, followed by near-total official disinterest in
the WTO after accession. Russia has also actively pushed for regional inte-
gration across the former Soviet space, including a full-fledged economic
union for several post-Soviet states—a project that has required Moscow
to overcome the distrust and apathy of these same post-Soviet states.
At the same time, Russia has plainly disregarded many of its obligations
vis-a-vis its trading partners in the context of the counter-sanctions regime
it created in 2014 when the Ukraine crisis erupted.

Russia’s approach to attracting foreign investments has also been con-
tradictory: the state has tried, with little success, to make Moscow an
international financial centre, and the top officials in the land actively par-
ticipate in international investment fora. Still, significant legal restrictions
remain on investments in the strategic sectors of the national economy.
These restrictions are so broadly defined that foreign investors are dispro-
portionately susceptible to legal risks.
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Constant swings between liberal and protectionist policy decisions
and the absence of an identifiable constituency at the highest levels of
decision-making favouring a consistent posture of economic openness are
key characteristics of the external economic policy settings and posture
of contemporary Russia. Indeed, we might argue that, all rhetorical or
formal professions of liberal economic openness aside, Russia’s official
understanding of international trade remains insufficiently sophisticated
and deep, and that the historically conditioned, default national instinct is
still towards a species of protectionism.

Russian international trade policy inherited many of the traits of Soviet
international economic policy, including excessive reliance of the national
economy on the state and inadequate attention to market mechanisms for
purposes of distributing resources efficiently among firms and also eco-
nomic sectors. Having said this, the influence of liberal economic thought
championed by the late Yegor Gaidar should not be underestimated, as his
team was able to form a certain basic apprehension in Russia of the impor-
tance of international trade and the need for the country to participate in
the creation of international trade policy on a global scale.

The structure of the Russian economy and the sectoral interest
groups—in mining, natural resources and raw materials—formed during
the mass privatisations and loans-for-share schemes of the mid-1990s, and
then over the course of the return of the state to the economy in the first
decade of the 2000s, are also important in understanding why, against
the general background of what was still the fairly liberal rhetoric of the
Russian government, protectionist and import substitution policies came
to benefit specific sectors, while export-oriented business interests capa-
ble of defending a liberal economic agenda at the highest levels became
increasingly scarce. At the same time, the economic sectors competing
with imports have been represented either by industrial giants inherited
from the Soviet period or by mid-sized and large companies consolidated
into large holding companies through state participation and supported
by state funds and various tariff and non-tarift trade barriers.

Of course, the unpredictability of Russian tariffs, customs and invest-
ment policies leads to significant risks for economic actors—Russian
and non-Russian alike. Consider Russia’s 2006 embargo on imports of
Georgian and Moldovan wines, the prohibition on grain exports in 2010,
the embargo on the import of Turkish fruits and vegetables in 2015
and, of course, the import substitution campaign launched in 2014 in
the aforementioned context of counter-sanctions. Indeed, independent
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monitoring of trade policies by Global Trade Alert ranks Russia as a world
leader in terms of policies that harm foreign traders, investors, workers or
owners of intellectual property.! Not surprisingly, very few cross-border
projects are initiated by the Russian private sector, with private firms
requiring extremely high revenue prospects, supplemented by non-trivial
state guarantees, in order to take such economic risks.

DoEs Russia NEED IMPORT SUBSTITUTION?

Russia’s reply to sectoral and company-specific sanctions imposed by
Western countries in response to the 2014 Crimean annexation and the
general Ukraine crisis was in part expressed through trade policy. The
Russian embargo on a number of Western goods (agricultural and food
products from Europe, the USA, Canada, Australia and Norway) bene-
fited specific sectoral interest groups and created the basis for a widespread
national import substitution campaign during a period of considerable
economic hardship for the country. After 2 years, the campaign had failed
to deliver the desired results: growth in a few sectors, including agricul-
ture, was better explained by the twofold devaluation of the ruble than by
any particular policy measures taken by the Russian government,? while
devaluation did not bring any benefits to Russian manufacturing, as this
sector typically depends heavily on imported equipment and inputs, and
was negatively affected by the shock to domestic demand.® And yet, at
the time of this writing, the popularity of import substitution in Russian
society and with the authorities remains fairly high.

Since 1990, Russia’s trade balance has never been negative. Moreover,
for a quarter century, the annual trade surplus has typically not been less
than 5 per cent of GDP. The import substitution policy will, by definition,
only further increase the trade surplus—something that does not quite fit
into the country’s strategy of seeking to accelerate the growth rate (which
requires more resources and investment goods than the country currently
produces).

For its part, the present structure of Russian imports is not materi-
ally differentiable from the average world import basket. As such, it is
not apparent which goals should be advanced by the import substitution
policy, which sectors in the import structure should shrink and which
ones should grow. Bref; neither macroeconomic considerations of exter-
nal trade balance nor the structural composition of imports call for import
substitution policies—that is, there is little basis to expect that such a
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policy will bring any real benefits to the national economy, even as it cre-
ates multiple distortions. Indeed, one of the most distortive results of
import substitution is the fact that, on my calculations, the intermediate
goods used as inputs by Russian producers constitute, at over 60 per cent,
the largest part of Russian imports. Their price increase due to import
substitution evidently only hurts domestic producers and undermines
their competitiveness in international markets.

THE CHALLENGE OF RUSSIAN EXPORT DIVERSIFICATION

The fundamental problem of Russian trade is that the extractive sectors
provide nearly 80 per cent of the country’s export volume (see Chap. 19
on Energy and Natural Resources). As such, diversification of the econ-
omy in general and of exports in particular has been a key challenge in
Russian economic policy for the last 15 years. Progress has to date been
limited. Official rhetoric aside, as demonstrated by Fig. 15.1, the share of
oil and gas in commodity exports has not changed over the last decade and
a half, while revenues from these energy exports comprise approximately
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half of the federal budget. In the MSCI Russia index, non-raw materials
sectors comprise less than a quarter of total market capitalisation.*

Relatively few Russian firms participate in international trade, and very
few of them compete in high value-added production. Indeed, a compari-
son of the distribution of Russian and American manufacturing exports by
number of destination countries points to an insufficient number of large
Russian exporters in terms of diversification by geography and product
line. The proportion of Russian exporters placing 5 or more goods in 5 or
more foreign markets is only 6 per cent, compared to 11 per cent in the
USA. The smallest exporters—those selling 1 good to 1 foreign country—
provide nearly 4 per cent of Russian exports, compared to 0.2 per cent
in the USA. And the largest Russian exporters—those selling 5 or more
goods to 5 or more foreign countries—provide 53 per cent of exports,
compared to 92 per cent in the USA. Bref; either the small exporters in
Russia are too big or the big ones too small. There is little reason to think
that Russia’s small manufacturing exporters are too successful, and yet
there is good reason to believe that there are too few large manufacturing
exporters (while those that do export are insufficiently large). As such,
a twofold increase in the proportion of large manufacturing exporters
would significantly increase the volume of manufacturing goods exports
as well as overall export diversity, thereby lowering the vulnerability of the
national economy to oil price shocks.

The need to support non-resource exports has led, in recent years, to
the establishment of new institutions like the Russian Bank for Small and
Medium Enterprises Support (SME Bank) and the Russian Agency for
Export Credit and Investment Insurance (EXIAR), both aimed at export
promotion for small and medium-sized firms. Of course, if the essential
problem is a shortage of large exporters, then measures aimed at small
and medium-sized businesses cannot significantly improve export diver-
sification. Instead, the creation and promotion of large manufacturing
exporters require other economic policy instruments and come with other
challenges altogether.

Russia’s Two GLOBALISATION VECTORs: THE WTO
AND THE EUrASIAN Economic UNION
For the last 15 years, two large integration projects have been realised

by Russia: WTO accession and the creation of the Eurasian Economic
Union. In the coming decade, the global strategy of Russia will have to
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concentrate principally on these two files, while allowing the country to
create openings to, or otherwise develop strong positions in, China- or
Asia-led economic blocs.

Russia’s accession to the WTO in 2012 took longer than that of any
other country. To be sure, the WT'O working group negotiating with
Russia included a record number of countries, which lengthened the pro-
cess. And yet the dominant factor in drawing out the process was the
tough position assumed by Russia on a series of fundamental questions,
including dual gas pricing, agricultural subsidies and the legal status of for-
eign banks. This meant that more time was required to find compromises
and concessions, with Russian negotiators today quite proud of the fact
that their original “red lines” on all these questions were respected.

WTO entry also required of Russia the adoption of dozens of new
federal laws and amendments to existing laws and regulations—large and
small—touching international trade in particular and the economic life
inside the country more generally. As such, the WTO accession process
began to play a significant role in the economy long before its formal
conclusion, just as the ongoing adaptation of Russia’s economic legisla-
tion to meet international standards should continue to gradually improve
the efficiency of the economy over time. Since accession, Russia has
made significant progress in respect of the Trade Facilitation Agreement,
Information Technology Agreement, and in intellectual property legisla-
tion. However, Russia still lags, as against WTO expectations, in areas
like government procurement involving significant local content require-
ments, as well as in the role of the state in the national economy (which
remains heavy, including through state-owned enterprise).

Russia’s WTO entry process resulted in 30 bilateral agreements on ser-
vice market access and 57 agreements on market access for goods. At the
end of the transition period in 2020, the simple average final bound tariff
rate will be 8.4 per cent, as compared with the average most-favoured
nation rate of 11 per cent that was applied around the time of accession.
The average final bound levels will be 13.6 per cent for agricultural goods
and 7.1 per cent for non-agricultural goods. (As of 2016, the average
applied most-favoured nation rate was 14.6 per cent for agricultural goods
and 6.5 per cent for non-agricultural goods.)

To liberalise service market access, Russia made concessionsin 11 service
sectors and 116 subsectors. In telecommunications, for instance, Russia
agreed to eliminate its foreign equity limit of 49 per cent level. Russia
also agreed to apply the terms of the WTO’s Basic Telecommunications



INTERNATIONAL ECONOMIC POLICY 161

Agreement. Foreign insurance companies will be able to open branches
in Russia 9 years after entry into the WTO. Foreign banks are presently
allowed to establish subsidiaries. There is no limit to foreign equity in indi-
vidual Russian banks, although overall foreign capital participation in the
Russian banking system is limited to 50 per cent. In the wholesale, retail
and franchise sectors, Russia allowed entirely foreign-owned companies to
engage. It made some concessions on export duties and also agreed to fix
over 700 tariff lines, including on certain products in the fish and crus-
tacean sector, mineral fuels and oils, raw hides and skins, pulp and paper,
and base metals.

Assessments of the impacts of WTO entry for Russia, based on stud-
ies by the World Bank, the Higher School of Economics and the Centre
for Economic and Financial Research in Moscow, show that there has to
date been a small positive effect from tariff liberalisation and improved
market access for the Russian economy as a whole.® In particular,
Jesper Jensen, Thomas Rutherford and David Tarr, using the Computable
General Equilibrium model, found the positive effect of accession to be
approximately 3.3 per cent per annum of Russia’s GDP (or about US$53
billion per annum, based on 2008 GDP at market prices).® In the long
run, these gains should increase to about 11 per cent per annum of Russian
GDP (or about $177 billion per year at market prices).

A significantly larger potential effect of entry turns on the liberalisa-
tion of the Russian service market, beginning with business services. Many
studies point to the low productivity of this sector of the Russian econ-
omy, and its liberalisation is supposed to be an important factor in attract-
ing foreign investment.” The World Bank shows there are huge potential
gains (up to tens of percentage points of GDP) in the long term from
such investments, as the increased productivity of these sectors will have a
systemic effect on the overall economy in virtue of the fact that telecom-
munications, logistics, insurance, retail and wholesale services account for
a significant part of the costs borne by Russian producers.

Given the considerable work invested by Russia’s negotiating team in
the WTO accession process, the total absence of interest from Russian rep-
resentatives in subsequent discussions on global trade issues at the WTO
was unexpected. And yet this accords with the aforementioned hypothesis
about the liberal agenda of the Russian government being fairly superfi-
cial, and the understanding of the importance of globalisation not having
deep roots—whereas protectionism does. In fact, soon after the conclu-
sion of WTO entry, the term “smart protectionism” became du jour in
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the economic bloc of the Russian government. By “smart protectionism”,
what was understood was a set of defensive measures for different sec-
tors and different producers that could be taken without the threat of
punishment under WTO rules. These measures included different treat-
ment of subsidies by each of Russia and the WTO, non-tariff barriers
and also procurement. Several of these measures (e.g. those concerning
geographic origin) were quite neutral in terms of WTO rules, while others
(e.g. reclassification of domestic support measures) were at the margins of
what is permitted by those rules. Of course, in the context of the current
sanctions and counter-sanctions regimes, it is difficult to say how activist
the Russian government will be in deploying such measures. And while
there is no urgent imperative for especially sophisticated defensive mea-
sures, national security arguments can well be manipulated to allow for
the introduction of the most direct measures.

Still, resolving Russia’s various internal political contradictions will not
in itself address the problem of the country’s strange passivity at the WTO
after having opened up its market to an unprecedented degree. Only a
posture of long-term activism in this international organisation can be
propitious to the various forces in the country seeking more favourable
conditions of access to the international market. And yet given the specific
structure of Russia’s economy, there is at present no support from the
strongest interest groups—not to mention government—for such activ-
ism. More generally, there appears little government interest in Russia
becoming a strong player in international trade in the foreseeable future.

TaE EurasiaN Economic UNION

The other major integration project for Russia after the breakup of the
Soviet Union targeted the post-Soviet space. Several attempts at regional
integration were made after 1991. Eventually, a free trade zone was
formed in 2011 under the aegis of the Commonwealth of Independent
States (CIS), of which Russia and 8 other Soviet republics were members.
There was constant parallel work towards the next level of integration—
to wit, a full customs union. The principal obstacle to a customs union
was the significant asymmetry between the customs regimes of Russia and
the other CIS countries. Reliance on import substitution policies among
the countries of the region varied considerably. Russia, to a far greater
degree than the others, has used tariff lists as an instrument of industrial
policy, while its CIS partners have, on average, lower tariffs. Given the
strong import substitution lobby in Russia, one should not expect that
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Moscow would agree to any significant lowering of tariffs in the context
of a customs union. This would mean that Russia’s partners would have
to increase their own tariffs. Indeed, the absence of strong sectoral inter-
ests in the partner countries would make this uncomplicated. However,
tarift increases would evidently lead to price rises, which means that Russia
would, in the context of integration, have to make compensatory transfers
to countries agreeing to increase their respective shares in joint tariff rev-
enues under a customs union regime.

In 2001, as deep integration began to take shape in what would eventu-
ally become the Eurasian Economic Union, Russia did not have enough
financial resources to pay these transfers. With the advent of high oil prices
at the start of the 2000s, such resources at last appeared, and could in
principle have been used for such transfers. (We do not know the extent
to which these enhanced resources were in fact used for these transfers.)
In 2010, the creation of a customs union between Russia, Kazakhstan
and Belarus was announced. Five years later, Armenia and Kyrgyzstan also
joined, and the target standard of integration was raised to that of a com-
mon economic space. To be sure, the key common interest driving regional
countries to strengthen integration was to ease access to the Russian mar-
ket. (In 2010, 5 per cent of Kazakhstan’s exports went to Russia, while up
to 40 per cent of Belarus’ exports went to Russia.?) For its part, Russian
interest in regional integration was less explicable from the economic per-
spective but manifestly more significant in terms of geopolitical strategy.
In other words, Russia’s ability to be the pivotal strategic player in the
Eurasian space is directly tied to the success of this integration project.

The Eurasian Economic Commission looks primarily to the experience
of the European Union for various elements of the organisation of a com-
mon economic space. Of course, the existence of the European example
does not guarantee that there will be better practices in place, but there is
broad recognition of the fact that EU regulatory standards are manifestly
higher than the present various national standards across the post-Soviet
space—so there is room to hope that the quality of future decision-making
will be raised significantly. Businesses in Eurasian Economic Union member
states will also become important stakeholders in the reforms undertaken
on the territory of any country in the common market. Moreover, the
deterioration of relations between Russia and the West has increased
Russia’s interest in regional integration, making Moscow particularly sen-
sitive to the requirements of member country capitals in the context of
accelerated harmonisation and the lowering of barriers to market access.
(To be sure, the counter-sanctions policies unilaterally undertaken by
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Russia in 2014 in reaction to Western sanctions damaged, to some extent,
the functionality of a common economic space.) The smaller countries
in the Eurasian Economic Union, in turn, believe that their bargaining
power, in global integration processes both eastward and westward, will
be increased through membership in the common market.

Bref, there are significant pluses from the creation of the Eurasian
Economic Union for all participating countries—bearing in mind, of
course, the non-negligible challenge of linking the Eurasian Union to
other existing and emerging blocs, as discussed by Fyodor Lukyanov in
Chap. 5 on Foreign and Defence Policy. However, realising these benefits
in the near or medium term will depend on the political will of the leaders
of the relevant countries, which evidently makes the outcome less pre-
dictable. For one thing, the work of the Eurasian Economic Commission
will be regularly confronted by national authorities and national economic
lobbies seeking various protections from imports. This means that the
political leaders of member countries will need to invest greater efforts, as
a matter of strategic urgency, into securing the supranational authority and
legitimacy of the Commission in trade-related matters.

While the Commission is working actively on many issues relating
to deepening integration within a common space and outward integra-
tion of the Eurasian Economic Union with third countries—including
Vietnam and Israel—there remain several important integration vec-
tors that are less developed. Two critical trade partners for the Eurasian
Economic Union are the EU (westward) and China (eastward). These
partnerships are underdeveloped (the Ukraine crisis having massively
hobbled Eurasian-EU efforts), and their growth will need to be care-
fully managed by the Eurasian Economic Union in order to avoid
strong trade diversion effects (common to customs unions), on one
hand, and trade deflection effects (common to free trade agreements),
on the other.

WHAT’S TO BE DONE?

The oft-discussed Russian choice between East and West is, in my view,
invented. The significant territory of the country and the presence of major
economic intevests in both the East and West make integration in both divec-
tions inevitable. Moreover, successful development of territories in Siberia
and in the Far East is possible only through integration projects in the
eastward direction (and perhaps also northward).
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Trade flows today consist, to a large extent, of intermediate goods rather
than final ones. The components of complex technological goods cross the
borders of dozens of countries before reaching a final consumer. This means
that logistical, transport and customs-related expenses comprise a substan-
tial part of the cost of final goods. At present, Russian implication in these
global value chain processes is very limited both in the eastern and west-
ern directions—most obviously because of underdeveloped transport and
logistical infrastructure, the high cost of border crossing and unpredictable
changes in trade policy. Unfortunately, the requisite understanding of the
possibilities provided by the incorporation of the country into value-added
chains is still absent in the federal and regional centres of Russian decision-
making. Development plans for the Far East, for instance, have focused prin-
cipally on state-dominated industrial projects and not on facilitating flexible
and effective infrastructure that creates the necessary conditions for realis-
ing multiple private integration projects that may result in more intensive
participation by Russian producers in global value chains at different stages.

In addition, in the current paradigm of trade policy, excessive impor-
tance is accorded to energy integration. Energy integration is important
for strategic cooperation and provides the preconditions for integration in
other economic sectors, but it does not displace these sectors. The same
applies to the potential participation of Russia in the development of an
East-West transportation corridor in the context of the integration poten-
tial of other policy spheres. Still, to realise this potential, it is essential that
strategic projects be implemented with the participation not only of state
companies but indeed of a wide array of independent interests capable of
assessing the advantages created by such strategic projects for other eco-
nomic spheres and attracting resources for their capitalisation.

The Ukraine crisis has clearly impacted, and will continue to negatively
impact, Russia’s integration prospects in the westward direction. The con-
siderable weight of the political and military lobby, and the absence in Russia
of large stakeholders with exclusively economic interests, have become a key
factor in the evolution of the conflict and explains the present pessimism
in respect of the possibility of solving it in the near future. In the long run,
much will be determined by the collective will of those responsible for the
escalation of the conflict. Meanwhile, Russia’s short- and long-term eco-
nomic losses from this situation are considerable and include loss of invest-
ment attractiveness for integration projects in the direction of Europe.

Russian exports cannot diversify naturally.? The Russian govern-
ment must review the tariff and general economic policy affecting the
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production costs of Russian firms. To this end, an audit of existing leg-
islation and normative legal acts in respect of export firms would help to
determine the cost differential between access for Russian firms to inter-
national markets and access for foreign firms serving their own domestic
markets. All excess Russian regulatory burden applied to Russian firms,
in these relative terms, should be reconsidered in order to improve the
competitiveness of Russian firms in international markets.

Access to foreign investment and imported intermediate goods is a
major factor in the diversification of Russian exports. Russian manufactur-
ing firms importing intermediate goods are on average 20 per cent more
productive than their non-importing counterparts.!® This productivity
advantage or gap is highly instructive in explaining the relative competi-
tiveness of these firms in international markets. And if trade and economic
policy aimed at increasing obstacles for imported goods only impedes
export diversification, then the present import substitution regime collat-
erally harms many sectors of the economy, increasing the value of imported
goods for subsequent production in the value chain, and mitigating the
effect of any currency depreciation on export development.

Russian trade policy must begin to place greater emphasis on export
promotion for large, medium-sized and small firms alike. For now, the
interests of future exporters are absent in the political decision-making
landscape, which complicates the potential for any balanced approach to
economic integration. The creation of logistical and transport infrastruc-
ture both in the westward and eastward directions aimed at easing access
for Russian producers to foreign markets, as well as active attraction of
foreign investment aimed not only at serving the internal market but also
at accessing third countries, must become the bases of Russian trade policy
more globally. In short, import substitution rhetoric must before long be
eradicated and exchanged for a bone fide export promotion strategy.

To be sure, there is a broad consensus in Russia to the effect that a
critical national strategic resource is the country’s skilled human capital.
In the post-Soviet context, this resource remains highly underdeveloped.
To make this resource a principal driver of national development, we must
clearly understand its relative position in the world. If labour in Russia is
more skilled and more expensive than in most Eastern partner countries, we
might conclude that Russia benefits naturally from buying cheaper labour-
intensive goods from the East. On the other hand, Russian labour is cheaper
than in many Western partner countries. This means that there is an oppor-
tunity for Russian companies to be competitive in Western markets. Yet for
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this to be operationalised, Russia must have many modern technologies to
match modern Russian labour. These technologies, on any reasonable scale,
can be brought into the country only by foreign investors. This, then, illus-
trates a potential role for Russia in global value chains and in diversifying
exports: importing components from the East, upgrading them in Russia
and exporting them subsequently to more developed markets.

For now, this all seems fairly unachievable. And yet without review-
ing the basic principles and instruments of its international economic pol-
icy, sustainable economic growth for Russia in the modern world will be
impossible.
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CHAPTER 16

Fiscal and Monetary Policy

Sergey Drobyshevsky, Georgiy Idrisov, Sergey Sinelnikov-

Murylev and Pavel Trunin

THE PROBLEMATIQUE

For 25 years since the start of market reforms, Russian progress in bud-
getary, fiscal and monetary policy in the direction of developed countries
has been undeniable. Russia has created a modern tax system, institu-
tional mechanisms for administering revenues from the export of oil, an
expenditure management system and a system of fiscal federalism. It has
provided a high degree of independence to its central bank (the Bank
of Russia), transitioning to an inflation-targeting regime and a floating
exchange rate. In this chapter, we aim to explain how fiscal policy and
monetary policy have evolved over the course of the post-Soviet history of
Russia, which problems have been addressed by the Russian government
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through fiscal and monetary instruments, and which ones remain and
how they should be tackled. Among the remaining challenges, perhaps
the most important one is the continued lack of “coordination” or, more
precisely, the lack of mutual regard between fiscal and monetary policies
in Russia. This lack of mutual regard has militated against macroeconomic
stability and led to recurring economic crises (or otherwise complicated
the economy’s exit from these crises).

Let us also note that while Russia is formally a federal state, regional
and local governments still have limited budgetary autonomy—that is,
they have negligible practical ability to determine their own expenditure
levels or even, in many cases, regional spending priorities. As such, we will
look principally at the federal budget of the Russian Federation, which is
the “lender of last resort” for regional budgets and for the national pen-
sion and social insurance funds.

THE MACROECONOMIC STABILISATION OF THE 1990s

Between 1992 and 1995, the Russian government was largely successtul
in consolidating the federal budget. The budget shrank from 18.9 to 3
per cent of GDP. Nevertheless, the rate of inflation was over 100 per cent
per annum, even if in most Eastern and Central European countries infla-
tion had by that time shrunk to single digits.!

The IMF credit programme of 1995 was the first major attempt to
achieve macroeconomic stability in the post-Soviet context. The Bank of
Russia stopped giving direct credit to the federal government. In the sum-
mer of 1995, a currency corridor was created, which helped to stabilise the
ruble and lower inflationary expectations. As a consequence, consumer
price growth fell from 131.6 per cent in 1995 to 11 per cent in 1997. Still,
strict monetary policy was conducted in the context of highly unbalanced
state finances, which led to growth in state debt and debt service costs.?

The decrease in government expenditures was at once extremely slow and
insufficient to return Russia to a balanced budget position. The stabilisation
push was therefore not sustainable and did not succeed in laying the foun-
dations for healthy economic growth. In August 1998, there began a sharp
fall in real production, driven by the devaluation of the ruble and ris-
ing inflation (largely due to excessive expansion of the money supply).
Of course, the fundamental reasons for the crisis went back a few years.
(The contagion from the Southeast Asian crisis was more of a trigger
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than a direct cause.) The rapid ramp-up of domestic state debt started
in the spring of 1996, when budgetary expenditures were increased in
anticipation of the presidential elections. By the middle of 1998, domes-
tic debt had grown to 25.6 per cent of GDP. Debt service costs grew
from 2.6 per cent of GDP in 1995 to 3.9 per cent in the first half of
1998. Between 1996 and 1998, the country’s external debt more
than doubled, from US$24 to $55 billion. Annual expenditures on
servicing this external debt reached 1.2 per cent of GDP. The total
debt burden on the national economy was 49.8 per cent of GDP (on
January 1, 1998)—relatively low compared with developed countries.
However, Russia’s internal (ruble-denominated) debt at the time was dis-
proportionately short term (the average duration being less than 1 year,
given that Russia was still of limited attractiveness to most lenders), with
much of this debt held by non-residents. Monthly debt payments were
equivalent to 10-15 per cent of monthly GDP in the first half of 1998.

In August and September of that year, a balance of payments crisis, com-
ing on the heels of the Asian financial crisis, enveloped the entire Russian
banking system. Interbank lending became more difficult. Corporate tax
payments were frozen in problem banks and did not make it into the
national budget. The population began to withdraw savings from banking
institutions.

Serious changes in macroeconomic policy were expected in 1998 from
the pro-communist Primakov government. Indeed, the inflationary turn
in the economy could have been foreseen through the speeches of multiple
members of the government, calling on strengthened state intervention in
the economy, compensation for the losses of the population from the crisis
and otherwise for support of the banking system. And yet the Primakov-
Stephashin-Putin government showed considerable prudence, adopting
a strict budget in 1999. Moscow launched a policy aimed at increasing
the collectability of taxes. Meanwhile, the monetary policy of the Russian
central bank remained very conservative. By the start of 1999, consumer
prices grew at only 36.6 per cent, as against 84 per cent the year prior.

The main consequence of the government’s actions in 1999 was that,
for the first time in 10 years, there was a national budgetary surplus. In
terms of policy delivery, strictly speaking, this achievement was compa-
rable to the 1992 price liberalisation under Yegor Gaidar and the tight
monetary policy under Anatoly Chubais in 1997. Bref, only after the crisis
of 1998 were the fundamental elements of macroeconomic stability—that
is, a balanced budget and strict monetary policy—in place.
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TuaE BooMING 2000s: DEPENDENCE ON EXTERNAL
CONDITIONS

The period between 2000 and 2008 saw extremely favourable external
economic conditions for the Russian economy. The average yearly price
on Urals crude oil grew 3.5 times during this interval. With over half of
federal budget revenues directly dependent on oil prices, this dynamic
issued in a budget surplus of 7.4 per cent of GDP in 2005-06.

In the context of sustained budget revenue growth, total expenditures,
as a proportion of GDP, continued to rise until 2002, after which they
fell consistently until 2007. The key reason for the absence of budgetary
expansion was the perception by Russian society and the state alike that
the growth of oil prices was a temporary phenomenon. Renewed eco-
nomic growth also allowed for nominal expenditure growth in all direc-
tions, which met the expectations of the public. Another non-negligible
factor in the diminished expenditures was the underestimation of inflation
in Russia’s budget forecasting and planning. Expenditures therefore fell
both in real terms and as a percentage of GDP.

In 2001-02, a period of stabilisation began in the monetary sphere.
To a significant extent, the Bank of Russia had inflation and the situa-
tion in the currency and money markets—now far less turbulent—under
control. Growth in the money supply followed the influx of currency into
the country, the diminishing velocity of money and the de-dollarisation of
the economy. Still, there were several observable positive changes in the
banking sector, including increased capitalisation, a broader spectrum of
credit operations (starting with consumer credit) and lower interest rates.
And yet, from 2003, the ruble again began to strengthen against leading
currencies: if by the end of 2002 it had fallen to 31.8-32 rubles to the
dollar, then by the start of 2008 it was over 24.5.3

In the first decade of the 2000s, numerous attempts were made to
increase the stability of the budgetary system and the efficiency of the
distribution and use of state resources. The Budget Code of the Russian
Federation entered into force on January 1, 2000. It established the legal
foundations for the federal budget, fiscal federalism and the overall bud-
getary process. In 2004, the Stabilisation Fund was created as an instru-
ment for accumulating revenues from customs duties on oil as well as
taxes on mineral extraction in the context of high oil prices (see Chap. 19
on Energy and Natural Resources), thereby introducing countercyclical
potential into the budgetary policy of 2004-07.
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In 2003-04, the federal government began to implement best inter-
national practices in the administration of budgetary resources—in par-
ticular, results-based budgeting and programme planning. However, the
introduction of complex administrative procedures and processes into
Russian budgetary planning took place at a time when fundamental bud-
getary issues—including reform of the country’s numerous budget-receiv-
ing public entities and the efficiency of resource use at lower levels of
government—were still unaddressed. The low quality of the institutional
sphere therefore significantly undermined the results-based reform push.

The situation in the monetary sphere began to change markedly in
2004. Rising oil prices led to increased inflows of foreign exchange
into the country. Inflation soon broke the upper bound of 10 per cent
per annum, set by the central bank and the federal government. From
2004 to the first half of 2007, the key challenge for the central bank
was not to allow excessive nominal appreciation of the ruble—a goal it
pursued by purchasing foreign currency entering the country through
increases in the money supply.

From 2004, the Bank of Russia began to use a new benchmark for its
currency policy—the weighted arithmetic average of the dollar and the
Euro against the ruble. (The bank targeted only the ruble exchange rate
until 2012.) The weight of the Euro in the basket was first set at 10 per
cent. From February 8, 2007, the structure of the basket was set at 0.55 for
the dollar and 0.45 for the Euro. The ruble exchange rate floated within a
narrow corridor: from 2006 to the first half of 2008, the bi-currency bas-
ket did not oscillate in value by more than 4 per cent. Between 2002 and
2007, the international reserves of the Bank of Russia grew tenfold, from
US$48 billion to US$479 billion. In the first half of 2008, the ratcheting-
up of reserves continued, peaking at US$597 billion on August 1, 2008.
Still, despite the efforts of the central bank, the real effective exchange rate
rose by 73 per cent between 2000 and 2007.

By the middle 0f 2006, all obstacles to cross-border movement of capital
were fully removed. The stable exchange rate and high domestic interest
rates made the ruble attractive to speculators, resulting in an influx of cap-
ital from 2006 to the first halt of 2008 in the amount of over US$145 bil-
lion. In practice, of course, the Bank of Russia bumped up against the
impossibility of conducting independent monetary policy under a fixed
exchange rate and with free movement of capital (the so-called impos-
sible trinity). Monetary policy during this period was endogenous—that
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is, the growth of the money supply followed the inflow of currency into
the country through the current account and, from 2006, through the
capital account as well. The role of the Bank of Russia reduced to con-
ducting permanent ruble interventions with the objective of preventing
rapid strengthening of the nominal ruble exchange rate. (The interest rate
mechanism was still not working well in Russia at that point.) The rapid
growth in money supply through these operations militated against any
sustained decrease in Russian inflation levels to the average level of the
countries of Central and Eastern Europe (3-5 per cent per annum).

The most important instrument for containing inflation in these condi-
tions became fiscal policy—namely, the Stabilisation Fund, which shifted
its resources into the international reserves of the Bank of Russia. The
total volume of rubles withdrawn from the economy and accumulated in
the government’s accounts in the central bank, as of January 1, 2009, was
approximately 120 per cent of the contemporaneous monetary base. In
the absence of such “sterilisation” against the central bank’s operations in
the foreign exchange market between 2004 and 2008, some 15-20 per-
centage points would have been added to the annual growth rate of the
money supply.

From 2006 to the first half of 2008, the Stabilisation Fund accumu-
lated 35—40 per cent of Russia’s overall balance of payments surplus.
Otherwise (as our modelling shows), due to the higher supply of for-
eign currency in the domestic foreign exchange market, the nominal
exchange rate could have risen to 13-15 rubles to the dollar by August
2008, instead of the actual 23.5-24 rubles. As such, by the start of the
crisis in the fall of 2008, the real effective exchange rate of the ruble
grew by 180-200 per cent, as compared with July 1998 (the previous
peak real exchange rate), which would have meant a significant loss in
competitiveness for Russian firms.*

The process of creating so-called institutions of development began
in 2005. Over the course of several years, these would include the
Investment Fund of the Russian Federation, the open joint stock com-
pany Special Economic Zones, the Bank for Development and Foreign
Economic Affairs (VEB), the Russian Venture Company and, inter alia,
the Russian Nanotechnology Corporation. Each of these institutions
received financial support from the federal budget. However, these insti-
tutions have not, to this day, catalysed investment growth in the Russian
economy—first and foremost because of the worsening investment
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climate since their creation (given growing state interference in the
economy) and, in parallel with this, the ineffectiveness of investment
decisions made by the state.

The “national priority projects” programme was implemented in
2006-10 as an alternative form of results-based budgeting. National pri-
ority projects were developed in 4 areas: education, health care, housing
and agriculture. The performance indicators for the implementation of the
projects were all met or exceeded. However, not having been supported
by institutional reforms, the projects amounted simply to slightly increased
budgetary spending in each of the 4 priority areas. Moreover, as these 4
priority policy areas fell largely to regional authorities, the national proj-
ects also created additional expenditures and fiscal pressures for regional
governments.

Russia began its transition to medium-term budgetary planning from
2007, when the federal budget was, for the first time in the post-Soviet
period, framed for a 3-year period. This was intended to increase the
predictability of federal taxation policy. However, as early as 2009, as a
result of the emergence of crises in the global and Russian economies, the
government was unable to deliver the 3-year budget. The 3-year budget
practice resumed in 2010 and lasted until 2015, when in the context of a
new crisis (the present economic crisis) the 2016 budget was set for that
year alone. Now, at the time of this writing, the Russian government has
returned to 3-year budget planning for the 2017-19 period.

FiscaL Poricy AFTER THE 2008-09 Crisis

During the global financial and economic crisis, the course of the Russian
economy and Russian fiscal policy changed fundamentally. As a result of
a rapid deterioration in the terms of trade—caused by the fall in world oil
and commodity prices—the Russian economy had, by the start of 2009,
fallen into recession, accompanied by depreciation of the ruble. The wors-
ening economic situation was reflected in the condition of the national
budgetary system: in 2009, the drop in budget revenues and rise in expen-
ditures at all levels of government led to the combined public sector bud-
get for the country (combined federal budget, regional budgets and social
funds) becoming deficitary for the first time in a decade.

From November 2008, the Russian government was quick to deploy
a wide range of anti-crisis measures, including unemployment benefits,
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support for pensioners, assistance to strategic firms in various sectors of
the economy, financial recovery for banks and help for small and medium-
sized businesses. More broadly, the government succeeded in partially
mitigating macroeconomic risks through the accumulated reserves in the
commodity sovereign wealth funds—that is, some 7.7 per cent of GDP
went to budget expenditures from the Reserve Fund.

The anti-crisis measures in the budget had several key impacts on the
policy and administrative system. First and foremost, in the public con-
sciousness, the majority of these measures were identified with political
campaigning—especially in pension reform and the introduction of nor-
mative per capita funding in the social sphere, where the rules changed
many times over. Bref, the anti-crisis measures signalled growing inconsis-
tency and unpredictability in state budgeting and policy.

Second, the overall size of state expenditures used for countercyclical
economic stimulus grew markedly. The increased expenditures resulted in
the diversion of resources from the private sector, where resource use was
more efficient. (We estimate the multiplier for state spending in Russia to
be no greater than 0.5.)

Third, the structure of state expenditures deteriorated due to the high
share of unproductive expenditures—to wit, on state administration and
law enforcement and defence, in lieu of comparatively productive expendi-
tures on human capital development (education and health care), science
and infrastructure.

Fourth, there has been no material improvement in Russia’s budget-
ary institutions since 2008. That was when the organisation of budget-
dependent state institutions was frozen, significantly distorting market
conditions. In the meantime, the government has permanently postponed
assessments of budgetary expenditures (i.e. assessment of the economic
impact of tax benefits and preferential fiscal regimes).

Fifth, there has been a significant increase in the number of secret arti-
cles in the budget. The anti-crisis package saw a large amount of financial
support received by firms in the military-industrial complex. As a result,
if in 2006-12 some 10-12 per cent of total expenditures in the federal
budget were secret, then by 2015 this proportion was approximately
25 per cent.

Finally, in fulfilling the presidential decrees issued after the election of
Vladimir Putin in May 2012, prescribing a sharp increase in public sec-
tor wages, considerable fiscal risks and pressures were created for Russia’s



FISCAL AND MONETARY POLICY 177

regions, which suddenly had to absorb these wage increases with reduced
revenues.

Bref, given the lack of political will at the time, the window of oppor-
tunity for improvement of budgetary policy in 2008-09 was missed. For
all practical intents and purposes, the Russian economy emerged from
the dangerous phase of the international crisis largely unchanged in vir-
tue of the countercyclical spending from the Reserve Fund, but with a
marked decrease in the transparency of budgetary policy, with the level of
state expenditures frustrating economic growth, with a high proportion
of unproductive public expenditures as a percentage of GDP and with the
long-term sustainability of the budgetary system compromised.

At present, the Reserve Fund, the ruble equivalent of which has grown
significantly since the end of 2016 (due to investment in foreign securities
after the devaluation of the ruble), is the principal source of funding for
the federal budget deficit. However, by the start of 2017, the remaining
volume of the Fund did not allow for even 6 months’ worth of continued
financing of the federal deficit—under existing oil price levels.

In 2012, working from President Putin’s economic programme com-
ing out of the presidential election, the central bank began to gradually
transition to a full regime of inflation targeting and a floating exchange
rate, sans interference in the currency market. Of course, this transition
was dealt a body blow, in the fall of 2014, by the dramatic fall in oil
prices, the economic sanctions levelled against Russia and the overall dete-
rioration of the Russian economy. As a result, in 2015—the first year of
the inflation-targeting policy—inflation, at 12.4 per cent, significantly
exceeded the 8-10 per cent level set by the Bank of Russia.

The start of the free float of the ruble coincided with the currency mar-
ket crisis in November—-December 2014. The nominal rate of the ruble in
US dollars fell twofold in 201415, from 30 to 60 rubles per US dollar,
and the real exchange rate by approximately 25 per cent. In 2016, tight
monetary policy brought inflation back down to 5.4 per cent per annum,
while the ruble strengthened against the US dollar by 16.1 per cent.

What of the present strengths of the Russian fiscal system? The tax
burden in Russia (excluding royalties in the oil and gas sector) is, at 23-24
per cent of GDP, comparable to that of the countries of the former social-
ist bloc but lower than the OECD average of approximately 34 per cent.
In the monetary sphere, since 2008, the central bank has made significant
progress. Inflation reached single digits in the 2011-13 period (6-6.5 per
cent per annum)—a first for post-Soviet Russia. The nominal exchange
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Table 16.1 Russian monetary and fiscal policy stances and economic outcomes
(1991-2017)

Fiscal/ Monetary policy

budgetary policy
Tight Loose

Tight 1998-2002: successful 2003-08: accumulating budget
stabilisation of budget and reserves, which would come into play
inflation; start of economic in the crisis of 2008—-09; inflation

growth after the 1998 crisis remains high
2015-17: bringing inflation

down; controlling the budget

deficit; economic stabilisation

after the shocks of 2014

Loose 1995-98: successtul 1992-95: postponing financial
stabilisation of inflation and stabilisation for several years (similar
the exchange rate, but to other post-communist countries)
heading towards the public 2008-14: macroeconomic
debt crisis of 1998 stabilisation with prospect of budget

deficit (oil prices drop) and inflation;
economy goes into recession

rate, in a bi-currency basket, strengthened somewhat in 2009-10; how-
ever, it remained 20-25 per cent lower than its level between 2007 and
the first half of 2008. The real effective exchange rate returned to its pre-
crisis level only by the start of 2014.

The size of Russia’s debt continues to be low at less than 15 per cent
of GDP. Moreover, the 2015 inflation-indexed state bond issued by the
Ministry of Finance on the domestic market proved that there was fairly
high demand for such financial instruments from Russian and foreign
investors alike: for Russians, given the absence of other safe assets into
which to invest; and for foreign investors, notwithstanding the current
economic sanctions against Russia.

Table 16.1 summarises the historical track of Russian fiscal and mon-
etary policies, demonstrating the overall lack of mutual regard between
the two in the post-Soviet period. The table indicates that there were only
2 occasions over the last 3 decades (1995-98 and 1998-2002) when the
two combined (both times in the “tight” stance) to stabilise the economy
in practice. In most cases, lack of policy coordination resulted in turbu-
lence in the economy or fragility in the context of external shocks.
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WHAT’s TO BE DONE? TOWARDS A COORDINATED
MacroEcoNOMIC PoLIcy

Reform of the fiscal-budgetary sphere is a critical medium-term chal-
lenge for the Russian state. As for monetary policy, there must be
continuity in the current course and strict independence for the
Bank of Russia in determining the operational goals and instruments
of monetary policy. At the time of this writing, we advocate strongly
for strict inflation targeting as the Bank’s sole operational goal. In
future, as inflation stabilises at a lower level, the central bank may set for
itself’ goals beyond the inflation rate alone, including unemployment,
real exchange rates and other macro-indicators.

For long-term stability in the budget system and for sustainable
national economic development, Russia must, first, return to medium-
term budget planning and adopt a new budget rule.® Specifically, in the
context of the diminishing oil and gas dependence of the federal budget
over time, Russia should transition to a budget rule restricting the maxi-
mum size of federal budget expenditures, taking into account not only
fluctuations in oil prices but also the country’s internal business cycle.
This new budget rule may include a new restriction on federal budget
expenditure levels as a percentage of GDP or may tie expenditures to the
average price of oil calculated over, say, 25 to 30 years. Budget policy,
under such a rule, would not be countercyclical or proactive, but we
argue for it precisely because the extant fiscal “cycle” in Russia is mostly
associated with oil price volatility in the global markets rather than with
the domestic business cycle.

Second, in order to ensure sustainable, balanced economic growth,
the Russian government must speed up the implementation of structural
reforms in the budgetary sphere—to wit, changing priorities in budget-
ary spending. There is little doubt that budgetary policy would give sub-
stantial support to sustained economic growth in the country through
reductions in expenditures (as a percentage of GDP) on national defence,
national security, direct economic subsidies, housing and state administra-
tion. At the same time, spending on health care education, infrastructure
and science must be increased substantially.

Increasing the stability of revenues at all levels of the budget system
and lowering dependence on fluctuations in external conditions together
require a shift in the tax burden from direct taxes on businesses to indirect
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taxes on businesses and direct taxes on individuals. To this end, Russia
should, as in Germany, the United Kingdom and Japan after 2009, increase
the national value-added tax by 2 to 3 percentage points (to 20-21 per
cent) and reduce the corporate income tax rate from 20 to 15 per cent
or the payroll tax rate from 30 to 25-27 per cent. At the same time, the
flat personal income tax rate should be increased from the present 13 to
15-16 per cent. Greater progressivity in personal income taxation can be
engineered through higher property taxes.

In the context of low but stable oil prices (not exceeding US$60 per
barrel), the transition to a new budget rule and implementation of struc-
tural budgetary reforms require that the budget deficit not exceed 1-2 per
cent of GDP. Such a deficit can be financed principally through borrowing
on the internal market and only partly, given the present financial sanc-
tions, on external markets. State debt may uncontroversially increase to
approximately 20 per cent of GDP by 2020. Of course, a second impor-
tant source of deficit financing for Russian budgets (at all levels of gov-
ernment) should be revenues from the privatisation of state property and
state corporations (see Chap. 33 on State Corporations).

Finally, in order to improve revenue collection in Russia, the admin-
istration of all compulsory budgetary payments—taxes, social insurance
contributions and customs duties—should be transferred to the Federal
Tax Service. (This process commenced at the start of 2017.)

The strategic challenges facing the Bank of Russia are determined by
the current phase of development of the overall Russian economy. The
monetary authorities must concentrate all efforts on providing sustained
low and predictable rates of inflation in the context of a regime of inflation
targeting under a floating exchange rate.

By all standards—those of developed and developing countries alike—
Russia remains a country with high inflation. The Bank of Russia can lower
inflation if economic actors expect low rates of price growth. In order to
grow its reputational capital in support of such market-actor expectations,
the monetary authorities must be very activist in increasing policy trans-
parency. This will require them to remain steadfast and firm in inflation
targeting and in the free float of the ruble, as well as in fostering greater
informational openness, adjusting the key interest rate to the level of
the federal budget deficit and the growth of regulated tariffs and prices.
Specifically, we estimate that every GDP percentage point of federal budget
deficit requires a 50 basis-point increase in the key interest rate in order for
Russia to meet the national inflation target in a balanced budget scenario.
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CHAPTER 17

Industrial and Innovation Policy

Yuri Simachev and Mikhail Kuzyk

THE PROBLEMATIQUE: WHAT Is RUSSIAN INDUSTRIAL
PoLicy:?

Industrial policy has always attracted significant attention among the polit-
ical class, business people and technical specialists of Russia. Much of this
interest, of course, is driven by the basic redistribution of rents driven by
national industrial policy—that is, the very real prospect of different eco-
nomic sectors and players receiving direct material and political advantages
in the near and long term from the decisions of Russian policy-makers.
In periods of economic growth, industrial policy has historically been
viewed by the Russian state as an instrument of economic diversification,
pushing the country to reduce its dependence on oil and gas exports,
and to accelerate the development of high-tech manufacturing and
advanced services. In periods of crisis, however, industrial policy has typi-
cally been focused on supporting certain large and systemically important
industries (e.g. the automotive industry in 2009; see Chap. 33 on State
Corporations). And yet, paradoxically, in the context of the current eco-
nomic crisis, the Russian government has been working hard to develop
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new economic sectors on the basis of disruptive innovation—notably
under the so-called National Technology Initiative.

To be sure, industrial policy is conceptually accepted and understood
by Russian society—not least because the paternalistic (especially Soviet)
roots of state policy remain strong, resulting in a population at ease with
dirigiste principles and/or ad hoc management. Having said this, com-
pared to the more abstract strategic challenges of structural rebuilding,
diversification and technological development, the present social problems
in the country appear to the Russian public to be far more urgent and
weighty. This is all the more true because, over the past three decades, a
certain distrust of large-scale institutional reforms (the results of which are
often difficult for lay citizens to assess) has set into the Russian gezst. The
state is therefore forced to appeal to the various interests of the popula-
tion—including those associated with Soviet-era scientific and technologi-
cal achievements as key elements of national pride—in order to strengthen
and legitimate the positions of those who develop industrial policy. And
such optical “bundling”, as it were, of industrial policy is possible largely
because industrial policy does not actually have or “own” any of its own
instruments, adopting and co-opting instead the various mechanisms—
legal, regulatory, fiscal and other—of other policy areas.

THE Past THREE DECADES OF RUSSIAN (AND SOVIET)
INpDUSTRIAL PoLICY

Despite its considerable internal diversity, Russian industrial policy has
certain core characteristics. The first and arguably dominant character-
istic is its highly vertical (and consolidated) nature. This means that spe-
cific sectors and certain large and hyper-large companies—especially those
deemed systemically significant—often enjoy considerable direct (usually
financial) support from the state (as opposed to, say, being subject to
indirect regulatory influence). Second, Russian industrial policy is highly
inconsistent, often pursuing a large number of declared, sometimes mutu-
ally contradictory, priorities all at once. Until the 2008 global financial
crisis, these priorities were typically determined by those parties and inter-
ests earning significant rents. Third, to this day, the principal drivers of
industrial policy initiatives in Russia remain the country’s large business
concerns (and also, to a lesser degree, Russian science), which also means
that the processes of industrial policy development are scarcely transparent
and highly personalised.
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The history of industrial policy can be divided into several phases,
according to the budgetary terms in play, the nature of the interaction
between state and business, the power of various interest groups, and
also the role of innovation. In the centralised, planned economy of the
USSR, industrial policy was inseparable from the main elements of state
economic policy. Naturally, it had an exceedingly vertical character. The
foundational instrument of Soviet industrial policy was the redistribu-
tion (“manoeuvring”) of state capital investments for specific sectors
and complexes—and often for large-scale projects—in order to accel-
erate national development (or catching up development). Formally,
the conceptual bases for industrial policy in the Soviet period were the
strategic interests of the state, including national security and, more
broadly, socioeconomic development. In practice, however, the mea-
sures deployed often sought to fill very basic deficits in national product
and production—especially in consumer goods. As such, in the USSR,
even with the high qualifications of specialists and technocrats in the
area of state planning and economic administration and despite the
full effective control of the state over enterprise, the daily activities and
development plans of industrial policy were highly situational and even
reactive.

In the last decade and a half of the twentieth century, the Soviet state’s
capacity to realise any large-scale industrial policy was constrained by a
number of objective and subjective factors. First, in the context of the
deep economic crisis in the second half of the 1980s and early 1990s,
the state was exercised by other pressures—most importantly, the social
problems arising from the significant deterioration in the national qual-
ity of life. Second, in the context of the strict budgetary restrictions and
highly uncertain development prospects during the last decades of the
twentieth century, the state preferred not to concentrate its resources
on “breakthrough” vectors but rather to spread them across a large
number of businesses and organisations with the goal of assuring their
survival under fast-changing economic conditions. Third, the change in
the political elite over the course of the transition between the Soviet
and Russian periods, with significant preservation of Soviet-era ministe-
rial and departmental structures, led to a systemic crisis in the manage-
ment of the economy. Fourth, any attempts to initiate activist policy in
the form of state stimulus in the first decade of the post-Soviet period
were quickly identified with resuscitation of the defunct planned-admin-
istrative system of the USSR. As a consequence, the only deliberate



186 Y. SIMACHEV AND M. KUZYK

(“unforced”) manifestation of state activism in the Russian economic
space in the 1990s was the policy of large-scale privatisation.

Renewed growth in the Russian economy at the end of the twentieth
and early twenty-first centuries, coinciding with the end of the adaptation
period for the state administrative system to the new post-Soviet political
and economic realities, provided opportunities (and greater public accep-
tance) for more activist state policy, including in policy areas that were pre-
viously viewed as secondary in importance. At the same time, until about
2002, the state, faced with fairly severe budgetary constraints, refrained
from using instruments of “surgical” support for future projects requiring
significant amounts of budgetary expenditures.

In view of the powerful positions, at the upper levels of state power,
held by the proponents of liberalisation and market development, struc-
tural reforms, support for the development of market institutions, as well as
“soft” state regulation of natural monopolies and the exchange rate
became key elements of state policy during this period. Of course, for
much of the 1990s, the highest echelons of public power in Russia associ-
ated closely with the narrow circle of high Russian business, thereby giving
state measures and public policy a considerable degree of “personification”.

Interestingly, in the context of a generally negative view of industrial
policy in the power circles of the Russian state until about 2004, there
was at least one attempt to deliver such policy in practice and at scale. In
2002, the 9-year “Electronic Russia (e-Russia)” federal programme for
the period 2002-10 was adopted by the government, with the express
goals of creating the conditions for national economic development;
increased operational efficiency in the economy and also in state admin-
istration through the introduction and mass dissemination of informa-
tion and communications technologies; the provision of the right to free
search, access, transmission, production and distribution of information;
and the expansion of specialist training and national information and com-
munication technology (ICT) capacity.

Initial implementation of the “e-Russia” programme saw a rare episode
of Russian horizontal industrial policy aimed at developing the ICT sec-
tor primarily through the reduction and removal of irrational administra-
tive barriers, as well as the creation of conditions for additional demand.
However, as early as 2004, the programme was refocused to address the
contemporaneous problems and pressures of the state. This shift was, to a
large degree, due to the fact that the Ministry of Economic Development
and Trade, which had originally provided the horizontal “ideology” of the
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programme, turned to other larger and more urgent challenges, while the
Ministry of Communications and Mass Media, the successor ministry in
terms of carriage of the programme, used the programme to solve its own
more “local” problems. All the while, no interest group was sufficiently
strong and consolidated to break away from the prior ideology of the pro-
gramme—not least because the particularities of the Russian ICT market
make it such that this sector is, as a rule, represented by smaller companies.

The 2003-04 period became a “watershed” in state industrial-
innovation policy in post-Soviet Russia. If previously the state was, to a
large degree, inclined to use market instruments for regulation, then from
about 2003, in the context of stable economic growth and a significant
influx of resources into the budgetary system, the state turned to the use
of large-scale and “expensive” measures of support—above all, of a finan-
cial nature. Together with the standing up of the “power vertical” and the
lessening of the influence of large business on the system of public admin-
istration (at least at the highest levels), this led to a significant strength-
ening of the role of the state in the economy. The 2006-08 period (not
infrequently called the “fat years”) was marked by intensified state involve-
ment in almost all spheres of economic activity, manifested in the insinua-
tion of a significant number of new, often resource-intensive instruments,
and also in the expanded funding of certain federal programmes (e.g. the
national technology base programme for the period 2007-11).

Perhaps the key move for the state in this period was the creation of
6 state corporations, which were to be accountable for the implemen-
tation of various important vectors of state policy (see Chap. 33 on
State Corporations). Two state corporations—Vnesheconombank and
Rusnano—were created as financial institutions of development in order
to compensate for market failures. Two others—Rosatom and Rostec—
were designed as instruments and agents for the restructuring of state
property, consolidation of state assets and enhancement of the competi-
tiveness of specific industrial sectors, such as defence and the nuclear sec-
tor. Finally, Olympstroy and also the Fund for Promoting Housing and
Utilities Reform were, for all practical intents and purposes, vehicles for
the implementation of major state programmes.

Such large-scale processes to launch new state corporations are explained
by the inability or even unwillingness of the Russian state to find appro-
priate public-private partnerships, alongside an institutional readiness to
attach very significant state resources to various priority goals (in many
cases in the belief that the goals are so critical that they should be funded
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sans public-private partnerships). Of course, only one of these goals—the
development of Russian nanotechnologies and, more generally, a strong
Russian nanoindustry, under the aegis of the state corporation Rusnano—
was actually tied to the development of long-term sources of economic
growth, while the other goals, such as the building of Olympic venues,
the development of the city of Sochi and, inter alia, the reform of defence
companies, were to a considerable extent oriented towards current or
short-term (at best, tactical) challenges.

The policy on supporting a national nanoindustry, initiated in 2007,
merits particular attention and comment in these pages. This policy, in
which Rusnano is a pivotal actor, seeks to form a new high-technology
sector that will be significant in size for the national economy and com-
petitive on a global scale. Its foundational imperatives involve the creation
of the necessary infrastructure (soft and hard alike)—including special
venture capital and investment funds—to ensure priority development of
research and development and, at the same time, to rapidly increase the
national output of nanotechnology products. Despite the marked contra-
dictions between the short-term (production growth, from the earliest
years of implementation) and the long-term (R&D and infrastructure)
challenges, the nanoindustry policy push can still be characterised as pro-
active, aiming to create a “bridge” to the future economy on the basis of
conducting and commercialising advanced R&D.

At the nucleus of policy development for the Russian nanoindustry has
been the famous Kurchatov Institute, one of Russia’s leading scientific
and interdisciplinary research centres. Policy has therefore been based,
somewhat naturally, on the “science-technology-innovation” or linear
innovation model,! with state support at all stages of the innovation cycle:
basic research (Kurchatov Institute and various institutes of the Russian
Academy of Sciences), applied research and development (direct state bud-
getary funding, or at least support from state institutions of development
and foundations like the Foundation for Assistance to Small Innovative
Enterprises), and commercialisation (primarily Rusnano). The nanotech
policy has emphasised new business development, advanced infrastructure
and support for exports. It has also turned out, in practice, to be fairly
horizontal, though not without significant vertical intrusions and impuri-
ties, such as the primacy of state financial support.

It is true that the nanoindustry policy has to date led to a few nota-
ble results and successes, among which has been the development of
new instruments of state support, including a specialised institution
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of development (Rusnano), as well as increased research activity in
nanotechnology and the multiplication of nanotech-related goods and
services. No less important, of course, has been the stable attention
brought to bear, from Russian society and the state alike, on the gen-
eral challenge of developing Russian nanoindustry.

Having said this, given the significant volumes of state funding allo-
cated in support of the policy (approximately US$10 billion since 20072),
the growth in R&D expenditures and the aggregate output of nanotech-
related goods and services are markedly lower than what had been planned
by the government. Indeed, this gap between the true state of nanoin-
dustrial development in Russia and the objectives set by the state speaks
plainly to the ineffectiveness of policy implementation, if not the excessive
ambition of the objectives themselves.

More alarming still is the very limited circle of beneficiaries of state sup-
port—that is, the success stories to date (new production plants, research
institutes and laboratories, etc.) have been highly ad hoc in nature,
with little demonstration or signalling effect, and with private resources
accounting for only 30-35 per cent.® Finally, Russian public policy on
the nanoindustry has, over time, become increasingly “occupied” by tra-
ditional interest groups connected with a few large research centres, uni-
versities and businesses seeking, predictably, to advance their immediate
imperatives and projects.

During the 2008-09 financial-economic crisis, a large-scale pro-
gramme of anti-crisis measures was implemented by the state. Many of
these measures were enacted in a patently unsystematic fashion, even as
they targeted hundreds of large and systemically important companies in
sectors like auto manufacturing, metallurgy and, inter alia, defence. The
companies receiving support or compensation were in all cases required
to demonstrate “correct behaviour”, expressed primarily through the
preservation of jobs for Russians. In multiple cases, the anti-crisis mea-
sures departed considerably from market principles: private demand was
displaced by state demand, protectionist barriers were erected in a num-
ber of sectors, administrative control of prices was strengthened and the
reciprocal obligations of the state and the owners of large companies
were agreed under conditions of low transparency. Bref; the strategic
objective of increasing the country’s competitiveness and ensuring inno-
vative economic development was to a large degree supplanted by tacti-
cal imperatives associated primarily with maintaining the social stability
of the country.



190 Y. SIMACHEV AND M. KUZYK

With the return of economic growth at the end of 2009 and the start of
2010, the attention of the state returned to long-term development (at least
for a period of time). If anything, the crisis taught the policy elites that new
sources of growth had to be found for the country. To this end, significant
emphasis was placed on the development of new high-technology branches,
support of science-business cooperation and the stimulation of networked
collaboration in the science, technology and innovation spheres. A num-
ber of fundamentally new policy and fiscal instruments were introduced
to advance these goals, including matching grants, technology platforms
and technology roadmaps. These instruments were captured by tradi-
tional interest groups with some rapidity, and the priorities of state policy
were eventually identified with the present and pressing problems of these
groups in place of long-term national development.

Finally, the present stage of Russian industrial policy, begun around
2013, against a backdrop of slowing economic growth, is character-
ised by high uncertainty in respect of the precise identity and nature
of Russia’s development “drivers”. From 2014, this uncertainty was
compounded by a highly unfavourable foreign policy and international
economic context for Russia. This led to the present-day policy priority
of import substitution—a policy vector that has some declaratory qual-
ities but that is animated and underwritten increasingly by a number
of very serious state measures and resources. Meanwhile, in general,
the implementation of this policy has a conspicuous “conjunctural”
character and has come with significant risks, including wasteful atomi-
sation of a number of sectors (particularly those identified by the state
as fulfilling strategic tasks), as well as continued technological back-
wardness in a number of sectors that are heavily dependent on imports
(e.g. automotive, pharmaceuticals and electronics). Naturally, it is
the high-tech, export-oriented companies (exporting at least within
the former Soviet space) that tend to have especially high degrees of
import dependence.*

The fact of helping Russian producers create or expand the supply of
import-substituting products, technologies and services should not trans-
late into discrimination against consumer companies, particularly since it is
the successful high-technology firms of Russia that would be most exposed
to such discrimination. In other words, attempts to thrust Russian prod-
ucts and technologies onto companies—using administrative methods,
customs and tarift regulations, or other means—would result inevitably in
diminished competiveness, starting among industry leaders.®
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In fairness, the National Technology Initiative (NTT), presented to
the President in 2015 and adopted by government resolution in 2016, is
significantly different in ideology from all prior Russian industrial policy
initiatives in the post-Soviet era. First, the NTT is oriented towards the cre-
ation of the technology markets of the future (expected to exceed US$100
billion in size by 2035). Second, the N'TT seeks to develop future Russian
leaders in these markets, emphasising collaboration among present gen-
erations of Russian students and specialists-in-training in order to foster
new, future-oriented technological teams. Having said this, the initial
steps to implement the NTT already testify to the risks of rapid bureaucra-
tisation of this initiative and its consequent conversion, de facto, into a
conventional state programme.

WHAT’S TO BE DONE?

Russian industrial policy has turned mostly on the redistribution of
resources among sectors, companies and various interests (many of them
rent-seeking), all generally compensating for deep institutional inadequa-
cies and the weakness of the national business environment, far more than
actually creating new sources of sustainable growth. Indeed, it is more
profitable for certain players to focus on profits or rents that may be
earned from the very “process” of industrial policy than the actual results
of this policy. And within this industrial policy dynamic, where fairly large
resources are in play for purposes of redistribution or reallocation, it is the
capital-intensive infrastructure sectors that typically prevail. In this opera-
tional context, companies are scarcely motivated to innovate, given that a
far less risky path for investment exists, and expansion of their activities can
occur without fundamental modernisation.

This fundamental logic is sharpened in the present-day context of sig-
nificant budgetary constraints, with state support of large-scale or systemi-
cally important companies moving to the fore in the interest of assuring
social stability, particularly for purposes of preserving or providing employ-
ment. An impression is formed in society to the effect that industrial policy
in Russia is especially useful for the state in periods of ideological crisis—
that is, in the search for orientations and legitimation for the government
and its overall agenda. Bref, the Russian state has no consistent long-term
motivation to do real industrial policy and is therefore typically disposed
to deploy measures that deliver the nearest-term impacts. This dynamic is
compounded by a private sector led by constantly changing business elites,
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operating according to short-term planning horizons, always anticipating
the impermanence of state industrial policy and regular changes in the
“rules of the game”, as it were.

Are any sustainable achievements possible in Russian industrial policy,
in practice, in light of all these problems and constraints? In general, yes.
We offer several recommendations below by way of conceptually framing
some of the relevant decision-making.

First, the variegated character of the Russian economy means that
industrial policy must be highly flexible, using a broad array of instru-
ments, and building on and tailoring to the particularities of different
sectors and regions. Nonetheless, there are considerable risks involved in
strengthening the differences in the motivations and incentive structures
in even a single sector—something that could engender powerful inter-
nal contradictions and conflicts. For example, in the Russian automotive
manufacturing sector, where competitive segments coexist with uncom-
petitive segments (supported by state subsidies), the strengthening of
market stimuli (for both segments) would manifestly require compensa-
tory financial measures.

Second, notwithstanding the major bureaucratic and procedural prob-
lems in Russia public administration in respect of horizontal or inter-
departmental cooperation, there is to this day no practice in Russian
administration of regular independent assessment of policies implemented
by the state. Of course, in the absence of an objective picture of the results
and effects of industrial policy, the state is invariably inclined to rely on the
fragmented and mixed data and impressions immediately available to it,
as well as on the signals sent by interest groups tied to or affected by the
industrial policy instruments and vectors in question (see Chap. 30 on the
Bureaucracy).

Third, if we concede in principle that innovation is a critical prereq-
uisite for diversifying and increasing the competitiveness of the Russian
economy, then we must note that Russia suffers from a chronic insuf-
ficiency of motivation for private entrepreneurship within its population.
A decidedly cautious relationship to business endures: for young people,
the preferred career path remains employment in large state corporations
and companies rather than creating one’s own business, mainly due to
the high risks of entrepreneurial failure (or difficulty) and the generally
unfriendly business environment in the country. Nevertheless, there has
in recent years been a “fashion” of innovative entrepreneurship, involving
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startups and the very early pangs of a proper entrepreneurial culture. It
is critically important for the state to support this process, assuring its
sustainability and eventual self-development, but avoiding pushing it into
any stringent frameworks or formats. For example, the state can contrib-
ute to student business incubators as well as various business competi-
tions for young Russian professionals. And evidently, the overall national
institutional context is apposite here as well.

Let us note that Russia has, in the post-Soviet period, seen some suc-
cesses in terms of innovation and breakthroughs among medium-sized
firms at the mezzo- and micro-levels. However, at the macro level, there
have been no notable successes. This is explained in part by the presence
of ineffective local equilibria, especially in the public sector (in the natural
monopolies). Bottom-up innovations cannot alone overcome these poor
equilibria. What is needed, instead, is the consolidation of interest groups,
the development of new coalitions, new rules and standards, and “soft”
coordination between the interests and efforts of different actors. This
approach can, over time, ensure sustainable structural and behavioural
changes and reduce the dependence of industrial policy and industrial
policy outcomes on state funding.

Fourth, Russian successes in industrial policy and innovation have often
depended on the presence of a charismatic public leader who is able to
champion the necessary measures and make key decisions. Strong leader-
ship is essential to overcome the bureaucratic inertia in the system of public
administration, and support from various interest groups and the popula-
tion is essential in order to ensure that changes are sustained. For example,
the automotive industry development policy was spearheaded by the tal-
ented and energetic German Gref, then minister of economic development
and trade, and was supported by some of the country’s largest business
groups (led by Sollers), not to mention the population, which understood
and appreciated the need for affordable, quality automobiles in Russia.

To be sure, Russia cannot simply sit idly in anticipation of the even-
tual, organic emergence of such leaders—that is, leaders capable of driving
results through “soft power” and also technical and intellectual excellence.
There is therefore an urgent need for the state to carefully cultivate the
formation and development of new leaders, including through a changing
of the guard in the technocracy overseeing industrial and innovation pol-
icy, as well as through increased access for new interest groups to decision-
making and evaluation in this pivotal area of Russian public policy.
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CHAPTER 18

Infrastructure and Transportation

Mikhail Blinkin

S1TUATION ANALYSIS AND KEY CHALLENGES

The Russian banker, Andrey Kostin, speaking at the Sochi International
Investment Forum in February 2017, argued that the key problem with
the Russian transport system was that “[t]here is very little money. The
state spends very little money on infrastructure—insanely little [...].
[W]e still do not have a proper regulatory framework—a legislative basis for
public-private partnerships. The result is that, in terms of the development
of transport infrastructure, we are somewhere near the level of Gabon”.!

Of course, while Kostin is, as discussed below, correct to identify
chronic underinvestment as a signal problem for Russian transport in par-
ticular (and Russian infrastructure in general), he is plainly wrong to com-
pare Russia’s transportation infrastructure with that of Gabon. Table 18.1
compares Russia and Gabon based on the World Economic Forum’s
2016-17 Global Competitiveness Report.?

Having said that, in terms of the spatial development of'its road network,
as measured by the Engel coefficient (%.,),> Russia (k., = 2.8) sits firmly in
the lowest cluster of countries in the world (&, < 3)—together with Gabon
(ken = 1.4) (see Fig. 18.1). Naturally, the highest Engel coefficients (%, >12)

M. Blinkin (24)
Institute for Transport Economics and Transport Policy Studies,
Higher School of Economics, Moscow

© The Author(s) 2018 195
I. Studin (ed.), Russia, https://doi.org,/10.1057 /978-1-137-56671-3_18



196 M. BLINKIN

Table 18.1 Transportation infrastructure: Russia versus Gabon (2016-17)

Second Global Russin Gabon
Competitiveness Index (GCI)
Pillar—Infrastructure Score Rank (out of  Score Rank (out of
(1-7) 138 countries) (1-7) 138 countries)
Quality of overall infrastructure 4.0 74 29 119
Quality of roads 2.8 123 2.8 121
Quality of railroad infrastructure 4.4 25 2.8 64
Quality of port infrastructure 4.0 72 3.2 101
Quality of air transport 4.4 65 3.6 108
infrastructure
Source: World Economic Forum Global Competitiveness Report, 20162017
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Fig. 18.1 The density of national road networks around the world (2016)

(Source: International Road Federation (2016). Data plotted by the author)

can be found among developed countries with relatively small territories, high
population density, and dense and well-developed road networks. Countries
such as the USA, Canada and Australia, with large territories and fairly dense
road networks, have Engel coefficients of 6 < k., < 12. More modestly, the
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BRICS countries, with the exception of Russia, have Engel coefficients of
3 < ke <6 (ie. India —7.32, South Africa —4.46, Brazil —4.42, China —3.8).
Of all these countries, China, unsurprisingly, has been the most suc-
cessful in increasing the total length of its road networks. Consider
that, in 2016 alone, China built 11,050 kilometres of freeways and
expressways*—that is, more than twice the total length (stock) of such
roads in Russia today.

In terms of the relationship between GDP per capita and the qual-
ity of the country’s “general transport infrastructure”, Russia does not
sit far below the world trend line. In other words, the country’s com-
bined transport indicators correspond roughly to what should be expected
given national economic output, with the conspicuous shortcomings of
the country’s roads compensated by the relative strength of the national
system of railways, water and air transport.

To be sure, this does not mean that Russia has no major problems in
the rail, water and air modes of transport. Even in periods of high oil
prices, post-Soviet Russian budgetary investments in the development of
the transport complex have never exceeded 2.2 per cent of GDP. As a
consequence, the country continues to maintain and rely on an archaic
centripetal transport infrastructure configuration and the same configura-
tion of routes for cargo and passenger traffic.

Low capacity and low speeds on the Trans-Siberian Railway and the
Baikal-Amur Mainline make Russia’s railways uncompetitive for purposes
of international transit: in 2015, total turnover of transit containers across
all Russian railways amounted to 150,000 TEU, while container turnover
in international transport corridors between the Asia-Pacific region and
Europe totalled approximately 100 million TEU.?

Even less competitive is the national system of inland waterways. Once
upon a time, this system was unified and deep-watered. At present, how-
ever, it faces serious challenges in terms of guaranteed depths, with the gap
in the Nizhny Novgorod node on the Volga River presenting a particular
vexing problem.

Meanwhile, the transportation problems in the majority of Russia’s
large cities—congestion driven by the extreme motorisation of the Russian
population (as in most of the former Soviet states after the fall of the
USSR), unsupported by corresponding investments in infrastructure—
have remained stable or worsened over the last 3 decades. And yet all these
problems are, as exhibited in Fig. 18.2, generally consistent with Russian
economic output, in purchasing power terms.
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Fig. 18.2 Quality of overall infrastructure versus GDP per capita (at purchasing
power parity) (2016-17). x-axis: GDP per capita (PPP), in thousands of USS$;
y-axis: score for quality of overall infrastructure, as per the Global Competitiveness
Index for 2016-17. The “world trend” lines are constructed from the points aggre-
gating country data by per capita GDP value ranges (Source: Global Competitiveness
Report 2016-2017. http://statisticstimes.com/economy,/countries-by-projected-
gdp-capita.php. Data plotted by the author)

The situation is different, however, for Russia’s highways, with the
country sitting radically below the world line in terms of the relationship
between per capita GDP and the quality of its roads (Fig. 18.3). Recall
Kostin’s assertion about fiscal underspending—for roads, a Russian con-
stant dating back to the age of the horse and buggy, through to the age
of the automobile; in other words, from the 1910s through to the Soviet
period and the post-Soviet present.

There is a solid expert consensus to the effect there are no international
precedents of successful country development, in economic or social terms,
in the absence of a well-developed and consistently growing national net-
work of freeways and expressways.® Consider, on this logic, the American
Interstate Highway System or China’s National Trunk Highway System
(Fig. 18.4). The Interstate Highway System delivered on the historic task
set for the American economy by President Dwight D. Eisenhower, who
famously said in 1955: “Together, the uniting forces of our communica-
tion and transportation systems are dynamic elements in the very name
we bear—United States. Without them, we would be a mere alliance of
many separate parts”.” And in China, it was, of course, Deng Xiaoping
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Fig. 18.3 Quality of roads versus GDP per capita (at purchasing power parity)
(2016-17). x-axis: GDP per capita (PPP), in thousands of US$; y-axis: score for
quality of roads, as per the Global Competitiveness Index 2016-17. The “world
trend” lines are constructed from the points aggregating country data by per cap-
ita GDP value ranges (Source: Global Competitiveness Report 2016-2017.
http://statisticstimes.com/economy,/countries-by-projected-gdp-capita.php.
Data plotted by the author)
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Fig. 18.4 The length of the highway systems of the USA and China (in thou-
sands of kilometres) (1961-2016). y-axis: length of highway systems (in thousands
of kilometres) (Source: International Road Federation 2016)
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Fig. 18.5 The length of freeways and expressways around the world in 2016 (in
thousands of kilometres). y-axis: length of freeway and expressway systems (in
thousands of kilometres) (Source: International Road Federation 2016)

who initiated the National Trunk Highway System, which has become one
of the main catalysts for Chinese economic growth and regional develop-
ment over the past three decades.

Bref, the general extent of the freeways and expressways of Russia is
growing extremely and indeed unacceptably slowly, presently totalling
5200 kilometres (Fig. 18.5), which corresponds to US metrics for 1962
and Chinese metrics for 1997.

The long-term lack of growth in the main and local road networks
of the country leads to a variety of severe negative consequences for the
national and regional economies alike. In most cases, as suggested by
Table 18.2, Russia’s regions remain “a mere alliance of many separate
parts”. Consider that, among Russia’s macro-regions, only the Central
Federal District has a relatively high Engel coefficient (., > 7). Moreover,
Russia remains outside the most popular international transport corridors,
including the critical twenty-first century corridors connecting the Asia-
Pacific region and Europe.®

Average individual transport mobility within the Russian population
also remains exceedingly low—approximately 7500 passenger-kilometres
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Table 18.2 The density

of the road networks in ?wleml .di:tm'tt.v of the Russian Engel coefficient
. . ederation

Russia’s macro-regions

(2015) Central Federal District (sans 7.02
Moscow)
Volga Federal District 5.24
North Caucasian Federal District 4.19
Southern Federal District 4.15
Northwestern Federal District 3.28
(sans St. Petersburg)
Northern Federal District 2.37
Ural Federal District 2.10
Far Eastern Federal District 1.27

Source: Based on the author’s calculations, using 2016 data
from Rosstat

per year, which is 3 to 4 times lower than in developed countries.” The
low transport mobility and the near-zero residential mobility of the popu-
lation (grosso modo, the ability to change residences within a town or
city or between cities) are critical obstacles to the homogenisation of the
national and even regional labour markets. Finally, there is a chronic short-
age of transport-accessible territory for purposes of housing construction,
as manifested in the practice of building dense, multi-story housing devel-
opments in the suburbs of Moscow, St. Petersburg and other large Russian
cities. This practice is at odds with the zoning and land use norms gener-
ally accepted in the cities of developed countries, which require mainly
single-family dwellings for suburban development.

WHAT’S TO BE DONE?

Proposals to increase budgetary allocations for the road sector through an
item-by-item redistribution of budgetary resources have been discussed
at the official and expert levels, in both Russia and in the Soviet Union,
since at least the 1960s. Of course, the essential futility of such propos-
als was noted in the 1950s during the policy debates surrounding the
Federal Aid Highway Act in the USA, which suggested that no govern-
ment in the world would, on a regular basis, other things being equal,
privilege budgetary expenditures for road construction over defence or
social expenditures. And this “constatr”, as it were, must lend itself to the
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conclusion—at least in the case of Russia—that road or highway users
must themselves pay.

To be sure, this conclusion, which has led to fairly common user fee
approaches in multiple advanced countries, remains extremely unpopular
in Russia: the absolute majority of Russian car owners believe roads to be
a sui generis public good, for which there are payments by citizens outside
the traditional budgetary system. And yet “freeriding” (or rent-seeking
behaviour) by Russia’s motorists is, in my view, the key sociopolitical (and
socio-psychological) obstacle to the proper development of a national
road network. As such, any user-pay-related innovations, including paid
parking, congestion charges or a heavy goods vehicle (HGV) road user
levy, will undoubtedly cause angry public protests.

In modern international practice, the ratio of user fees to road costs—
that is, the aggregate targeted or designated payments or fees from motor-
ists as a function of state budgetary expenditures on the road sector and
the urban road network—ranges from 0.8 to unity (or more) in most
developed countries and cities.!® These budgetary expenditures on roads
are, in all developed countries, generally sufficient, in engineering terms,
for purposes of keeping these roads in satisfactory condition. And yet in
Russia, this ratio is in the order of 0.6-0.65, despite the fact that Russian
budgetary expenditures on roads are, with the exception of the country’s
5 or 6 most prosperous regions, by no means sufficient (adequate) in
engineering terms. In Moscow, for instance, while municipal budgetary
spending on the road sector is sufficient in engineering terms, the city
budget for the street and road network is 5 times higher than the aggre-
gate payments made by motorists.!!

Returning once more to Andrey Kostin, the present Russian legal
framework for public-private partnerships is indeed still imperfect—both
for roads and infrastructure more generally. However, given the significant
resistance among Russian motorists to paying for road use, it remains and
will continue to remain difficult for Russia to attract road infrastructure
investments even in the theoretical scenario of a best-in-class PPP regula-
tory framework and far more favourable external economic and geopoliti-
cal circumstances.

Evidently, radical reform of the national system of payments and fees
for the use of roads is needed. This reform should be based plainly on a
model of pay-as-you-go road taxes—a model already tested successfully
in Singapore,'? Australia!® and, inter alia, a number of American states,
including Oregon'* and California.’® The model requires every motorist
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to pay for each kilometre driven according to a rate determined by the
specific category of road used (e.g. freeway vs. rural road), location (e.g.
suburbia vs. central business district) and time of travel (e.g. rush hours
vs. weekend).

This model, which should be rolled out across the country over the
next 5 to 10 years, would allow for the phased withdrawal of at least high-
ways with high and stable traffic from the budget system, with the even-
tual prospect of privatisation or PPP structures laying the groundwork for
their assimilation into the real economy. Pilot projects could be launched
in the very near future for federal roads in the higher technical categories
(some 5000 kilometres of freeways and expressways), as well as the main
street network of Moscow. In all of this, of course, rural roads in certain
sparsely populated regions must remain part of the state budgetary sys-
tem—for reasons entirely divorced from formal economics.

Under the proposed approach, total funding of the Russian road sector
(user plus budget sources) would increase to approximately 3 per cent of GDP
over the next 10 years. According to my calculations, such funding would
bring the entire national road network, including regional, local and urban
roads, up to national regulatory standards. In addition, in the long term, by
2035, it would be possible to create a Russian analogue to the “Highway
Interstate System”, linking the European part of Russia to Western Siberia.

Within the framework of this reform, user fees for various categories
of car owners would increase many times over; for instance, user fees
for Moscow motorists and also HGV owners would rise by a factor of
4. It follows that the proposed reform would be quite unpopular but
would have to be implemented gradually and would require significant
political and administrative capital and resources in order to succeed in
practice.

Still, the country should be under no illusions: without this reform,
Russia will have to reconcile itself to suffering, for the foreseeable future,
a national road quality that is consistent with that of the least developed
countries of the world.
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CHAPTER 19

Energy and Natural Resources

Valeriy Kryukov

THE CENTRALITY OF RAW MATERIALS IN RUSSIAN
EcoNoMICS AND ADMINISTRATION

Minerals and raw materials! today play, have historically played and, for
the foreseeable future, will continue to play a huge role in the economy of
Russia. They will also continue to structure Russian society and influence
political and policy decisions on many social and economic problems, and
indeed shape the country’s overall system of public administration. The
central role of energy and raw materials is explained not only by their
exceptional size and concentration within the geographical boundaries of
a single country—oil and gas, gold, platinum, polymetallic ores, diamonds
and rare carth elements—but also by the history of Russian state forma-
tion, which evolved in parallel with the exploration of new sources of raw
materials in increasingly distant territories.

On the significance of minerals, raw materials and the energy sectors in
today’s Russian economy, let us consider the following: as of 2015, these
represented 25-30 per cent of GDP and 60 per cent of federal budget
revenues, 78 per cent of export revenues (see Table 19.1) and 60 per cent
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Table 19.1 Russian energy and natural resource exports (1997-2015)

1997 2000 2007 2013 2014 2015

Total exports (in billions of US$) 85.1 103.1 351.1 527.3 497.8 3434

Energy resources 41.1 55.5 2284 375.8 350.8 2192
Metals (including raw materials) 204 22.4 56.0 55.1 52.1 409
Chemicals 7.1 7.4 20.8 308 292 252
Agricultural products 1.6 1.6 9.1 16.3 19.0 16.2
Energy resources:

Oil (millions of tonnes) 127 144 112 152 165 172
Refinery products (millions of 61 63 112 152 165 172
tonnes)

Gas (billions of cubic metres) 201 194 192 196 174 185
Coal (millions of tonnes) 23 44 98 139 153 153
Oil and gas tax share of federal 10.4 9.0 37.2 50.2 51.3 43

budget revenues, in %

Source: Rosstat and Ministry of Finance data (1997-2015)

of total investment in fixed assets.> The greatest role here, of course, is
played by the oil and gas sector, which accounts for up to 80 per cent of
total natural resource contributions to the federal budget.

Table 19.1 demonstrates that the significance of the minerals, raw
materials and energy sectors in the Russian economy grew consider-
ably between the late 1990s and the present. This growth was due not
only to rising commodity prices but also to key structural changes in the
economy—notably the diminished role of manufacturing (processing),
including the high-tech sector—as well as in the Russian model of bud-
getary administration and taxation, which began to privilege taxation of
gross income over taxation of profits.

Strangely enough, Russia’s system of resource administration has been
extremely stable since the eighteenth century. Neither the revolutionary
changes in the political system in 1917 nor the market economy intro-
duced in 1991 had any profound effect on the macro-level dynamics of
Russian resource administration—even if the overall operating environ-
ment, including in terms of the sophistication of the sector’s technological
chains, has changed considerably over time. At the macro level, raw materials
and energy resource administration in Russia continues to be characterised
by very close traditional ties and considerable interdependence between
companies, the state system and the overall political order of the coun-
try. State administration processes in this sphere tend to focus principally
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on regulatory simplification in lieu of increasing economic efficiency.
Moreover, this administration is premised on a strict “vertical” and rigid
hierarchical rules, with scant attention paid to horizontal coordination
among actors in the sector or with actors in complementary sectors.

In Imperial Russia, raw material exploration (mining) was originally
regulated by the Ministry of Finance and later by various other ministries.
Even after 1917, with the emerging Soviet state having nationalised all sec-
tors of the economy, the goals of the national mining industry remained
unchanged—to wit, to fill the coffers (budget) of a highly centralised state
through the sale of raw materials. And yet today, in the twenty-first cen-
tury, many of the defining features of Russian resource administration—
for all the stages of exploration and exploitation of minerals, raw materials
and energy resources—have become clear obstacles to efficient economic
growth. The result is massive, untrammelled growth in the modern min-
erals, natural resource and energy sectors, diminishing sectoral capacity
to adapt flexibly to changing conditions (such as the rising importance of
hard-to-develop fields and unconventional sources of natural resources),
and depleted natural resource fields.

THE SOVIET SYSTEM OF RESOURCE ADMINISTRATION

The system of administration in late-nineteenth and early twentieth-
century Imperial Russia was clear about the source of authority for mining
activities. Wrote Vladimir Strukgov in his classic 1907 text on Russian
mining law: “From the time of the creation of the first Russian [govern-
ment | ministries, the Ministry of Finance controlled nearly all raw material
extraction processes. From 1873, stewardship of mining was transferred
to the Ministry of State Properties. From 1894, this Ministry was trans-
formed into the Ministry of Agriculture and State Properties, and from
May 6, 1905, stewardship [...] passed to the Ministry of Finance. For the
period just prior to the Revolution (1905), these activities were regulated
by the Ministry of Trade and Industry. However, the process of mining
was never subject to the regulation of any special ministry responsible for
only mining.”?

As mentioned, the goals and principles of administration in mineral
affairs did not change much at all under Soviet rule. The difference with
the tsarist period consisted only in the fact that the nationalisation of all
sectors of the Soviet economy made state regulation the only source of
authority over the mining industry. Nevertheless, “for 217 pre-revolutionary
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years, there were at least 20 reorganisations within the mineral-geological
service; and over the 70 years of Soviet power, exactly 70 such reorganisa-
tions”.* Wrote Maya Mahlina, with regret: “[The last] 15 years of con-
temporary history [...] represent a never-ending process of administrative
restructuring [ ...].”°

In the Soviet period, the growing administrative complexity in the
natural resources space—above all in respect of the constantly changing
characteristics of natural resource reserves and the increasingly com-
plex conditions for project execution—drove the need to streamline the
agencies responsible for the regulation and control of mining activities.
In 1986, for instance, the Burecau of the Council of Ministers of the
USSR for the fuel-energy complex was formed in order to reckon with
the growing importance of cross-boundary coordination for the fuel
and energy sector. On the whole, the Soviet regulatory framework for
energy, minerals and raw materials reflected the intention of the Soviet
authorities to drive an economies of scale approach to the search and
exploration of resource deposits and to the execution of nation-wide
resource projects.

The effects of this system of administration are present and felt in Russia
today. For example, in the second half of the 1960s and the start of the
1970s, unique oil and gas fields were discovered in the USSR—Samotlor,
Fedorov, Medvezhye, Urengoy, Yamburg and Zapolyarny. These fields
were world-beaters in resource potential and in terms of resource potential
and the size of extractable hydrocarbons. In periods of high energy prices,
the revenues generated from these deposits on foreign markets were
enough to cover nearly all the transport costs for delivery to far-off mar-
kets, with significant additional revenues left over. The revenues went into
the state budget and, from the 1990s, into the accounts of newly formed
joint stock companies like Yukos, Surgutneftegas, Sidanco, Gazprom and
others that had obtained legal access to Russian raw materials and mineral
wealth. Only afterward, through budget channels and links with different
equipment suppliers and service providers, did these revenues “diffuse” or
“trickle over” to other sectors of the economy.®

THE PosT-SOVIET SYSTEM OF RESOURCE ADMINISTRATION

Between 1992 and 2012, the administration of minerals, raw materials
and energy resources underwent major changes: the establishment—via
reorganisation and privatisation—of new vertically integrated companies
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specialising in oil, energy and coal; the creation of a new management
and administrative system comprising various resource ministries, as well
as new federal agencies and committees; and the assignment of adminis-
trative powers for resource management to regional authorities based on
the so-called principle of two keys (a constitutional norm from chapter 72
of the Russian Constitution), with both the federal and regional govern-
ments playing an essential role in the issuing of licences.

For all practical intents and purposes, the post-Soviet resource man-
agement system of Russia has evolved in two phases: first, the active
transformation phase, involving liberalisation and deep decentralisation
(“principle of two keys”) of the system of administration for minerals,
raw material and energy; second, the strengthening of the means of direct
state influence and a concomitant recentralisation process, including the
return of controlling shares in a number of energy companies (notably
Gazprom and what was then called Sibneft or is today called Gazprom
Neft, a subsidiary of Gazprom) to the Russian state. In this second phase,
which was characterised by very significant growth in oil and gas prices,
the “principle of two keys”, requiring that any permission to explore or
develop subsoil not be granted without regional government approval,
was no longer applied. Instead, more deposits were given “strategic” sta-
tus, resulting in their complete transfer to federal responsibility. (Strategic
status, as determined by federal legislation, is ascribed to oil fields with
reserves exceeding 70 million tonnes of extractable resources, gas fields
with reserves exceeding 50 billion cubic metres and, among others, for
gold fields exceeding 50 tonnes.) All offshore areas were deemed strategic,
further to amendments to the 2008 subsoil law. Limitations were imposed
on the use of civil legislation for disputes between mineral licence-hold-
ers (or companies) and the government over subsoil use. (Legislation on
production-sharing agreements between the government and investors
has not been applied since 1997. No new production-sharing agreements
have been signed since 1997.)

THE O1L SECTOR

In 1993, the Russian oil juggernaut Rosneft was assigned the status
of national oil company. That was when the basic legislation on trans-
formation of Russia’s post-Soviet oil sector was adopted, articulating
the principles of the transformation that was to take place through the
creation of vertically integrated companies alongside the privatisation of
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industry assets. However, this ascription of status for Rosneft was not
de jure and therefore did not come with any of the formal legal obli-
gations and responsibilities that one would think appropriate for such
status. Indeed, Rosneft’s informal status as national oil company has
endured to this day. It is based on a 75 per cent state stake in the shares
of the company and allows Rosneft to explore and develop, without
competition, oil shelves and deposits, including those deemed strategic.
(State-owned companies like Rosneft, Gazprom and Gazprom Neft all
have privileged access to these strategic fields.)

TuaE GAs SECTOR

In December 2005, the law on amendments to article 15 of the federal
law on the supply of gas in the Russian Federation was adopted. The law
stated that the federal government must own at least 50 per cent plus
one share of Gazprom, the operating company principally responsible
for the administration of the shares and other activities of the state in the
gas sector. Among Gazprom’s main functions is the administration of a
unified gas supply system (owned by Gazprom), the export of natural
gas, the exploration of shelf (offshore) deposits and deposits deemed
strategic, not to mention de facto approval of all development projects
for gas fields in Russia.

THE CoAL SECTOR

The system of administration for coal enjoys the greatest transparency and
the fewest contradictions of all Russia’s resource sectors. This is due to the
deep reforms of the 1990s, which included complete privatisation of the
sector and closure of many outdated and unsafe mines—in part a function
of the diminished economic importance of coal by the end of the 1980s,
as compared with oil and gas and precious metals. At the start of 2010,
Russia had 91 coal mines and 137 open-pit coal mines, with total pro-
ductive capacity of over 370 million tonnes. Today, the entire output of
Russian coal is provided by private enterprise. Nearly one-third of Russian
coal production remains unprofitable, and coal exports are subsidised
through railroad tariffs. Consider that Kemerovo oblast, Russia’s principal
coal-producing region, provides up to 60 per cent of Russian coal and is
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located over 4000 kilometres from the nearest seaport. Indeed, in 2016,
just under a third of Russian coal had to be transported a distance of more
than 5700 kilometres, while just over a third had to be transported a total
distance of between 4000 and 4200 kilometres.”

HARD (NON-ENERGY) MINERALS

Regulation of the exploration of hard minerals, including diamonds,
gold and polymetallic ore, turns largely on relations between the gov-
ernment and the large companies privatised under the 1992 law on
subsoil, including Norilsk Nickel, one of the world’s largest mining
companies, and Almazy Rossii-Sakha (Alrosa), one of the world’s larg-
est diamond producers. These two companies have full decision-making
power in respect of the deposits they control. Administration of subsoil
use is, in their case, done via a notification process whereby the com-
panies inform the authorities about their decisions rather than ask for
licences or permits beforehand. This, predictably, has led to increased
and largely uncontrolled pollution in areas being explored and to a more
general conflict between the public interest and the profits pursued by
the companies.

RussiaN ELECTRICITY

The system of administration for electrical power is more coherent and logical
than the administrative system for the oil and gas sector. More importantly,
administration in this area has supported a competitive operating environ-
ment for major companies, with limited state interference and regulation
of production and other types of activity. The 2003 law on electrical energy
clearly defines the major players—producers and distributors—in the field.
Italso leaves room for other companies to enter the market by signing agree-
ments to join the wholesale electricity market as self-regulating entities. To
some extent, such self-regulating entities, whose status and role are deter-
mined by law, continue the tradition of Russian mining law dating back to the
nineteenth century—that is, as the statutory reflection of the role played
by the professional community (including the professional associations of
different industries) in the processes of administering mineral resources.
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FEDERAL DOMINATION AND LLARGE QUASI-STATE
MoNOPOLIES

Article 72 of the Constitution addresses matters of joint competence
between the federal and regional levels—the aforementioned “principle
of two keys”. Among the areas of joint competence are those concerning
the ownership, use and disposition of lands, mineral resources, water and
other natural resources, as well as environmental management and envi-
ronmental security.

To be sure, the most important particularity of the Russian system of
mineral use is the delimitation of powers and subjects (domains) of com-
petence between the federal and regional governments. Article 1 of the
1992 law on subsoil states: “The division of authority and responsibility
among the organs of state power [...] and the regional organs of power in
subsoil regulation is directed by the Constitution [...] and by the federal
laws adopted in line with the Constitution.” This article was removed
in 2004 due to active lobbying by regional leaders and in favour of the
interests of large raw materials and energy companies.® Of particular
note, in this regard, was the conflict between Vladimir Butov, head of the
Yamalo-Nenets autonomous okrug, and the oil companies. In the context
of this conflict, the Arkhangelsk oblast assembly sent to the State Duma
specific amendments to be made to the law on mineral resources. These
amendments were prepared by specialists within the regional company
“Arkhangelskgeoldobycha”, a subsidiary of Lukoil, and involved remov-
ing from regional governments the decisive right to grant permission for
subsoil access on their respective territories.

Of course, there was a strong reaction from the regions to the cancella-
tion of their decision-making on mineral resource use. The then governor
of Tomsk oblast, Viktor Kress, protested that the move would restrict the
constitutional rights of the regions. What’s more, the move coincided with
the growing importance in Russia of small and less conventional depos-
its—deposits that can be developed through a larger and more diverse
array of options and practices. And such increased variety cannot be man-
aged from the centre for the country.

Despite very large recent projects like the Taymyr Peninsula (Norilsk
Nickel) and the Yamal Peninsula (Gazprom), the number of newly
explored smaller deposits is growing rapidly, and these projects are becom-
ing increasingly varied in size and character. If the average size of oil depos-
its explored in the 1980s in Western Siberia (the oil base of the country)
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was approximately 70-80 million tonnes of reserves (with Samotlor alone
larger than 3 billion tonnes), then the average size today is in the order
of 2-3 million tonnes.” There are several thousand deposits of this size
in Russia. The number of licences issued to date for the right to use sub-
soil material currently exceeds 3300. Given a longer-term increase in the
number of smaller deposits, the number of licences issued may eventually
exceed 10,000. Public administration of such a large quantum of proj-
ects—most of which are highly distinct among themselves—cannot be
done efficiently and effectively at the federal level alone. Bref, new mineral
realities will require Russia to urgently consider new frameworks for min-
eral governance.

WHAT’S TO BE DONE?

If the role of the minerals, raw materials and energy sectors in the econ-
omy of the Soviet Union was significant, then it is even more significant in
today’s Russian economy. However, the growing list of problems associ-
ated with the efficiency of resource exploration and use requires a change
in the system of administration as a matter of national priority, taking
into account modern processes in Russia and globally. Consider that from
the moment of the creation in 2008 of the independent legal institution
covering federal reserves and federally important areas, to this very day,
less than a dozen licences have been issued for the development of depos-
its containing gold, ore and diamond sites.

And yet the subsoil containing such minerals is characterised, as a rule,
by small reserves, partially developed in years past, and not of conspicuous
interest to large investors. When these plots are no longer deemed to be of
strategic importance, the procedures for their use will be significantly sim-
plified, and alluvial deposits will be developed by junior companies. This,
for all practical intents and purposes, in the context of a resource sphere
suffering from growing inefficiency, lack of investment and outdated tech-
nology, is the fundamental policy argument for increased flexibility and
shared responsibility between federal and regional levels of government in
respect of resource administration in Russia this century.

To create a modern system of administration for the development and
use of minerals, raw materials and energy resources in Russia, it is essential
to take into account the particularities and characteristics of exploration
of minerals, raw materials and energy resources in the country’s differ-
ent regions. Article 72 of the Constitution (on joint competence, or the
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“principle of two keys”) must be implemented and protected credibly,
moving the overall administrative system to a “centre of gravity” that bet-
ter reflects the relationships between the regulatory bodies and market
actors. (As discussed in Chap. 11, Russia’s civil society actors, including
the associations of mineral and energy producers, should play a far larger
role here in providing feedback and refinement or corrections to policy
and administration in the natural and energy space.) Finally, there must
be coherent and non-contradictory definitions of responsibility and sepa-
ration of powers among the various regulatory bodies at the federal and
regional levels.

To this end, the Ministry of Natural Resources and Environment
should not issue licences without taking into account the various tech-
nical issues pertinent to the energy sector, which is the proper respon-
sibility of the Ministry of Energy. Responsibility for natural and energy
resources management should be devolved appropriately to regional
bodies for all fields in the country, with the significant exception of
strategic fields. There should be implementation of license transfers
among real and potential users, and this should be reflected in subsoil
legislation. All regulatory schemes for unconventional resources and
hard-to-extract minerals should be simplified. Application of civil legis-
lation for subsoil access should be broadened. Taxation in the mineral
sector, as in energy, should be transformed, with particular emphasis
on expanded use of taxes on profits in lieu of gross income (given that
gross income taxation, in the absence of competition, leads to cost
escalation). And finally, resource-based tax revenues should be distrib-
uted far more effectively between the federal and regional levels (as was
done in the 1990s)—all for the basic purpose of better connecting pol-
icy outcomes in the natural and energy resources space to the general
socioeconomic development of resources-based areas of the country,
near and far.
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CHAPTER 20

Education

Tatiana Klyachko

FroM SOVIET TO PosST-SOVIET EDUCATION

In the final years of the USSR, the prevailing official and public view of
Soviet higher education was that it was the best in the world. In science,
in particular, the belief was that the Soviet preparation of scientific cadres
allowed the USSR to see itself as the leading scientific power on the planet
(see Chap. 25 on Science).

Russia’s modern educational reforms were born in the late Soviet
period. However, over the course of the past three post-Soviet decades,
many of these reforms were not taken to their anticipated conclusion or
otherwise underwent significant changes during their implementation. In
many cases, specific reform goals were declared, while in practice oth-
ers were achieved—sometimes directly contradicting the original goals.
This state of affairs resulted largely from the fact that in the development
of the reforms, the considerable diversity of interests among key stake-
holders—directors of regional and municipal educational administrations,
schools directors, university rectors, students and parents—was not prop-
erly considered.

The failures of Russia’s post-Soviet education reforms and their non-
acceptance by the population led to several reformulations of erstwhile or
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extant reforms, leading to the impression within Russian society and in the
Russian commentariat that there was no strategy whatever in the state’s
modernising efforts. Indeed, many of these reforms looked like reforms
for their own sake.

By contrast, the Soviet educational reforms of the 1980s were viewed
favourably by society. The only major problem that alarmed the peda-
gogical community at the time was the shrinking of budgetary funding for
education, which was not a state priority as the USSR approached disin-
tegration. Schools, as among the most massive of state institutions, were
first in line to feel the fiscal constriction.

To be sure, the uniformity and coherence of the Soviet school—founded
in the 1930s as a unified labour school—eroded over time. By the end
of the 1950s, language schools appeared—principally English-language
schools, but also German-, French- and even Spanish-language schools.
The 1960s saw the emergence of schools with specialised study of specific
subjects—physics-mathematics, chemistry-biology and also humanities—
including Moscow’s famous “Second School” for physics and mathematics
and the Kolmogorov mathematics internat in Novosibirsk and Moscow,
which took in talented children from across the country for study. Strong
schools with physics and mathematics orientations were also created in
Leningrad, Gorky, Sverdlovsk, Tomsk, Krasnoyarsk and many other cities.
In fact, Russia has, since the 1990s, tried, with limited success, to recreate
the Soviet prototype of special education. Of course, the Soviet specialised
schools and classes were not large or particularly representative. Moreover,
over the course of the 1984 reforms, the government attempted to reori-
ent the system towards the preparation of workers. In turn, the education
system quickly learned to imitate—that is, professional-technical institutes
with a mathematical focus began to appear.

The size and scope of the Soviet school network oblige, schools in the
USSR were constant targets of reforms. The 1984 reform—effectively the
last school reform of the Soviet period—attempted to provide training in
schools for working cadres in industry and construction, coinciding with
the dramatic fall in the popularity of the professions in the final years of
the USSR. But in 1986, in the context of perestroika, a team of research-
ers under the leadership of Stanislav Shatalin presented to the Politburo
of the Central Committee of the Communist Party a report on the state
of the social sphere—that is, education, health care and culture—in the
USSR. The report demonstrated that the Soviet system of mass education
had been in crisis for some time and was in serious need of reform, as the
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education of students was not meeting the demands of modern Soviet and
international life.

In 1988, the VNIK (“Temporary Scientific Research Collective”)
School was created under the leadership of Edward Dneprov. Dneprov
would become the first minister of education of Russia after the breakup
of the USSR. Among the VNIK’s organisational-economic reform ideas
were the introduction of normative individual funding (voucher funding),
de-governmentalisation of the education system—that is, development
of non-state (private) educational institutes—the use of co-payments by
parents for school education, the establishment of supplementary paid
educational services and also specialised education at the high school level.

Proposals for reform of the content or curricula of Russian educa-
tion included the de-ideologisation of education, increased diversity in
educational programmes and in the types of schools across the country,
individualisation of education, the establishment of national educational
standards and the transition to a 12-year pre-university education regime
(from the traditional 11 years). The majority of these reform vectors were
to some degree realised between 1992 and 2015 in the context of Russia’s
educational modernisation.

From 2012, normative individual funding was ushered in for all levels
of' education from kindergarten to university. The results to date have been
far from uniform. Parental co-payments for school education were not
implemented. As mentioned, by the late 1980s, the insufficiency of bud-
getary funding was already seriously felt in Soviet schools, and teachers’
salaries began to diverge materially from the average salaries in industry
(at the time the highest in the country). Over half the graduates of peda-
gogical institutes did not end up working in schools—a trend even more
pronounced in rural communities. In 1988, therefore, the VNIK School
proposed that parents make additional monthly payments, depending on
their material circumstances, of 5 to 20 rubles to schools for the teaching
of their children. This, according to VNIK experts, should have offset
the deficit in state funding of schools, including through increased pay
for teachers, and also by attracting an influx of young teachers into the
schools.

Of course, the Soviet Constitution required, as with the Russian
Constitution today, that school education be universally accessible and
free. And yet the trend of schools receiving non-budgetary resources
endured—all the more so because parents in many cases either paid
informally or otherwise directly purchased various small assets, including
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pencils, drawing albums and teaching supplies, for the schools themselves.
As a rule, fundraising was led by parents’ committees, with school admin-
istrations largely uninvolved. Still, the crucial problem of ever-decreasing
teachers’ wages (by the end of the 1980s, teachers earned some 70-120
rubles per month, as compared to 220 rubles on average in the national
cconomy)! was not addressed.

In 1989, a group of writers and members of the VNIK, under the lead-
ership of Yevgeny Saburov, published a brochure entitled “New Economic
Mechanisms for Schools”,? proposing, first, that the concept of “human
capital” be recognised, in policy terms, as Russia’s most important devel-
opment resource; and second, that there be a transition to normative
individual funding of schools as a mechanism to increase the quality of
education and restructure the national network of educational institutes.
The authors argued that strong schools would attract many more students
in order to receive supplementary budgetary funding and develop rapidly,
while weak schools would lose students and would therefore find their
funding reduced. For the first time, then, a new principle of budgetary
funding of schools emerged for the entire educational system: “the money
follows the student”.

At the same time, in Tomsk, the country’s first private schools were
established under the direction of the very innovative Tatiana Kovaleva—
even if private education never generalised across the country, and if, to
this day, private schools represent less than 1.7 per cent of all schools in
Russia.?

YELTSIN AND THE TURNING POINT

The first decree of Boris Yeltsin after his election as president of the Russian
Soviet Federative Socialist Republic (still within the Soviet fold) was on
education. The order declared that the average pay of Russian teachers
must be comparable to the average industrial salary in the country, and
that the average pay of the professorial teaching class in the postsecondary
sector must be at least twice the average in the industrial sector.

There was a return to this idea in post-Soviet Russia in 2012—to wit,
that the average salary of teachers and daycare workers should not be
lower than the average salary in the economy of any given region, and that
the average pay of the professoriate in postsecondary institutions should
be at least twice the average pay in the economy of any given region.
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The second major move of the Yeltsin government in respect of the
educational system was the adoption of the 1992 law on education. The
law enshrined the principle of normative per capita funding of schools as
well as the need to establish general educations standards (for curriculum,
pedagogy, etc.). It also allowed for schools to bring in additional revenues
through paid educational services on a cost-recovery basis. In practice,
of course, the normative per capita funding principle for schools, which
endures to this day, was not implemented until 2003.

While many of the legislative norms it introduced were not ultimately
realised, the 1992 law on education remains the most important and effec-
tive reformist act of the entire period of post-Soviet education in Russia.
The norms it articulated had a significant impact on the general develop-
mental directions of Russia’s educational system: the private educational
sector was viewed as equivalent to the state educational sector; the eco-
nomic independence of all levels of federal and municipal educational insti-
tutions was expanded; the accrual to educational institutions of resources
from various sources outside the state budget was legalised (allowing
many parts of the educational system to survive and even progress during
the transformational crisis of the 1990s); and various non-governmental
and also commercial organisations (private firms, including foreign ones,
foundations and other groups that were not strictly educational in nature)
were given the right to establish schools (a right since reversed).

However, the 1992 law also had multiple negative consequences. In
particular, the expanded right of various institutions to create schools was
used not infrequently to minimise and evade taxes via various corruption
schemes. Moreover, this became a legal mechanism for converting federal
or municipal property to private property. This “multi-institutionality” of
schools was therefore duly prohibited in 1995 (a prohibition in force to
this day), depriving educational institutions of the support of business and
blocking many developmental opportunities for these same educational
institutions—especially in the area of professional training. (There have
also, since then, been prohibitions created against the establishment of
educational institutions or schools by different levels of government
working jointly.)

Critically, the 1992 law failed to explain precisely what was understood
by normative per capita funding, which was variously interpreted as, first,
a standard of need, whose size must be such that it provides all the “ratio-
nal” needs (with “rational” ill-defined) of a given educational institution
(school, postsecondary institution, etc.) or, second, the prevailing norm—
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that is, the extant level of funding for educational institutions or, third, the
absolute minimum possible level of funding for an educational institution.
The second interpretation was largely rejected by the pedagogical com-
munity and the leaders of educational institutions, as it would have set in
law the inadequate funding levels for Russian education as a whole and
for each educational institution in particular. The third interpretation also
met with criticism, as it would have starved the educational system, for all
practical intents and purposes.

This, then, was the theoretical baggage with which the educational sys-
tem and the specialist and policy community approached the 1997 educa-
tional reforms—reforms that should have been part of a larger package of
institutional reforms that the government of “young reformers” was plan-
ning to implement. In 1997-98, the concept document on organisational
and economic reform of education—the basis of which was the principle of
normative per capita funding—was developed by the national government.
On top of normative per capita funding, the document also emphasised
organisational-economic mechanisms of education funding, efficiency in
budgetary spending, parental choice of schools and funding standards as
an instrument for assessing the quality of different schools (where “money
follows the student” and, in principle, the student enrols there where the
teaching is best).

And yet the concept was not realised in practice, in large part because
of the advent of the 1998 financial crisis, but also, critically, because there
were very few people in government able to precisely explain to teachers
and directors of schools, rectors of postsecondary institutions and indeed
the population at large exactly what the educational reform in question
was about. Bref, the “grassroots” level of the educational system and the
general public simply did not understand and therefore did not accept the
reform outlined in the concept document—all the more so because, by
1998, lay Russians looked askance not only at these specific reforms but
even at the word “reform”. In the event, the more abstract or philosophi-
cal aspects of the educational reforms interested parents and workers in
the educational system very little. They were exercised only by very practi-
cal questions, for which the concept had few answers: whether a gradu-
ate of a given school, who had studied well, could be admitted without
prejudice into a prestigious postsecondary institution; whether a student
in a given school would have strong foreign language skills; and which
supplementary classes a student could take in order to get ahead and
at what cost.
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For their part, professors and instructors were primarily interested in
the size of their salary, opportunities to improve their qualifications, sup-
plementary income they could earn for teaching additional courses, their
teaching load more generally and indeed broader career advancement
prospects in the educational system. Moreover, as the student population
in the country began to shrink for demographic reasons, teachers worried
about the extent to which their positions in the schools were secure—
especially in the context of the restructuring of the national scholastic
network (including the closing of many rural schools). No less impor-
tant for instructors was the preservation of social status, to which were
attached many material benefits like housing, free public transport (when
transporting students on excursions), free visits to museums and a pension
upon retirement.

With the change in government in Moscow, all social reforms were
marginalised. Financial crisis oblige, the state had no resources to advance
them. It seemed as if the modernisation of the Russian system of educa-
tion had been remove from the policy agenda altogether.

THE SEconD WORLD BANK EpUcATION LOAN

The first educational loan from the World Bank, in 1995, had a fairly nar-
row scope. It was given to postsecondary institutions for modernisation of
programmes in social and economic disciplines and had negligible public
resonance.

The second educational loan from the World Bank, in 2001, targeted
reform of the regional educational systems, capturing only schools and
institutions of vocational learning. At first, 3 regions were included—
Samara and Yaroslav oblasts, as well as the Republic of Chuvashia, with
Yaroslav ultimately replaced by Voronezh oblast. Yaroslav, nevertheless,
proceeded on its own to implement the educational reform programme
developed for it in the context of the original loan framework.

The following key measures comprised the reform of regional educa-
tional systems under the second World Bank loan: first, assuring the eco-
nomic independence of educational institutions; second, funding schools
on the basis of per capita standards (schools could independently allocate
funds received according to specific targeted expenditures); third, having
schools assume and organise their own accounting (as opposed to the
erstwhile regime of centralised bookkeeping); fourth, raising the qualifica-
tions of school administrators and accountants, directors and specialists in
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the administrative agencies of the educational system,; fifth, implementing
the rural “School Bus” programme (arguably the most successful of all the
measures, leading to many repaired and refurbished roads); sixth, enabling
schools to provide additional paid educational services (independently of
government budgets); and seventh, introducing financial transparency for
school activities, including independent audits of the economic activities
of schools.

For the system of vocational education, emphasis was placed on
increasing the qualifications of instructors and administrators, creating
resource centres equipped with new scholastic and laboratory equipment,
and establishing new training programmes for cadres, as well as income-
generating activities, given that many vocational institutions were able to
produce various services and goods (from food to cosmetic products and
services).

Two fundamental decisions were made by the Russian government in
the context of the second World Bank loan: first, to calculate the per capita
funding standard (accounting for teacher salaries and, inter alia, expendi-
tures on the maintenance of buildings and equipment, where the material
base of educational institutions in the regions was highly varied, meaning
that bringing all institutions up to a general standard was not possible);
and second, to introduce correction coefficients to account for the pres-
ence in the regions of small or rural schools, remedial schools and other
particularities of the educational system in a given Russian region.

TuE GREF PROGRAMME

In 2000, work began on the so-called Gref programme, or “Strategy 2010,
for the long-term socioeconomic development of the country. The pro-
gramme purported to develop an entirely new strategy for Russian educa-
tion, addressing all levels of the system. For general education, it proposed
to modernise school curricula, including the following: establishing fed-
eral educational standards; creating specialised high schools; supporting
innovative schools (using new pedagogical approaches and technologies);
introducing the unified state exam in order to bridge the gap between knowl-
edge requirements at high school graduation and university admission and
also to overcome corruption in higher education admissions; transitioning
to normative per capita funding of schools, providing resources based on
this formula directly to schools; restructuring or rationalising the school net-
work (by closing various smaller or uneconomical schools and consolidating
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student populations into larger, more economical schools); computerising
schools and incorporating all schools, especially rural schools, into internet
networks; setting conditions for legal, off-budget activities of schools, and
at the same time removing inflows of “grey” money (e.g. bribes, extortion);
raising the qualifications of school administrators and teachers; and, inter alia,
increasing the pay and social status of school teachers while modernising the
system of teacher education and training.

For its part, the 2000 “Strategy for Russia—Education” document
(part of the Gref programme) comprised the triad of access, quality and
effectiveness in education. The strategy proposed so-called governmen-
tal individual funding obligations (GIFO) based on the principle of nor-
mative per capita funding. These were funding norms for postsecondary
students, differentiated according to results obtained on the unified state
exam—that is, the higher the exam score, the higher the category of GIFO
funding received by a high school graduate for his or her postsecondary
studies. In 2005, the GIFO experiment, which was not supported by the
majority of postsecondary institutions, was ended.

The strategy was fully approved by the Russian government and
was part of the operational plan for 2000-01. Because of political half-
measures in Russian economic and social reform, implementation of much
of' what was proposed in the strategy began in the form of experiments and
pilot projects, which also served to emphasise the contested nature of the
content of the strategy. The focus of public attention was therefore not
education reform in toto, but rather the reform of discrete elements of
the educational system. As such, the unified state exam experiment, which
became a symbol for the entire national educational reform, commanded
disproportionate attention.

In 2009, the unified state exam became a mainstay of the Russian sys-
tem of education. Every graduate of the general school regime (compris-
ing 11 years of learning) must pass this exam, which includes exams on
mathematics, the Russian language and, among other subjects, Russian lit-
erature. However, there are, with a few exceptions, no university entrance
exams in Russia today, although students who pass the unified state exam
with high scores will be admitted to university on the strength of their
score.

There are, to be sure, ongoing debates in Russian society about the
necessity of such exams, with many teachers and public actors believing
that they conduce to coaching for subjects, rather than helping stu-
dents understand the fundamentals of different disciplines. Moreover,
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until 2014, when very strict measures were enacted by the Ministry of
Education and Science (specifically, the Federal Service for Supervision in
Education and Science), administration of the uniform exam was under-
mined by multiple corruption scandals.

In higher education, Russia entered the Bologna Process in 2003 and
prepared to transition to a two-level system of higher education (with
bachelor’s and master’s levels) from 2004. Systematic implementation of
this transition commenced in 2008. The number of bachelor’s students
grew consistently, while the number of students on the erstwhile regime
of 5 years fell. And with the adoption in 2012 of the federal law on
education, the classical “aspirantura” was integrated, strictly speaking,
into the system of higher education. Before then, it was treated, strictly
speaking, as part of post-university (post-graduate) education in Russia.

FEDERAL Law 83-FZ (2010)

On May 8, 2010, the federal law 83-FZ on amendments to certain leg-
islative acts of the Russian Federation in connection with the improve-
ment of the legal status of state (municipal) institutions was adopted. It
specified the legal status of state and municipal organisations and amended
several legislative acts. More specifically, it sought to advance and promote
the economic self-sufficiency of state budget-dependent educational insti-
tutions. The legal status of budgetary institutions was brought closer to
that of autonomous institutions (making the two institutional types, for
all intents and purposes, juridically indistinguishable), while the funding
of the budget-dependent institutions was to be provided by single-sum
annual subsidies. Thenceforth, these institutions would be largely indepen-
dent in their economic decision-making but otherwise responsible, in eco-
nomic and policy terms, for the consequences of these economic decisions.

In the national system of vocational training, the transition to a system
of normative expenditures per user commenced in 2012. And yet, to this
day, there is no definitive model for allocating normative expenditures,
given the extreme variety among professional education and vocational
training programmes and the regional specificities in delivering educa-
tional services—primarily in universities (which are federally regulated and
physically spread throughout the country).
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Of course, any presumption of service uniformity across Russia’s many
universities contradicts the process, begun in 2008, of creating “elite”
universities as a counterweight to ordinary universities. The government
created federal universities and then selected, on a competitive basis, the
so-called national research universities. Moreover, certain universities
were allowed to establish their own educational standards, which should
in principle exceed the educational standards set by the federal govern-
ment. All these universities are today funded according to higher norms.
In 2015, the Ministry of Education and Science added select regional
universities (chosen competitively) to this list, making them eligible for
supplementary funding. This list of universities is constantly upgraded,
and all the universities on the list receive additional budgetary funding,
which at core breaks the erstwhile approach to funding higher educational
institutions on the basis of state obligations to deliver state services (e.g.
teaching a given number of, say, bachelor’s and master’s students and also
fulfilling research requirements).

WHAT’S TO BE DONE?

From 2012, at the macro level, a state-led process was launched with the
goal of ensuring that no less than 5 Russian universities figured among the
100 leading international universities by 2020. More granularly, though,
in the immediate future, a key move must involve the transformation of
the system of funding for Russian universities. Funding of “elite” universi-
ties must be guided by far higher norms and standards, according to the
quality of teaching and education received by students. Moreover, the
teaching function of the professoriate must be properly separated in these
elite universities from the research function—that is, top teachers should
not necessarily be assessed based on research and publications in leading
journals.

Upstream, Russia must close the specialised programmes in high
schools, as they have plainly not succeeded, to this very day, in developing
to a respectable standard. As for the unified state exam, it must be further
improved, including through expansion of its subject-matter coverage from
the current 3 disciplinary areas (mathematics, Russian language and one
optional topic) to 7, 8 or even 9 areas (with possible additional emphases
on foreign languages and history).
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CHAPTER 21

Health Care

Sergey Shishkin

THE HEALTH OF TODAY’S RUSSIANS

Russian health care policy turns on a number of significant tensions
between three vectors—all evolving at different speeds: first, the extent
and nature of substantive state health care guarantees for Russian citizens;
second, the extent or size of state versus non-state funding of health care;
and, third, organisational challenges in the national health care system,
including due to the advent of new health care technologies. Russia’s
ability (or inability) to negotiate these tensions will determine the future
health of the country’s population. Moreover, the country’s ability to rec-
oncile the considerable and growing informality of its health care poli-
cies and practices with formal requirements and norms will determine the
degree of public trust in the national health care system.

What is the state of the health of the Russian population? Mortality,
which was especially high in the 1990s, began to drop from 2006—a trend
that continued through to the end of 2016. During this period, the mor-
tality rate fell from 16.1 to 12.8 per 1000 (a 22 per cent reduction), even if
it remains very high today by comparison with European Union countries
(see Fig. 21.1). Working-age Russian men have a particularly high mortal-
ity rate—that is, the probability of Russian men between 15 and 60 years of
age dying in 2015 was, at 325 per 1000, almost twice the world average.!
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Fig. 21.1 Crude death rate, all causes and ages, 1985-2014 (per 100,000 people)
(Source: European Health for All Database, Rosstat data)

Average life expectancy at birth for Russians fell to 64.5 years in 1995—a
50-year low. It increased by 7 years in 2015, reaching 71.4 years (76.7 for
women and 65.9 for men).? Yet it remains 9 years lower than in the EU.?
It comes as no surprise, then, that less than half of adult Russian citizens
assess their health as very good (44.8 per cent in 2017),* while the average
among EU citizens is over two-thirds (66.9 per cent in 2011).°

StAaTE HEALTH CARE (GUARANTEES

In the Soviet period, all health care provided in state medical facilities was
free for the population. Of course, informal payments by patients to medi-
cal workers were not uncommon, but these were ad hoc rather than uni-
versal. Immediately following the breakup of the USSR, the substance or
content of health care guarantees for Russians changed little. Guarantees
developed along the logic of greater precision in the size or expanse of
health care and the means of delivering care, all the while preserving, in
law and as a principle of public policy, the right of all citizens to free care
for practically all descriptions of illness.

Of course, the Russian Civil Code, enacted in 1994, allowed public
institutions to engage in income-generating activities. This set the stage for
a break with Soviet policy on health care guarantees. In 1996, the federal
government issued an act regulating the provision of paid medical services
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to the population by public health care institutions—a move necessitated
by the reductions in state health care funding during the transformational
crisis of the 1990s.

Having emerged from the crisis, the government was faced with the
task of calculating the appropriate (“rational”) size of state health care
funding. A programme of state guarantees of free health care provision for
citizens was therefore developed and adopted in 1998. This programme
is updated annually and includes a general list of illnesses for which free
health care is provided. The list of health care that is 7ot covered is fairly
small: pharmaceuticals for outpatients (with some exceptions), cosmetic
surgery, homeopathic or alternative therapies offered by practitioners with
no medical qualifications, adult dental services (except for military veter-
ans and other special groups; children are covered) and medical prosthe-
ses, including dentures (except for veterans and other special groups).

The programme also contains indicators for the normative size of health
care that should be provided through state resources (measured by the
number of doctor visits, the number of emergency calls and the number of
days in hospital). And yet there remains, to this very day, some uncertainty
in the public about which diagnoses and which treatments are captured by
the state guarantees.

The 2011 federal law on the fundamentals of health protection for citi-
zens of the Russian Federation introduced a new instrument to substanti-
ate state funding requirements—to wit, standards of health care provision
for various illnesses. These standards detail medical services and the fre-
quency of their use, drugs and dosages, as well as the medical products
that must be given to patients in treating specific illnesses. Since 2012, the
Ministry of Health has approved 806 such standards.

Of course, the true economic capacity of the Russian state to meet
these standards was not fully appreciated when they were developed, even
if the content of the standards reflected the ambitions of policy-makers to
press for significant increases in state health care funding. Ultimately, these
ambitions proved to be too optimistic—that is, the size of the expendi-
tures required to meet the standards exceeded the total volume of state
health care funding. In other words, there were insufficient public funds
to meet articulated state guarantees.

The government also tried to distinguish those conditions that would
receive free health care from those that would not by specifying the rules
for the provision of paid medical services. As such, medical organisations
funded by the state are allowed to provide paid medical services at the
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request of the customer (patient), on conditions other than those stipu-
lated by the programme of state guarantees for free health care provision.
To be sure, the ongoing imprecision in respect of state guarantees means
that there remains no single-meaning or single-understanding differentia-
tion between free and paid health care.

Hrarta CARe FUNDING

The size of health care funding by the Russian state in the 1990s fell more
than 1.5 times in real terms. Between 2000 and 2012—years of high oil
prices and economic growth—it grew 2.3 times. From 2013, as the rate of
economic growth fell, fiscal priorities changed once again. Expenditures
on health care in 2015 fell in real terms by 3.5 per cent, as compared to
2012 levels.

In 2014, the proportion of state expenditures on health care was 3.7
per cent of GDP—slightly higher than the 3.4 per cent average for upper
middle-income countries.® As mentioned, Russian state guarantees of free
health care provision remain very broad in terms of the capture of both
the population and types of health care.” Indeed, these guarantees are
prima facie comparable with those of EU countries, even if the level of
health care funding in EU countries is significantly higher (7.2 per cent
of GDP in 2014).8 Of course, the size of state funding guarantecs for
free health care manifestly does not correspond to the health care needs
of Russian citizens in practice, which explains the displacement of free
health treatment by the personal (private) resources of patients (primar-
ily in the form of out-of-pocket payments for medical services) or those
of their employers (principally in the form of voluntary employee health
insurance). Indeed, private health care funding currently represents about
a third of total Russian health funding,’ while in EU countries this propor-
tion does not on, on average, exceed a quarter.'”

According to the Russia Longitudinal Monitoring Survey (RLMS), the
percentage of Russian patients paying for outpatient care was 4.5 per cent
in 1994, reaching 9 per centin 2001 and 13.4 per centin 2015. Of course,
special attention should be paid to statistics on patients who pay for treat-
ment at the time of their sojourn in hospital. According to Russian state
health care guarantees, medicine given to patients in hospital should be
provided free of charge. However, in the 1990s, as a result of insufficient
state funding, many patients were forced to pay for medicine from their
own pockets—52.8 per cent of patients in 2001, falling to 19.7 per cent
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in 2015 due improved public funding of health care. Morcover, roughly
a sixth of those who paid for outpatient care in 2015, and roughly two-
thirds of those who paid for hospital treatment, did so informally. In 2011,
according to my estimates, the general magnitude of informal payments
by the population for health care was approximately 30 per cent of the
overall legal (formal) payments for medical services.

The most significant change in the health care system in the post-Soviet
period concerned the sources and mechanisms of health care funding. In
1993, mandatory health insurance was introduced. It ushered in a supple-
mentary source of resources for health care funding—to wit, employer
insurance contributions to the mandatory health insurance of employ-
ces.!! Medical institutions began receiving resources not on the erstwhile
basis of budget-line expenditures but through payments from mandatory
health insurers for health care services provided. Still, today’s system of
health care funding remains mixed: in 2015, for instance, mandatory
health insurance represented some 54 per cent of public resources going
to health care, while 46 per cent came from traditional state budgetary
funding.

To be sure, liberal economic ideas about efficient, competitive models
of health insurance, underpinned by the participation of multiple private
insurers, had considerable influence on Russia’s mandatory health insur-
ance system.!'?> However, the inclusion of scores of private insurance organ-
isations in the mandatory health insurance system did not automatically
lead to competition among them in the interests of the insured. Instead,
health insurance companies were assigned the role of passive intermedi-
aries in the transfer of financial resources from region-level mandatory
health insurance funds to frontline health care providers.

Bref, the practical influence of insurers on the allocative efficiency of
mandatory health insurance resources and on the efficiency of health care
provision more generally turned out to be minimal.'® Insurers, carrying
no financial risks, were fully content with their situation. Indeed, with the
passage of time, it is clear that this mandatory health insurance system, as
it was developed, was above all consistent with the interests of rent-seek-
ing civil servants, the directors of mandatory medical insurance funds, and
also the owners of health insurance organisations, rather than the patients
themselves.

The most serious flaw in the mandatory health insurance system was
the absence of precise regulation of the size of insurance contributions for
the non-working population, which regional authorities are obligated to
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pay. In practice, regional authorities had significant autonomy to deter-
mine the size of these contributions, to authorise (or not) health insurance
companies to operate in a given region and, more generally, to regulate
their operations.'* As a result, there were insufficient resources in the sys-
tem to fund health care for insured citizens, and the mandatory health
insurance system became highly varied across the regions of the country.'®

For their part, several “advanced” regional authorities—including the
Kaliningrad, Kaluga, Kemerovo, Samara and Tver oblasts, as well as Perm
krai—began to reform certain elements of the health care funding system
principally through the development of sophisticated methods of plan-
ning for regional health care service pressures and payment methods to
health care providers—for instance, the funding of inpatient care, by sev-
eral regions, through polyclinics.

In 2010, the new federal law on mandatory health insurance changed
the design of Russia’s mandatory health insurance system. To this day,
Russia’s regions have specific financial obligations in respect of insurance
contributions for the non-working population—obligations that come
with strict financial sanctions in the event of failure to provide the required
amount. All the mandatory health insurance contributions are centralised
in a federal fund that distributes resources among the regions on a per
capita basis, differentiated according to the age and gender structure of
the population.

Despite demands from Russia’s doctors to take insurance organisations
out of the country’s mandatory medical insurance system, the signifi-
cant role played by insurance companies in this system has changed little,
although the number of organisations fell to 57 in 2016.16 Many of the small
insurance companies turned out to be unprofitable, and the overall market
was gradually captured by large companies, with state policy generally sup-
portive of this trend towards an oligopolistic insurance market. Twice, in
2010 and 2016, the largest insurance companies in the land lobbied for an
increase in the minimal capital requirements required by law for insurance
companies to be able to participate in the health insurance system.

The changes over the last 3 decades in the funding mechanisms for
health care have not led to the formation of sufficient motivation among
the key players in the system (health administration agencies and minis-
tries, mandatory health insurance foundations, insurance companies and
state medical institutions) to increase allocative and technical efficiency.
Changes in health worker wages have not raised the quality of health care
provision. Instead, for some of the medical workers, a more significant
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motivating factor for providing quality health care, updating their creden-
tials or mastering new medical technologies is the income earned from the
provision of paid medical services as well as rents obtained from under-
the-table payments. Of course, this species of motivation among doctors
increases the risk of non-provision of necessary health care for patients
who do not pay (or can ill-afford to pay) for treatment. Still, unless there
is extortive behaviour by physicians, directors of medical institutions do
not typically punish doctors for accepting such informal payments from
patients. Indeed, it is far more likely that there is, in practice, a splitting or
sharing of such informal payments or rents between doctors and directors.

In 2012, to strengthen the motivation among workers of state institu-
tions in the social sphere, the federal government took the unprecedented
step of planning to increase salaries over the next 5 years. If the average
salary of doctors in 2012 was 125 per cent of the average salary in the
broader Russian economy, then it would, on this plan, grow to 200 per
cent by 2018—an increase that would be accompanied by new pay-for-
performance remuneration. Of course, shortly after the approval of this
programme, the macroeconomic situation in the country changed dra-
matically—and with it, the fiscal policy of the federal government. In real
terms, then, public funding levels for health care were frozen. And in this
context, in order to find resources to increase the salaries of medical per-
sonnel, the number of physicians was cut by 1 per cent between 2013 and
2015, nursing staff by 3 per cent and medical assistants by 13 per cent. The
quantum of hospital beds in the country was also cut by 4.5 per cent in
2013-14.17 These cuts introduced serious new risks, including the paradox
of rising pay for medical professionals coming at the cost of diminished
access to (free) health care, if not diminished quality in the care provided.

CHANGES IN THE ORGANISATION OF HEALTH CARE

The largest change in the organisation of health care in post-Soviet Russia
has been the closure of many small outpatient care units and hospitals,
especially in rural Russia. Between 1991 and 2014, the number of hospi-
tals fell by a factor of 2.3 (in rural Russia, by a factor of more than 5), the
number of beds by a factor of 1.6 and the number of outpatient facilities
by a factor of 1.3.3¥ These cuts have, to be sure, decreased access to health
care facilities for rural Russians, even if this has been partly compensated
by increased access to modern specialised care through multiple inter-
district medical centres and the expansion of outpatient care.
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Another major change has been the emergence of a substantial pri-
vate sector footprint in the Russian health care space. In 2014 (the most
recent year for which data are available), private outpatient clinics rep-
resented 22.5 per cent of all clinics in the country, even if their capacity
(by estimated number of visits) was much smaller—that is, private clinics
accounted for only 6.3 per cent of the overall capacity of all outpatient
care institutions. Moreover, the proportion of private hospitals and the
number of private beds remains, to this day, small overall—respectively, at
2.9 per cent and 0.9 per cent.

We should also note the considerable expansion of choice for patients
in terms of medical organisations and doctors, which is primarily due to
the development of paid medical services and private sector participation
in the health care space. While this expanded choice is still plagued by
barriers created by regional and local authorities and has created some
perverse incentives and distortions in terms of patient referrals by doctors
and medical organisations, the regime contrasts sharply with the erstwhile
Soviet system, where a strict algorithm for patient referrals was followed,
with patients having negligible choice of doctor and medical organisation.

And yet the main problem of health care policy in present-day Russia,
inherited from the Soviet idiom of health care, is the enduring primacy of
inpatient care at the expense of discase prevention and primary care.!® In
addition, Russian health care diverges significantly from that of the coun-
tries of the developed market economies in its inferior use of new medi-
cines and new medical and information technology. Now, in the context of
broad and imprecisely articulated guarantees of free health care, patients
are disposed to develop expectations to the effect that the state ought to
guarantee free access to modern or cutting-edge treatment methods. Of
course, the high cost of new medical technologies requires that there be
extremely precise selection of the most effective technologies, as well as
co-financing by the state and patients of new-technology-intensive medi-
cal services. In the meantime, the policy on funding guarantees neither
emphasises such technologies nor assures co-financing in order to expand
access to them. Patients must therefore lobby hard to advance their right
to free care or otherwise seek to obtain such care as a paid service.

GREY ZONES IN RussiaN HEALTH CARE

Russian health care, as with many other Russian policy spheres, is char-
acterised by the fact that formal institutions of organisation and funding
are supplemented by very developed and sophisticated informal velations
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among its actors, including relations that involve the extraction of “shadow”
or “grey” rents. For instance, the practice of raising prices on medical
equipment, medicines and other goods provided to state institutions (as
compared with prices on the same goods for private clinics), in order that
the price differential be kicked back to civil servants and directors of medi-
cal institutions, is not uncommon. A not-insignificant proportion of health
care civil servants and hospital directors have their own health care-related
businesses (pharmacies, suppliers of expendable materials and, inter alia,
food suppliers for patients). We may also safely presume that some civil
servants use their official positions to provide stable revenue flows to firms
they control. Moreover, the informal relations between directors of man-
datory medical insurance funds and managers of large medical insurance
organisations are well established.

As a general rule, to date, all Russian health care policy involving change
to formal institutions, including those with declared goals for increased
access, quality of care and efficiency of resource use, has not materially
affected the deeply embedded and culturally codified system of informal
relations in the national health care space. In Russia, as in other post-Soviet
countries, doctors may on occasion even block new initiatives or innova-
tions that could improve health care, but could otherwise threaten the rent-
seeking behaviour and practices of these same doctors. Bref, there remains
a system-wide implicit preference for the status quo among those who earn
“grey” rents within the system. And this deep system-wide preference is
generally able to withstand—or, more precisely, absorb and integrate—
even strong pressure from the authorities for formal systemic changes.

This informality provides the foundational backdrop against which
Russia’s health care policies must address the aforementioned tensions
between health care guarantees, health care funding and the broader
organisation or architecture of the health care system—all with the mani-
fest goal of closing the gap in mortality and morbidity levels with leading
European countries.

WHAT’S TO BE DONE?

The key developmental vector for Russian health care in terms of reducing
morbidity and mortality is, as mentioned, disease prevention and enforce-
ment of primary care. Massive investments should be made, in the imme-
diate future, in human capital and equipment for primary care units. The
old Soviet form of primary care providers (catchment therapists) should
be replaced by proper general practitioners.
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Improving primary care would reduce the need for other, more expen-
sive types of care (e.g. inpatient or emergency care) and would set the
stage for structural changes in health care provision that would lead to
more efficient allocation of resources in the delivery system.

Of course, increased competition among health care providers is
another critical tool for increasing the efficiency of health care provision
in the country. The establishment of competitive procedures for distribut-
ing contracts among medical organisations for the provision of medical
services, proper funding from mandatory health insurance resources and
the removal of major barriers to participation by non-governmental clinics
in mandatory health insurance would together create conditions over time
for efficient reallocation of resources and arguably the strongest possible
incentives for health care providers to improve the quality of service.

For its part, the policy on state health care guarantees must be made
far more precise in terms of the specific package of benefits on oftfer to
citizens, all the while ensuring that the specific health care services that
citizens expect to receive free of charge are underwritten properly by the
public funding in place. Specification of the benefits package may proceed
according to normative standards of care for different diseases. However, a
policy of review of these standards and development of more economically
realistic variants is necessary in the coming years in order to mitigate the
collision between the guarantees of free care and the accelerating emer-
gence of paid medicine in Russia.

The policy on state guarantees of health care provision should also
evolve to better incorporate new treatments into the benefits package for
citizens. The various types of care, based on new medical technologies
that have not been made widely available in Russia, should be provided
to citizens on the basis of co-payment between state and patients (with
the proviso of additional state support for the most impecunious parts of
the population). Indeed, the rising cost of new medical technologies will
require a combination of features from the state mandatory health insur-
ance funds and the market for voluntary health insurance. And the use of
market regulation together with public funding will be the most effective
and fair way to ensure rapid, mass adoption of new medical technologies.

Finally, in order to reduce the grey zones in Russian health care, there
is a need to radically increase the transparency of public administration,
starting with transparent decision-making in respect of state procure-
ment and the distribution of resources. The state must introduce precise
requirements for informing Russian society about the criteria by which the
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activities included in programmes of health care development are selected,
as well as about public funding and the results (failures and achievements
alike) of the activities and work of medical organisations. Such moves
would, over time, lead to a substantial decrease in corruption and public
resource waste in the health care sphere.
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CHAPTER 22

Food and Agriculture

Svetlana Barsukova

RussiAN AGRICULTURE AS CArTIVE TO HigH PoLrtics

Agriculture policy has, since the fall of the Soviet Union, arguably never
been as important in Russian life as it is today. Having taken the path of
import substitution in 2014, Russia now faces the very complex challenge
of providing food products for its population through predominantly
national production. And yet the Russian agricultural sector is, notori-
ously, an extremely inertial part of the national economy. Successes in this
sector have resulted only from gradual efforts accumulating over time.
And still the fundamental problem of Russian agricultural policy remains,
in the early twenty-first century as in many periods past, its inconsistency
and excessive dependence on and exposure to high politics, as driven by
geopolitical collisions and transformations in Russia’s internal develop-
ment model.

S. Barsukova (<)
Laboratory for Studies in Economic Sociology, Higher School of Economics,
Moscow
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AGRICULTURAL REFORMS IN THE 1990s: INCOMPLETE
PRIVATISATION OF LAND AND ATTEMPTS TO DEVELOP
FARMING

Agricultural policy in the Soviet period was somewhat absurd from an
economic standpoint: the centre allocated resources independently of the
results or efficacy of operations, the losses of state and collective farms
were regularly written off, and centralised withdrawal of agricultural prod-
uct destroyed incentives for development and efficiency. As an obvious
consequence, the agricultural sector in the USSR had low efficiency and
exceedingly low labour productivity.

The sharp change in overall national political direction in the 1980s,
beginning with Gorbachev’s perestroika and actively reinforced by the
Yeltsin government, heralded the end of Soviet agricultural policy. The
liberal project begun in the 1990s demanded the introduction of market
principles in agriculture. To this end, the privatisation of agricultural lands
and the creation of farm ownership were the most important elements
of the development of capitalist agriculture. However, such privatisation
revealed not only the decisiveness but also the naiveté of Russia’s reform-
ers in respect of market capitalism.

Privatisation of lands was seen as a necessary element of the reforms,
despite the fact that some international experience—starting in Europe—
testified to the legitimate possibility of developing advanced market agri-
culture in the absence of private ownership of land. Of course, the Russian
privatisation of lands led to multiple problems that remain unresolved to
this day. At the end of 1991, President Yeltsin set about rapidly dividing
lands—an “emergency privatisation”, as it were—among former collective
farmers. Because surveying and registering millions of new tracts of land
was technically impossible, it was decided that a share certificate system
should be introduced, under which land shares, in the form of special
certificates, would be issued to erstwhile members of collective and state
farms. Granting “land certificates” rather than the land itself—where the
certificates allowed for holders to buy, sell, exchange and perform other
transactions on the underlying land—meant that this was, for all practical
intents and purposes, a regime of “semi-privatisation”. At the time of this
writing, some 9 million land shares, representing about 90 million hect-
ares, have not been converted into real plots of land—that is, they remain,
in legal terms, in so-called shared ownership, leading to considerable con-
fusion in land use across the country.
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Table 22.1 Agricultural production in Russia (1990-2014)

1990 2000 2010 2014

Structure of agricultural production, %

Agricultural companies 73.7 452 44.5 495
Household plots 26.3 51.6 48.3 40.5
Farmers n/a 3.2 7.2 10.0
Principal agricultural products

Meat production: livestock and 10,111.6 4445.8 7166.8 9070.3
poultry (thousands of tonnes)

Milk production (thousands of 55,7153  32,259.0 31,847.3  30,790.9
tonnes)

Grain production (millions of 116.7 65.5 61.0 105.3
tonnes)

Source: Rosstat (2015) (http://www.gks.ru/free_doc/doc_2015 /selhoz15.pdf), pp. 52, 80, 97

To be sure, the overwhelming majority of former collective farmers
from the Soviet period did not wish to become market-based farmers in
post-Soviet Russia—for reasons of fear and risk, but also to avoid paying
taxes. They simply wished to remain hired labourers in collective farms,
working on orders and earning wages. However, through massive state
propaganda and forced abolition of collective and state farms, post-Soviet
Russian farming began to gain momentum. And yet it quickly became evi-
dent that the country’s new farmers were unable to maintain the volume
of production that the collective and state farms were able to assure in
the past. Farmers went bankrupt en masse or were forced to work strictly
for family subsistence in lieu of selling their products on the market. A
catastrophic drop in national agricultural output ensued: in 2000, national
output, at constant prices, was 62.8 per cent of the 1990 level (Table 22.1).

The regression in agricultural production during this period was com-
pensated by food imports that were eftectively untouched by quotas or
duties. In the 1990s, Russia became the leading importer of American
meat: in 1997, Russian food imports reached US$13.3 billion—over 8
times the food exports from Russia (US$1.6 billion).

Bref, the agricultural reforms of the 1990s had tragic consequences for
Russian agriculture, betraying a form of “reverse Bolshevism”, as it were,
marked by an obsession with ideas (in the event, the lofty ideas of the post-
Soviet liberal project) at the expense of common sense and pragmatism.
The irony of fate is that the fight with socialism continued the Soviet logic
of subordinating the economy to the political project.
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AGRICULTURAL Poricy IN THE 2000s: RETURN
OF THE STATE

Disappointment with the results of the “self-organising” market, grow-
ing national dependence on food imports and the manifest degradation
of Russian agriculture in toto led to a strengthening of state regulation
in the 2000s. The policy posture of President Putin—supported by a
population exhausted by the convulsions of the 1990s—consisted in a
gradual strengthening of the role of the state in the economy as a means
of “bringing order” back to the country. Tariff rate quotas were intro-
duced on food imports, and the national priority project “Development
of the Agro-Industrial Complex” was announced in 2006-07. The state’s
agricultural policy framework in the 2000s progressed according to two
vectors: first, support of agriculture brought the state political dividends,
demonstrating its “popular character” and signalling a return to Russia’s
roots through the spirit of national conservative values; second, the col-
lapse of the ruble in the 1998 default made food imports expensive—and
very rapidly so—creating incentives for investment into national agricul-
ture. As a consequence, the activism of the agricultural lobby grew, as it
advocated for protection of the food market from imports.

Still, the state continued, inertially, to implement the liberal project in
fragments—particularly through the fight for membership in the World
Trade Organization (see Chap. 15 on International Economic Policy).
The long campaign for membership saw opposition between two forces—
on the one hand, the agricultural lobby, which advocated for protectionist
measures and was supported by the Ministry of Agriculture, and, on the
other, the liberally oriented Ministry of Economic Development and also
Ministry of Finance. The first group called for patriotism and national self-
sufficiency in food, while the second invoked the post-Soviet concepts of
free markets and the international division of labour.

The victory of the agricultural lobby manifested itself in the establish-
ment of tariff quotas on the import of a number of foodstufts. For the first
time in post-Soviet Russia, in 2003, tarift quotas on meat imports were
introduced as a counterweight to the prior “open door” import policy.
Meat imports were organised according to the “country principle”, which
set strict import volumes among specific source countries. Of course,
Russian firms fought to remove the “country” element of the quotas in
order to buy from where it was cheapest. However, “political necessity”
ruled the day: the government maintained the “country” schedule of quo-
tas, stressing that the distribution of quotas among countries was critical
to Russia’s political relations with other states.
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The national priority project “Development of the Agro-Industrial
Complex” focused on livestock. Besides its economic importance, the
project had clear political content. An upcoming State Duma election and
change in the presidency (the return of Putin was being prepared) dictated
a strategy of “covering your bases”—that is, improving the country’s least
developed policy spheres, with due respect to the mood of the electorate.
Agriculture played a special role in this regard.

The federal budget allocated some 35 billion rubles for the implemen-
tation of the “Development of the Agro-Industrial Complex” national
project (with the 35 billion eventually, through sectoral lobbying, rising
to 47 billion rubles for 2006-07). The project had a market character—
that is, its parameters did not envision non-repayable loans. The principal
instrument for supporting agriculture was to be subsidised credit, mean-
ing that companies, farmers or household plots could take credit from
any commercial bank and then receive partial refunds from the state for
interest paid to the bank. Farmers and household plots could use sub-
sidised credits for any product specialisation. For their part, agricultural
companies would receive the same credit only for purposes of building
and modernising cattle-breeding complexes (given the significant drop in
cattle in the post-Soviet period).

The economic case for state support of household plots was highly
questionable. Bref; the approach was manifestly more social than purely
economic in its aims. As such, liberal-minded economists actively opposed
support for household plots, believing it necessary to concentrate on
advanced forms of ownership, rather than spreading assistance too
thinly. However, the country’s internal politics increasingly turned to the
national conservative brief, which clearly included paternalism vis-a-vis the
population.

Livestock support, too, was symptomatic of the policy subordination of
purely economic considerations. The contemporary alternative to livestock
support would have been support for Russian crop production, which was
enjoying the country’s most promising exports, including corn, soybeans
and oil crops. Russia had entered the world grain market in 2002, ramping
up its presence year over year. Grain exporters therefore hoped to become
favourites of state agricultural policy on the strength of their indisputable
achievements. Still, the industry as such was neglected in the aforemen-
tioned national project. Instead, the livestock lobby was the clear winner,
having argued that the country’s dependence on imports was an “unac-
ceptable state of affairs”.
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The national project sealed the victory of a bureaucracy that started
patronising the market, consistent with the general vector of Russian
transformations. Large subsidised credits were given only with the sup-
port of regional governments, according to regional political interests. In
the event of insufficient financial pledges, regional governments acted as
guarantors before the banks. Other borrowers, when not supported by
regional governments, could get credit from the banks in general terms—
that is, without a subsidised interest rate. Bref, proximity to power became
a fundamental factor in determining the economic prospects of agricul-
tural sectors and players.

The website of the Ministry of Agriculture included weekly ratings of
each region according to its success in implementing the national project.
The completion of the project was followed by triumphant reports: all the
deliverable targets were fulfilled, and the majority were overdelivered. The
“paper” targets that were exceeded included the number of cooperatives
created, which after the completion of the national project were success-
fully forgotten. And yet in all the grotesque complexity of post-Soviet
accountabilities, the “Development of the Agro-Industrial Complex”
national project had profound significance. Business began to think seri-
ously that agriculture could become a profitable sector. Between 2005
and 2010, investments in agricultural production capacity grew almost
threefold, from 79 to 202 billion rubles.! During this period, livestock and
poultry production grew from 5.0 to 7.2 billion tonnes.

Having said this, the fall in livestock production after the breakup of the
USSR was of such force that the 1990 level (10.1 billion tonnes) has not
been reached to this very day.? Indeed, not believing that state support for
livestock was serious and long term in nature, business investments in this
sector were made strictly on a short-term basis, privileging quick-return
projects. Investors were exercised exclusively by “fast payback” meat—to
wit, poultry and pork, where turnover was favoured by the political winds.
Beef production, on this logic, was approached with extreme caution.

PARTICULARITIES IN RUSSIAN FOOD SECURITY

The partial successes of the agricultural economy and the growing
national conservative disposition of the state and also Russian society laid
the groundwork for the signature in 2010 by President Medvedev of the
doctrine on food security.
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What is the Russian understanding of food security? The liberal inter-
pretation dates back to the resolutions of the Food and Agriculture
Organisation and the international tradition that associates security with
the availability of food for the Russian population in the quality and quan-
tity necessary for an active and healthy life. In Russia, this interpretation
emphasises the accessibility of specific foods or food imports, corresponding
to the interests of importers and also local officials who may be frightened
by the prospect of “hunger riots”. Experts in international organisations
advising the Russian government have long supported this interpretation.

A protectionist interpretation, on the other hand, associates food secu-
rity with food self-sufficiency for the country—a policy vision coinciding
with the interest of national food producers in their calls for increased
government support to defend the domestic food market against imports.

In his first term in power, President Putin leaned towards the liberal sce-
nario of national development as well as food security, albeit with an impe-
rial tinge. (The theme of food security was a major one for the communist
opposition at the time.) However, as the situation in the agro-industrial
complex improved with the general rise in the patriotism of the Russian
population, attention to the food market began to pay political dividends
for the ruling elite. This was the essential context in which the doctrine
on food security was adopted by presidential decree in January 2010. The
doctrine had less practical import than symbolic importance. For the first
time, there was a policy articulation at the highest levels to the effect that
the import of basic food products threatened the national security of the
country. Russia suddenly deviated from the global discourse, tying food
security to independence from imports and stressing the path of national
self-provision in basic food products. According to the doctrine, by 2020,
the percentage of national, Russian-produced food in the internal market
should be as follows: grain (95 per cent); sugar (80 per cent); vegetable oil
(80 per cent); meat and meat products (85 per cent); milk and dairy prod-
ucts (90 per cent); fish products (80 per cent); potatoes (95 per cent); and
table salt (85 per cent). The doctrine also addressed the quality of food
in Russia and its physical and economic accessibility by the population.
Nevertheless, the real consequences of the new agricultural policy were
national delivery targets for national self-sufficiency in food.

As reducing food imports through price competition proved problem-
atic, restrictions on imports were implemented through non-transparent
measures. A propaganda campaign about national food products being
ecologically clean, as distinct from “dirty” imports, was launched to
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coincide with a general rise in nationalist moods in the country. (As a cul-
tural point, Russians will sooner believe that domestic meat is better than
imported meat than in the comparative advantages of, say, Russian cars or
computers.) Market protection mechanisms were introduced in response
to grievances from various government departments about the quality of
imported products. A clear example of such a mechanism was the prohi-
bition on American chicken from January 1, 2010—formally justified as
a ban on chlorinated meat (which, incidentally, was common for Soviet
poultry). Through the “Development of the Agro-Industrial Complex”
national project, the power of the Russian poultry sector rose dramati-
cally, while cheap US chicken became a nuisance. Russia maintained the
restriction for 8 months until the Americans, having exhausted all avenues
of pressure, agreed to stop using chlorine.

Attempts to protect the country from low-quality imports from any
given country intensified in direct proportion to political tensions with
that exporter country. For instance, sharp statements by Polish politicians
against Russia led to a freeze on a number of imports from Poland for
putatively sanitary-epidemiological reasons. And, notoriously, a 2009 dis-
agreement with Alexander Lukashenko led to the “milk war”, in which
hundreds of milk products from Belarus were banned in Russia.

Against this background, ordinary Russians and businesses alike,
together with the agricultural lobby, believed—wrongly, as it turned out—
that the question of Russian membership in the WTO had been removed
from the national policy agenda—a belief bolstered by President Putin’s
assessment that the weak integration of Russia into the global economy
was a key reason for the country having being spared the worst effects of
the global financial crisis of 2008-09. Said Putin, in February 2009, to
Jose Manuel Barroso, then President of the European Commission: “We
tried [...] to join the WTO [...]. Fortunately, you did not allow us in”.

Russia Joins THE WTO: THE REACTION OF THE FARMERS

In 2012, the Kremlin’s policy pendulum swung once more to the liberal
side. The upper echelons of Russian power pressed ahead with the nego-
tiations on the country’s entry into the WTO. Of course, the most ardent
opponents of this move were the representatives of the agricultural sec-
tor, who argued that the obligations that Russia undertook in joining the
WTO threatened the country’s food security.
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The resistance mounted by Russian agribusiness was serious. Their
lobby saw a clear threat in the future reduction of import duties, the
reduction of state support for agricultural producers and the severe limits
that would be imposed on the government’s ability to use domestic phy-
tosanitary standards to ban food imports. Indeed, a more radical Russian
interpretation of the country’s entry into the WTO saw the move as trea-
sonous, leading to the collapse of national agricultural business and injur-
ing the health of the nation.

Representatives of the producers of agricultural vehicles led the pub-
lic protest, becoming leaders of the “Stop WTO” movement. They
created an analytical centre called “WTO-Inform” in order to pro-
vide “patriotic expertise” in respect of the country’s entry into the
WTO. They even tried to bring the question of WI'O membership to
a nation-wide referendum—a request denied by the government. The
opposition’s argument found resonance in the population: in the sum-
mer of 2012, those favouring membership (30 per cent) were scarcely
more numerous than those opposed (25 per cent). Ten years carlier, at
the peak of liberal moods in Russia, more than half the population (56
per cent) supported WTO membership, while only 17 per cent were
opposed.?

Of course, not all representatives of agricultural business protested
publicly. A significant number of agricultural businesses favoured a strat-
egy of negotiating with the state in respect of the specific conditions envis-
aged for different sectors in the context of WT'O membership. Positioning
themselves as “constructive critics”, they posited that “protectionism is, in
principle, bad, but our case is an exception to the rule”. And yet the gov-
ernment firmly blocked this sectoral lobbying, making it plain to all that
the path to international integration was not up for debate.

The sharp, unexpected liberal pivot of the Kremlin provoked protests
among legislators as well. The protocol on Russia’s entry into the WTO
was ratified only thanks to United Russia; all the other parties in the Duma
nearly unanimously voted against it. After marathon WTO talks lasting 18
years, the Duma results were 238 for and 209 against. As such, in August
2012, despite the protests of the agricultural lobby, Russia became a mem-
ber of the WTO. The term “food security” became a symbol strictly of the
opposition and was expunged completely from the rhetoric of state offi-
cials and political actors. For a brief moment, food security was consigned
to the archives of Russian history as yet another gaffe of the Medvedev
government. But not for long.
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IMPORT SUBSTITUTION AS REINCARNATION OF THE IDEA
OF FooD SAFETY

The events in Ukraine, including the annexation of Crimea, led to eco-
nomic and trade sanctions against Russia by the USA, the EU, Canada
and several other countries. In response, in August 2014, the Russian
government imposed import bans on numerous food products, signalling
a path towards import substitution. Food security not only returned to
the official political and policy discourse but indeed became a central tenet
of Russian domestic policy. Farmers whose interests were violated by the
WTO entry conditions at last got a chance at moral and material satistac-
tion. Agricultural policy was once again derivative of the national political
situation.

The present economic policy views the Russian agricultural sector as a
new area of export specialisation for the country. Of course, these hopes
are not without basis: exports of food and agricultural raw materials rose
from 1.6 per cent of all Russian exports in 2000 to 3.8 per cent in 2014,
reaching US$19 billion dollars (which is larger than even arms exports).
Russia is a “net exporter” of wheat, barley, corn, sunflower oil and, inter
alia, fish. Over the same period, the share of food and agricultural raw
materials in Russian imports fell from 21.8 per cent to 13.9 per cent.*
Import substitution in the food market is supported by a substantial part
of the Russian population. At the time of this writing, nearly 70 per cent of
the population has a positive view of import bans on food from the USA
and the EU.® This seems paradoxical, as the obvious consequences of this
policy have been diminished consumer choice, growth in prices on food
products and, doubtless, a reduction in the quality of food in Russia.

The fall in the quality of food is attributable to the decline in personal
incomes among Russians, resulting in Russian food producers marketing
cheaper products, including food products containing varying degrees
of artificial or substitute elements. As a result of the milk shortage, for
instance, approximately 70 per cent of Russian cheeses today contain veg-
etable fat, which is a vulgar falsification. To be sure, the Federal Service
for Veterinary and Phytosanitary Surveillance regularly cites such infringe-
ments, yet no remedial or punitive measures are taken—not least because
the authorities understand perfectly well that there is no policy alternative
to import substitution in the present political circumstances.

The popular support for import substitution is explained by the
ideological climate in the country. Pro-government media form the
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narrative of a united people girded for deprivation in defence of their
national interests. Of course, the costs transferred to consumers are typi-
cally not treated in this narrative, as patriotism is supposed to prepare its
victims. For its part, the agricultural lobby skilfully exploits the patriotic
disposition of Russians—that is, a mood of “nostalgic revanchism”, har-
kening back to the country’s lost great-power vocation. As such, it is no
accident that the marketing of mass food products in Russia has conjured
up the Soviet past through the choices of name, packaging and advertising
for these same products.

In opting for import substitution under strict budgetary restrictions
(reduced oil prices and sanctions), the state was forced to establish new
priorities in agricultural policy. Not having obtained the desired results
from the farming reforms of the 1990s, the government bet instead on
large and super-large companies as drivers of rapid growth in agricultural
production. These were gigantic agro-holdings that effectively repro-
duced the collective and state farms of the Soviet period—albeit in the
capitalist variant—where the giant mania is accompanied by a corporate
bureaucracy and industrial discipline. Originating in the wake of the 1998
crisis, such agricultural holding companies quickly concentrated enor-
mous resources: in 2006, 0.113 per cent of Russia’s agricultural compa-
nies controlled 81.5 per cent of cultivated land, owned 48 per cent of all
cattle, 47 per cent of all pigs and 63 per cent of all birds in the country.®

The preoccupation with scale and size is explained by Russia’s pecu-
liar institutional context: weak protection of contract rights led to efforts
by business to be maximally self-sufficient, resulting in not only colos-
sal administrative costs but also relative independence from unscrupulous
contractors and an ineffective judicial system. Bref; horizontal and vertical
integration of enterprises was a compensatory reaction to the poor quality
and risky nature of the institutional context. In 2014 (the latest figures
available), the net profits of the largest agro-holdings in Russia (Miratorg,
Cherkizovo and Rusargo) totalled nearly 50 billion rubles.”

Having become favourites of Russian agricultural policy, agro-holdings
once again became strong lobbyists. The state became hostage to its policy
choice, having assumed the role of the “engine” without which the train
does not independently move. As such, if the original “Development of the
Agro-Industrial Complex” national project supported farmers, household
plots and cooperatives, then all this is forgotten today. Farmers have been
pushed to the margins of agricultural policy, even if they contribute to
approximately 10 per cent of gross agricultural output. In short, the state
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has lost interest in farmers as a source of economic growth (in 2016, there
were only some 215,000 farmers left in Russia)—something that runs
contrary to global experience: family-owned farms remain foundations of
agriculture in the USA and the countries of the EU, despite growing spe-
cialisation of production and ongoing increases in farm sizes.

Household plots, too, have been forgotten. A common criticism lev-
elled at household plots has been that they are “archaic”, as apparently
evidenced by their low productivity (even if they contribute significantly
to overall national agricultural output). However, as the present crisis
deepens in Russia, there is, as a basic survival strategy, a manifest need for
growth among these household plots. In other words, as the common
challenge of self-sufficiency acquires a commercial or trade character, it is
essential that there be institutional capacity for broad participation by the
population in the agricultural market—inter alia, through cooperation and
contracting with large businesses.

WHAT’s TO BE DONE? TOWARDS A DEPOLITICISATION
OF RUSSIAN AGRICULTURE

The fundamental problem of Russian agricultural policy in the post-Soviet
period remains the clear absence of a unified, long-term development
plan. The dramatic transformation of the national political context over
the last three decades and regular oscillations in the reform vector between
liberal and national conservative ideologies have been directly reflected in
agricultural policy, depriving it of unidirectional stability.

Indeed, many reform efforts in the recent past have been frustrated by
subsequent steps: massive support for farmers was displaced in favour of
mega-holding agricultural companies, and the opening of international
food markets was displaced by protectionism, justified in terms of national
food security. Changes in the international context, the instability of the
domestic political path and the demands of the national electoral cycle
have all influenced agricultural policy, turning it into a barometer of the
political winds in the country.

The agricultural lobby, for its part, consistently aims to “catch the
wave”, as it were, which inevitably leads to short-term strategies prioritis-
ing off-the-shelf projects. Of course, this approach contradicts the very
nature of agricultural commerce, which is perhaps the most inertial sector
of the Russian economy—that is, short-term motives in the agricultural
sector lead to negative consequences, especially in economic terms.
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It follows that the development of the agricultural sphere must be given
stability in terms of set long-term priorities and rules of the game in order
to return Russian agricultural policy to a logic of apolitical pragmatism.
Russia must push towards the long-term institutional construction of a
multilayered agricultural economy—all the while marginalising any illu-
sions about rapid growth on the strength of a small number of giants that
have become aggressive lobbyists and recipients of endless state support.
Evidently, it is perfectly reasonable to limit the long-term development
of agro-holdings to those sectors where “scale effects” are possible—in
grain and oilseed production, industrial cattle breeding, poultry farming,
pig farming and raw materials for biofuels. Production from agro-hold-
ings should become the basis for the country’s food exports, just as local
markets can, to a significant degree, be filled by production from farmers
and small- and medium-sized farming organisations. Support for farmers
should have a utilitarian basis in the context of the national and interna-
tional division of labour and, grosso modo, the relative advantages of their
economic activity.

The Russian state must tame the general onslaught of the agricultural
lobby, for whom import substitution has proven manna from heaven.
Economic history tells us that protectionism is effective only when it is
focused on those vectors where there are prospects for global competitive-
ness through some species of initial protectionist support or fillip—that is,
protectionism cannot be all-encompassing and permanent but rather only
targeted and temporary.

To be sure, the shrinking of the real income of the Russian popula-
tion, caused by the current crisis, should become a driver for restructur-
ing state support to agriculture. The present model is in serious need of
change because the lion’s share of resources is being allocated among
the country’s financial structures through subsidised credit. An alternative
and nearly unused channel of support would be consumer subsidies for
food products as a means of stimulating demand. In this context, Russia
must correct some of the basic principles of its social policy, transitioning
from support for social groups (pensioners and multichildren families, for
instance) to targeted support for families with few resources. In parallel
with this, tax discipline must be strengthened, without which those whose
earnings originate on the black market may well fall into the category of
low-income families. Finally, it is essential, through the media, to popu-
larise the experience of developed countries that successfully use different
types of instruments to subsidise poor families in acquiring food products,
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all the while destroying, again through the media, any erroneous associa-
tion of such subsidies with food coupons or similar instruments used in
the Soviet period.

As a WTO member, Russia committed to fairly severe restrictions on
support for farmers. Accordingly, the focus of future government support
must be on non-market-distorting measures, none of which is prohibited
by Russia’s WIT'O membership, including the construction of industrial
infrastructure (ports, elevators, etc.), revitalisation of scientific institutions
(e.g. in genetics), growth in the quality of specialist training in agricultural
institutions, development of rural infrastructure and upgrading and mod-
ernisation of livestock complexes in the context of environmental threats.

Certainly, as the crisis in Russia deepens and budget revenues and per-
sonal incomes fall; the outcome of the “duel between refrigerator and
television” may change: real products will become more important than
virtual ones for the population. Emotional overheating may well cause a
pendulum swing in the direction of national protest. Let us recall that the
Bolsheviks came to power after the exhaustion of patriotic exaltation asso-
ciated with the country’s entry into the First World War. Bref, patriotic
escalation can help the country and the government to realise a particular
economic manoeuvre, but it cannot be used as a foundation for long-term
agricultural policy.

Lastly, it is necessary to define the main goal of long-term agricultural
policy. Is Russia attempting to become, over the long run, largely inde-
pendent of external markets in the provision of food to its population—
that is, by minimising imports of food products? Or is Russia, just as
ambitiously, trying to ramp up exports of high-quality food products—
that is, to become one of the leading players in the world food market?
These strategies are evidently not mutually exclusive. But they are differ-
ent strategies, requiring different regimes of practical measures. And it
would be a major mistake to presume that Russia can, without incurring
major costs, first solve the challenge of food autonomy, only to deal later
with that of increasing exports.

The first strategy involves the activation of an entire complement of mea-
sures to support national producers in the domestic market, including dis-
crimination against foreign companies in terms of access to land resources.
In this case, the powers of the Ministry of Agriculture do not require sig-
nificant correction. Still, the second strategy is likely the more promising
one for Russia. It would certainly require critical corrections to agricultural
policy, including stimulation of foreign direct investment, establishment
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of market mechanisms for land use, creation of scientific-training centres
for the country’s cadres and development of world-class science, including
through the attraction of foreign specialists.

Technological development is a cornerstone for a successful export-
oriented strategy. Independently of domestic or international events, lib-
eralisation of land rights is an unconditional starting point. To this end, it
is necessary to complete registration of all land lots in the national cadas-
tre. Presently, some 80 per cent of agricultural lands in the country are not
registered in the cadastre—that is, they do not have established borders,
making it difficult to bring them to market. It is also important to recon-
cile cadastral valuation of land plots with their market value—something
that requires that the presence of infrastructure, the state of the lands and
the state of local markets all be taken into account.

Support of exports requires the creation of information and consult-
ing centres to help with the search for markets and certification of prod-
ucts. Preference should be given to exports of high-value-added products,
which would help to create new jobs in the Russian economy. Mass entry
into the global food market also requires removal of the existing legisla-
tive ban on genetically modified products, intensified study of gene engi-
neering and harmonisation of national phytosanitary norms with global
standards. To this end, the powers of the Ministry of Agriculture should
be broadened through the creation of specialised structures of support for
exports and intensification of technological innovation.

These measures should not be implemented all at the same time.
Instead, the “opening” of the Russian market should occur gradually, as
the competitive position of national production strengthens.
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CHAPTER 23

Population and Migration

Viadimir Malakhov and Mark Simon

Russia’s DEMOGRAPHIC PROBLEMATIQUE IN THE EARLY
TWENTY-FIRST CENTURY

At the heart of Russian immigration and demographic policy is a collision
between two historical approaches to “population administration”—the first
liberal, and the second conservative. The liberal approach works from the
premise that Russian society is a self-organising whole, with policy-makers
having to work only in support of this self-organisation by incentivising desir-
able trends and frustrating undesirable ones. The conservative approach, on
the other hand, holds that Russian society requires strong restrictions in
order to ensure its stability.

At the end of the twentieth century, Russia faced mass depopulation—
in particular in its working-age population. Looking ahead, by the year
2030, according to a recent forecast by Evgeny Andreev and Alexander
Vishnevsky,! Russia’s population will shrink by 11 million. It may be pos-
sible to compensate partially for the fall in the working-age population
by increasing labour productivity and the overall economic activity of the
remaining population, including by raising the pension age. However,
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as the experience of all developed countries demonstrates, the essential
instrument for such compensation remains immigration. In the Russian
case, net migration—and more precisely, migration for settlement pur-
poses rather than temporary migration—must be no less than 340,000
people per annum over the course of the next 10 years and 400,000
per annum after 2025.2

Why is current Russian migration policy inadequate to meet this chal-
lenge? First, the Russian political class inhabits an illusion in respect of the
size of Russia’s existing demographic resources and the country’s capacity
to compensate for its shrinking population. Second, anti-migration biases,
as with the attendant national moods that privilege temporary (non-
permanent) migration, block the integration process for migrants. Third,
the over-bureaucratisation and corruption of immigration regulation
in Russia blunts the potential positive impacts of immigration. Indeed,
migration regulation in Russia today has pushed a significant proportion
of migrants into the grey or underground sphere. The country is, as a
result, losing the global competition for qualified foreign workers—not
just by virtue of the lesser attractiveness of Russia for migrants compared
to that of more developed countries, but also because of a general prepon-
derance of administrative mistakes.

Let us propose that the process of Eurasian integration, launched at
the start of the 2000s, with a new impulse at the start of the 2010s, could
well be an effective vehicle for addressing many Russian policy problems,
including in their economic-demographic and politico-administrative
dimensions. In deepening and developing the Eurasian Economic Union,
Russia has a significant opportunity to advance a fundamentally new
model of multilevel governance for the post-Soviet and Eurasian space
that could replace the ageing extant national model of centralised state
administration.

To be sure, a key part of this integration agenda must include subor-
dination of the present policy logic of security to one of modernisation
and development. This will evidently require a substantial increase in the
competence and professionalism of the national organs of power and the
establishment of transparent mechanisms for legalising the labour of for-
eign citizens in Russia—something that would radically decrease the pres-
ent levels of bureaucratic capriciousness and corruption.
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RussiaAN DEMOGRAPHIC AND MIGRATION HISTORY:
THE IMPERIAL PERIOD

“Population” became a topic of interest for the Russian state at the start
of the eighteenth century, slightly later than in Western Europe. In 1717,
Peter the Great initiated the first general Revision Lists, comprising all
taxable imperial subjects. This precursor to the modern census was the
first event in which Russian authorities began to administer subjects as a
“population”.

Administrative efforts in that period did not address natural reproduc-
tion but instead focused on the question of territorial mobility for the
population. Mobility was highly restricted by feudal law: peasants did
not enjoy the right to leave “their” landowners (“state peasants” were
not allowed to leave the businesses to which they were assigned, and
the lower urban classes, too, did not have freedom of movement). On
the other hand, the task of claiming territories at the peripheries of the
empire—those uninhabited in the east and those in the south inhabited
by non-Russians—necessitated non-trivial decisions from the authorities.
The result consisted less in repressive practices (i.e. the use of “exiled”
and hard-labour prisoners, who would become the first Russian settlers in
Siberia) than in the relative tolerance of the state for voluntary (or “self-
starter”) resettlement among the lower social strata of Russian imperial
society. Of course, in many cases, the state provided financial support
(incentives) to peasants for resettlement to particular regions as well as
temporary exemption from taxes and military service.

Economic motives, including the development and exploitation of
land, were manifestly not unimportant to the Russian state as it incentiv-
ised migrant claims on the far-eastern reaches of the empire. In 1763, the
Chancellery of Guardianship for Foreign Settlers was created, with the goal
of assisting Europeans who wished to resettle in Russia—mostly Germans
in the Lower Volga territories, and Serbs, Moldovans and Hungarians at
the southern borders. In the final third of the nineteenth century—an
era of intense industrialisation—immigration from Eastern and Western
Europe (and especially Germany) was encouraged. In this same period,
there was fairly significant emigration from Russia due to discrimination
against ethnic and religious minorities. The reign of Alexander 111, whose
government led a campaign of Russification of the border territories at
the start of the 1880s, coincided with a massive outflow of ethnic non-
Russians to other countries.
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In the imperial period, there were, in stylised terms, 2 approaches to
population administration: the centralised-police (conservative) approach
and the decentralised-liberal approach. If the proponents of the conserva-
tive approach privileged repressive methods, then the ability of the pro-
ponents of the liberal approach to advance state objectives turned on the
will and decision-making of the Russian people themselves. Of course,
neither approach was ever practiced in its purest form. As such, Pyotr
Stolypin, Minister of the Interior from 1906 to 1911, charted a largely
“liberal” path in allowing peasants to be fully independent economic sub-
jects, encouraging them to resettle willingly in the east of the country in
the goal of reclaiming Siberia. However, Stolypin also publicly relied on
the “police” approach to administration—particularly in the severity with
which revolts and uprisings were crushed.

TuE SovieT PERIOD

After 1917, external migration was minimised. And in the Stalin period
voluntary emigration became near impossible. Even with the “liberalisa-
tion” of the subsequent Khrushchev and Brezhnev periods, emigration
remained extremely difficult, with exit opportunities from the country
only afforded to certain ethnic minorities—notably Jews and Germans,
but also Greeks and Armenians.

There was no significant immigration as such during the entire Soviet
period. When the USSR was created, permanent residency was obtained
by those entering the country as victims or as persecuted activists of the
communist movement in the West (including, for example, children of
Spanish republicans after 1936). Of course, towards the end of the com-
munist period, labour migration appeared: in the 1980s, for example, tex-
tile factories in Ivanovo invited guest workers from Vietnam.

The police approach to demographic and migration issues dominated
in the Soviet period and was the lone approach in the Stalin period. In
the initial post-revolutionary decades, the Soviet authorities were con-
vinced of the limitless possibilities of population administration, seeing the
national population as an entirely passive object of administrative decision-
making—a logic that underlay the Soviet preoccupation with repressive
practices, including forced resettlement of huge masses of people. The
victims of the deportations included the “kazachestvo” in the 1920s (com-
plex and fragmented ethnic and social groupings formed from military
settlements at the borders of the Russian empire), the “kulnki” (wealthy
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peasants) in the collectivisation period between 1929 and 1932, and also
various ethnic groups subject to “preventative” resettlement in the pre-
war (late 1930s) and intra-war periods. To be sure, the Bolshevik use of
prison labour in the gulag can also be considered a form of forced migra-
tion. Similarly, the NKVD regularly employed an indentured workforce at
the country’s largest constructions sites.

After Stalin’s death, the police logic of “population management” was
subordinated to an administrative-command approach, supplemented by
economic considerations. From the mid-1950s, there was a shift away
from forced migration to voluntary and qualified migration. The “pro-
ductive use and development of unused territories”, as with the construc-
tion of new industrial objects and transport highways, placed a premium
on large-scale organisation and the material motivation of people and
workers. There was a gradual move by the state away from strict limits
on freedom of movement to slightly enhanced freedom in employment
choices—albeit always requiring approval by the authorities.

For its part, the famous “propiska” system, created in 1932, was not
dismantled in the post-Stalin period. The system was based on the regis-
tration of individuals based on place of residence, which effectively physi-
cally fixed the person in question to that particular place. After Stalin, the
state continued to use this system to register the moves of the population.
Cities like Moscow, Leningrad, Sverdlovsk, Chelyabinsk, Krasnodar and
Stavropol remained relatively closed to migrants and settlers (employees
in these cities were regulated on the basis of “propiska” quotas). In addi-
tion, the system blocked voluntary movement by people from peripheral
to central regions.

Despite the artificial restrictions on internal mobility, people found
ways to implement their life strategies. For the entire Soviet period, for
instance, Moscow, which had always been a major migration magnet for
Russians, enjoyed the same migration growth as it did before 1917—on
average some 100,000 people a year, with the exception of the war or
revolution years.

MIGRATION PoLIicYy AND PROCESSES IN POST-SOVIET RUSsSIA

Two facts are noteworthy here. First, at the start of the 1990s, there was
an unprecedented inflow into Russia of migrants from the peripheries
of the now-dissolved Soviet empire—mainly refugees or people forced
to move to Russia due to poor economic conditions. The Russian state
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assumed its humanitarian obligations but was evidently unprepared, finan-
cially and organisationally, to absorb such a wave of people. Second, from
the late 1990s, labour migration became the dominant form of migration
issuing from the collapse of the USSR. The source countries for workers
were post-Soviet countries like Ukraine, Moldova, Uzbekistan, Tajikistan,
Kyrgyzstan, Georgia, Armenia and Azerbaijan as well as some states from
the so-called far abroad, including China, Vietnam and Turkey.

Between 1990 and 2000, in the political and expert discourses, two
schools of thought—the “siloviks” or “conservatives”, on one hand, and
the “liberals” or “reformers”, on the other—duelled over the question
of external migration. The conservatives presumed that immigration rep-
resented a threat to national security, where security, very broadly, was
concerned with criminality, competition for employment, cultural iden-
tity and even political-constitutional loyalty (see Chap. 14 on National
Security). By contrast, the liberals presumed immigration to be a bona fide
resource for the country—in economic, demographic and cultural terms
alike. Allies of the liberal camp stressed that the Russian labour market—
not least because of its informality—was much more flexible and capacious
than suggested by formal burcaucratic reports or statistics.® The implica-
tion was that the efforts of the state should focus not on restricting immi-
grant inflows but rather on minimising the illegal elements of such flows.
(Note that those who in Russia today are typically called “illegal” actually
enter the country entirely legally, according to extant non-visa regimes
with nearly all the post-Soviet countries, but may still be working illegally
in the country.)

At the time, the allies of the liberal position were well represented in
bureaucratic and expert circles. The conservatives, however, ultimately
won the day: the migration legislation (on citizenship and also on the legal
status of foreign citizens) adopted in 2002 was highly restrictive, affirm-
ing the security logic. However, this restrictive posture not only failed to
reduce but actually significantly increased the number of illegal workers in
Russia, all the while unnecessarily narrowing the legal channels for labour
migration.

In 2006, as it became increasingly apparent that the 2002 legal frame-
work and quota regime had only resulted in growing numbers of undocu-
mented workers, and given expert forecasts of a rapid decline in Russia’s
able-bodied population, Moscow began to move decisively according to
the liberal logic. Amendments were made to the migration legislation in
order to ease the legal entry of migrants into the Russian labour market.
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In 2007, the quota for foreign labour was increased radically to more
than 6 million people, which would theoretically have allowed the state
to register practically everyone who wanted permission to work in Russia.
However, after a year, as the conservatives won back their positions, dia-
metrically opposite measures were taken.

This dynamic was repeated many times over. In 2010, a system of “pat-
ents” (documents confirming the right of a foreign citizen to temporary
employment in Russia) was introduced. A patent, for all practical intents
and purposes, meant that a patent-holder no longer had to receive permis-
sion for work if the employer was a private individual. The quota regime
was replaced by the new patent regime in 2014: permission for work (for
a company or an employer as private individual) was to be obtained on
acquisition by the migrant of the aforementioned document. However,
these measures were not systematic as to reflect a consistent path in the
liberalisation of the regulation. First, the procedure for receiving permis-
sion to work after the introduction of patents was complicated appreciably
by the introduction of compulsory examinations on the Russian language,
Russian history and legal civics. Second, laws were passed that significantly
complicated the lives of migrants—in particular, the so-called law on rub-
ber apartments, adopted in December 2013, requiring people to live at
the same address for which they were registered (a condition that could
not be met by most migrants) and tightening the rules prohibiting entry
into the country for individuals who breach administrative rules more
than twice, regardless of the severity of the breach. As a result, at the
start of 2016, there were more than 1.3 million people on the national
“no-entry” list—among them people who had committed arguably trivial
violations but who otherwise often did not even suspect that they would
appear on these lists until they had reached the Russian border.

Over the past two decades, the clash between two imperatives—
Eurasian integration and national sovereignty—has been increasingly
central to Russian migration policy. Eurasian integration requires admin-
istrative diversification, transparent decision-making and independent
arbitration by supranational organs.* Having agreed upon the course of
creating a new political and economic union—the Eurasian Economic
Union—Russia has, in principle, demonstrated its readiness to allow free
movement on its territory for capital, goods, services and people from
participating foreign countries. However, this integrationist logic has,
in practice, been contradicted by the logic of national sovereignty—a de
facto security logic. The political and public discourse betrays widespread
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dissatisfaction about the Russian border being excessively penetrable to
flows from post-Soviet Central Asia. In this vein, for instance, there is
political and public opinion to the effect that the border between Russia
and Kazakhstan, a key member of the Eurasian Economic Union, must
be more “systematically” managed and that a first step in this direction
would be for Moscow to introduce a visa regime for all Central Asian
states. Evidently, such measures would mean the complete crash of the
Eurasian project.

Administratively, unobstructed movement or mobility across the Russian
territory remains problematic for citizens of Kyrgyzstan, Kazakhstan and
other Eurasian Economic Union member states. Although citizens of
these states do get certain advantages vis-a-vis those of other states, they
often still face refusal of registration for place of residence (without which
it is impossible to obtain permission for temporary stay in Russia), refusal
for registration for work activity and also refusal for registration for small
or medium-sized businesses. Bureaucracies that create such obstacles
may, of course, do this purely out of self-interest, but no less important is
the general belief of some bureaucrats in Russia that there are too many
migrants in the country.®

For the citizens of post-Soviet states, membership in the Eurasian
Economic Union is, in principle, a guarantee of privileged access to
employment in Russia. Still, Kazakhstan, Armenia and Belarus—all cur-
rent members of the union—are not critical sources of workers for the
Russian labour market, as compared with non-member countries like
Uzbekistan and Tajikistan. Of course, to compensate for population loss,
annual immigration intake for Russia must outpace the current rate by
several tens of thousands of people. Such growth cannot be provided
by recently joined member states of the Eurasian Economic Union like
Kyrgyzstan (due to its small size). Meanwhile, the chances of Uzbekistan
entering the union are, for the foreseeable future, close to zero, given
Tashkent’s present emphasis on national sovereignty. As for Tajikistan, the
legal obstacles to it joining are, for now, significant. (Since January 2015,
citizens of that country may only enter Russia with international pass-
ports.) And given the low present attractiveness of Russia as a destination
country for immigrants from far-off countries, the search for resources to
overcome Russia’s demographic crisis continues, with no obvious resolu-
tion in sight.
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WHAT’S TO BE DONE?

Migration remains one of the important ways of preserving generally stable
relationships among the erstwhile Soviet republics, even in the context of
worsening relations among some of them. Traditional pathways within the
former USSR and cultural memory still bind residents of these republics.
However, in the absence of an inclusive immigration strategy—starting
with, or led by, Russia—these strings will inevitably unravel. Russia is, as
such, fast losing its former status as an immigration magnet for Moldova,
Ukraine and Georgia, not least for geopolitical reasons.

Of course, we should not view the process of Eurasian integration
solely through the prism of addressing the deficit of working-age labour in
Russia. In the long run, the widening and deepening of the union means
free movement of labour within its considerable boundaries. This means
diversification of people flows (rather than one-way flow from Central Asia
to Russia). This will happen if the member states of Eurasian Economic
Union are able to overcome the current imbalances in standards of
living. Bref, a model of free movement and long-term settlement, in which
economics (and not bureaucratic) factors dominate, should before long
become the alternative to short-term or highly tactical migration.

If priority is to be given to economic (market) regulation of migrant
processes over extant administrative-bureaucratic approaches, then the
centre of gravity in migrant regulation must move from state-migrant rela-
tions to employer-migrant relations. The role of the state should evolve to
that of a fair arbiter and impartial regulator, ensuring that these relations
do not breach legislation—particularly in respect of taxation and employ-
ment laws.

From here comes the need to simplify migration legislation. The cur-
rent legislative framework is extremely confused and confusing, obstruct-
ing the integration of foreign workers into the Russian labour market.
Endless amendments make the legislation exceedingly difficult to imple-
ment. Radical review of the existing legislative framework is therefore
essential in order to purge it of all articles that constitute objective obsta-
cles to transparent and non-corrupt labour market relations.

The black labour markets (which primarily attract migrants) can be
countered by creating and emphasising economic incentives rather than
bureaucratic and legal prohibitions, especially for small and medium-
sized business development. Developed countries” experience shows that
there is widespread self-employment among migrants. And in creating
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small enterprises, migrants create new jobs for the Russian economy. The
Russian state, primarily via tax policy, should assist in this dynamic—
helping to develop migrant businesses in order to create jobs.

As Russia seeks to diminish its economic dependence on energy
revenues and exposure to commodity price swings, manufacturing in the
country today suffers from a lack of talent in middle management and,
even more pressingly, qualified mid-level specialists. This talent gap will
only grow in the foreseeable future, as fewer Russian youth are being
trained in engineering and technical specialisations. For recruitment and
migration purposes, then, Russia should emphasise talent among young
people from the near abroad—that is, young people from post-Soviet
countries who could, with minimal cultural and linguistic friction, assume
places in Russian universities in order to train for in-demand professions.
Of course, to accomplish this, non-standard decisions in migration policy
are required, starting with material and non-material incentives, such as
opportunities to obtain Russian citizenship—consistent with the creation,
more globally, of a favourable and friendly environment for migrants in
the country. For now, such an environment does not exist: daily xenopho-
bia and the risk of racist attacks remain part of the reality of people who
are visually different from those accepted by the population.

Of course, even at the level of non-specialist or lay migrants, too few
efforts are made to integrate newcomers into Russian society, both in
terms of symbolic policy or politics (including political rhetoric) and prac-
tical policies of assimilation (including, say, Russian-language classes). To
this end, the state must enlarge the channels of access to formal education
for migrants in order to get new workers, avoiding the potential emer-
gence of an army of marginalised teenagers.

And still the core of the problem appears to lie in the excessively com-
plicated, non-transparent and highly bureaucratised rules of registration
for foreign workers—not to mention the corruption that accompanies
their implementation. It is possible that this state of affairs has more to
do with entrenched material (and rent-seeking) interests than with the
conservative “szloviks”. But in order to reform its role as the engine of
integration or reintegration in the post-Soviet space, Russia must, first
and foremost, remove obstacles in the way of movement and employment
in Russia for residents of the member states of the Eurasian Economic
Union, and second, avoid pushing away the citizens of those states that
have not yet joined this union.
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The creation of transparent and stable rules of the game, and a healthy,
productive climate for foreign workers and business people, is critical for
productive relations with international partners (and, beyond that, for
purposes of acquiring new international allies). By investing in the inte-
gration of newcomers, Russia has a chance, for the first time in its history,
not to depend on the political oscillations between its conservative and
liberal camps or between the logic of security and that of development. To
this end, a system of multilevel public administration, incorporating new
Eurasian Economic Union structures, would allow Russia to root out cor-
ruption over time (not least because of the prospect of regular audits by
supranational organs). Moreover, such a system could significantly increase
the effectiveness of policy and administrative decision-making, as it would
require the creation of platforms for open discussion among all interested
sides—national governments, businesses, migrant organisations, unions
and NGOs—thereby enriching the feedback mechanisms to power that
are currently underdeveloped in Russia (as in almost all post-Soviet states).

To be sure, the Russian political class has still not, at the time of this
writing, reconciled itself with the idea that a supranational union requires
supranational institutions of administration and, as a consequence, that
some parts of the regulation of migration will, in the context of Russian
membership in the Eurasian Economic Union, have to be delegated to the
organs of that union. But this reconciliation will have to come soon, and
the country will have to abandon—politically, ideologically and adminis-
tratively—the contradictions inherent in its approaches to the Eurasian
Economic Union. For the migration and demographic question, there is
no reasonable alternative to the path of Eurasian integration.

NoOTES

1. Andreev E. and Vishnevsky A. (2014 ) “Russia’s Near-Term Demographic
Prospects.” Demoscope Weekly. No. 601-602, 2-15. June.

2. Zayonchkovskaya G. et al. (2011) Labour Migration to Russin: How to
Move Forward. Special Report, Migration Barometer of the Russian
Federation. No. 25. Moscow, 30-70.

3. Vitkovskaya G. (1998) “Forced Migrants from Newly Independent
States in the Russian Labour Market.” In Vitkovskaya G. (ed.) Migration
and the Labour Market in Modern Russin. Scientific Reports of the
Carnegie Moscow Center. No. 25, 30-70.



268 V. MALAKHOV AND M. SIMON

4. In June 2010, the Customs Union of Russia, Belarus and Kazakhstan
entered into force. In December 2010, it was transformed into the
Eurasian Economic Union. Armenia and Kyrgyzstan subsequently joined
the union. Tajikistan has also expressed interest in joining.

5. Florinskaya Y. et al. (2015) Migration and the Labour Market. Scientific
Reports: Social Policy. Institute of Social Analysis and Forecasting of the
Russian  Presidential Academy of National Economy and Public
Administration. Moscow: Delo.



CHAPTER 24

Environment

Sergey Bobylev

THE ENVIRONMENTAL CONSEQUENCES OF RUSSIA’S
EcoNnomic MoODEL

Environmental policy has never been central to Russian politics and
power. Indeed, after the fall of the Soviet Union, the implicit and explicit
operating principle of Russian governance was “economy first, then
environment”—a posture largely supported by the population, for which
the most important problems were income, employment and the general
need to increase the standard of living. (Of course, as Fyodor Lukyanov
observes in Chap. 12, if in Russia the economy is prior to the environ-
ment, then politics is prior to the economy.)

The deep socioeconomic crisis that hit Russia in the 1990s led to a sig-
nificant fall in national production—famously characterised by President
Putin as “massive de-industrialisation”.! This production collapse had a
paradoxically positive effect on the environment, with diminished natural
resource exploitation and industrial activity lessening the overall environ-
mental footprint of the Russian economy, including through decreased
emissions and discharges into the air and water.

Indeed, the little contemporary official and societal attention paid to
the environment is explained in part by the emergence in Russia, through
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the nature-intensive reconstruction of the economy after the decade-long
post-Soviet crisis, of an export-raw materials economic model—one con-
solidated by the huge growth in oil and commodity prices in the first
decade of the 2000s (see Chap. 19 on Energy and Natural Resources).
This model left little space for discussion of, and debate on, environmen-
tal sustainability. Moreover, this economic model has issued, over the last
quarter century, in manifestly “anti-sustainable” trends for the country,
including systemic economic dependence on commodity prices, the deple-
tion of natural capital as a dominant factor of economic growth, a massive
footprint for nature-exploiting and polluting economic sectors (particu-
larly energy and mining), environmentally unbalanced investment policy,
significant pollution impacts on the health of Russians and heightened
environmental risks related to the acute physical wear and tear of equip-
ment and infrastructure.

These unsustainable trends are especially apposite in Russia’s large cities,
with environmental degradation infringing on the biospheric equilibrium
and damaging population health and long-term human capital develop-
ment. In 40 Russian regions, more than 54 per cent of the population is
affected by high or very high air pollution.? In many regions—perhaps
especially in the Ural regions—the health care costs due to environmental
factors can be up to 10 per cent of gross regional product. And the eco-
nomic costs to the life of the Russian population, based on water and air
pollution risks, represent 4-6 per cent of GDP.3

Today, energy and mining—the sectors with the greatest environmental
impact, but which otherwise have profited significantly from conspicuous
state support because of their export potential—comprise more than half
of Russian industry. The footprint of sectors having smaller environmental
impact—in particular, automobile manufacturing—has fallen markedly. And
if natural resources dominate Russian exports, then non-renewable natural
resources are dominant among these exports. Fuel-energy resources alone
represent nearly 64 per cent of all Russian exports.* If we include exports of
ore, concentrates and metals, forest materials, refinery products, fertilisers,
chemical products and other nature-rich products, the figure grows to nearly
90 per cent of all exports.® At the same time, high-tech manufacturing prod-
ucts (machinery and equipment) account for only 7 per cent of all exports.S

Bref, the principal environmental danger in Russia today is the con-
solidation of the self-exhausting export-raw materials economic model of
development. This means that to achieve long-term sustainability, an alto-
gether new Russian economic model must be developed. This new model
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must stress “green” priorities, restrict extreme use of natural capital, drive
growth in the well-being of the population, and deliver, through radical
technological innovation, economic results on the strength of dramatic
increases in the efficiency of natural resource use (increasing the value-
added per unit of natural resources used). Let us stress that Moscow need
not necessarily look at Western countries for examples of such transforma-
tions but instead at the seriousness with which Beijing is presently invest-
ing in environmental policy and green economics.

Without such changes, the Russian economy is threatened by long-
term backwardness and marginalisation in international production and
value chains. The country could, on this trend line, eventually become
a raw materials appendage to the global economy, dependent on price
fluctuations and exceedingly vulnerable to the likely shrinkage in demand
for hydrocarbons in the not-too-distant future—not to mention growing
international and national pressures for environmental accountability. All
of this bodes ill for the well-being of the population and the general vital-
ity of the country.

ENVIRONMENTAL SUSTAINABILITY AND THE NEW EcoNOoMY

In Russia, sustainable development is associated principally (if not strictly)
with economic development and growth. This is articulated in official
government documents and in the speeches of leading politicians. Outside
of Russia, of course, sustainable development has a far broader interpre-
tation—to wit, as a unified system of social, economic and environmen-
tal processes—based on conceptual documents prepared over the past
20 years by the United Nations, the World Bank, the OECD and the
European Union. This was emphasised at the UN conference in Rio de
Janeiro in 2012, at the heart of which was the idea of humanity transition-
ing to sustainable development. There is, as such, a near-global consen-
sus to the effect that economic sustainability cannot be achieved without
addressing social and environmental problems.

Still, for Russia, the very concepts of sustainable development, green
economy, green growth and low-carbon economy are fairly new and
seldom used or referenced in official documents—with the conspicuous
exception of the 1996 concept for the transition of the Russian Federation
to sustainable development. Having said this, there are some signs of
embryonic official acknowledgement of, if not apprehension of, the
need for, and the benefits of, a “green” economy for Russia. Then Prime
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Minister Dmitry Medvedeyv, at the aforementioned UN conference in Rio
de Janeiro, said that “[s]ociety, the economy, and nature are inseparable.
This is exactly why we need a new paradigm of development that can
ensure society’s prosperity without excessive burdens on nature. We must
balance the interests of the economy with conservation in the long term.
That said, we must achieve innovative, energy-efficient and green eco-
nomic growth that will benefit all countries”.”

Notwithstanding the minimal use of environmental terminology in
official Russian strategic documents, the country’s implied goals for the
next 10-20 years—as reflected in the present configuration of legal and
fiscal instruments, including taxes, duties, credits, fines and licenses—in
many ways suggest an eventual transition to sustainable development in
the context of a green economy. Now, as mentioned, the principal chal-
lenge for the country is to exit from the governing raw materials eco-
nomic model or paradigm. In order to do this, Russian energy efficiency
must increase substantially—an imperative described in the 2010 Energy
Strategy of Russia for the period up to 2030, the 2008 presidential
decree on measures to increase the energy and environmental efficiency
of the Russian Federation, as well as the 2009 law on energy conserva-
tion and efficiency. Key environmental priorities have been articulated
in long-term programmes for different resources: for energy, including
renewables, in the aforementioned Energy Strategy; water, in the 2010
Water Strategy of the Russian Federation for the period up to 2020; land
resources, in the state programme for development of agriculture and
regulation of agricultural commodity markets for the period 2013-2020;
and, among others, for fish, in the 2008 concept of the federal pro-
gramme “Improving the use and development of the resource potential
of the fishery industry for the period 2009-2013”. Two medium-term
state programmes, both launched in 2012 and running until 2020, are
also perhaps noteworthy: the state programme on the reproduction and
use of natural resources, and the state programme on environmental
protection. For the long term, the most important state environmental
document is the 2012 one on the principles of state policy in respect of
the environmental development of the Russian Federation for the period
up to 2030. This document, approved by the President, declares the
strategic goal of state policy in environmental development through to
2030 to be “the resolution of socioeconomic problems, providing envi-

ronmentally oriented growth in the economy”.8
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FUNDAMENTAL DIRECTIONS IN THE (GREENING
OF THE RussiaN EcoNoMmy

For the transition to sustainable development, Russia must break or reverse
the current “anti-sustainable” trends in the national economy. In future,
its economic strategies and programmes must include the orientations
articulated in UN and OECD documents on sustainable development,
with special emphasis on a “green” and low-carbon economy and growth.
Due importance must be accorded to the environmental conditions in
the lives of the Russian population. There must be priority development
of science-rich, high-tech manufacturing and infrastructure sectors with
minimal environmental impact. The economic weight of the raw materials
sector must be decreased, while the efficiency of natural resource use in
the economy must be increased (decreasing wasted natural resources and
the amount of pollution per unit of final product). Lastly, but manifestly,
the overall pollution of the environment must be reduced.

Russia must develop its own sustainable development strategy, balanc-
ing the country’s forward-looking economic, social and environmental
challenges. The strategy must feed into the development of new eco-
nomic models and any general conception of national development for
the twenty-first century. On this logic, it makes eminent sense for the
country to adopt the Sustainable Development Goals, as articulated at the
UN Sustainable Development Summit in September 2015.

Also essential is state support for the greening of the economy, en route
to implementing win-win policies linked to economic efficiency, decreas-
ing harmful emissions, minimising waste and advancing sustainable use
of natural resources. Indeed, through relatively simple energy-saving and
environmentally friendly technologies, Russia can eliminate huge waste in
natural resources and excessive pollution.

Of course, many developed countries do not have the natural resources
and ecosystem reserves still enjoyed by Russia. However, in not grow-
ing the volume of its natural resource use—through more efficient use of
natural capital—Russia can increase the material well-being of its popula-
tion. Globally, such processes are driven increasingly by conceptually and
administratively decoupling economic growth, on one hand, and natural
resource use and pollution volumes, on the other. In Russia, then, the vec-
tors of a transition to a new economy and to environmentally sustainable
development in the coming years effectively coincide: note the example of
the imperative (driven by presidential decree) for a radical increase in the
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energy efficiency of the Russian economy (by 40 per cent by 2020), which
would have an enormous environmental impact by reducing national
aggregate demand for energy resources and decreasing energy production
on untouched or virgin land.

In the transition to sustainable development, the national tax system
can play a significant role in advancing energy efficiency. At present, there
are, for all practical intents and purposes, 6 types of taxes in Russia touch-
ing natural exploitation and environmental protection. These include pay-
ments for pollution of the environment, payments for mineral resource
use, payments for use of forests, a water tax and water use fees, charges
for the use of wildlife and water life, and land taxes. Clearly, Russia should
review separately the various taxes for environmental pollution and pay-
ments for natural resource use in order to identify opportunities to incen-
tivise and maximise energy efficiency.

Taxes on natural resource use in Russia are, for now, more robust than
environmental taxes. Tax collection on natural resource use improved after
2010 (as compared to the 1990s). In 2015, revenues in the consolidated
national budget from taxes, charges and regular payments or fees for natu-
ral resource use were 3.5 trillion rubles, or 4.2 per cent of total revenues.’
However, the tax rates for negative environmental impacts remain inad-
equate, and in most cases these payments serve no particular regulatory
function—that is, it remains more profitable for businesses to simply pay
for pollution (symbolically) than to introduce nature-protecting technolo-
gies or reduce emissions into the atmosphere and discharges of untreated
sewage or solid waste.

In future, Russian business will also have to undertake measures to
increase environmental transparency. Implementation of environmental
management and strengthened environmental accountability through ISO
14001 certification for environmental management standards will be partic-
ularly important. Over the past several years, Russian companies—especially
export-oriented companies—have made significant progress to this end: 20
of the leading 28 oil and gas companies have ISO 14001 certificates. By
comparison, in the energy sector, for companies dealing largely with energy
production for the domestic market, only 4 of 15 have such certification.!?

As with environmental certification, global mechanisms for corpo-
rate social and environmental accountability should become the norm
in Russia, particularly in Russian accounting practices vis-a-vis the envi-
ronment and sustainable development. The state ought to participate in
the development of market-oriented mechanisms for environmental and
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socially responsible (state and private) businesses. An important step in
this regard would be to introduce a regime of mandatory regular publica-
tion of independent, third party-audited non-financial accounts in respect
of sustainable development for all Russian companies.

Priority TASKs

In the coming years, in order to “green” the economy, Russia must pro-
ceed along 2 vectors: first, undertake massive technological modernisation
of the national economy on the basis of environmentally adaptive technol-
ogies (best available techniques); and second, implement a national pro-
gramme of adaptation to global climate change for the Russian economy.

Radical technological modernisation can have special significance for the
“greening” of the country’s economy: see, for instance, the 2014 amend-
ments to the federal law on environmental protection (and several other
legislative acts). The law containing those amendments could well become
the legal foundation for the modernisation, structural-technological trans-
formation, and the general greening of the Russian economy. Notably, the
law introduces the concept of “best available techniques”—that is, reason-
ably priced technologies that help to lessen emissions and environmental
impacts.

In point of fact, Russia has adopted the best available technique (BAT)
concept as developed by the European Union. This concept was included
and affirmed in the EU’s 2010 Industrial Emissions Directive (which
defers to the so-called BAT reference documents of the EU). At pres-
ent, there are dozens of European manuals on best available techniques.
These manuals are regularly renewed. For Russia, implementation of the
law on BAT means adapting to the European legislation, and that national
information and technical manuals on best available techniques should be
developed for the various sectors of the economy. At the time of this writ-
ing, there are over 10 such BAT-related manuals in Russia. Bref, the BAT
concept can become the basis of environmentally balanced modernisation,
associated with radical technological renewal of the entire material basis of
the Russian economy.

In Russia, half of the fixed assets of industry are physically worn out.!!
Massive ageing of productive assets results in exceedingly high rates of
environmental accidents and overall pollution. Moreover, inadequate
investment means that old fixed assets are replaced with difficulty—
evidently at the expense of efficient use of natural resources.
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In the context, then, of the imperative for the technological mod-
ernisation of the Russian economy, let us formulate the following work-
ing principle: There is no need to use additional natural resources, as these
are limited, and their additional exploitation will only lead to ndditionnl
burdens on the ecosystem, depletion of natural capital, and general pol-
lution of the environment. According to my estimates, the full techno-
logical rationalisation of the Russian economy and its structures would
diminish natural resource use by 30-50 per cent of the total volume of
natural resources currently used. The resulting decrease in pollution
would evidently be significant. Production and development levels for
energy resources could be stabilised, as with minerals, cultivation of
agricultural land, and also deforestation—all through improved use and
improved processing of Russian natural resources and raw materials.
This would substantially increase the level of well-being of the popula-
tion and the speed of economic growth. (Indeed, such environmental-
economic modernisation would increase Russia’s GDP by a factor of
2 or 3, under extant levels of raw materials extraction and natural cap-
ital exploitation—all the while decreasing the level of environmental
pollution.)

This approach commends itself especially to Russia’s energy sector, for
which the problem of huge reserves and energy losses and inefficiencies
was highlighted in the Energy Strategy for the period up to 2030, as well
as in the research of organisations like the World Bank and McKinsey &
Company.'? The economic logic here is quite clear, and was anticipated by
Soviet economists in decades leading up to the breakup of the USSR. With
the help of fairly simple technologies, Russia could save nearly halfthe energy
it presently consumes.'® This would require 3 times less investment than
the gross increase in energy production—that is, US$320 million versus
more than US$1 trillion on the expansion of production. Investments in
energy cfficiency would increase GDP by US$120-150 million per annum
and could be paid off in 2—4 years. To this end, providing economic sup-
port for best available techniques and increasing the efficiency of natural
capital use—including through taxes, credits, subsidies, tariffs, duties and
insurance—will be key policy challenges for Russia in the years to come.

Of course, an altogether new challenge for the world and for Russia
is the need to adapt economically to global climate change. The 2015
UN Climate Summit in Paris affirmed that the most important charac-
teristic of the new economy is a low-carbon economy, requiring sharp
decreases in greenhouse gas emissions. In Paris, despite continuing discus-
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sions in Russia’s scientific, political and civil society circles about the weak
scientific basis for the multiple problems attributed to climate change,
President Putin recognised these problems as serious for both human-
ity and Russia.'* The country supported the long-term vision of a new
climate agreement involving restrictions on the growth of global tem-
peratures by the end of the twenty-first century to within 2°C. According
to the statements of Russian officials, Russia will ratify the Paris climate
agreement in the near future.

Russia is evidently among the largest global emitters of greenhouse
gases, producing between 4 and 5 per cent of the world total. Nevertheless,
Russia over-delivered on its commitments from the 1997 Kyoto Protocol,
significantly reducing greenhouse gas emissions based on 1990 levels.
This was achieved, above all (and paradoxically), thanks to the country’s
massive economic deterioration and deindustrialisation in the 1990s. By
2030, Russia expects to decrease greenhouse gas emissions by up to 70 per
cent vis-a-vis the 1990 baseline levels. Given the weak economic forecasts
for the country at the time of this writing, this seems perfectly realistic.

There is credible research—in particular, by the Russian Federal Service
for Hydrometeorology and Environmental Monitoring (Roshydromet), the
Intergovernmental Panel on Climate Change and the World Bank—to the
effect that Russia may soon face serious problems due to global climate
change. A 2014 Roshydromet report noted that, since the mid-1970s, the
average surface air temperature in the country has grown at an average rate
of 0.43°C per decade, exceeding the rate of global warming by a factor of
2.5.1% Indeed, some World Bank experts believe that Russia may well be
the most vulnerable country to climate change in all of Eastern Europe and
Central Asia'®>—that is, in several decades, the cost of climate change to the
Russian economy may reach US$10 billion per year, largely due to a dra-
matic rise in the number of natural disasters and catastrophes in the country.

The adoption by the Russian government of its climate doctrine in
2009 is, in this vein, not unimportant. In it, Russia envisages increases in
energy efficiency for all sectors of the national economy, including energy
savings in infrastructure, transportation (e.g. growing fuel efficiency) and
also buildings. The doctrine stresses the importance of recycling and the
need to develop alternative energy sources.

In 2011, the government plan for implementing the climate doctrine
for the period up to 2020 was adopted. And the 2015 concept to form
the system of monitoring, reporting and verifying greenhouse gas emis-
sion volumes in Russia was significant for the implementation of measures
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to adapt to, and combat, climate change. In the coming years, in order
to decrease greenhouse gas emissions, the Ministry of Natural Resources
and Environment has proposed that economic mechanisms like a carbon
tax or carbon trading be introduced. These mechanisms, as with legal
mechanisms that compel companies to improve environmental efficiency,
are increasingly common around the world, including in Kazakhstan and
China, Russia’s largest economic partners.

Despite the manifest need to develop a new economy to solve the
country’s technological and climatic challenges, implementation can in
practice bump up against non-negligible difficulties due to Russia’s devel-
opmental inertia and crisis conditions. For one thing, the greening of the
economy requires major investments, which may elicit protests from big
business. The Russian Union of Industrialists and Entrepreneurs (the so-
called oligarchs’ club), for instance, has on more than one occasion spoken
out against excessively rapid movement to implement best available tech-
niques and carbon pricing facilities, explaining its position in terms of the
precarious economic situation in the country in general and the private
sector in particular. Under such conditions, the Russian government will
almost certainly be inclined to put off large-scale reforms in the environ-
mental sphere for 2 to 3 years.

Bref, the extant export-raw materials model of Russia is not environ-
mentally sustainable and leads to the consolidation of “anti-sustainable”
trends. Russia must shift to a new economic model and set priorities con-
sistent with the development of a green economy. The articulated goals of
the country outlined for the next 10-20 years in many ways correspond to
the goals of a transition to such an economy.

Still, for the greening of Russian economic policy, there is absolutely no
need to increase the use of natural resources. Instead, investments in radi-
cal changes to the country’s technological base and the implementation
of the policy concept of best available techniques will, on current levels of
raw materials extraction and natural capital exploitation, increase Russian
GDP by a factor of 2 or 3—all the while decreasing the overall level of
environmental pollution.
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CHAPTER 25

Science

Irina Dezhina

Wno NEEDS RUSSIAN SCIENCE?

Russian science has been in perpetual reform mode since the breakup of
the Soviet Union. As in Soviet times, government participation in the
regulation and funding of science remains very high. The federal budget
today funds nearly 70 per cent of national science. However, unlike during
the Soviet period, demand for modern Russian science is low—that is, nei-
ther Russian business nor Russian society sets particular tasks for science.
In the USSR, science operated very differently than in the capitalist
countries—hence, to a great extent, the complexity of the post-Soviet
transformation processes in Russian science. The most important socio-
economic characteristics of science in the USSR were that it was entirely
nationalised, highly opaque and had limited integration with the global
scientific community. Soviet science also placed conspicuous emphasis
on the country’s own resources as well as on the so-called mobilisational
development and the imperatives of military security (nearly 75 per cent
of Soviet science served the Soviet military complex).! Finally, of course,
Soviet science bathed in the supremacy of communist ideology.> The goals
of scientific development were linked to contemporary Soviet political
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ideas, which stressed the need to build a self-sufficient economy based on
a powerful military-industrial complex—including programmes for space
exploration—all in the context of a closed economy. Access to foreign
high technology was highly restricted. And funding for the priority areas
of Soviet science was provided on a larger scale than would have otherwise
been suggested by the country’s actual level of economic development.

After the disintegration of the USSR, reforms in Russian science were
conditioned by three goals: first, the preservation of the best scientific
institutions and cadres (or talent); second, the creation of new institu-
tions, as well as the enhancement, through restructuring, of the qual-
ity and results of Russian science, especially in pure science; and, third,
growing the national demand for science. Such demand, of course, could
in principle be formed by government, business or society (the latter, for
example, through the educational system). If anything, then, Russian
science is in demand today by government on behalf of the military com-
plex, even if the results of Russian military research seldom spill over
into the civilian sector—while the reverse dynamic, unlike in developed
industrialised countries, is virtually non-existent.

The Russian state is both the chief buyer and “curator” of Russian
science. Key government measures to increase the effectiveness of the
national scientific complex have included organisational changes, start-
ing with the strengthening of the universities as centres of science, and
including reform of the system of state academies of science, simplification
of the process of knowledge transfer, commercialisation of research and
development (including through support of small innovative companies
and by incentivising research mobility) and, finally, from 1996, the setting
of priorities for science and technology in the context of limited resources.

Russian business spends little on research and development. Indeed,
the expenses of the business sector on applied research since the fall of
the USSR have never exceeded 30 per cent of total expenditures from all
sources (including government and private sector funding as well as foreign
investments). Moreover, the proportion of innovative enterprises in Russia
remains small, nary exceeding 10 per cent of total enterprises (see Chap.
17 on Industrial and Innovation Policy). Technology imports continue to
outstrip technology exports—a difference of US$0.6 billion in 2015.3

Despite growing official recognition of the lack of demand for Russian
science, there is at present little that resembles an attempt at a serious, cred-
ible policy solution to the problem. Official documents typically frame the
key challenge in Russian science as consisting in the so-called effectiveness
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of science, variously interpreted. For instance, in the 2015 annual report
“Russia—The Path to Innovation”, which analysed the implementation
of the Strategy for Innovative Development of the Russian Federation
for the period up to 2020,* effective science was defined (perhaps some-
what circuitously) as science that was in demand by Russian and interna-
tional industry. That same year, the “National Report on Innovation in
Russia”,® which treated the current state and future of Russian innovation,
also raised the issue of “effectiveness”, suggesting that it be addressed
through a set of large-scale and smaller measures, such as attracting émigré
researchers back to Russia, accelerating the transition between fundamen-
tal and applied research, reallocating the federal budget to support 8 pri-
ority directions (e.g. nanosystems, life sciences and, inter alia, information
and communications technologies) and establishing new legal norms to
allow professors to consult for companies. In point of fact, all the pro-
posed policy instruments may well increase the “effectiveness” of Russian
science, but they would only indirectly promote the growth of national
demand for science.

To be sure, the aforementioned reports do not offer a strategic vision
for the challenges facing Russian science. At the same time, the reforms
already under way deserve a closer look—to wit, reforms in the univer-
sities and in the academic sector, as well as the launch of the National
Technology Initiative, which sets as a goal for Russia the identification and
development of niches in several new high-tech markets by the year 2035.
We look at some of these reform vectors and their history below.

UNIVERSITY SCIENCE

The current government policy on university science dates back to the
middle of the first decade of the 2000s. Universities selected in open com-
petition began to receive significant supplementary budgetary funding
to increase the quality of scientific research, with the long-term—albeit
imprecisely articulated—goal of developing an Anglo-Saxon-type model
of universities in Russia, stressing fundamental research in postsecond-
ary institutions and higher education. At the same time, universities were
tasked to become “entrepreneurial” and strengthen the emphasis on
applied research and development (see Chap. 20 on Education).
Funding of university science grew especially strongly over the
course of the last presidential term of Vladimir Putin, starting in 2012.
(International sanctions levelled against Russia have had little effect on
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Russian university science funding to date.) If, between 2001 and 2009,
intramural expenditures on research and development in the higher edu-
cation sector ranged between 5 and 7 per cent of total national intramural
expenditures on research and development, they reached 9.8 per cent by
2014,° with the Ministry of Education and Science planning to increase
them to 15 per cent by 2020. Judging by the number of rescarchers in the
universities, the Russian higher education sector grew nearly twofold over
the past 15 years—from 6.6 per cent of total researchers in the country
in 2000 to 11.9 per cent in 2014.7 In other words, Russian universities
began to create bona fide research divisions.

Still, the significant growth of budgetary allocations to university sci-
ence is thus far unmatched by the actual qualitative changes in this sector.
In the federal and national research universities receiving the most sig-
nificant funding, change is occurring extremely slowly. Evaluations of the
scientific potential of leading Russian universities demonstrate that while
professorial publishing is growing, the universities themselves continue to
be underrepresented, compared to their international opposite numbers,
in highly cited publications and the h-index.?

In 2013, in the context of a new project called “5-100”, the Russian
government sct a new quantitative goal for science in universities.” The
project sought to maximise the competitiveness of Russian universities,
declaring that at least 5 Russian universities should figure among the 100
leading universities in the world in internationally recognised rankings. To
date, 21 Russian universities have been selected for participation in this
project. A 2015 assessment of the research achievements of the Russian
universities presently in Project 5-100 showed that none of them would
reach the stated target by 2020. The goals of the project, for all practical
intents and purposes, have therefore been reformulated to stress disciplin-
ary rankings (as opposed to overall rankings). As such, according to the
Times Higher Education World University rankings, at least 2 Russian
universities from Project 5-100 were included in the list of the top 100
universities for physics in 2015.1°

The fight for rankings, on the one hand, encouraged university profes-
sors to publish more articles. On the other hand, the pursuit of quantita-
tive over qualitative progress gave birth to various species of “behavioural
innovation” and “creative adjustment”, including the exaggeration of
numbers of published articles—something accomplished by splitting arti-
cles into smaller pieces, self-citation and cross-referencing, and, among
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other ruses, publishing in less prestigious journals. This, predictably, low-
ered the net quality of scientific research in Russia and, evidently, the
overall demand and effectiveness of science. Bref, the accumulated expe-
rience to date clearly demonstrates how carefully Russia must deal with
formal quantitative indicators for purposes of measuring results—not
allowing them to be reduced to a fetish.

REFORM OF ACADEMIC SCIENCE

The Russian Academy of Sciences (RAS) was founded under Peter the
Great in 1724. It is the oldest scientific institution in Russia, although
in the Soviet period its status, organisational form and responsibilities
changed several times. Post-Soviet reform of the RAS refers to the changes
made to the Academy as it existed from the end of the 1990s. That RAS
was a quasi-ministry, administering federal property and controlling a net-
work for scientific organisations that conducted a critically large amount
of basic research in the country.

The Academy was criticised for inefficiency in 2 respects. First, the
productivity of its researchers was low in terms of the number of papers
published and cited by comparison with international standards. Second,
decision-making in the RAS was non-transparent. Indeed, a well-
established conflict of interest was built into the RAS managerial mecha-
nism, as the same people who ran the Academy distributed funds among
the sub-departmental institutes and also chaired many of these same
institutes.

Serious reform of the Academy and the scientific-academic complex
did not start until 2013—in large part because the RAS was able to repel
the attacks levelled against it. In June 2013, 3 state academies—the RAS,
the Russian Academy of Medical Sciences and the Russian Academy of
Agricultural Sciences—were merged. A new federal agency—the Federal
Agency for Scientific Organisations (FASO)—was created to administer
the property of the 3 academies. This reorganisation removed conflicts
of interest within the Academy, and the FASO began to resolve many key
issues in respect of the activities of the various scientific organisations, such
as inventorying property and merging institutes into centres in order to
advance modern research programmes. For its part, the RAS was eventu-
ally transformed into an advisory body.
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In 2014, the FASO publicly tabled options for restructuring the
research institutes of the Academy. It proposed 4 new forms of institutes,
differentiated according to their general goals and the nature of their
work!'—to wit, a federal research centre, national research institutes and
federal and regional scientific centres. Of these, only the national research
institutes would focus on purely theoretical research. The major vector of
transformation was to make the institutes more oriented towards prac-
tical and industrial needs—including needs significant to the regions in
which these institutes are located. At the same time, the reorganisation
reduced the number of institutes conducting exclusively fundamental or
pure research.

The leadership of the RAS adjusted rapidly to the idea of consolida-
tion. In order to survive the reforms, various organisations and branches
within the RAS began proposing the creation of new organisations on
the basis of the former academic institutes.!> In 2015, the FASO con-
firmed the creation of the first 15 merged institutes—a major reorganisa-
tion that took place in the absence of obvious criteria for the classification
of organisations.

The general assessment of the reform of the academic sector today
by scientists and experts in science and innovation policy alike has been
negative.!® For their part, however, government officials view it positively,
given the resolution of certain organisational dimensions in Russian sci-
ence relating to property, general research directions and also the work-
force. In fact, there is no evidence yet that the merger of institutes has
been indubitably bad for the scientific complex.

INFLOW AND OUTFLOW OF SCIENTIFIC TALENT

Russian policies in respect of the scientific workforce are critical, as the
quality of this workforce informs the results of scientific work as well as the
level of demand for science in the economy and society. In the immediate
post-Soviet period, the number of researchers in the country decreased
sharply due to severe budgetary cuts and the absence of other sources of
support. These were, in many cases, irreversible losses, the consequences
of which are felt to this day. There is, for instance, a dearth of “middle-
aged” Russian scientists (40—60 years of age) due to emigration or moves
to other economic sectors. There have been several waves of outflow of
scientists since the breakup of the USSR: most intense until the end of
the 1990s, milder in the subsequent decade, and growing again from
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the 2010s to this very day. Indeed, the scientific brain drain from Russia
remains an important problem in Russia today, as these outflows were
never counterbalanced with comparable inflows of scientists from abroad.
The result has been diminished productivity in Russian science and com-
promised processes of knowledge transfer. And this brain drain has been
exacerbated by the steep fall in the quality of science education and the
preparation and training of new generations of scientists.

At the end of the first decade of the new century, the Russian gov-
ernment developed initiatives aiming to engineer a “reverse influx” of
talent—that is, to attract Russian-speaking scientists from other countries,
all with a view to framing the research diaspora as a potential source of
“soft power” capable of better presenting Russian science in the global
scientific community.'* The approach involved, first, the creation of a spe-
cial programme to attract members of the Russian scientific diaspora to
participate and/or lead research conducted in or by Russian universities.
Under this programme, 160 laboratories were created in Russian universi-
ties, with approximately half of these laboratories today being chaired by
diaspora scientists. Second, the Russian-speaking diaspora was invited to
peer-review Russian government projects and programmes.

Alongside the external movement of researchers, internal, inter-sectoral
mobility—that is, scientists moving from the academy to industry, and
vice versa—is also important both for knowledge transfer and the creation
of demand for science. Russian inter-sectoral mobility has 2 particulari-
ties: first, its intensity is extremely low, even by comparison with countries
where the size of the scientific sector is much smaller; and second, Russian
researchers tend to leave research institutes at the same rate as these insti-
tutes take in people from the private sector—a dynamic stemming from
the enduring relationships between the research institutes and the Soviet-
era companies.'® (In other countries, the most mobile researchers operate
in the universities, which regularly attract professionals from the private
sector. )

Measures to incentivise mobility have to date not been a priority for the
Russian government, even if some Russian state funds do some work in this
regard with Russian researchers. Of course, in countries with developed
scientific complexes, professional mobility is promoted and stimulated pri-
marily through measures aimed at linking universities and business.!® In
these countries, there has been a gradual transition from the use of direct
measures (for instance, targeted grants or other instruments used to influ-
ence mobility) to indirect ones related to the regulation of the consulting
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and entrepreneurial activities of professors, various types of joint initiatives
and, among other things, training.

TECHNOLOGY TRANSFER AS A SIGN OF THE DEMAND
FOR SCIENCE

The practical application of scientific knowledge occurs through vari-
ous mechanisms in Russia. An important role is played not only by large
businesses, which invest the largest resources into research and develop-
ment, but also by smaller innovative firms. Of course, the largest Russian
companies are almost exclusively state-owned (see Chap. 33 on State
Corporations). Over the last 5 years, the government has tried to push
these companies to innovate through so-called programmes of innova-
tive development for companies in which government participates. These
programmes have led to improvements in a number of indicators; for
example, business expenditures on research and development grew nearly
threefold between 2010 and 2013.Y7

To be sure, increased allocations for research and development do
not necessary lead to innovation. The majority of Russia’s state cor-
porations and companies invest in the improvement or adoption of
existing technologies, while only 34 per cent fund research and devel-
opment that is new to the market.!® State corporations and companies
cooperate with universities mostly in education, but not in science,
and seldom outsource research tasks to small companies—all betraying
a fundamental lack of demand from state-owned companies for new
scientific ideas.

Another vector of state support concerns small innovative companies.
Since 1994, the Foundation for Assistance to Small Innovative Enterprises,
modelled on the American Small Business Innovation Research (SBIR)
and the French Oséo (ex-ANVAR) programmes, has provided support to
teams and companies at the pre-seed, seed, startup and expansion stages.
Other institutions for such development appeared later, including the
Russian Venture Company (PVK) in 2006, the Skolkovo Foundation in
2010 and Innopolis in 2015. From the start of the 1990s, business incu-
bators and technoparks—that is, infrastructure essential to the develop-
ment of small, innovative companies—has been built. Financial and other
instruments of support for small innovative firms have evolved consider-
ably. And yet the volume of revenues from small innovative companies still
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remains far smaller than in developed industrial countries, largely because
the established elements of the said infrastructure remain fragmented.
Moreover, in helping small innovative firms, the state has, concurrently,
created barriers. A 2015 survey of the fastest-growing innovative Russian
companies showed that they consider administrative barriers created by
the state to be the most serious obstacles to their success—far more so
than the inefficacy of state support. In particular, the absence of a nor-
mative basis for the adoption and use of new technologies slows down
development, just as do the excessive and complicated audit procedures
set by the government.

The net result of all this is that the transfer or practical application
of technologies in Russia remains weak. Innovation has not yet become
a competitive advantage among Russian companies, and, consequently,
demand for Russian research and development is not high. Having said
this, Russia has almost all the necessary elements of technical infrastruc-
ture for twenty-first century innovation, but these elements remain discon-
nected and non-systematic, which means that state measures to simulate
knowledge are, in the aggregate, non-potent. For instance, Russian ven-
ture funds today seldom work hand in hand with Russian companies in
the technoparks. Bref, major stakeholders are not linked horizontally, and
most of the push and energy still come from the state itself.

THE NATIONAL TECHNOLOGY INITIATIVE

The National Technology Initiative (NTI) is a programme introduced by
the federal government in 2014 to link Russian science, education and
development of technologies within a single process. The goal of NTI
is to make Russia one of the world’s top 3 technology powers by 2035,
based on dominance in prospective technology markets that are expected
to exceed US$100 billion in size by that year.?

In May 2015, 9 such markets were identified by leading Russian techni-
cal experts, based on 2 key criteria: the potential for development in the
global context, and the presence of companies (people) in the country
prepared to become leaders and take responsibility for such development.
For each market, a “roadmap” is being developed by working groups
that include specialists from Russian companies, universities and various
research organisations.?® The new markets are thematically affiliated with
the security of the country and the supply of resources, the development
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of the national transport system and also those areas in which revolution-
ary changes are currently taking place (e.g. digital health, new finance and
neuro-communications).

As a new initiative, the NTI has several positive elements. First, it
appeals to personal responsibility—that is, a specific person or organisation
is directly responsible for the outcomes of a given research programme.
Second, emphasis is put on horizontal links among stakeholders, in lieu
of the Soviet-style hierarchical, command structure. Third, the system is
open—that is, the discussion of future or potential markets among NTI
participants and, by extension, in the Russian policy, scientific and business
communities, is meant to be continuous and evolutionary. Fourth, the NTI
helps to define research and technological priorities for the country—a task
that was poorly performed in the Soviet period.

While it has its sceptics, the NTT may well lead to institutional trans-
formation, including decomposition of the current institutions of national
development, and may assist in the formation of new instruments to sup-
port the entire innovation cycle. To this end, a key first step was the cre-
ation, in 2016, of the non-profit Agency for Technological Development.
This agency will transfer foreign technologies to Russia—those critically
needed by Russian companies—through the conclusion of licensing agree-
ments and the creation of joint enterprises with foreign stakeholders and
players.?! (Of course, the import of technologies does raise some ques-
tions about the role of Russian science in the NTT, including the core issue
of demand.)

How 10 BoosT DEMAND FOR RUSSIAN SCIENCE?

For now, the task of raising demand for Russian science is not being
addressed adequately in official Russian documents and strategies. Instead,
Russian policy discussions to date have typically attempted to address
the effectiveness or impact of science, which is only indirectly linked to
demand and which, in my judgement, is secondary to the demand ques-
tion in its centrality to the future of Russian science.

The demand for Russian science can grow along 2 key vectors: first,
by increasing the quality of basic research through international coopera-
tion, thereby raising the visibility of Russian scientists; and second, by
strengthening links with the users of scientific knowledge—in particular,
industry.
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In many of the scientifically advanced countries with which Russia will
need to establish collaboration for purposes of raising the profile of its
scientists, there are already many Russian-speaking scientists working in
situ. A first step for Russia should be the development of ties with these
Russian-speaking scientists, followed by discussion of possible oppor-
tunities, vehicles and platforms for collaboration. Also important is the
building of networks of research laboratories in Russia chaired by world-
leading scholars. Finally, it is crucial that the country expand international
exchange programmes for doctoral candidates and postdoctoral students in
order to enhance the quality, confidence and reach of Russian researchers.

The strengthening of inter-sectoral mobility would certainly help
with knowledge transfer and application. This requires the introduction
of legislative norms for labour, which would allow scientists, professors
and teaching professionals in the universities to use their time more flex-
ibly, thereby creating more relationships with private companies and, in
turn, simplifying procedures for attracting the specialists in the scientific
departments of companies to teach, lecture and conduct research in the
universities. These labour norms should go hand in hand with substantial
government and private sector grants in support of the establishment and
deepening of relationships between universities, research organisations
and companies.

It may well be that the practical applications of scientific results will
be more effective through consortia that bring together large groups of
university scientists and company specialists to promote joint research at
the pre-competitive stages of the innovation cycle. To this end, it would
be important to have agreements in place between the developers (small
companies and universities) and the consumers (large companies) of tech-
nologies produced within the consortia in order to assure demand for the
resulting science.

Infrastructural support of small companies can be improved through
the participation of local and regional authorities on non-financial ques-
tions like land allocation for technoparks or business incubators. Of
course, regional governments in Russia typically have small budgets for
innovation, but they also are able to support research and development
through indirect measures, including tax privileges and customs regula-
tions. In addition, regional agencies must play a significant on-the-ground
role in linking all actors within the innovation ecosystem.

Finally, let us keep a watching brief on the new Russian strategy on
scientific and technological development, signed by President Putin
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on December 1, 2016. This strategy notes that Russian science should
aim to tackle the “grand challenges” facing Russia today and into the
future, including environmental, demographic and energy-efficiency pres-
sures. But if this strategy would appear to commend to Russian science
new priorities, there is no indication that it imagines that this would be
accomplished outside of the existing policy and technical toolkit. As such,
by contradistinction, the various policy measures discussed and recom-
mended in this chapter, while far from comprehensive, do suggest some
key policy directions that can move Russian science towards greater inter-
national competitiveness and enhanced domestic prestige—all in the con-
text of greater demand for its production and for those (scientists) who
produce it.
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CHAPTER 26

Sport

Andrey Adelfinsky and Valery Anashvili

RUSSIAN SPORT AS AN INSTRUMENT (AND THEATRE)
OF PoLITICAL BATTLE

During the Soviet period, political orders from up high gave rise to institu-
tions of sport designed to carry out these orders. As Yuri Vlasov, the former
Soviet weightlifter, wrote, “the constructed system of Soviet sport” saw itself
as a bureaucratic apparatus with inherent rules of conduct, underpinned
by a system of grassroots organisations, such as sports clubs.! This “con-
structed system” had a general ideology of total record-getting from top to
bottom and across all forms of sporting competition. The ideology spread
to mass and children’s sport, which were soon viewed as de facto reserves
(talent pools) for elite sport—even as the mass sport segment was resource-
constrained within the general system of physical education and sport.
How did this come to be? In 1947, the head of the Soviet state com-
mittee on physical education and sport, Nikolai Romanov, sent an official
letter to Politburo member Andrei Zhdanov, stating that the 1948 Winter
Olympics would take place in San Moritz, and the Summer Games in
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London. Romanov wrote: “At the Olympics, there will be official country
rankings by medals and points. It appears most expedient that Soviet ath-
letes be fully represented in every event of the Olympic programme”.?
This was a watershed in Soviet sports policy: isolationist strategy was to be
replaced by a warrior one, and international sporting competitions were to
become a major arena for international (political) battle.

The Soviet system of physical education and sport was created in the
1920s as a subset of health policy (see Chap. 21 on Health Care). The
system’s original goals were to promote health by means of mass par-
ticipation in sport. By the 1930s, however, the system was given another
goal—one not envisioned by its creators, including Vladimir Gorinevsky
and Nikolai Semashko: the production of elite athletes. This goal drove
overall state resource allocation, such that it was no longer necessary to
develop mass competitions but rather to focus strictly on the preparation
of the most promising athletes. This logic is reproduced to this day—that
is, the federal and regional budgets in post-Soviet Russia are the principal
“sponsors” of sport, and sport development means, for all practical intents
and purposes, the preparation of elite or professional athletes.

The values of elite sport gradually penetrated the entire Soviet sys-
tem of physical education and sport after the creation of the USSR. In
the 1930s and 1940s, Soviet physical education witnessed the merger of
labour and recreation. Sport was inculcated into the masses through cer-
emonial and theatrical practices of physical education and culture—most
notably through football (soccer) tournaments and sports parades.

The 1950s and 1960s were marked by efforts to strengthen the coun-
try’s competitive positions in the world, with sporting victory seen as
a means of affirming communist ideology. Emphasis was placed on the
development of high-achievement sport as a counterweight to the pre-
war cultivation of the ideals of physical activity. Soviet athletes set world
records, with each new record becoming a weapon in the Cold War with
the West. It was during this period that the foundations of the contempo-
rary sports system of Russia were laid.

The 1970s and 1980s—the last 2 full decades of the USSR—were
the most productive for Soviet athletes. The “race for records” that was
launched in the 1950s began to yield considerable fruit. Soviet athletes
scored increasing numbers of international victories and set an exceedingly
wide array of major records—all the while representing a colossal machin-
ery consisting of coaches, doctors and even fashion designers. The high
ideals of representing communism and the USSR were gradually replaced
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by the raw pursuit of records, and the professionalisation of sport led to its
commercialisation, which in turn (and ultimately) led to the mass emigra-
tion of athletes out of the Soviet space.

TuaE GoALSs OF RUsSIAN SrorT PoLicy

In 1968, Leonid Brezhnev said: “We must continue to raise the inter-
national class of our sport. But most important of all is the massiveness
of the sporting movement, and the development of grassroots sport and
physical culture”.? Brezhnev’s words anticipated those of Russian leaders
in the post-Soviet era. Said Vladimir Putin in a 2008 meeting with the
then Minister of Sport, Vitaly Mutko: “[The Beijing] Olympics [...] and
the preparation after that for the Sochi Olympics are for us, of course, self-
sufficient processes. But they are also, as I have said many times, a means
of giving increased attention to the health of the nation, the health of the
people, and to propaganda in the service of a healthy lifestyle”.*

Dmitry Medvedev articulated a similar thesis in 2008, stating that “the
development of high-achievement sport would lead automatically to the
development of physical culture, and that people would become healthier.
What else does a state need?”® But what of this “automatic” relationship
or correlation between people’s health and high-achievement sport? A
number of authors have declared that elite (Olympic, professional or high-
achievement) sport is a means of, or an instrument for, the development of
mass (grassroots or recreational) sport. They adduce the “pyramid” model
and quote Pierre de Coubertin, the father of the modern Olympic Games:
“In order for 100 people to develop their bodies, it is necessary for 50 to
practice a sport, and in order for 50 to practice a sport, it is necessary for
20 to specialise; but in order for 20 to specialise it is necessary for 5 to be
capable of outstanding achievement”.%

And yet the pyramid model, which openly declares the primacy of elite
sport over mass sport, is, in our view, counterproductive to any declared
policy interest in mass sport. The contradictions between elite and mass
sport under the pyramid model exist not only in resource terms but also
in terms of a fundamental misunderstanding of the motivations of par-
ticipants in mass sport—indeed in a wholesale rejection of mass sport. If
the pyramid model holds that high-performance sport—a staple of the
Soviet period—should issue in high participation levels in mass sport, then
it was commonly said in Soviet expert circles that the declared harmony
between high-performance sport and mass sport was betrayed by facts on
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the ground—facts that were disclosed to the general public during the
“glasnost” period. It followed that the problem of mass sport was one of
the key reform areas discussed in the perestroika period.

According to Yuri Vlasov, the zenith of Soviet sporting glory, between
1959 and 1964, when Soviet statistics suggested that there were 70-80
million Soviet citizens partaking in physical activities, should today be
regarded as the “highest achievement in cheating and fraud.” Vlasov
wrote that from the end of the 1940s, the chief consequence of the total
politicisation of sport was that the entire sphere of Soviet sport—in policy
and administration—was oriented exclusively towards Olympic victory
and world records. “From top to bottom, it was dominated by a single
goal—to be first in all competitions.””

THE PRESENT STATE OF RUSSIAN SPORT

The primacy of high-performance sport (and sports entertainment) in the
context of a unified sphere of physical education and sport continues to this
day. This is plain from analysis of the Russian federal programme on physi-
cal education and sport development for 2013-2020. Table 26.1 com-
pares the original version of the programme and the subsequent adjusted
version (following budget cuts), both divided according to their 4 sub-
programmes. The distribution of resources among the sub-programmes
clearly demonstrates the priority given to high-performance sport, the
training system for sports reserves, and spectator sports or sports enter-
tainment. Moreover, in the adjusted version of the programme, the largest
loss was suftered by the sub-programme on mass sport (Sub-programme 1).

THE PROBLEM OF ACCESS IN MASS SPORT

What about access to sport in Russia? That there is great variety in the
costs of different sports goes without saying. In a simplified model of
spending on sport (in multiple countries), we may classify sporting prac-
tices as “elite” or “democratic” (in economic terms) and, consequently,
potentially massive (in terms of numbers of participants). In particular, we
can identify the cost of the infrastructure or facilities used in a given sport,
the capacity of the infrastructure or facilities for a given sport, and the
potential use of such infrastructure or facilities by amateur athletes or citi-
zens more broadly. For example, in swimming, spending on equipment is
not especially high (starting from the initial or startup cost or investment
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Table 26.1 The state programme “Development of physical education and sport”

(2013-20)

Original
programme

Share (%)

Adjusted
programme

Sharve (%) % Change

in funding

Federal
programme on
development of
physical education
and sport
(2013-2020)

Sub-programme 1:

Development of
physical education
and mass sport

Sub-programme 2:

Development of
high-performance
sport and the
SpOrts reserve
system

Sub-programme 3:

Preparation and
execution of the
2018 FIFA World
Cup and the 2017
Confederations
Cup

Sub-programme 4:

Sectoral
development in
physical education
and sport

1,716,924,205.76

thousand rubles

341,571,506.80
thousand rubles

995,920,272 .46
thousand rubles

150,095,500.00
thousand rubles

10,441,843.30
thousand rubles

100

19.9

58.0

8.7

0.6

450,943,945.20
thousand rubles

20,899,910.30
thousand rubles

163,938,311.80
thousand rubles

166,778,697.40
thousand rubles

10,261,843.00
thousand rubles

100

4.6

36.4

37.0

2.3

-74

-84

+11

Source: Adelfinsky A. (2017) Despite the Records. Moscow: Delo

of approximately 350 rubles per athlete). For running, a slightly larger
investment is needed (starting from 1500 rubles per athlete)—even if stag-
ing or organising competitions for long-distance running does not typi-
cally require the creation of special equipment or facilities. By contrast,
organising modern competitive swimming meets requires specalised
pools, which in turn require significant spending on upkeep. Of course,
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these pools may be used not just by competitive swimmers but also by
recreational swimmers representing wide swaths of the population. This is
not so with, say, a modern ramp used to hold competitions in ski-jumping
or Nordic combined—infrastructure that really can only serve the internal
purposes of these sports as spectacle or entertainment.

The data demonstrate that participation in the “democratic” and rela-
tively inexpensive sports is fairly high. For example, in Germany today,
the 3 most popular (practiced) sports are cycling, swimming and running,
which are practiced by 20 per cent, 14 per cent and 13 per cent of the
German population, respectively.® If we look at the data for sports com-
petitions that occur in a specific place and at a specific time, we must con-
clude that sports practices in the form of mass events (for all who wish to
participate) can take only a limited number of forms. For example, differ-
ent types of cycling races—simultaneous mass-start and multistage com-
petitions alike—often use existing public infrastructure like road networks,
forests and parks. Mass competitions can be organised efficiently only for
such disciplines as cycling, distance running, open-water swimming, cross-
country skiing, roller-skating, triathlon and orienteering. These are so-
called participatory sports.

The hypothesis of our research comes from observation of official tri-
athlon competitions. (Triathlon is one of the fastest developing partici-
patory sports in Russia and many developed countries alike.) Table 26.2
examines 2 major triathlon events that took place in 2007—the Russian
Championship in Penza, and the International Triathlon Union (ITU)
World Championship in Hamburg. The Penza region sports authority has
run the Russian championship in Olympic-distance triathlon every year
from 2005 to the present. For its part, the Hamburg-hosted ITU World
Championship of 2007 became the model or benchmark event for all sub-
sequent I'TU World Championship Series events—to this day.

What do we see in official Russian sports events? At Penza 2007, the
average age of the participating athletes was 18 years. Sport for these par-
ticipants was, as a rule, a professional or full-time activity. The average
result among men over the Olympic distance was 2 hours and 2 minutes,
with a standard deviation of 11 minutes—¥&ref, only the strongest athletes
took part. This was evidently a “pyramid” event, the structure of which
was 132 participants under 20 years of age, 31 between the ages of 20 and
24 and only 13 aged over 25. The youth competition comprised the low-
est tier of the pyramid, followed by the junior category, and then under-
23, with the pyramid capped by “elite” competitors.
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Table 26.2 Key Russian Triathlon Federation and International Triathlon Union
events

Parameter/event Russian Championship: World Championship:
Penza 2007 Hamburyg 2007
Average age 18 years 41 years
Average time + standard 02:02 = 0:09 [01:51; 02:57 + 0:21 [01:46; 06:11]
deviation [min; max| for 02:35]
Olympic distance
Number of participants 176 6402 = 358 clite; 6044
amateurs
Athletes’ relationship to the  Professional Recreational (for 6044
sport participants)
Nature of entry Selective Open (for 6044 participants)
Event objective To identify the best Mass participation (for 6044
of 6402 participants)

Source: Adelfinsky A. (2017) Despite the Records. Moscow: Delo

What do we see in official sports events in developed countries? Races
among the strongest runners are not goals in themselves, but rather take
place only in the context of a programme of events open to all participants.
At Hamburg 2007, the average result for participants over the Olympic
distance was about 3 hours—an hour faster than the time limit but an
hour slower than the winning time. The average participant, at 40 years of
age, was someone for whom sport was only a recreational activity rather
than a profession. Admission or entry was non-selective—that is, anyone
willing could register and, with the right equipment, take part. At Penza,
by contrast, entry into the race was selective—that is, a regular enthusiast
or amateur could not take part. The goal of official triathlon competi-
tions in Russia, then, has clearly been to showcase the strongest athletes
for purposes of long-term representation of the country at international
standards, while triathlon competitions in developed countries aim for
mass participation by the population together with the showcasing of
the strongest athletes. In short, there are two different models of sports
organisation at play here.

To describe participatory sport in developed countries, we propose the
“iceberg” model, focusing on the interrelationship between “mass” and
“elite” sport. We posit that this model is a credible alternative to the “pyra-
mid” model. We see sport as a unified field in which there are 2 roles or
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vocations for participants in practice: “enthusiasts” or “amateurs” (non-elite
athletes, or the mass segment of sport) and “elites” (professional athletes, or
the professional segment). We assume that enthusiasts do sport as a hobby,
voluntarily and through self-financing. Elite athletes, on the other hand,
seek to make sport their profession and will often seek external funding.

In the iceberg model, the primary “product” of sport is participation
(i.e. competitions, events and sporting lifestyle), and the ordinary amateur
athlete is its primary consumer. Along the way, as a secondary element,
amateurs interested in sport constitute a consumer market for equipment,
coaching and tourist services, as well as a spectator audience and fan base
for a given sport. The professional athlete is a tertiary element in this
model—that is, the sports business is interested in him or her as a market-
ing tool. The social effects of elite or professional sport and spectacle are
fourth-order products. Moreover, spectacle is needed not in general but
specifically in the context of the sport in question.

Our model includes an economic mechanism for supporting elite sport
as a consequence of the development of mass sport—that is, large num-
bers of sports enthusiasts create the economic basis for those training
professionally (i.e. for earnings through prizes and promotional contracts
from equipment manufacturers). Governments or state sporting authori-
ties, on this model, are not required to maintain or form a professional
reserve army of athletic talent. Instead, the role of the state as a participant
in economic activity can be focused on influencing the mass sport segment
of society or entirely devoted to the regulation of access to public infra-
structure and funding.

SPORTING MOTIVATION AND ITS MANAGEMENT IN PoLICY

The motivations of participants in sports and the effective administration
of this participation is a critical theme in the policy discourse on participa-
tory sports. The “pyramid” theory and the practice of high-performance
sport treat sport as the pursuit of an optimal result—that is, to “be first”,
“set a record” and “win”. Of course, concern for health is another moti-
vation that is typical not of sport but of physical education proper (even
if ski marathons, multiday trails and long cycling races are typically not
advisable for health reasons and purposes.)

The logic of the pyramid model is that the strongest athletes motivate
ordinary people to do sport. The thesis is controversial: is the average
40-year-old sports amateur-enthusiast motivated by an 18-year-old elite
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athlete with lower human capital (in terms of age, life experience and
education), whose main claim to worth is, say, the ability to run faster? Let
us instead offer the the alternative hypothesis of seeing elite (professional)
athletes as an advertising model and also as testers for sports equipment.

The phenomenon of distance running was studied by the Briton
Stuart Smith. He showed that the core of the practice is comprised not of
people who run for health but rather those who run for prizes, winning
and records. Smith divided sporting participants into 3 categories: “ath-
letes”, “runners” and “joggers”. “Athletes” comprise the small group of
sportsmen and sportswomen who have the potential to win races or oth-
erwise score good times. In this group, there is a manifest desire to win
or obtain a high result. “Joggers”, for their part, are those who run for
health and appearance. However, these 2 groups are deemed by Smith to
be peripheral to the practice of sport. The largest group is the “runners”
group—that is, the majority in cross-country competitions, who do not
have any real chance of winning but whose training and attraction to
running go beyond what is required purely for health outcomes. Smith
holds that “runners” may be motivated partly by competition with famil-
iar faces—those they regularly meet in local races in their region—as well
as by the idea of “overcoming oneself”. In his view, modern distance
running may even be a form of masculine affirmation for middle-class
men on the “wrong” side of 30.°

What is the role of a professional athlete? Do elite athletes, as per the
Coubertin thesis (repeated by current Olympic chief Jacques Rogge),
“motivate others to do sports”? If this is true, then sports stars would be
used actively in the advertising of sports goods and services. We therefore
looked into the use of top athletes for the advertising of specific categories
of products (using all the 2011 issues of the now-detunct Inside Triathlon
magazine). We found that the 2 principal types of advertising content
dealt with cycling equipment (60 per cent of all advertising) and triathlon
events (16 per cent). By all appearances, then, “sport stars” in triathlon are
used to test sports equipment and create perceived associations with being
“the best”—but probably not for purposes of motivating most ordinary
mortals to participate in sport.

For conceptual and also policy purposes, then, we argue that unity of
practice combined with a normative role separation between “elites” and
“amateurs” should be fundamental to the national approach to participa-
tory sport in Russia. While distribution of resources (prizes, sponsorship and
scholarships) is necessarily highly selective for elites, official attitudes towards
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“amateurs” must promote and support equality and encourage every ordi-
nary athlete (i.e. no money or resources, small awards for everyone, demo-
cratic time limits, etc.). This “double-standard” will allow for the coexistence
of 2 different ethical standards or logics—the first competitive, and the sec-
ond expressive.

As such, we think it possible to formulate recommendations in respect
of a national advertising-cum-marketing strategy for promoting partici-
pation in sport in Russia. As the target market would be regular adults
(regular in the athletic sense), the advertising message should appeal to
the internal motivations of the average participant—that is, one who
never actually wins competitions. The key target motivation, in this sense,
should be that of individual striving as well as the fight against the forces
of nature (or against distance itself).

The use of elite athletes (“champions”) as role models is manifestly
inappropriate here. “Stars” of culture, politics and show business could
certainly make for good advertising models to promote mass participation
in sport. But “sports stars” should be used only in the event that they are
retired (former) professional athletes (whose results have over time evi-
dently become more average and ordinary).

WHAT’S TO BE DONE? DEVELOPING MASS SPORT IN RUSsIA

The modern national system of physical education and sport in Russia
has largely preserved the erstwhile Soviet model and policy logic, oper-
ating principally with the aim of “producing” elite athletes. This model
evolved historically in the context of a planned economy. An alternative
participatory model of sport, common to developed European countries
(although less so for the USA, where for-profit organisations and institu-
tions dominate, narrowing the scope for pure participatory dynamics in
the population), has been successful in advancing competitive sporting
practices through the participation of amateur athletes, with significant
advantages for the development of mass participation in sport as well as in
terms of the development of high-performance sport.

How to move Russia in this direction? First, a successful reform of the
national sports system in Russia should not be uniform across all sports. It
should instead be differentiated according to the nature and needs of each
sport. However, an a priori division between “mass sport” and “high-
performance” sport is unnecessary in the reform. It is clear that mass
competitive practices built on a foundation of several sporting disciplines
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(triathlon, distance running, cycling, cross-country, ski-racing, open-water
swimming), given the lower capital-intensiveness of these specific sports,
have greater potential to generate the mass participation by the population
in sport that is still consistent with the development of elite sport. A dif-
ferent narrative about sport must be developed in state communications
and in the Russian media (see Chap. 9 on Russian Media), with potential
participants seeing mass participation sport—including youth sport—as
something in which they can and should themselves participate.

If the goal is expansion of mass participation by the Russian popula-
tion in sport, then practical measures will include holding prices constant
on access to sports facilities as well as entry or registration costs for par-
ticipation in competitions. If the state should set the general framework,
essential to success on the ground will be the administration of sports by
non-profit, non-governmental, volunteer-based organisations advanc-
ing the interests of regular enthusiasts. To be sure, the national and
regional governments have a key role to play in this regard in incentivis-
ing the creation and support of volunteer clubs as well as the unification
of such clubs into region- and country-wide associations. It follows that
the role and accountability (administrative and financial) of non-profit
voluntary sports organisations representing the specific interests of the
mass (amateur) segment in the participatory sports must be strength-
ened considerably.

The transformation of national federations for specific sports into
bona fide public organisations (unions, as it were) representing, de
facto, the interests of athlete-enthusiasts will be critical to the future of
mass participation in sport for the Russian population. Such a transfor-
mation is likely not possible without political will at the highest levels
of Russian government and within the leadership of the sports federa-
tions themselves. Moreover, “bottom-up reform” is less probable to the
extent that there is an absence of internal interest among stakeholders
in the federations—focused as they are, at present, on elite sport, which
also serves as something of a social stabiliser against various external
influences and shocks on Russian society and policy life.
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CHAPTER 27

Culture

Vitaly Kurennoy and Rouslan Khestanov

BETWEEN PRAGMATISM AND NEOTRADITIONAL RHETORIC

Cultural policy has not generally been viewed as central to the activities
and instruments of the modern Russian state. As such, Moscow’s sudden
interest, several years ago, in culture was perceived with ambivalence by
many commentators. In April 2013, Vladimir Putin signed a decree on
implementing Years of Culture in Russia, where 2014 was to be a Year of
Culture.

Putin used the expression “cultural policy” for the first time on October
2, 2013, at the meeting of the Council for Culture and Art under the
President of the Russian Federation. Within 2 months, in the Presidential
Address to the Federal Assembly, the values orientation of state cultural
policy was articulated. It was described as a “conservative position”,
aimed at the defence of “traditional values”—not inconsistent with some
of the writings of the Minister of Culture, Vladimir Medinsky, who has
scandalised certain liberal quarters in Russia by arguing for a “patriotic
orientation” in Russian cultural policy (see Chap. 3 on Russian Political
Ideology).

If we were to summarise the speeches of Vladimir Putin on culture, the
following key aspects of the “conservative position” could be distilled:
first, culture and the Russian language are seen as integrating elements of
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the “multinational nation” of Russia; second, the cultural diversity of the
world is understood to be one of the factors favouring the national sov-
ereignty and self-sufficiency of Russia; third, “traditional” cultural values
include, above all, support for multichild traditional (heterosexual) fami-
lies (see Chap. 28 on Families) and a commitment to “Christian values,
which are the basis of Western civilisation” (even if this Western orien-
tation does not necessarily prevent clashes between Russia and Western
countries); and fourth, the emphasis on “traditional values” is seen as an
element of Russia’s foreign policy (see Chap. 12 on Foreign and Defence
Policy). Consistent with this foreign policy positioning, in June 2014,
Constantine Kosachev, head of the Russian Cooperation Agency, said that
the agency planned a comprehensive strategy to expand the humanitar-
ian influence of Russia in the world, and to open, by 2016, 11 interna-
tional centres of science and culture, including 9 centres within the former
Soviet space.

The “pivot to culture”, as it were, was consolidated with the approval
by President Putin, at the end of 2014, of the “Foundations of State
Cultural Policy” policy document, which stated that “state cultural policy
is called on to provide priority cultural and humanitarian development
as a basis of economic enlightenment, state sovereignty and the civilisa-
tional identity of the country”.! The designation of culture as a field of
priority interest for the first time in post-Soviet history was interpreted
by the Russian public as a logical continuation of the path to sovereignty
and a rejection of strategic integration into the European community
and several other supranational structures—intentions that had been
widely declared by Vladimir Putin at the start of the 2000s. In that early
Putin period, the dominance of central government organs of power
over culture could have been described as neutral-technocratic. The state
refrained from privileging any particular values or moral or ideological
orientations, emphasising instead the primacy of socioeconomic develop-
ment and the challenge of modernisation, including “doubling GDP”
(see Chap. 2 on The Objectives and Principles of the Russian State in the
Twenty-First Century). This posture was still apposite in the Presidential
Address to the Federal Assembly in 2007, where Russia’s “search for a
national idea”—an age-old Russian quest, even if the modern Russian
state is young—was evoked in the context of the apparent need for the
country to “stress the essential moral-ethical values developed by the
Russian nation over its more than thousand-year history”.
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The current system of cultural administration in Russia often turns on
direct decisions from the President to use large or mega-events like the 2014
Sochi Olympics and the 2018 World Cup as an instrument for the develop-
ment of different regions of the country. The (2014) Year of Culture in Russia
was part of this logic. However, the policy pivot to culture, while significant,
has not to date been bolstered by any notable changes in the budget of the
state cultural sector. “The state cultural sphere is significantly and chronically
underfinanced: state support of culture in Russia, in per capita terms, is on
average 3.5 times lower than in the developed countries of the world” .2

Is this “pivot to culture” (perhaps so-called) a return to Soviet-style
cultural policy? And was the neutral-technocratic approach to cultural
policy of the early post-Soviet years but a temporary deviation from the
historical norm in Soviet and Russian statecraft?

SovieT CULTURAL PoLIcY

Cultural construction in Soviet Russia was considered the most important
part of the development of the state immediately following the establish-
ment of Soviet power. The term “culture” occupied a conspicuous place in
the slang of the Bolsheviks, starting from 1919, when the Eighth Congress
of the Russian Communist Party approved the Party Programme.

The Bolsheviks believed that after the resolution of the central political
question—that is, the conquest of power in Russia—political work must
generally cede pride of place to cultural work. On this logic, the regula-
tory functions provided in a “bourgeois society” by law and bureaucratic
administration would in the new communist society envisioned by the
Bolsheviks be played by culture. In other words, culture would substitute
for repressive state bureaucracy.? This Leninist doctrine of cultural revolu-
tion was reflected at the 15th Congress of the Communist Party, which
stressed that “simplification of the functions of administration by raising
the cultural level [and motivations] of the working people leads to the
destruction of state power”.*

For the Party, the problématique of culture was always closely affiliated
with administration and leadership. Party functions in the earliest years of
Soviet power could not precisely differentiate between the organisation of
cultural work and party propaganda and agitation. In the Stalin period,
such a distinction was on offer: the organisational and theoretical work,
and also the development of cultural meanings, belonged to the Party,
while the cultural-enlightenment work that could be “mechanised” and
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widely replicated was delegated to the state, which administered the large
network of Soviet cultural institutions (clubs, cinematography, societies,
etc.).

As for the utopian vision of the Soviet project and the practical mea-
sures undertaken to implement a focused cultural policy, including the
national-cultural construction of a “family of nations” in the USSR, the
Soviet pivot to culture and Lenin’s New Economic Policy should be seen
as 2 interconnected steps in the context of Soviet “strategic retreat”—
forced concessions to the existing non-socialist economic order and the
actual state of culture in society—which in time should have given way to
a strictly “communist republic”. This understanding of “cultural revolu-
tion” was represented in the language of Lenin in his 1923 essay “On
Cooperation”, where the challenges of cultural construction were given
primary importance. But if the dénouement of the New Economic Policy
had already begun by the end of the 1920s, then the end of “cultural
revolution” was announced by Stalin in his summary report for the 17th
Congress of the Communist Party in 1939.

The Leninist understanding of cultural revolution envisioned not only
the “moulding” of a new person but also the destruction of the remnants
of the prior bourgeois culture, including among the older Bolsheviks
raised in a still-bourgeois context. The Great Terror of 1937-38 should
therefore be seen as a constituent part of the Leninist project of “cultural
revolution”, advanced by Stalin through collectivisation and industrialisa-
tion, and requiring the liquidation of what remained of the market econ-
omy permitted in the period of the New Economic Policy.

If it is in the Stalin period that the foundations of the cultural institu-
tions and the operational algorithms of mass Soviet culture were created,
then an important break in the understanding of the place of culture in
state policy occurred in the Khrushchev period. First, in 1953, 2 months
after the death of Stalin, the Soviet Ministry of Culture was created and
the entire design of party-state cultural administration was changed.
Second, at the 20th Congress of the Communist Party, at the start of
the report from Khrushchev, there was a notable rhetorical shift: cultural
work was distinguished, in strictly positive terms, from the darker arts of
propaganda, and cultural policy was to be emancipated, the new Ministry
of Culture oblige, from ideology. Politico-ideological language in the cul-
tural sphere was replaced by administrative-bureaucratic language. And
where political rhetoric once dominated, foreign policy and resistance
to the capitalist bloc took over. Indeed, until Gorbachev’s perestroika, a
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large variety of the social and international contradictions presented by the
USSR were interpreted by the policy elite through the prisms of manage-
ment, administration and culture.

Russia’s CULTURAL PoLicy PROBLEMATIQUE

In the post-Soviet period, the cultural sphere, as distinct from other sub-
systems of Russian society, was the least affected by reform processes. The
operations of public institutions of culture, and also the large network
of artistic and cultural associations (artists’ unions, composers and oth-
ers), underwent partial spontaneous transformation with the breakup of
the USSR, losing much of their previous influence and social prestige.
Houses of culture and stadiums adapted to the new national reality of
chronic underfunding and the sudden disappearance of rigid state con-
trol. Paradoxically, for better or worse, many of these cultural spaces were
used as retail space. Institutions of culture created to address specific cul-
tural-anthropological and ideological challenges of Soviet civilisation, now
devoid of mission and liquidity, became disoriented. For a decade and a
half, they fell oft the radars of central and regional authorities, which did
not always know what to do with such legacy infrastructure.

In our view, the development of a serious and proper cultural strategy
for contemporary Russia must consist primarily in a policy push to return
culture to its historically central and fundamental role in shaping the
political order. After all, modern Russia continues to undergo processes
that polarise its society: first, intense urbanisation, resulting in inequality
among the country’s many regions; second, religious renaissance in all
the fundamental confessions of the country—Orthodox, Islam, Buddhism
and also Hinduism; third, decentralisation of education and culture, side
by side with the strengthened pursuit of cultural autonomy in the national
republics; and fourth, market reforms, which have intensified the growth
of income inequality among the citizens and residents of the country. All
these processes have created a demand for cultural policy as an instru-
ment that can provide increased homogeneity, unity and coherence to the
country, where culture, as stated in the “Foundations of State Cultural
Policy” document, is the “guarantor of the preservation of the single cul-
tural space and the territorial integrity of Russia”.

At first blush, the return of culture to priority status in Russian state
policy and the revitalisation of Russian cultural diplomacy internation-
ally seem to amount to the resuscitation of the Soviet model of cultural
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administration. Indeed, the institutions inherited from the USSR are pre-
disposed, path dependence oblige, to reproduce their prior functions—in
particular, their ideological and propagandistic functions. It would appear,
at least among the cultural intelligentsias of Russia’s different regions,
based on interviews we have conducted over the past 10 years, that there
is an expectation of a return to a system in which demand for culture is
principally state-driven, in the Soviet idiom.* Having said this, a return to
total control over culture through censors, a monolithic bureaucracy and a
well-trained army of cultural workers is not at play, at the time of this writ-
ing, in contemporary Russia. First, there is no formal political intention
or will in the country to revive anything that is merely nominally different
from the Soviet apparatus of absolute control over culture. Second, even if
such an intention existed, its realisation would bump up against an entire
series of objective obstacles in terms of resources and due to the irrevers-
ible changes in the structure of Russian society since the dissolution of the
Soviet Union.

The economic bloc in the Russian government is represented by
professional economists promoting liberal market reforms. They have
worked to date, and continue to work, to rid the Russia state of the
global socialist mission that was practiced by the Soviet state. Even in the
major social policy spheres—education and health care—market reforms
are being conducted, copying and reproducing Western models. Culture
is no exception. Despite the fact that representatives of the Ministry of
Culture regularly shock the public with sharp “conservative” statements,
the substantive organisational transformations in the cultural sphere are
aimed primarily at the simulation of market behaviour among the cul-
tural organisations. And of course, market reformatting of the social sec-
tor requires that the administrative model itself be reformatted—to wit,
through the decentralisation and delegation of numerous erstwhile state
responsibilities (powers) and the endowment of commercial functions to
new quasi-state agencies and autonomous enterprises.

The ongoing liberalisation of the social sector makes the past Soviet
mechanisms of bureaucratic control impossible because the Russian
state refuses increasingly to fund them. Of course, one of the conse-
quences of such liberal reforms has been the formation of a large, par-
allel “shadow” sector not only in Russian economic relations and social
practices but also in the cultural space more broadly. To be sure, some
of the development of this “grey sphere” has roots in specific Russian
experiences of societal alienation from a state that has been seen as
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repressive during many periods of Russian and Soviet history. And a
significant portion of the activity in this sphere is evidently not subject
to any formal assessment in the official national cultural statistics and
accounting and is not, therefore, part of any serious public discussion
or academic research. The absence of reliable indicators to assess the
size and efficacy of this “grey sector” in Russian culture clearly and sig-
nificantly restricts the possibilities of state control over the ideological
and cultural practices of the population, which means that the federal
centre is often forced to behave pragmatically, with ideological rhetoric
playing a subordinate, instrumental role.

Which arguments most often resonate in justifying the prohibition on
homosexual propaganda or the defence of traditional marriage by the
Russian state? Here traditional Russian values are emphasised. However,
the ultimate policy argument is demographic in nature. Families and
familial foundations are stressed in order to overcome the country’s
demographic failure—that is, to normalise the reproduction of the popu-
lation (see Chap. 28 on Families). As such, contemporary cultural policy
in Russia is rhetorically conservative, but this conservatism—or more
readily, in our view, neotraditionalism—has a primarily compensatory
character: the federal government uses the rhetoric to try to compensate
for the growing speed of changes in the cultural and demographic spheres
and, to some extent, soften the protest potential inevitably aroused by
liberal reforms in Russian society and in the national economy.

Of course, such cultural policy is possible in Russia, as in most other
countries, only insofar as it is able to form a moral majority based on
cultural stereotypes dominant in the society, or otherwise confirming the
self-identity of the society. Against the moral majority stands the interested
“minority”—not just political opponents but also professional communi-
ties of culture (and journalists). As a rule, the oppositional cultural “minor-
ity” is concentrated in large cities (Moscow, St. Petersburg, Novosibirsk,
Ekaterinburg and Nizhny Novgorod), which are able to produce innova-
tion and concentrate financial resources, human capital and opportunities
for cultural diversity. A total imposition of the neotraditionalistic position
is not only impossible in such urban centres but indeed counterproductive
to the very process of liberal reform. As such, the federal government does
not pursue universalisation of its ideological message. Instead, it consid-
ers it sufficient to form a generally supportive or corresponding public
opinion.
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The main instrument for forming public opinion in modern Russia is
information campaigns through mass media, and particularly television
(see Chap. 9 on Russian Media). These mass media campaigns lead to
incessant cultural wars—quite atypical in the Soviet period—Dbetween the
neotraditionalist moral majority and the country’s big-city liberal minori-
ties. The substantive debates of these culture wars concern artistic freedom
(from the strictures of the moral majority), homosexual rights, abortion
and gender equality. Moreover, these debates have, over the years, acquired
a growing religious colouring, consonant with the powerful processes of
desecularisation in Russian society in the post-Soviet period.

However pragmatic the motivations behind many of the rhetorical
neotraditionalist positions, they have on occasion had anti-modernisation
effects in practice. Here we speak not only about the grievances expressed
in some of the Russian press about a growing atmosphere of intolerance
and clericalism in the country, but also about official excesses, as with the
conviction of the members of the Pussy Riots musical group and analo-
gous cases. Article 87 of the 2012 law on education, concerning the par-
ticularities of the study of the spiritual-moral culture of the peoples of the
Russian Federation, as well as the particularities of theological and reli-
gious education in Russia, also ushered in deep institutional transforma-
tion in national education, opening the door to religious education—for
all intents and purposes, a dramatic departure from the secular general
and university education that dominated the Soviet period and the first 2
post-Soviet decades.

Among the many consequences of this law, those observed in the
Muslim-majority North Caucasus, and especially in the republic of
Dagestan, are arguably most noteworthy (see Chap. 6 on The North
Caucasus). In all of Russia, a total of 7 Muslim educational organisations
of higher education were opened after 2010, all funded indirectly by the
state budget. In Dagestan, according to some sources (reliable statistics
on this do not exist), there are between 114 and 199 registered institu-
tions of learning: among them are 8 universities and between 39 and 60
madrasas. There are some 14,000 people officially studying Islam today
in Dagestan: about 2500 in the universities, more than 700 in different
branches of the universities, more than 300 in madrasas, and more than
6000 in primary schools. According to our research, approximately 30 per
cent of these graduates go on to work as imams or assistants to imams in
mosques, or as instructors in the Muslim universities, madrasas and mak-
tabs of the republic.
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Sociological surveys undertaken in the North Caucuses note that the
level of religiosity among youth today is higher than among their parents,
all of whom were educated in Soviet schools. Young people aged 15-18
believe that religious education is more valuable than secular education,
and “[t]he proportion of youth choosing sharia as a core life regulator is
significantly higher than the proportion in older generations”.%

Of course, the dominant policy presumption was that the established
network of Islamic universities, controlled by the state, would strengthen
the position of moderate Islam in Russia through the training of national
cadres of Muslim spiritual leaders. And yet not every graduate of these
established Islamic universities can work in the mosques or as an instruc-
tor in religious institutions; indeed, most graduates cannot. In order to
employ these graduates, then, the state must create new work places. For
local and regional authorities under pressure from the spiritual commu-
nity, it is far easier to create such work places in the traditionally secu-
lar educational sector—to wit, in general education state schools. This
penetration of Islamic clergy into secular educational institutions has
helped to strengthen the positions of Sharia law, establish a pluri-juridical
legal system (for all practical intents and purposes) and legitimise gen-
der inequality and polygamy. In this context, in Dagestan and certain
other parts of the North Caucasus, the “traditional family” is increasingly
understood in terms of Islamic tradition, the representation of which is
distilled increasingly from Islamic civilisation (in the global sense) rather
than from local traditions.

During the yearly “Direct Line” broadcast of April 14, 2016, President
Putin said, in respect of the statements of the Chechen head Ramzan
Kadyrov about Russian opposition members constituting “enemies of the
people”, that “extreme actions or radical statements regarding opponents
do not lead to greater stability in the country”. The President also said
that he holds partial responsibility for such public statements—something
interpreted by many commentators as recognition of the negative con-
sequences of culturally intolerant rhetoric (and intensification thereof).
Indeed, such neotraditionalist rhetoric directly contradicts the recognition
by the Russian state of the important role of culture as an integrating fac-
tor for a diverse, multinational and multiconfessional Russian society—a
contradiction that gives rise to a split in the public consciousness and in
certain institutional processes. Bref, not only does the rhetoric not cor-
respond to the complexity of contemporary Russian society, which cannot
be reduced to a handful of common “traditional values”, but it also serves
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to disorient society and government elites, while doing little to help solve
the cultural policy challenges articulated by the state.

WHAT’s TO BE DONE?

First, the values orientation of cultural policy, as articulated by President
Putin in several speeches, including in his 2013 Valdai Club speech and
his 2013 Address to the Federal Assembly, is not only controversial for
a diverse and multinational Russian society but indeed runs contrary to
article 13.1 of the Constitution, which recognises the “ideological diver-
sity” of the country. This values-driven posture should be reversed. Having
said this, a purely technocratic-neutral cultural policy and posture can also
be very disorienting to workers of the cultural sector, creating a values
vacuum. It is therefore appropriate to emphasise values that are actually
common to all citizens—for instance, values related to, or rooted in, the
Russian Constitution. And if the present course towards the “sovereigni-
sation” of Russia must endure over the long term, then the recasting of
the values orientation of cultural policy could more appropriately be called
“constitutional patriotism”.

Second, the state’s interest in culture as one of its strategic priorities
should be affirmed through genuine legal and institutional changes (includ-
ing legislation to open the Russian cultural sphere to charitable activity), as
well as through significant increases in funding aimed at the modernisation
of state cultural policy and cultural life in the country in general.

Third, there is a need for institutional reorganisation of the cultural
sector in order to make the infrastructure of the institutions of culture
commensurate in form and content with the demand implicit in the mas-
sive cultural life of the country. If, as mentioned, the libraries, museums,
houses of culture, theatres and other cultural institutions inherited from
the USSR are predisposed to the reproduction of erstwhile (ideological
and propagandistic) functions, then what is required is a fundamental
reorganisation of the internal structure and administrative methods of
these institutions and affiliated networks, including a review of the statisti-
cal representation of the Russian cultural sector and a general renewal of
personnel and talent in the sphere.

Fourth, a qualitative renewal of expertise and research in respect of
Russian culture and cultural policy more generally is required. This should
include strong knowledge and appreciation of the considerable “grey
area” processes and practices in the national cultural sphere.
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Fifth and finally, the constitutional obligation to preserve the country’s
historical and cultural heritage should be met through institutional and
legal measures that help to stimulate or incentivise public-private partner-
ships and volunteerism in Russian civil society.
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CHAPTER 28

Family Policy

Sergei Zakbarov

THE PROBLEMATIQUE

Family policy in contemporary Russia has inherited many of the policy
objectives and instruments of the former Soviet Union, while also pre-
serving certain archaic aspects of pre-Soviet Russian family policy. Indeed,
because Russian family policy has historically been contradictory in both its
ideological underpinnings and its demographic and social consequences—
often mythologising past social and demographic realities—post-Soviet
family policy in Russia has no clear cementing ideology. It is instead woven
together from poorly structured and disjointed elements.

As such, the fundamental problem of contemporary family policy lies
not so much in particular policy instruments (although these too are
poor) or in a lack of resources, as in the inadequacy of family ideology
for the country’s contemporary challenges; more precisely, it lies in the
primacy given to ageing social institutions and the state’s denial of the
fact that the family and its role evolve. The Russian state views the family,
first and foremost, as a resource for advancing high policy or geopolitical
goals. Of course, this ideology emerged in completely different economic
and demographic periods in Russian history—to wit, in the context of an
agrarian economy, high mortality and a young population, with patently
different gender, familial and parental identities and relations in the
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broader society. And this ideology is irreconcilable with a post-industrial,
urban Russia that has comparatively low mortality and a rapidly ageing
population.

Famiry Poricy Over THE LAasT CENTURY:
MORE OR LESS STATE?

In the post-imperial period, Russian family policy changed many times
over, fundamentally along a “more state” versus “less state” axis. Every
attempt at state interference in the family and in the processes of child-
bearing or rearing was accompanied by a change in family ideology along
a “liberal-conservative-traditional” axis.

The 1920s were a period of liberalisation in family ideology, set out
in the Family Code of 1926. Russia was nearly half a century ahead of
Western countries in recognising an individual’s right to choose his or
her form of family life, no-fault divorce, as well as a woman’s control over
childbirth, including medical abortions. Informal unions enjoyed various
marriage-like rights, and all children enjoyed the same rights regardless of
their parents’ relationship or legal status.

During this period, the state did not interfere in family life and
supported the emancipation of women, all the while controlling only
socialisation processes in the schools, public organisations and cul-
tural institutions. As communist doctrine held that women had a right
to maternity and to the protection of the health of both mother and
child, fully paid maternity leave and family benefits for working women
were introduced soon after the Bolshevik victory in 1922. Moreover, as
classical Marxism held that bourgeois family and patriarchal Christian
household management were incompatible with socialism, Soviet power
promoted the rapid, widespread development of children’s preschool
and extracurricular institutions—available for working and non-working
women, with the goal of socialising children according to the “correct”
ideological principles (to be provided only by non-familial, non-religious
institutions). In order to combat hunger and mass poverty in the initial
years after the Russian Revolution, a free nation-wide food programme
was established in preschools, educational institutions and parental work
places.

From the 1930s to the early 1950s, the state resumed control over fam-
ily life. With intensifying class warfare and growing state repression and
the need to address the challenges posed by accelerated economic mod-
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ernisation, the family began to be treated as the basis of the national work-
force and a decisive factor in the national defence capability. The famine
of 1932-33 and its tragic demographic consequences—significant growth
in mortality and decline in the birth rate'—catalysed a fundamental trans-
formation in family policy. Once again, as in the Imperial era, the family
was declared to be an institutional cornerstone of the state. The shift to
conservatism and neotraditionalism established strict state control over
the moral character of men and women, the private lives of individuals
in their roles as spouses, parents and grandparents, and the creation of a
pronatalist ideology in family policy.

In the second half of the 1930s and 1940s, material and moral incen-
tives for maternity increased. Benefits were introduced for multichild fam-
ilies, and honorary titles were created—all turning on the number of born
and surviving children. Taxes were levied on bachelors and small fami-
lies (in 1941, 1944 and 1949). Administrative and criminal punishments
were established for deviant or antisocial behaviour. Same-sex unions were
prohibited (1934 ), marriages with foreigners outlawed (1947), abortions
significantly restricted and then prohibited outright (by 1936), divorces
severely limited (1936 and 1944 ), and mothers denied rights to alimony
for out-of-wedlock children (1944).

Family ideology was gradually liberalised in the 1960s and 1970s.
Immediately after Stalin’s death, doctors and women were no longer
criminally liable for medical abortions. Abortion again became available
on a woman’s request (1954-55). New family legislation (1965-69) rein-
stated the right to regulate the size of one’s family, the right to divorce,
as well as a woman’s right to raise children without a father and receive
material support (alimony) from the recognised father. State interference
in private family life was reduced to de minimis control over the socialisa-
tion of children and the punishment of parents in cases of improper child
rearing.

Pronatalism emerged politically in only a vague, tepid form: it was nei-
ther declared nor encouraged. At the start of the 1970s, the development,
production and purchase of hormonal contraceptives—which the Soviet
state viewed as a serious threat to the birth rate and population growth—
were prohibited. Other contraceptive methods were produced in the
USSR, but in insufficient quantities and with poor quality.? Information
about birth control was generally unavailable for youth and even married
couples—that is, the state did not support education about sexual rela-
tions and modern family planning.
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Although providing only limited economic support for poor families
and mothers with children in crisis, the state viewed the continued decline
in fertility and the anticipated “deficits” in the labour force and military
as legitimate reasons for launching a national programme of demographic
research. A strategy to develop effective demographic and family policy
was announced at the 24th and 25th Congresses of the Communist Party
of the Soviet Union, respectively in 1971 and 1976.

The state’s recognition of a demographic crisis and the need for research
were accompanied by intensified ideological censorship in the media and
in the scientific literature. The classification of a wide array of social and
demographic data as secret betrayed negative national statistical trends in
mortality and life expectancy.

In the 1980s, there was an unsuccessful attempt to revive conservative
family ideology. Instead, the decade witnessed the “scientific approach”
to family policy, including pragmatic interest in the family-policy expe-
rience of socially and economically comparable Eastern European and
Scandinavian countries. The results of demographic and sociological sur-
veys on the family and fertility were incorporated into policy, and the idea
of introducing partially paid, extended maternity leave acquired govern-
ment support.

The consolidation of the modern welfare state led to a new fam-
ily ideology in Russia, in which the liberal relationship of the state to
private family life was accompanied by “soft encouragement” of child-
bearing. The 26th Congress of the Communist Party in 1981 declared
a new stage in demographic policy, involving a modern family support
system. First, maternity leave was extended from 77 to 112 days, and
then to 126 days in 1990. Second, partially paid leave was introduced
for mothers with children aged less than a year and a half] including
fully paid leave in the case of a sick child. Third, unpaid maternity leave
of up to 3 years was established. Fourth, amended labour legislation
required employers to offer workers with children aged 14 or younger
part-time employment, flexible schedules, as well as supplementary
unpaid or partially paid leave and days off. Fifth, lump-sum payments
were disbursed upon the birth of children, with payment quanta based
on birth order. Sixth, the amount of monthly benefits for single moth-
ers and mothers with many children was increased. And seventh, the
bar was lowered—from 5 to 3 children—for determining who could
be considered a “mother of many children”, significantly increasing the
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number of claimants to entitlements like housing, transport and recre-
ational services.

In the mid-1980s, there was an important ideological shift to recognise
modern family planning as the only practical alternative to abortion. For
the first time, the USSR imported intrauterine devices in large quantities.
Official views on the pill warmed. Nonetheless, traditional pronatalism
prevented family planning from becoming thoroughly institutionalised
until the Soviet collapse.

In the 1990s, the pendulum swung back to minimal state regula-
tion of family-marital relations. Liberal family ideology was shared by
political reformers and the broader public. Russia began to experience
trends in delayed childbirth and marriage, which, together with the eco-
nomic challenges of the post-Soviet transition, spurred processes com-
mon to developed countries—to wit, the so-called Second Demographic
Transition.* The deinstitutionalisation of marriage followed, demon-
strating the readiness of Russian society to recognise a woman’s right
to autonomy after divorce and widowhood, the right to cohabitation at
various ages, fertility control through modern contraceptives, childbirth
in unofficial unions, as well as the idea of unmarried daughters living
separately from their parents, among other non-traditional behaviours.
Bref, for the first time in Russian history, the young post-Soviet state,
founded on a formally democratic ideology, supported the individual
wishes of its citizens to plan pregnancy and build a family according
to their preferred timelines. Russian federal and regional governments
established a network of centres providing family planning and repro-
ductive health services. A market for modern contraceptive methods
emerged.

On May 14, 1996, President Yeltsin signed a presidential decree on the
fundamental directions of state policy for the family.* The decree stressed
the need for the state to provide the conditions necessary for families to
realise their quality of life goals. State family policy would not regulate
familial behaviour through economic, legal and ideological measures but
rather provide support for the choices of families, which were otherwise to
be seen as independent and autonomous in decision-making in respect of
their own development. Also emphasised in the decree was the principle
of “equality between men and women in achieving a more just division of
familial duties, as well as in the potential for self-realisation in the working
world and in public life”.
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Although various specialists argued for the incorporation of pronatal
and patriotic ideology in the presidential decree, the majority of its draft-
ers did not. This policy rejection of pronatalism reflected not only the
country’s political and ideological transformation but also the practical
reality that the state did not, at that time, have the fiscal capacity to offer
economic incentives for childbearing.

Policy-makers would have to wait until the early 2000s, when the eco-
nomic situation had stabilised and the state coffers had filled through oil
and gas revenues, to revive official commitments to pronatalism. Societal
demand for state paternalism vis-a-vis the family, which intensified dra-
matically over the course of the Soviet era, grew even stronger during the
economic crisis of the 1990s, when a substantial decline in the birth rate
was blamed on the population’s worsening standard of living. Widespread
social expectations of state economic assistance were confirmed by the
populist rhetoric of Russian leaders bent on the “national idea”, the geo-
political identity of the nation and legitimation of the new state in its
post-Soviet borders.

An activist demographic policy was formally signalled in the 2001
concept of demographic development of the Russian Federation for the
period up to 2015. The concept document stated that Russia’s demo-
graphic development goals would aim for the “stabilisation of popula-
tion numbers and the establishment of conditions for future demographic
growth”.® And yet, in the aggregate, Russian history to date confirms the
experience of many countries around the world to the effect that all major
attempts by governments to stop or reverse the modernising trends in
population dynamics have failed.

As we see in Fig. 28.1, the phases of Russia’s demographic modernisa-
tion (known among demographers as the First and Second Demographic
Transitions®), as well as its periods of worsening social-demographic con-
ditions, can be identified in both the Soviet and post-Soviet versions of
modernisation.” The Russian political elites of the Soviet and post-Soviet
periods observed objective demographic changes in Russian society but
reacted negatively to social innovations in familial life and maintained a
conservative approach to family policy. Moreover, the public’s unwilling-
ness to adapt to expanding freedom of choice in shaping their private
lives and intimate relations—key processes characterising demographic
and socioeconomic modernisation—contributed to Russia’s rejection of
liberal family policy.
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Fig. 28.1 Fertility in different periods of family-demographic policy in Russia
(1870-2015) (Average number of children born to a woman by age 50 for the
1841-1985 birth cohorts). (I) policy period with the least state interference in
family policy and no pronatalist ideology; (IT) policy period with active state inter-
ference in private life under the slogan of creating a “new person”, in the context
of pronatalist ideology; (III) period of “neutral” family policy, with increased elite
political concern about demographic problems; (IV) period of “scientifically justi-
fied” family policy, with weak pronatalist ideology; (V) period of liberal family
policy, expanding freedom of choice in behavioural practices and growing elite
political concern about demographic problems; (VI) period of conservative policy,
based on an ideology of national autarky, “traditional values” and aggressive
pronatalism.

MoDERN FAMILY PoLicy IN RUSSIA AS A MEANS
OF ACHIEVING DEMOGRAPHIC (GOALS

The Russian political elite arguably resolved, to a great extent, its anxious
search for a national idea in the first half of the first decade of the 2000s
with the triumph of autarkic nationalism—that is, an “almighty” paternalis-
tic state able to regulate all social relations, including familial relations (see
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Chap. 3 on Russian Political Ideology). In family policy, this ideology has
informed state efforts to engineer demographic processes through financial
incentives and propaganda about ideal behaviours, often in the service of
quantitative objectives. State propaganda focuses on strengthening narra-
tives and ideas that favour the revitalisation of conservative family relations
as the foundation of the Russian state. Moreover, for the first time since
1917, the Russian Orthodox Church is playing an important role in estab-
lishing family policy ideology (see Chap. 10 on Religion and the Russian
Orthodox Church). Its pronatalist agenda has been explicitly invoked as
a touchstone of social policy and is actively promoted through large state
investments.

Building on foundational documents like the demographic policy
concept of the Russian Federation up to 2025 (approved by presidential
decree on October 9, 20078), the May 7, 2012 presidential decree on
measures for implementation of the demographic policy of the Russian
Federation? and the 2014 state family policy concept of the Russian
Federation to 2025, stimulating fertility has become a central element of
socioeconomic policy in the country. In 2007, welfare payments for those
on parental leave caring for children up to 1.5 years of age were increased
considerably. Benefits were introduced for non-working women, and pre-
school costs were reduced. An innovative incentive known as “maternity
capital”—originally approximately US$10,000 for those bearing a second
child (or third and more, if the birth of the second child occurred before
2007)—was introduced. (Numerous specialists and politicians argued that
this maternity capital had a non-negligible positive effect on Russian fer-
tility rates.!!) All these financial measures were indexed annually for infla-
tion, which is unprecedented in Russian history. The regions also added
their own benefits, including monthly financial allowances for children
and maternity capital for the third child.

The 2014 family policy concept states that “[t]he main priority in the suc-
cessful development of the country must be the strengthening of the family
as the foundation of the state”. On this logic, the Russian family requires an
intensification of society’s paternalistic forms of care, returning the family
to its erstwhile institutional status and functions. There is a general policy
presumption that the modern Russian family is beset by a concentration of
social ills affecting the reproduction and socialisation of younger generations.
Moreover, the family serves as the main source of problems for all other
social institutions and systems, including in the macroeconomic and polit-
ical spheres. As such, state family policy becomes crisis policy, justified
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by geopolitical, economic and social realities. The leitmotif of such an
approach is the idea that social support for the family entails transforma-
tive payments for services related to the reproduction of human resources in
order to advance demographic growth, the geopolitical security of the state
and stable national economic and political development. And such social sup-
port is guaranteed increasingly only to those families that adequately fulfil the
said reproduction and socialisation functions.

Human capital is not emphasised in the family policy concept. The
“ideal” family is based on a married couple, officially wed, raising many
children and sharing “traditional family values”. States the concept of fam-
ily policy document: “The large, extended family in traditional Russian
family culture was always based on [...] close interrelations between
several generations of relatives”. Historically unfounded, this statement
reflects an idealised vision from a mythical past that the authorities hope
will be revived as the dominant societal idiom. To be sure, other types
of families and marital-partner relations may also become targets of pol-
itics and potential recipients of state assistance, but the degree of sup-
port they would enjoy would depend on their conformity to normative
criteria—that is, consistent with the family concept document’s emphasis
on the need, as a matter of policy priority, “to affirm traditional family
values, revive and preserve spiritual-moral traditions in family relations
and childrearing, create the conditions for families’ prosperity and respon-
sible parenting, increase parental authority in the family and society, and
increase the social stability of each family”.

The Russian state’s approach to demographic and family policy is not
new. Indeed, it was the dominant approach of developed countries from
the end of the nineteenth century through to the middle of the twenti-
eth century. Between the world wars, when questions of national iden-
tity were central to the policy challenges of European states, politicians
and totalitarian regimes sought out similar policies, embedded in militant
nationalism and traditionalism, as an answer to their demographic, socio-
economic and geopolitical challenges. Pronatalism played a central role in
these policies. In the Stalin period, as mentioned, the USSR also adopted
a conservative ideology and pursued active state intervention in family
life, essentially using the same slogans and pronatalist policy instruments
as other European countries, Japan and many South American countries.

What distinguishes contemporary Russia from this global history
is that the country has made a 180-degree turn by rejecting the ideo-
logical constructs of the Gorbachev, Brezhnev and Khrushchev periods.
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Its current family policy moves along the vector of the Stalin period,
reflecting elements of a religious worldview and regulating behavioural
practices through slogans invoking the development of “traditional val-
ues” and “moral purity”.

To be sure, this approach to family policy has not been well received in
Russian intellectual circles—particularly those exercised by gender stud-
ies, anthropological studies of family and reproduction, and also family
law. Indeed, legal analysis of the basic articles of the family policy concept
exposes its contradictions with several articles of the Russian Constitution,
as well as with international legal norms and principles. Consider, as
just one example, the official equation between the concept of “family”
and official marriage, resulting in discrimination against other forms of
families, which has been condemned by the European Court of Human
Rights. Moreover, in promoting top-down changes to revive “traditional
family values”, the Orthodox Church has introduced religious ideology
into family politics and is eroding the secular character of the Russian
state, as affirmed in article 14 of the Constitution.

WHAT’s TO BE DoNE? Focus oN THE FUTURE

Globally, all historical attempts to redesign family structures have led
to tragic consequences for the individuals and families involved, not to
mention longer-term pathologies like public distrust of state institu-
tions and citizen estrangement from political decision-making. Indeed,
the substantial diversity shaping contemporary families anticipates the
impossibility of reviving earlier norms of family life. Instead, successful
family policy must aim to transform the institutional constraints shaping
people’s lives, creating favourable socioeconomic and moral conditions
for prosperity in a fast-changing, post-industrial, globalising world. Such
social policy aims to strengthen human capital development within the
proper spheres of responsibility of most families, particularly in health
and education.

As Russian families confront the challenges of an ageing population,
shifting approaches to intergenerational interdependence, increasing
ethnocultural diversity, and economic complexity, they would benefit
from family policies that maximise their ability to advance and realise their
self-defined interests. And given the unpredictable ways in which families
will address their many roles and tasks, modern family policy is best when
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it is designed to support people’s individual choices in respect of marital-
partner relations and childbearing.

The Russian state must respect the population’s growing preference
for an urban lifestyle with two-income, two-children households. Policies
must stop conceiving of the population in general, and the family in par-
ticular, as resources for solving the state’s economic, political and geo-
political problems and also must stop promoting the obsolete ideal of
three- and four-children families. Does the Russian family exist for the
Russian state or does the Russian state exist for the Russian family? Let us
put this false dichotomy and debate to rest.

Russian family policy should be built on the principles of individual
autonomy and the sovereignty of the family vis-a-vis the state. It should
be based on the expectation that families take responsibility for their
members’ welfare and that social protection will be afforded to each
individual and to various social partnerships between individuals, local
communities, non-governmental organisations and the state. Moreover,
historical and contemporary experience teaches us that Russian policy
should take special care to recognise social and regional differentiation
as well as the country’s significant ethnocultural heterogeneity, all of
which conduce to an array of often incompatible family ideologies.!?
The ultimate expression in public policy of these conflicting family ide-
ologies should be determined only through continuous, open societal
discussion.

In practical terms, Russian family policy should shift from financial
incentives like baby bonuses to more complex, long-term, targeted and
tailored measures of support for different types of families in various socio-
economic circumstances. These include measures to facilitate a family-
friendly environment that promotes gender equality in work and family
responsibilities and long-term savings by all work-capable people in the
interest of supporting children and ageing adults.

Finally, to the greatest extent possible, Russia should avoid setting
numerical demographic and family policy goals. Methodological imperfec-
tions in statistics and inevitable biases in their interpretation make numeri-
cal precision in such statistical indicators elusive. Bref, it is, in principle,
impossible to establish governmental objectives for the purpose of engi-
neering a population’s demographic behaviour. And yet, for now, Russia
remains one of a very small number of highly ambitious countries that has
set itself up to pursue such numerical demographic goals.
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CHAPTER 29

Criminal Justice

Leonid Kosals and Sergey Pavienko

RussiAN CRIMINAL JUSTICE: LIMITED PREDATION
AND IMPLIED ETHICS

In principle, Russia’s criminal justice system must contribute to the coun-
try’s social integrity and equilibrium as it transitions from its Soviet past
and reckons with the challenges of the twenty-first century. And yet in
Russia, as in most of the post-Soviet states, instead of being used as a
means of producing public good, criminal justice has, in the main, become
a vehicle of institutional overturn. In other words, in its overall logic,
Russia’s criminal justice system to this day generally subordinates the quo-
tidian safety and security needs of the public to the overall (implied) objec-
tive of protecting the national political system and the political-economic
clite.

Although there was an attempt to establish a system of bona fide
checks and balances and build an independent judiciary at the start of the
socioeconomic and political transformation in 1990s, the structure of
Russian criminal justice was not radically reformed at the end of the Soviet
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project. The major government decrees of the early 1990s were largely
silent on the fight against crime and on overall reform of the criminal jus-
tice system—save for passing references to fighting economic crimes like
tax evasion and illegal currency operations. Indeed, criminal justice and
law enforcement would not return to the national policy agenda until the
middle of the first decade of the 2000s.

The police, the prosecutorial and the prison systems were not reformed
and changed only marginally during the 1990s—changes that were typi-
cally spontaneous and bottom-up, in response to severe economic pres-
sures. For their part, the various players in the criminal justice system—the
police, prosecutors and, among others, judges—trapped between profes-
sional duty and the basic need to survive, over time shaped the “limited
predatory system” that today characterises Russian criminal justice. This
“predation” was limited or constrained by government sanctions and, per-
haps just as potently, the extant informal (cultural) code of ethics observed
by criminal justice actors.

THE STRUCTURE OF THE RUSSIAN
CRIMINAL JUSTICE SYSTEM

The Russian criminal justice system comprises 8 major organisations:
the Ministry of the Interior, the National Guard, the Ministry of Justice,
the Office of the Prosecutor General, the Investigative Committee, the
Judicial System (see Chap. 31), the Federal Security Service (FSB), and
the Federal Protective Service (FSO).

In 2016, President Putin implemented a major reform of the criminal
justice system by establishing the new National Guard (or the Federal
National Guard Troops Service). Despite its scope, the reform was not at
all discussed, in its prefatory phases, with the public or even with the law
enforcement community, in contrast to far less important changes to the
system, which are usually anticipated on the websites of the Ministry of
Interior and other ministries. The principal goals of the National Guard,
apart from supporting (together with the Ministry of the Interior) order
and security in general, are to implement a state of emergency (if declared
by the President) and to fight against terrorism and extremism. For all
practical intents and purposes, then, the National Guard was created to
counter public protests and riots. Vickor Zolotov, past head of the per-
sonal security service for the President and, until 2013, deputy director
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of the Federal Protective Service, was appointed director of the National
Guard, which is overseen directly by the Russian President.

To establish the National Guard, several departments (and some
400,000 personnel) were excised from the Ministry of Interior, includ-
ing the Internal Troops, special forces (e.g. OMON and SOBR) and also
the “Okhrana” Federal State Unitary Enterprise, a state company provid-
ing various security services to public and private clients. Meanwhile, for
context, according to Ministry of Interior statistics, the total number of
terrorist and extremist crimes in Russia in 2015 was 2839 (mostly in the
North Caucasus), while the number of crimes connected to illegal arms
was 26,900 in 2015. We might therefore infer, prima facie, that the new
National Guard employs too many officers with too little work to do.
Given the economic crisis in Russia at the time of this writing, one can
conclude with some credibility that this key reform is manifestly not driven
by considerations of economic policy.

For its part, the Ministry of Interior (905,000 people) is supervised by
the President. It fulfils regular policing functions at the national, regional
and municipal levels. During the creation of the National Guard, while
some departments were removed from the ministry, others were added
to it. These included the Migration Service (42,000 employees—to be
reduced by 30 per cent, according to the presidential decree) and the
Federal Drug Control Service. The Ministry of the Interior also includes
a department of public safety, traffic police, criminal investigation, anti-
extremism and, inter alia, anti-corruption functions.

The Ministry of Justice, also operating under the President’s supervi-
sion, includes the Federal Penitentiary Service (296,000 people) and the
Federal Bailiff Service (76,000 people). As of May 2016, there were some
653,000 prisoners in the national prison system—a fall by a factor of 1.6
from 2000, when the amount of prisoners exceeded 1 million. Regardless
of the various policy reasons underlying this trend, this net decrease is
arguably one of the major achievements of the Russian criminal justice
policy in the early twenty-first century.

The Office of the Prosecutor General includes the military, regional
and municipal public prosecutor offices and a workforce totalling 48,000
employees. It oversees the implementation of laws, represents the state in
the courts and coordinates the fight against crime with other players in the
criminal justice system. A prosecutor can open and close a criminal case
and can confirm the decision of an investigator to open a criminal case.
Notably, the Office of the Prosecutor General does not report to any of
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the branches of the Russian government (executive, legislative or judicial)
and is not formally supervised by the President.

The Investigative Committee is supervised by the President and focuses
on major crimes such as homicides, organised crime and elite corrup-
tion. (Lighter crimes, like small theft, are investigated by the investigative
department of the Ministry of the Interior.) The Committee has some
21,000 employees. In spite of its small size, it is, in political terms, a very
influential entity, as its head (at present, Alexander Bastrykin) has the pre-
rogative to open or close investigations against even high-ranking execu-
tives and people in business, law enforcement and politics (subject to the
confirmation or rejection of such decisions by a prosecutor).

The judicial system, which employs 34,000 judges, is composed of the
Constitutional Court, the Supreme Court (which supervises courts of
general jurisdiction), commercial courts and military courts (see Chap.
31). Each of these courts has a number of regional divisions. According to
the Constitution, the judicial branch is independent of the legislative and
executive authorities, including the President. However, in practice, there
exists in Russia, as in most former Soviet states, a so-called telephone law,
according to which powerful economic and political actors can exert an
informal or implicit influence on the courts.

The Federal Security Service (ESB) employs between 150,000 and
350,000 people. The President supervises its overall operation. The FSB
has almost boundless prerogatives, including in respect of intelligence,
counterintelligence, anti-terrorist activity, fighting crime, information
security and also border security, all under the broad aegis of providing
security (with deliberate definitional vagueness) for Russia (see Chap. 14
on National Security). It can operate inside and outside the country and
also duplicates the functions of many other law enforcement agencies. For
example, the FSB houses a department of foreign intelligence that over-
laps with the entire Foreign Intelligence Service. Anti-crime and anti-ter-
rorist functions are also housed in the Ministry of the Interior. Moreover,
the FSB’s investigative department has a similar function to that of the
Investigative Committee. Of course, the FSB’s operations are, by defini-
tion and implication, far broader than regular law enforcement operations,
all according to the general logic of subordinating criminal justice to, and
embedding it within, a general security agenda.

The Federal Protective Service (FSO) is the special service for the pro-
tection of Russia’s political elite. It was established on the basis of the
Ninth KGB General Directorate, which protected the old Soviet political
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elite. Supervised by the President, it provides direct protection services
(physical, informational, protection of homes and offices, ctc.).! The num-
ber of FSO employees is formally unknown, although some estimates have
it at between 10,000 and 30,000 people.

All these closely interconnected players shape the unified system of
criminal justice in Russia, even as they are all guided by different objec-
tives. According to many studies, their behaviour is regulated by a so-
called palochnaya sistema—that is, a system of quasi-central planning
based on performance indicators. This system invariably creates distorted
or perverse incentives, with all actors trying to deliver quasi-plans and
meet the normative indicators, most of which relate to the percentage of
criminal cases solved. As such, the actors in the Russian criminal justice
system often collude to reject prima facie “difficult to solve crimes” and
privilege “easy cases”.

Another closely related consequence of the palochnaya sistema is that the
criminal justice system often turns a blind eye to the flaws of various criminal
investigations, including those premised on ill-defined accusations. Russian
criminal courts therefore produce a very low quantum of acquittals (only
0.3 per cent)—typically a function of the general “accusatory bias” embed-
ded in the system, in which innocent but socially disadvantaged people are
often convicted (or are more susceptible to conviction), not least because
it is much faster and easier to convict people of low social status (i.e. the
unemployed, ex-prisoners and the homeless) in order to meet higher per-
formance indicators. At the same time, those who commit crimes in what
the system may deem “hard to solve cases” often evade the criminal justice
net, given that such cases tend to hurt performance indicators.

Bref, the criminal justice system is structurally disposed towards wrongtul
convictions, on the one hand, and often ignores many crimes (that are oth-
erwise unregistered), on the other. And yet, according to Sergei Inshakov,
the majority of crimes in Russia remain latent—that is, they are either unre-
ported or are not properly processed by the police when reported. Indeed,
by the end of the first decade of this century, only approximately 12 per cent
of total crimes committed in the country had been registered by the police
and included in the official statistics of the Ministry of Interior.> Inshakov
suggests that less than 3 million crimes were registered in 2009, while 23
million were actually latent. Since 2009, according to official police statistics,
the situation has only deteriorated, with the number of reported crimes con-
stantly on the rise and the quantum of registered crimes falling (with police
refusing increasingly to register crimes, performance indicators oblige).
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Having said all this, the overall crime rate in Russia, as a country in
transition, is neither extraordinarily low nor extraordinarily high: it is com-
parable to that of countries like Bulgaria, Romania, Latvia and others. In
2014, for instance, the Russian crime rate was 701 per 100,000 citizens,
compared to 526 in Belarus, 1064 in Romania and 941 in Slovakia.* And
yet, for proper context, the huge Russian criminal justice system described
in this chapter cares little, de facto, about “regular” crimes—a neglect
that increases over time, with the number of reported crimes rising as the
number of registered crimes decreases.

Why such neglect? It is certainly not because the Russian criminal
justice system employs underpaid and poorly equipped officers: indeed,
between 2008 and 2015,* there was unprecedented growth in state fund-
ing of law enforcement. Federal budget spending during this period on
all police forces and personnel in the country grew, in nominal terms, by
a factor of 3.4, and twofold in purchasing power parity terms. It must fol-
low, then, that much of the explanation for the system neglect must lie in
the existence of the aforementioned undeclared, implied goals within the
criminal justice system itself.

In fact, let us propose that though there are no formal laws that regu-
late the hierarchy and subordination of the various players in the Russian
criminal justice system, there are, in practice, particular implied hierarchies
and specific types of subordination that shape the formal and informal
interactions between these players. These informal hierarchies are reflected
in the legal culture of the public as well as in the professional subcultures
of the other players in, and as part of, the criminal justice system. As such,
the employees in the 8 organisations and numerous suborganisations of
the criminal justice system have tacit knowledge of the real importance
and true authority of each entity. Evidently, it is this tacit knowledge that
allows these players to understand and appreciate the actual restrictions on
their behaviour and the proper scope of their prerogatives. Consider, for
example, that the FSB, which already enjoys an outsized role in the crimi-
nal justice system, can, on the strength of these informal understandings,
investigate crimes committed by police officers; the reverse, of course,
is impossible—and this is broadly understood and accepted within the
system.

Between 2008 and 2015, there was an unexpectedly high level of
federal spending on high policing (ESB, FSO, internal troops and
special forces). This spending represented 88 per cent of total police
expenditures for this 7-year period, whereas the number of high police
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officers in the country is no greater than a third of total police effectives.
In other words, two-thirds of the regular police officers—those involved
in “low policing”—received slightly more than a tenth of the entire polic-
ing budget, betraying a near-total official neglect for the daily security of
Russian citizens in favour of the protection of the political elite and the
extant political-administrative system more generally.

WHAT’S TO BE DONE?

As stated at the outset of this chapter, the Russian criminal justice sys-
tem, in its structure and logic, is little exercised by the daily safety and
security needs of the Russian public, focusing instead—again, in structure
and logic—on the protection of the political system and elite. Low polic-
ing accordingly suffers from a lack of funding, and “low” police officers
are overwhelmed by paperwork, bureaucratic formalities and activities
that are often far removed from, or peripheral to, the fight against crime
(including rent-seeking and pursuit of the fruits of the perverse incen-
tives described above). More generally, low policing is controlled by the
security intelligence organisations, not least through implicit and informal
understandings in the culture of the justice system. All these factors natu-
rally lead to a Russian population that overwhelmingly does not trust the
police, fails to report many crimes and often tries to solve crimes on its
own (i.e. resorts to self-help and self-defence).

Needless to say, the Russian criminal justice system must be reformed.
However, major reforms may not be entirely possible under the current
political system—so entrenched is the symbiosis between its survival and
the justice system in its present logic and structure. But if there were
a serious reform push, the starting point surely must be to change the
global goals of the system—to wit, to move from the protection of the
political regime and elite to the daily security and safety of Russian citi-
zens. This, in turn, would create the opportunity for critical organisa-
tional and financial changes. The subordination of the police to the FSB
must end. The number of officers involved in high policing must be radi-
cally reduced, releasing much-needed funds for regular policing. Other
key organisational innovations should include the decentralisation of
national policing and, before long, the creation of proper municipal police
forces. Indeed, in the context of the longer-term decentralisation of the
entire justice system, the “senior” or main laws and most critical func-
tions—national security, organised crime, inter-regional and international
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crime—should remain in the hands of the central government in Moscow,
while the remaining or residual functions should be delegated over time
to the regions and municipalities.

For its part, judicial reform must aim to ensure and consolidate the
independence of the courts. Penal reform should finally eliminate what-
ever remains of the Soviet Gulag legacy, including so-called carceral col-
lectivism and numerous excessive restrictions on prisoners, in order to
humanise the system and introduce modern best practices into Russian
criminal justice, including restorative justice.

This is a strategy of transformation. Among the immediate changes
feasible in the current conditions—that is, doable without radical systemic
changes or substantial increases in funding—might be the development of
deeper cooperation between the police and the public on the ground, at
the level of beat cops and local communities.

Of course, any change in the nature and practices of the criminal jus-
tice system must be led or preceded by a change in the legal culture of
the system’s officers and employees. For now, police culture, penal cul-
ture and the other professional subcultures within Russia’s criminal jus-
tice system continue to betray the accumulated shortcomings of earlier
stages of systemic transformation—with conspicuous biases inherited from
the recent Soviet past, when the value of individual human life was very
low. Bref, the structural transformations and the change in legal culture
must put humans and human rights at the centre of all criminal justice
procedures and experiences. This will require comprehensive reformat-
ting of the education regime for legal professions, including civilianising
the police forces to a far greater degree. And this must evidently be sup-
ported by a reformed ethics code and modern recruitment and promotion
practices. All of this—even the starting pangs of reform—may well take at
least a decade or two, but it will at least begin to lay the foundations for a
twenty-first century Russian criminal justice system that, at long last, has
a human face.
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PART III

Russian Administration: State
Institutions, Structures and Processes



CHAPTER 30

The Bureaucracy

Viadimir Yuzhakov and Elena Dobrolynbova

FroM SOVIET INHERITANCE TO RESULTS-BASED
ADMINISTRATION

The complex state apparatus and administrative practices of modern Russia
were inherited from the Soviet Union. To be sure, by the end of the Soviet
Union, the Soviet leadership already saw state (public) administration as a
major factor in that country’s general economic slowdown (and growing
crisis), low labour productivity and the general national lag in scientific-
technical progress.

Between 1991 and 1998, as Russia—now in its post-Soviet integu-
ment—Dbegan to transition to a market economy and a multiparty political
system, public administration was both the central instrument and object
of the country’s first-generation transformations—through large-scale
privatisation of state assets and the creation of the various institutions,
relationships and powers of state required by a new market economy and,
more generally, by the new Russian Constitution of 1993.

By the end of the 1990s, there was already a frantic search for paths
to improve national public administration, including through the study
of new models of public administration and best international practices.
The key reform vectors targeted the civil service, budgetary processes
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and administration more broadly. Within these reform efforts, those
pushes that aimed consistently for well-defined outcomes, such as improv-
ing the quality of public administrative services (e.g. issuance of passports,
tax filings, and property registration), ultimately proved more successful
than reform efforts lacking performance orientations and expectations
(e.g. functional optimisation and inspections reform).

In this chapter, we argue that, at the present stage of Russia’s post-
Soviet administrative evolution, there is a clear need for a transition to a
new model of public administration—to wit, results-based administration.
This model, which in the past has been seen as but one element of Russia’s
“new public management” reforms, would require systematic, constant
focus on achieving results at all phases of the country’s administrative
cycle—planning, execution, monitoring and assessment.

THE PACKAGE OF RUSSIAN PUBLIC ADMINISTRATION
REFORMS

In the second half of the 1990s, there was an apparent official under-
standing that, alongside the transformation of state administration, it
was necessary to finetune the country’s administrative mechanisms and
instruments and discover modern technologies and systems—including,
evidently, those used successtully in other countries. This work was accel-
erated by the 1998 financial crisis in Russia, resulting in a complex of mea-
sures focused on improving the national business climate and increasing
the quality of state institutions. Some of those measures, including par-
tial deregulation and legislative and tax changes for small business, were
operational and tactical in nature, designed to help the country overcome
the crisis with speed. Other measures were more strategic in nature. These
included the push against excessive state regulation in the context of the
transition to a market economy (e.g. property rights, fostering competi-
tion, and banking and financial regulations), as well as the tailoring of state
administration to specific spheres of activity (e.g. education, health care
and pension reform).

A package of public administration reform measures was also cre-
ated. By the middle of the first decade of the 2000s, these measures were
grouped into 3 species of reforms: civil service reform, administrative
reform and budgetary reform. These reforms were meant to tackle prima
facie problems, as diagnosed within Russia and also in various international
assessments of administrative effectiveness and efficacy, which generally
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determined that Russian public administration did not correspond to the
pace and standard of economic development in the country.! Specifically,
the 2004 data from the Governance Research Indicators Country Snap-
shot concluded that Russia was (and remains) significantly behind devel-
oped countries in terms of the ease of doing business, protection of
property rights, favouritism among civil servants, independence of the
courts, regulatory effectiveness, simplicity of administrative procedures,
the presence of administrative barriers, corruption and the predictability
of state regulation more generally.

According to sociological surveys, in 2004, only 14 per cent of Russian
citizens were satisfied with the quality of public administrative services,
while 70 per cent rated the activities of civil servants as ineffective.? These
scores did not surprise: only 26 per cent of federal civil servants surveyed
noted the existence of specific performance requirements,® while the 2002
average wage in the federal executive branch exceeded per capita GDP
only by a factor of 1.21. On this last metric, Russia was evidently well
behind the countries of the OECD, Eastern Europe and Latin America,*
with low public remuneration restricting the potential of attracting highly
qualified staff, while significantly depressing civil servant motivation.

The goals and content of the civil service reform push were set by the
President in 2001. They included increasing the effectiveness and effi-
ciency of the civil service and developing highly qualified public admin-
istration cadres. Its fundamental vectors were to raise the prestige of the
civil service by improving compensation levels; reduce the (unnecessarily
high) number of civil servants; regulate the work of civil servants by intro-
ducing position regulations (detailed job descriptions); develop effective
technologies—including information and communication technology—to
enhance the effectiveness and efficiency of civil service operations; improve
the quality of public services; promote operational openness within the
civil service; develop anti-corruption mechanisms; and introduce external
accountability to citizens and civil society. Nearly all these vectors are,
to this day, still part of the reform agenda of the country. And of these,
the reform areas that have progressed most include the improvement of
public service delivery, the implementation of e-government and the push
to enhance the general prestige of the Russian civil service. Nevertheless,
areas like anti-corruption and civil service effectiveness and efficiency con-
tinue to trail.

Administrative reform began in 2003. Its goals were to increase
the quality of, and access to, public administrative services; limit state
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interference in the activities of business, including by lowering adminis-
trative barriers; and increase government effectiveness in achieving per-
formance outcomes. The fundamental vectors of administrative reform
included the introduction of principles and procedures for results-based
management; regulation, standardisation and improvement of the effi-
ciency of public administrative services and functions; optimisation of the
structure and functions of the executive branch, including cutting red tape
and reducing administrative pressure on business; development and intro-
duction of mechanisms to prevent corruption in public administration
activities; enhancement of the effectiveness of government cooperation
with citizens, business and civil society; and expansion of transparency
in public administration and the modernisation of access to government
information. Implementation of the administrative reform, in its multiple
parts, has been extended several times over, and most of its vectors remain
relevant to this day, at least for the medium term.

The budgetary reform was launched in 2004, when the conception of
the reform of the budget process for the 2004-06 period was approved by
the government. The goal of the reform, which was and continues to be
rolled out through a number of programmes, was to create the conditions
for effective administration of state (municipal) finances in accordance
with the state’s policy priorities. The macro orientation was to change
the emphasis of the budgetary process from the strict administration of
budgetary resources to “results-oriented budgeting”. The fundamental
vectors of the reform were: reform of fiscal classification and accounting;
proper identification of fiscal commitments; improved medium-term fiscal
planning; the streamlining of the procedures for preparing and reviewing
the budget; introduction of performance budgeting in budgetary plan-
ning; and, from 2010, a transition to programme budgeting, in which
budget expenditures are allocated to specific state programmes, rather
than to traditional functional items not linked to any particular outputs
or outcomes.

The 2012 presidential decree on the improvement of the system of
public administration played an important role in determining the priori-
ties for the implementation of some of the aforementioned reform vectors.
For the civil service reform, for instance, timelines were established for
the creation of objective, transparent mechanisms for selecting candidates
for specific public service posts. For the administrative reform, stricter
demands were set in respect of the quality of public administrative ser-
vices. And while the decree did not have any specific targets of relevance
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to the budget, the President, in his annual Address to the Federal
Assembly, has continuously supported performance-based budgeting and
state programmes.

The various reforms needed specific performance indicators. For the
civil service reform, an index of citizen trust in civil servants was created
to measure public perceptions of the civil service as a whole, based on
sociological surveys. Administrative reform targeted an increase in the
proportion of recipients of public administrative services who would be
satisfied with the quality of these services (with a goal of up to 90 per cent
satisfaction by 2018), a decrease in the average queueing time in applying
for these services and a rise in the proportion of citizens receiving services
in electronic form (with a goal of at least 70 per cent by 2018). Specific
targets were also set to improve Russia’s international rankings for the
quality of state administration. For their part, most of the budget reform
programmes were based on qualitative rather than quantitative indicators,
with the few quantitative barometers aiming to grow the share of fed-
eral budget expenditures allocated to state programmes (to over 90 per
cent) and to improve Russia’s position in the international Open Budget
Index.

In parallel with the three main public administration reforms (civil ser-
vice reform, administrative reform and budget reform), some additional
public sector reforms were carried out, including precise delineation of
powers between the federal and regional levels of government (e.g. the
delegation of federal power to the regions—in 2007-08, in forestry, water
resources, labour market and other areas); local government reform,
introducing two layers of local self-governance (municipal district level
and settlement level); tax and customs administration reforms; and reform
of the country’s law enforcement agencies (see Chap. 29 on Criminal
Justice). The success of these reforms has depended significantly on both
the commitment of leadership and, to be sure, the capacity of the state to
manage complexity. For instance, tax administration reform, which ben-
efited from a committed team and was implemented entirely within one
federal authority (the Ministry of Taxes and Duties, later transformed into
the Federal Tax Service), has been among the most successful of these sup-
plementary reforms: business process reengineering and the broad use of
information and communication technologies, with continuous emphasis
on improving performance, have made Russia’s tax administration one of
the most efficient executive bodies in the country. By comparison, the vari-
ous decentralisation reforms have met with mixed results: indeed, the local
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government reform has, at the time of this writing, been reversed due to a
patent dearth of tax revenues at the municipal level.

ASSESSING THE PUBLIC ADMINISTRATION REFORMS

Russia’s public administration reforms have now been in the implementa-
tion phase for over a decade. Most of the relevant laws have been passed,
with the implementing regulations either adopted already or in the pro-
cess of adoption. The prescribed institutions, instruments and mecha-
nisms have been created or are being created. Decisions in respect of their
strengthening, correction or elaboration are being made.

For the civil service reform, the key laws were adopted early on (i.e. the
2003 federal law on the system of state service, and the 2004 federal law on
the civil service). In accordance with these laws, the practice of open com-
petitions for filling civil service positions is being actively developed; regula-
tions for positions (detailed job descriptions, in some cases with performance
indicators) are commonly used; performance bonuses are being developed;
ethics rules for civil service behaviour have been established and articulated
(even if adherence to the rules remains a critical longer-term issue); a system
of proscriptions, restrictions and obligations in respect of notices of corrup-
tion is being introduced, including for purposes of flagging and addressing
conflicts of interest; and modern information technologies are being incor-
porated into civil service activities. In total, from 2003 to 2013, the imple-
mentation of the civil service reform included over 500 activities.®

For the administrative reform, instruments to plan and evaluate the
performance of the executive bodies have been introduced and amended
a number of times. The types of functions served by executive bodies have
been specified, as have the conditions for introducing new functions—this
in order to limit the potential for uncontrolled proliferation of such func-
tions. A 3-level system of federal executive bodies has been established
(federal ministries, federal services and federal agencies, with these catego-
ries somewhat blurred over time)—aimed at preventing conflicts of inter-
est in the setting of regulations, in enforcement and in service delivery
functions. Finally, there has been analysis of the entirety of the nearly 6000
functions of the federal organs of executive power, pursuant to which a
large number of duplicative or superfluous functions were identified, with
some of them subsequently removed.

To increase the quality of public administrative services, a law regu-
lating their provision was adopted—to wit, the 2010 federal law on the
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provision of state and municipal services. Standards and regulations were
developed for the delivery of some 700 types of federal services as well as
many services at the regional and municipal levels. Work on improving
the quality of service delivery is underway, including limiting queueing
times for service provision, and also rationalising or reducing the cost of
certain services (e.g. reducing the number of fee-based services, removing
requirements for the presentation of documents in applications for certain
public services, introducing mechanisms for pre-trial pleadings and broad-
ening the use of e-services).

Laws and regulations have been adopted to promote access to govern-
ment information, increase government transparency and support citizen
and business participation in policy development and implementation.® An
“open government” project is being implemented by the federal govern-
ment to open up relations between the authorities and citizens and busi-
nesses. This initiative has helped to spur expert debates in various policy
areas (such as inspections reform), even if its impact on the quality of
government decision-making is thus far unclear.

To reduce administrative barriers, the practice of impact assessment
for draft laws and regulations has been introduced both at the national
and subnational levels. (Retrospective regulatory impact assessment is also
being introduced.) In the fight against corruption, key federal laws have
been adopted, including the 2008 federal law on combatting corruption,
as well as the 2009 federal law on the anti-corruption assessment of draft
legal acts. Anti-corruption prohibitions, restrictions and obligations for
public servants are now formally in place, including the procedure for
declaring and removing conflicts of interest and the procedure for declar-
ing civil servant and other official incomes and expenses. Accountability
for corrupt breaches has been strengthened. Finally, anti-corruption
expertise is being brought to bear on the review and assessment of all
draft legal acts.

In terms of the budgetary reform, the federal budget and most regional
budgets are at present prepared for 3 years. Programme budgeting has
been introduced in all regions and at the national level, where more than
50 per cent of expenditures are allocated among state programmes, with
specific goals and performance indicators approved by the government.”

In reviewing the recent history and record of the public administration
reforms, what is clear is that Russia has attempted to implement simultane-
ously reform activities that are based on different governance models. For
instance, the strengthening of vertical hierarchical structures, the detailed
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regulation of civil service roles and functions, and the introduction of mer-
itocratic principles, are all characteristic of traditional rational-bureaucratic
governance models. At the same time, the use of a client-based orientation,
as well as aspects of performance management and programme budgeting,
are evidently consonant with the new public management paradigm.

To be sure, a significant portion of the reform measures were not
implemented consistently (for instance, only some recommendations of
the 2002-03 functional review were implemented) or were otherwise
adopted in simplified form. Various measures were insufficiently coordi-
nated both at the planning and implementation stages. The outcomes of
the reforms therefore vary vis-a-vis the performance indicators. Consider
the improvements to the quality of public administrative services, which
are well on track: in 2004, no more than 14 per cent of Russian citizens
were satisfied with the quality of public administrative service delivery; in
2015, the rate of satistaction reached 83.8 per cent; by 2018, then, the
administrative reform target of 90 per cent satisfaction is likely to be met.

Progress on other vectors, such as optimising inspection and enforce-
ment activities, and improving the business climate, has been less evident.
The growth in Russia’s scores in the ease-of-doing-business rankings (79th
in 2006, and 40th in 2016) is to a large extent explained by the changes in
the calculation methodology of the ranking. Some progress was made over
the past decade on the various elements of the World Economic Forum
ranking for global competitiveness: in 2015-16, Russia was ranked 45th,
earning 4.44 points out of 7 (compared to 59th position and a score of
4.13 in 2006-07). At the same time, Russia’s score for the quality of its
institutions and the effectiveness of state administration, although increas-
ing somewhat, remains material in depressing the country’s overall score.
Indeed, over the past 10 years, we note a direct relationship between
Russia’s position in the global competitiveness index and the quality of
its institutions (correlation coefficient 0.885) and also for governance
effectiveness (correlation coefficient 0.814). By comparison, we calculate
a correlation between the overall score and the score for macroeconomic
conditions and innovation that, at less than 0.25, is negligible.

Despite new legislation on inspections and regulatory enforcement
activities and the concomitant decrease in the number of business inspec-
tions in the country, the challenge of optimising control and oversight
functions and limiting their negative impacts on business has still not
been adequately addressed. To this end, in April 2016, the government
approved a “road map” for optimising inspection activities, which included
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improvement of public control and oversight functions for its 11 priority
projects. The initial measures, such as temporary exemption from planned
inspections for small and medium-sized businesses in 201617, led to a
clear reduction in overall administrative pressure on commerce—even if
much remains to be done in order to introduce a risk-based, outcome-
oriented system for the various inspection bodies. Still, the scant official
attention paid to reducing the number and scope of government control
functions, as well as to the potential use of regulatory alternatives, poses
significant risks to the success of the “road map”.

The introduction of regulatory impact assessment (RIA) and the wid-
ening of channels for regulatory and administrative collaboration with
business and civil society have for now not had any notable impact on
the quality of regulation and the level of administrative barriers in the
country. One could go so far as to declare that the quality of RIA in
Russia remains unacceptably low. For instance, RIA in respect of road
tolls for trucks failed to note any of the risks associated with this regula-
tion. The implementation of the tolls saw multiple malfunctions and led
to numerous protests by transport companies, and especially among small
businesses. Having said this, a negative RIA is still not a serious barrier,
in Russian public administration, to the growth of administrative barriers:
consider that ministers who propose draft legal acts that would lead mani-
festly to increased administrative barriers often still act perfectly within the
bounds of presidential and governmental decrees. Moreover, they carry
no responsibility whatever for the outcomes of their decisions—that is, in
terms of the administrative frictions they may go on to engender.

Measures to introduce performance-based management and budget-
ing, envisioned by the administrative and budget reforms, were meant
to strengthen government accountability for results. There is, of course,
a range of instruments available to plan such results (both whole-of-
government and for line ministries). However, assessments of these
instruments show that there is, on one hand, a gap between the norma-
tive requirements and the use of performance management instruments in
practice. On the other hand, more effort is invested in performance plan-
ning than in evaluating outcomes and taking corrective measures based
on such evaluation.? Despite multiple attempts to introduce results-based
budgeting, it is, at the coal-face, often the amount of funding available
that determines or drives the result rather than the desired results provid-
ing the basis for determining the resources allocated. As such, assessing the
results of any plan for a given period typically has little influence on future
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funding. Bref, accountability for results, including the measures deployed
in the reforms themselves, has still not become a dominant dimension of
Russian public administration and the various reforms seeking to moder-
nise it for this new century.

To be sure, expert assessments of the implementation of civil service
reforms also show that the agenda has not yet been exhausted, and that, as
we note below, most of the targets have yet to be reached.” Consider that
the number of civil servants in Russia grew from 6.7 million in 2003 to
7.5 million in 2015 (an increase of 12.5 per cent). While the more global
problem of low pay for civil servants has been solved (at least in the central
apparatus and in the regional executive branches), there remain signifi-
cant differences in levels of pay for comparable work across the system.
Indeed, the compensation regime remains extremely non-transparent and
is nary reflective of individual and collective performance: for instance, in
over 86 per cent of federal executive bodies, civil service bonuses depend
on the subjective assessments of top officials, while performance levels
account for only slightly over 30 per cent of civil service bonuses.!?

PRrROSPECTS FOR REFORMING RussiaN PUBLIC
ADMINISTRATION: WHAT’S TO BE DONE?

For now, there has, in our assessment, been insufficient attention paid to
delivering the expected or targeted results of the various reforms. Instead,
at the implementation stages, the variant typically privileged by the gov-
ernment authorities is the one that least disrupts the status quo. This, in
turn, affects the efficacy of the overall reforms.

Analysis of the public administration reforms in Russia shows that
the reform vectors for which performance management was used at the
planning, implementation and assessment stages were relatively success-
ful. This occurred, for instance, for the reform targeting increased qual-
ity for public administrative services. However, where attention to results
was inadequate (or where targets could be evaluated formally), the results
were more modest. Bref, it the results are not the product of constant
attention—that is, if they are only “remembered” at the ex-post account-
ing stage—then achievement of the targeted outcomes is improbable.

In order to increase the quality of governance and deliver the neces-
sary reforms, it is essential to transform the attitude of Russia’s public
leaders and bureaucrats vis-a-vis performance management. Performance
management should be viewed not as one of many discrete elements
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of'a broader reform agenda (and a subject of formal reporting) but rather
as central to daily Russian public administration activities, nationally and
regionally, at all stages of the administrative cycle. On this logic, results-
based governance would combine and strengthen the various advantages
of the several existing public management models concurrently at play
across Russia (i.e. rational bureaucracy, new public management, etc.).
It could also be shielded to a far greater extent from political influence
and instruments and may eventually be seen as a credible counterpoise
to the idea of “the citizens for the state, and the administration for the
administration”.

Of course, the transition from conspicuous spending and demonstra-
tion and trophy projects to results-based public administration requires
uniform approaches to understanding governance effectiveness and out-
comes. This includes the ability to differentiate among the results expected
at different stages of administration—initial, intermediate and final. To do
this, there is an obvious need to inventory the existing goals and perfor-
mance indicators in Russia’s public administration system, as well as review
and revise existing strategic documents.

As the country moves to results-based public administration, it must
follow the “five balances” rule. First, it must observe the balance of inter-
ests among all interested parties (citizens, business, civil servants and oth-
ers) in determining, planning, achieving and assessing results. Second, in
setting the targeted results, there must also be a balance of interests in
temporal terms, allowing parties to negotiate and establish strategic priori-
ties and make tactical decisions. Third, the system must ensure a balance
of accountabilities for achieving outcomes, while allowing for freedom to
choose or marge de manoeuvre in the tactics deployed to advance particular
outcomes. Fourth, there must be a balance (commensurability) between
expected results and available resources, including human resources and
cadres, financial and other assets. Fifth, there must be a balance between
“reactive” policy (addressing problems encountered in-process) and “pro-
active” policy (involving minimisation of risk).

Of course, national decision-making processes must also correspond to
the deeper systems interest in achieving results. In particular, the introduc-
tion of matrix systems and expanded use of project management should
be considered in Russian public administration. Similarly, incentives for
achieving results should be calibrated to the desired results. This should
include personal performance accountability for civil servants; consistent
use of performance-related pay agreements and structures; expansion of
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existing regimes of monitoring and results evaluation, not least through
the use of a broader range of data sources in order to support objective
assessment; and provision of timely information on results achieved and in
respect of external factors affecting, for better or worse, the implementa-
tion of public policies.

To be sure, introducing results-based public administration requires
overcoming narrow departmental approaches and reflexes and fostering
a culture of teamwork. It requires a decisive move away from the com-
mon practice of advancing those reforms that least contradict the inter-
ests of top decision-makers and, consequently, have a negligible effect in
advancing the objectives of the reforms. Whether this move—in its legal
and logistical manifestations—can be engineered will determine the future
look of Russian public administration. And such engineering will mani-
festly involve a huge mass of work in the coming years for the government
and the country’s expert and research communities all at once.
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CHAPTER 31

The Judicial System

Sergey Pashin

THE SOVIET INHERITANCE

The judicial system of modern Russia is built on the inheritance of the
Soviet system of justice. More precisely, the Russian system started with,
and also borrowed from, the fin de siécle Soviet institutions (e.g. mili-
tary courts and also state arbitration bodies-turned-commercial courts),
adapted many of these, and added or invented new institutions—most
notably the Constitutional Court—during the liberal transformation
period in the 1990s. Nevertheless, the judicial system is still not fully
formed or mature, and continues to serve, for all practical intents and
purposes, as an integral part of the country’s power vertical.

Indeed, the structure of the Russian judicial community is highly remi-
niscent of the “Napoleonic” judicial system. It is organised according to
a military-like vertical and populated principally by career judges whose
career prospects are arbitrarily defined by top management. Independence
is a fundamental value, but only formally so. In point of fact, the judi-
cial system performs mainly pro forma or perfunctory functions, masking
the true essence of the model, in which independent thought and action
are, in practice, impossible. To enter service as a judge, a candidate passes
through a strict selection process, which guarantees his or her political and
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cultural compliance with the ruling class and his or her general disposition
to subordinate.

And vyet, in order to become fully relevant, legitimate and effective
this century, the judicial system must emerge credibly from this power
vertical—not in one fell swoop, but gradually, with purpose. And it must,
critically, over time, become populated to a far greater extent by judges
and professionals selected from among free-thinking jurists anchored in
Russian civil society.

THE STRUCTURE OF THE RUSSIAN JUDICIAL SYSTEM

As announced in the 1991 concept of judicial reform for Russia, in what
was still the USSR, the Russian judicial system has 3 branches of courts:
constitutional, general jurisdiction, and commercial. The courts of general
jurisdiction and the commercial courts have corresponding divisions or
analogues in the Supreme Court (Fig. 31.1).

The constitutional branch of the judicial system is represented by the
Constitutional Court of the Russian Federation (comprising 19 judges,
selected by the Federation Council, on the recommendation of the
President), as well as the constitutional courts of the republics and the 20
or so regional courts.

For their part, the courts of general jurisdiction include the supreme
courts of the republics, regional courts, courts in cities of federal sig-
nificance, courts of the autonomous regions, district courts, city courts,
inter-district courts and also magistrate courts. Military courts, too, are
considered courts of general jurisdiction and carry equivalent powers—
that is, they review all cases, save those reviewable by the commercial
courts. The military courts include garrison and naval military courts.

In future, Russia may well create specialised courts of general jurisdic-
tion. For now, however, discussions on the formation of administrative

PLENUM
(does not review specific cases, but gives other courts advice on judicial practice)
PRESIDIUM (supervisory-organisational body)
APPEALS COLLEGIA (BOARDS or CHAMBERS or PANELS)

Judicial Collegium Judicial Judicial Disciplinary Judicial Judicial
for Administrative Collegium for | Collegium for Collegium Collegium for Collegium
Cases Civil Cases Economic Military Affairs for
Cases Criminal
Cases

Fig. 31.1 The structure of the Supreme Court of the Russian Federation
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and juvenile courts in particular have been without effect. At the start of
2016, there were 2390 federal courts of general jurisdiction in the country
(including 2186 district courts), with some 22,851 judges, as opposed to
the statutorily required 25,433 federal judges (a vacancy rate of over 10
per cent). There were also some 7652 justices of the peace—magistrates in
courts of general jurisdiction, who review criminal and civil cases and cases
involving administrative oftences.

The commercial (arbitration) courts include 10 commercial courts of
cassation in the okrugs; 21 commercial courts of appeal; and commer-
cial courts of first instance in the republics, krais, oblasts, cities of federal
significance, autonomous oblasts and autonomous okrugs. The court on
intellectual property rights (founded in 2011) operates as a specialised
commercial court. In total, at the start of 2016, there were 115 com-
mercial courts in Russia, employing 3794 judges in lieu of the statutorily
required 4142 judges (a vacancy rate of over 8 per cent).

All the judges of Russia are considered federal and are fully funded from
the federal budget, with the exception of the constitutional (statutory)
courts and the justices of the peace. The latter receive funding from the
federal budget, but their material-technical activities are underwritten by
the executive organs of the regions of the country, with the justice depart-
ment of the Supreme Court, which generally oversees the activities of
lower-level courts, also playing a key role in this regard.

THE JubpiciaL COMMUNITY OF Russia

The 1992 law on the status of judges established a competitive selection
regime for candidates for judgeships, instead of their “selection” by exec-
utive organs or, in the former Soviet idiom, by party committees. Any
Russian citizen, aged 25 years of more, with higher legal education and at
least 5 years of work experience in juridical processes, may write a special
exam and then apply to the qualifications collegium (board or commission)
in order to obtain a recommendation for a judgeship. Moral and medical
considerations, while not mentioned in article 119 of the Constitution
(on judges and judicial power), also play into the decision-making mix for
judicial selection, while work experience and age considerations are more
material for candidates seeking judgeships in higher courts.

The Russian President appoints federal judges, while, as mentioned,
the Federation Council of the Federal Assembly appoints the judges of
the Constitutional and Supreme Courts, on the recommendation of the
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President. At the preliminary stages of a potential appointment, candi-
dates are required to have a recommendation from the qualifications colle-
gium and, informally, the blessing of the chairman of the Supreme Court.

Federal judges in Russia cannot, by law, be replaced or removed, except
in exceptional cases of ethical breaches. (In practice, conflicts between a
judge and a court chair can, at the margins, work against this de jure struc-
ture.) They may remain in their positions until the age of 70. Judges of
regional courts, however, are appointed to specific terms, typically 3 to 10
years, as determined by the laws of the region in which they serve.

The backbone of the judicial system consists of the chairmen of the
courts and their deputies, who translate state and departmental direc-
tives to lower-level colleagues. In 1996, these chairmen were granted
lifelong tenure, thus becoming, de jure, irremovable bosses. However,
in December 2001, this lifelong tenure was replaced by a 6-year term
for chairs, for a maximum of 2 consecutive terms. In 2009, term and
retirement strictures were removed for the chairman of the Constitutional
Court, and similarly, in 2012, for the chairman of the Supreme Court and
the chairs of the oblast and equivalent courts in the republics, krais, cities
of federal significance, autonomous oblasts and autonomous okrugs.

The power of the chairmen rests on 3 pillars: the power to assign cases
among the courts; the right to commence disciplinary proceedings and
inspections against judges; and a general influence on the career paths and
privileges of judges. As intimated, criticism of court chairs is, for all practi-
cal intents and purposes, punishable through disciplinary sanctions and, in
extreme cases, removal from duty.

To be sure, the judicial prerogatives of the chairmen of the courts con-
stantly bump up against the delicate sphere of internal judicial procedures,
which are driven by a bureaucratic logic. For instance, the order of the
chairman of the central district court of Volgograd, on June 24, 2005,
required judges to report, ex ante, to the chair of the district court on
“criminal cases, where defendants are held in custody, [on] civil cases,
where the parties are government bodies and officials, as well as on cases of
public importance” in respect of the “correct application of legal norms of
substantive and procedural law”. Having said this, it is still fair to say that
judicial chairs do blunt—to some non-negligible degree, and, granted,
non-systematically—the corrosive force of (unsanctioned) corruption on
the Russian judicial system.

The chairmen of the regional-level courts exert a decisive influence
on the overall composition and operations of the organs of the judicial
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community of Russia, starting with the All-Russian Congress of Judges and
the conferences of the judges of the regions. The main task of the organs
of the judicial community is to select councils of judges and the qualifi-
cations collegia for judges. For its part, the All-Russian Congress passes
normative acts: the code of judicial ethics, for instance, serves as the basis
for the disciplinary prosecution of judges. Other forms of these central
institutions of the judicial community include the Council of Judges of the
Russian Federation, the Council of Judges of the Supreme Court and the
councils of judges of the regions. These are all advisory bodies, although
the Council of Judges of the Russian Federation is endowed by law with
certain important rights and powers—notably, to consent to the appoint-
ment and dismissal of the director general of the judicial department of the
Supreme Court, and also to participate in the federal budgetary process.

Let us also note, among the institutions of the judicial community,
the higher examination commission, the examination commissions of the
regions, as well as the general meetings of the judges of the federal courts.
Of course, the most influential organs in the judicial community remain
the supreme qualifications collegium of judges and the qualifications col-
legia of the judges in the regions. The qualifications collegia have broad
powers: to render conclusions regarding the recommendations on a can-
didate for a judicial post; to decide matters relating to the suspension and
termination of the powers of judges; to reverse the resignation or retire-
ment of a judge; and, inter alia, to certify judges. The supreme qualifica-
tions collegium adopts various corporate normative acts and regulations.
The qualifications collegia today comprise not only judges, as in the early
post-Soviet years, but also a representative of the Russian President, with
one-third of the collegia members made up of “representatives of the pub-
lic” (jurists over the age of 35, who are not otherwise civil servants).

A CriticAL Loox AT THE RUSSIAN JUDICIAL SYSTEM

To be sure, the judicial system in Russia, as constructed, is facially impres-
sive. An outside observer could be forgiven for concluding that the time
for fundamental reform of the system had passed (or that all doable reforms
had been achieved) and that what remains is only to correct or refine cer-
tain aspects of the system of judicial production and judicial behaviour
and activities: equip the courts with computers, enlarge the smaller courts,
carefully select and organise cadres, and provide judges with apartments
and other privileges.
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And yet the Constitutional Court itself has justifiably written about
the “preservation of shortcomings in the sphere of legal proceed-
ings”. Critically, national opinion surveys affirm that only 27 per cent
of Russian citizens trust the organs of justice, while 38 per cent do
not. Moreover, between 2001 and 2011, the number of citizen com-
plaints against judges to the regional qualifications collegia grew by 112
per cent (from 19,000 to 40,500). In 2014, there were 37,490 such
complaints, of which 36,594 were against judges of courts of general
jurisdiction and 896 against commercial court judges. These numbers
have remained fairly constant over the past 3 years. The Russian govern-
ment has itself conceded: “At present, there exist a number of problems
relating to the quality of justice, the length of judicial proceedings, the
lack of awareness among citizens about the work of the judicial system,
the unsatisfactory work of the courts, [and the] inefficient execution of
judicial acts [...]”.

There can, of course, be a temptation to ascribe the persistence of these
problems to work overload among Russia’s judges. In recent years, in the
courts of general jurisdiction, at only the first instance stage, some 1 mil-
lion criminal cases have been reviewed annually, as well as 17 million civil
cases, 6.5 million cases involving administrative offences and 1.5 million
cases in the commercial courts. The entire avalanche of cases has fallen on
fewer than 35,000 judges nation-wide. As in other countries, “the judges
of the communist era have not only been unprepared for the types of cases
that appear in market conditions; their situation is further complicated by
the fact that the volume of cases has increased significantly and sharply
[...]”!

The extreme load on judges creates a systems demand not for
intellectuals but for bureaucrats. In the judicial corps, there exists an
“apparatus-bureaucratic subculture, the growth of which is explained
predominantly by the recruitment of judicial cadres—in the main,
young women from the court apparatus. These cadres have strengths
in the workings and minutiae of an exceedingly bureaucratised judicial
system, as they know how to prepare documents and are accustomed
to a high workload, but [also] privilege qualities, like responsibility and
discipline, that do not bear any especial relation to the judicial profes-
sion as such, but which are important for a subordinate in any large
hierarchical organisation”.?

The load of judges has become one of the reasons for replacing
the algorithm (modus operandi) for dealing with cases according to a



THE JUDICIAL SYSTEM 359

conveyor-belt, “sign-off” algorithm. At the same time, any sense or impres-
sion of meaningful justice is lost in the system, sacrificed to the speed of
work and “smoothness” of paperwork. And yet, in nearly half the cases,
the gears of the judicial machine spin idly, as the mechanisms linking justice
to the executive structures (within the power vertical, still) are rendered
unusable—in particular, through poor implementation of the decisions of
the Constitutional Court: in 201415 alone, 17 of its decisions were not
executed.? Morcover, the “sign-oft” (or “rubber stamp”) modus operandi
is supplemented by a systemic “accusatory bias” in criminal cases and, to
be sure, the default instinct of Russian courts to anticipate the desires and
fulfil the orders of the authorities. In the latter scenario, judges “... do not
decide. They execute”.* As a result, legal proceedings are “a random, unre-
liable, inefficient instrument, failing to meet civilised standards”.®

PROBLEMS OF THE JUDICIAL SYSTEM

Of course, if the central issue is not workload, then many see the main
problem of the judicial system as consisting in the fact that judges (or the
overall judicial branch) have not acquired true independence. Said the
former Moscow judge Olga Kudeshkina: “The state, as distinct from the
public, is not interested in the establishment of a self-sufficient and inde-
pendent judicial power. Because the state itself'is often disrespectful of [ the
laws], and sometimes directly violates them. [...] The authorities always
seek to subordinate the courts and law enforcement agencies, using them
as tools to achieve their political, economic and personal goals [ ...]”.¢ The
stability of the Soviet model of justice in the post-Soviet period is tied,
according to Vadim Volkov of the Institute for the Rule of Law (European
University at St. Petersburg), to the fact that the “true operational logic
of the law enforcement agencies, courts and other organisations entrusted
with applying the law, is driven by forces lying beyond the definitions
and prescriptions contained in the regulatory acts designed to frame their
work”.”

Said Michel Foucault, to this end: “Power is tolerable only on the con-
dition that it masks a substantial part of itself. Its success is proportional
to its ability to hide its own mechanisms”. On this logic, any debate about
the court’s lack of independence is belied by a far sadder truth: the main
problem of the Russian judicial system is generated not by the volume of
work for the courts or a general lack of resources but by the absence in
Russia of a true separation of powers—that is, Russian judicial power and
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justice are pure manifestations of this absence. This verity can be sum-
marised in 3 theses.

First, the Russian courts are not so much a tool of executive power
as an organic part—a joint or tendon, as it were—of the (executive)
power vertical, differing little in composition and internal relations
from the other blocs of the vertical. This is why the authorities, and
especially the Presidential Administration, can so easily determine the
fate of judges without opposition, even when deviating from constitu-
tional norms. Perhaps this is only natural given the traumatic experi-
ence that shaped the original attitudes and values of the system in the
aftermath of the dissolution of the USSR. Indeed, the most painful
collective memory of Russia’s judges pertains to the period of “gradual
constitutional reform”, when President Yeltsin suspended the activi-
ties of the Constitutional Court, bringing the country to the brink of
civil war. The work of the Constitutional Court was only reinstated in
February 1995.

Within the logic of the judicial community, judges who enjoy for-
mally identical status are easily divided into bosses and subordinates, with
the organs of justice often degenerating into punitive organisations. For
instance, between 2001 and 2011, out of an average of 32,500 judges
in Russia, 3408 were subject to disciplinary sanctions, 653 were termi-
nated carly and 2755 received warnings. In 2012, 12 judges were fired for
defamatory reasons; in 2013, the number was 20 judges; in 2014, it was
24; and in recent years, about 20 per annum. In other words, every tenth
judge in Russia has been penalised or disciplined in one form or another.
Indeed, the pretext for vacating or constricting a judge’s powers is to this
day exceedingly elastic—including, in one notorious case, for violating
the rules of the road (driving), for which a fine of 100 rubles was issued.
Bref, for judges, the erstwhile socialist system of distributing privileges
(e.g. apartments and health care) has been preserved for the post-Soviet
nomenclature, with sticks and carrots, in various combinations, securing
the loyalty of judges to high-ranking officials and to the overall logic of
the system.

Second, neither the judicial system nor the majority of Russia’s judges
actually (truly) seek independence and the accountability that comes with
it. In the culture of the system, it remains easier and more comfortable
to judge according to patterns and directions than by intelligence and
decency. An integral part of any organism, after all, cannot obtain “inde-
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pendence” unless it is wholly amputated. In this sense, then, the success
of the original efforts of the reformers to create a detached, self-regulat-
ing judicial corporation in Russia were more bitter than total defeat: the
corporation was formed, but without the desire for freedom among its
members (judges) it could not and did not become a guarantor of judi-
cial independence. This corporation was cast according to a bureaucratic
model and logic that are, for all practical intents and purposes, incom-
patible with the administration of genuine justice. As Evgeny Myslovsky,
of the Presidential Council for Civil Society and Human Rights, rightly
notes, “In Russia, a unique judicial system has been created, based on the
corporate solidarity of the judicial community [...]. Over time, one gets
the impression that practically all higher regional judicial instances operate
according to the principles of the corporate ‘tribe’”.8

Third, in the hypothetical context of obtaining independence, the
existing judicial system and its de facto servants would not necessarily be
able to give Russian society true justice. Instead, the servants would likely
continue to behave as bureaucrats. For judicial behaviour today is driven
by the indirect or implicit demands of the security and executive structures
and ministerial interests, substituting their legal consciousness for that of
judges. As such, the chairman of the Moscow City Court conceded that
“[wlhen it is the policeman’s word against that of the driver, we believe
the policeman”. Her deputy also advised defence counsel, for the conve-
nience of judges, to set out complaints on only 2.5 to 5 pages, as a more
detailed complaint would be “meaningless, given that it usually cites the
laws and past judicial decisions”. When assessing the progress of judicial
reform, most of the 1402 judges surveyed in 2007-08 cited innovations
that they fancied would protect human rights, but that were evidently
motivated primarily by bureaucratic interests and sensibilities: the ban on
relying on alibis (72.6 per cent of respondents), the abolition of collegial-
ity in the judicial process (85.9 per cent), and, inter alia, the partial reading
of verdicts (69.9 per cent).’

Indeed, the legal views of Russia’s judges today also bear the imprint of
obsolete theories and literalism. Stated Vladimir Lukin, Russia’s Human
Rights Commissioner: “There are constitutional principles of justice that
have not affected the ‘mentality of significant segments of the judiciary’”.
Moreover, particularly given the dearth of jury trials, judges do not express
the legal consciousness and values of the people of Russia, something con-
firmed by sociological studies.!”
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NEw JubpiciAL REFORM

The rhythmic operations and reasonably adequate funding of the judicial
system make it such that, in the eyes of the state and the judicial leader-
ship, large-scale reform of the system is not particularly topical or pressing.
As such, when the Council of Judges of the Russian Federation notes the
“necessity of developing a state project for strategic transformation of the
organisational-legal mechanism of national justice”, it is, in truth, refer-
ring to the optimisation of the work or operations of the courts, as well
as improvement of the conditions of labour and pay for judges. Bref, the
mechanics of the court continue to overshadow the perceived value of
developing justice in Russia.

In the literature, of course, there are multiple views about the proper
path to improving the judicial system. Restrictions on the powers of court
chairs and even the introduction of elections for chairs are often mooted.!!
Some studies recommend the creation of a special service to deal with
the courts, as well as the generalisation of jury trials. In my view, what-
ever the path, renewed judicial reform must come with 3 fundamental
conditions: transparency of judicial activity, parallel structures for solving
conflicts, and, to be sure, new blood in the system (underwritten by an
honest personnel policy for the courts). Half-measures will only succeed
in consolidating the role of the courts as conveyor-belt mechanisms or
fora, solidifying the gap between the written and real constitutions in the
context of a general authoritarian political logic. This situation certainly
suits the authorities nicely but is patently unsatisfactory, if not altogether
dangerous, for Russian civil society and for the freedom of the Russian
people.

The ideological basis of any such judicial reform must confirm the
proper understanding of the role of the court, articulated by the Russian
jurist Pavel Lyublinsky over a century ago, as apart and even above the
state, interested strictly in the law. Renewed judicial reform should return
to the courts the idea of justice as a means of resolving cases, changing
the technology of processing and passing off cases in favour of dispatching
justice. Proper justice may not become the basic “technology” for solving
millions of cases, but it must be accessible at first request to all sides, and
no one should be able to replace it with proxies or surrogates. Critically,
such transformations must be carried out gradually and with care, so as to
ensure that the system is not pushed to collapse in virtue of the significant
stresses of reform. While the appointment of Soviet-era judges to lifelong
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positions at the start of the 1990s was clearly a missed opportunity to radi-
cally change judicial personnel in Russia, the logic of judicial reform today
commends to the government not the dismantling or breaking of the sys-
tem but rather its gradual improvement and reorientation or redirection,
such that the judicial system becomes tolerable for judges and with the
reforms not placing excessive burdens on the federal budget. This means
that the current cadre of federal judges should remain in place.

The workload of today’s judges must evidently be lessened, while at
the same time giving them greater degrees of independence and the pos-
sibility of creativity in their work. To this end, the central thrust of any
present reform, subject to the 3 aforementioned conditions, should be
to supplement the extant corpus of career judges with “people’s judges”,
who would deliver justice in turns, over 2 to 3 months a year, on a vol-
untary basis, with generous moral incentives from the state. To start,
these people’s judges or magistrates—the introduction of which would be
entirely consistent with Russian legal traditions, given that they were used
with some success in the tsarist period—could come from the ranks of
Russian lawyers who are not members of the state and municipal service.
Moreover, it would be sensible, in respect of the people’s judges, to soften
the educational stricture in article 119 of the Constitution.

People’s judges must gradually assume similar responsibilities to those
of federal judges and share the caseload with justices of the peace. They
may, as such, play not only the role of honorary magistrates but could
also sit in federal courts as assessors (advisers) in appellate instances. The
introduction of people’s judges should start at the level of justices of the
peace, which would be noticed immediately—and in a positive light—Dby
the population, given that a substantial percentage of the cases occur at
the level of justices of the peace: in 2015, they examined 446,299 criminal
cases (47.7 per cent of all criminal cases), 11,143,322 civil cases (70.5 per
cent), and 5,768,226 administrative cases (87.3 per cent).

Federal courts, having cassation instances, could gradually refuse, in
favour of regional courts, to review cases on the merits in the first and
appellate instances. Of course, in various regions, the degree of pen-
etration of federal principles into the judicial process is questionable: in
some cases, district courts will continue to fulfil the functions of appellate
instances, while in other cases their numbers will be reduced as they are
displaced by justices of the peace.

In addition to introducing people’s judges, it will be critical to ensure
the possibility of jury trials for a far large number of criminal and civil



364  S.PASHIN

cases, such that representatives of the people may participate, as in tsarist
Russia, in approximately 40,000 cases per year. If operationalized on a
significant scale, jury trials could well influence the quality of preliminary
investigations in criminal cases and also the conditions of plea bargains
across the system and country. Indeed, federal judges could be rallied
around jury trials as a major legal initiative that, in eventually becom-
ing an everyday institution of the system, promises them professional
development. Functionally, district or okrug-level courts could serve as
the source or hub for this jury-trial innovation (something supported by
the Constitutional Court), incorporating people’s judges and alternative
dispute resolution. Judges from different levels could come to the district
courts to preside over jury trials.

Finally, additional funding should be secured for alternative dispute
settlement mechanisms—in particular, mediation—under the aegis of the
judicial system. Mediation between parties could be performed by both
statutory and invited specialists as well as by retired judges.

We cannot anticipate in advance where and how, and with which inten-
sity, these innovations will take root, and whether their impacts will be
local or general. However, we can be certain that such reforms corre-
spond to the constitutional foundations of a federal legal state and, to be
sure, pre-Soviet Russian legal traditions. We can also be certain that with
the support of the legal community, and without destroying the existing
mechanisms the judicial system, these reforms can, in nudging Russian
justice towards the ideals of truth and mercy, begin to address some
(although indubitably not all) of the problems of the system while increas-
ingly returning to judges the confidence and trust of their fellow citizens.
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CHAPTER 32

Regional and Local Government

Natalin Zubarevich

DECORATIVE FEDERALISM AND POST-SOVIET
RECENTRALISATION

According to its Constitution, Russia is a federal state—one of some 30
federations around the world. The nomenclature of the Soviet period—the
Russian Soviet Federative Socialist Republic (RSFSR)—also characterised
Russia as a federal system. In theory, federal regimes are meant to be more
effective, in legal and administrative terms, in countries with large terri-
tories and high ethnic diversity—that is, federal institutional mechanisms
can more flexibly broker conflicts and, more generally, manage relations
among regional elites and populations. Moreover, federal constitutions
enshrine in law the division of labour and resources between the levels of
government in order to diminish the risk of intergovernmental conflict.
Of course, the built-in complexity of federal systems can only be fully
appreciated in the context of real, rather than nominal, institutions. In
this sense, even amid sincere intentions among certain camps to funda-
mentally restructure relations between the centre and the regions, Russia
inherited much of its superficial—or “decorative”—federal structure
from the Soviet Union. Under pressure from the regions, and especially
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from the republics, Russia began to create its own distinct federal institu-
tions in 1993, including the upper house of parliament (the Federation
Council)—intended to represent the interests of the regions—and, from
1994, a system of intergovernmental budgetary and fiscal relations with
a reasonably precise division of responsibilities and resources between the
centre and the regions.

In the early 2000s, there was a decisive political reversion to more super-
ficial institutions, resulting in today’s Russia being less of a real federation
than was the case in the 1990s. Indeed, the 1990s are perhaps best under-
stood less as a period of deliberate federalisation than one of chaotic decen-
tralisation—a tunction of the contemporaneous weakness of the central
government but otherwise critical to easing some of the multiple pressures
of the socioeconomic crisis that befell the Russian territory after the col-
lapse of the USSR. Bereft of the necessary political and financial resources,
the “new” centre in Moscow held on to the regions by dint of ad hoc
deal-making. In these ad hoc relations, there were no stable “rules of the
game”. And yet, even without stable rules of the game, the game yielded
clear winners—to wit, some republics, like Tatarstan and Chechnya, which
received significant tax privileges and additional transfers from the federal
budget; and also clear losers—to wit, most of Russia’s regions.

The differences between Russian decentralisation in the 1990s and that
of most developed countries are striking. In Russia, decentralisation was, as
noted, necessary for the survival and preservation of central power rather
than for purposes of increasing the effectiveness of public administration
on principles of subsidiarity (the idea of giving powers and resources to
levels of government that are closer to the people). The Russian regions,
for their part, worked hard to obtain tailored privileges in their relations
with the centre in lieu of fighting for optimal “rules of the game” in
centre-region relations. This logic supported the advancement of short-
term objectives (always dominant in Russian politics) but certainly not the
promotion of the long-term stability of the country.

To be sure, this state of affairs was driven by the generally undevel-
oped or immature horizontal relations among the regions, between
the regions and the centre, and also between governments and popula-
tions. All Russian intergovernmental coordination mechanisms—vertical
and horizontal alike—were weak, in large part due to low trust, but also
because of the very youth of the new country. Moreover, Russian decen-
tralisation did not result in the development of internal market ties among
the regions but rather in increased fragmentation of the national terri-
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tory by dint of efforts to close off regional markets, restrictions on inter-
regional exchanges, and increases in administrative rents—including the
use of regional security services to block entry by outside businesses into
particular regions.

At the end of the 1990s, renewed economic growth—on the strength
of high oil prices—and advent of a new head of state set the stage for the
reconcentration of central power. In the early years of the Putin presi-
dency, regional barriers to business were lowered, while security forces
were removed from the control of regional authorities. By the second half
of the first decade of the new century, the country had fully re-established
a hyper-centralised system of administration, which it has maintained to
this day.

If this reconcentration of power was anticipated by the country’s long-
standing historical tradition of power centralisation and zero-sum poli-
tics, then the constant reproduction of a centralised model of government
in Russia can also be explained by at least 2 essential factors: first, extreme
inequality in the development of the national territory (across different
regions)—itself due to huge variations in the size of the respective ter-
ritories and populations of the Russian regions; and second, the location
of key export-oriented natural resources, with leading oil and gas regions
(e.g. Western Siberia) enjoying higher budget revenues and levels of devel-
opment than other regions of the country. Let us add to this explanatory
mix the low population density in the north and east of the country, the
concentration of resources in a handful of Russian regions (Moscow, St.
Petersburg and the said oil and gas regions), the small number of big cit-
ies in the country, underdeveloped infrastructure, the high cost of living
in climatically inhospitable regions, the disproportionate rents enjoyed by
Moscow (which hosts the Russian headquarters of all major companies),
as well as the weak investment climate—especially in poorly developed
republics like Chechnya and Ingushetia.

The level of economic development of Russia’s richest regions (e.g. the
Yamalo-Nenets autonomous okrug, population 43,000) is greater than
that of the poorest regions (e.g. Chechnya or Ingushetia) by a factor of
as much as 40-45 (or 22, if we control for price levels in the regions).!
Evidently, these figures do not account for the considerable underground
economic activity in the poorer regions. Moreover, inter-regional inequal-
ity is large only “in the extremes” (i.c. between the 4 or 5 richest regions
and the dozen or so poorest regions), while in two-thirds of the regions
the quanta for gross regional product do not diverge significantly.
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Because large-scale regional inequality requires large-scale redistribu-
tion of resources (supported by redistributive policies), the central gov-
ernment is able to assert its dominance as the key national player in such
inter-regional redistribution. Until fairly recently, the federal government
believed that one way to address regional inequality was to enlarge or
consolidate the regions. However, the several attempts over the years to
reduce the number of regions through territorial consolidation have faced
multiple obstacles, including resistance from regional elites and popu-
lations (particularly in the Russian republics); barriers of distance (with
the administration of large territories requiring increased administrative
resources); low connectivity among neighbouring regions (because of
underdeveloped infrastructure); and the risk of certain large cities losing
their rent-generating status as regional centres or capitals.

Russia’s massive oil and gas rents are, in principle, centralised in the
federal budget and thereafter redistributed. As mentioned, regional fiscal
dependence on these rents has created a very large redistributive central
state. In 2009, a year of economic crisis, transfers comprised up to 27 per
cent of the consolidated revenues of the regions; in 2013-14, between 18
and 19 per cent; in 2016, 16.5 per cent. In 3 regions, the level of federal
subsidisation in 2014 comprised over 80 per cent of budget revenues;
in 4 regions, between 70 and 80 per cent; and in 6 regions, between 50
and 70 per cent.? In 2015, the level of federal subsidisation was over 80
per cent for 2 regions, between 70 and 80 per cent for 2 other regions,
and between 50 and 70 per cent for 8 regions. Bref, the strengthening of
central power in Russia has in part been “demand-driven”—a function
of uneven development among multiple regions, significant differences
in their taxes bases, and the need to support weaker regions. It has also
been “supply-driven”, given the huge natural resource rents available for
redistribution among the regions.

If the dependence of the federal budget on natural resources rents is
well established, less appreciated is the gross inequality of contributions
among the regions to federal budget tax revenues. Consider that, between
2012 and 2014, 28 per cent of all tax revenues in the federal budget origi-
nated from the country’s leading oil region—the khanty-mansi autono-
mous okrug—10 per cent came from the yamalo-nenets autonomous
okrug (the second most important oil and gas-producing region), 14 to
18 per cent from Moscow, and 5 per cent from St. Petersburg. Bref, taxes
from these 4 regions—Ilargely mineral extraction taxes and value-added
taxes on consumption—comprised nearly 60 per cent of total federal tax
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revenues. In 2016, with oil prices substantially diminished, contributions
from Khanty-Mansi fell to 21 per cent, Yamalo-Nenets to 9 per cent, and
Moscow to 15 per cent.

Administration of the regions themselves was also hyper-centralised:
administrative powers and financial resources were concentrated in
regional administrations in parallel with the general weakening of the eco-
nomic and political roles of the municipalities. This clearly undermined the
development of the country’s big cities, which tend to concentrate human
capital and, as mentioned, contribute disproportionately to national tax
revenues. In the 2005 local government reforms, large or amalgamated
cities acquired the status of “urban okrug”. It was thought that this would
make them more self-sufficient in budgetary terms. However, the result
was just the opposite: control of tax revenues has been increasingly cen-
tralised. Only in 4 regions are urban okrugs still permitted to retain some
portion of the corporate income tax collected on their territory; in all other
cases, this money goes straight to the regional budget. Moreover, urban
okrugs retain only 15 per cent of the personal incomes taxes they collect.
The manifest consequence is that these okrugs have become increasingly
fiscally dependent on regional budgets: transfers from the regions to the
urban okrugs were as high as 57 per cent of total revenues in 2015, and
58 per cent in 2016.% For the most part, these transfers are meant to sup-
plement specific delegated powers in the regions, and also advance goals
determined strictly by the regional authorities.

ReGIoNAL Poricy: How Dip PrRIORITIES CHANGE?

In the 1990s and at the start of the 2000s, equalisation was the leading
regional policy priority in Russia. Of course, there were few resources in
the federal budget to redistribute. The significant increase in federal rev-
enues between 1999 and 2008, driven by rising oil prices, led to more
robust redistributive policies and practices: the size of federal transfers to
the regions rose from 387 billion rubles in 2004 to 1.8 trillion rubles in
2011. From the second part of first decade of the 2000s, redistributive
policy ceased to be a pressing state issue in terms of public statements and
pronouncements but effectively remained Russia’s top priority because of
rising oil rents.

The rapid increase in federal transfers to the regions in 2008 was
driven by the implementation of national priority projects and in 2009 by
regional assistance imperatives during the economic crisis (see Table 32.1).
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In 2011, transfers to the regions peaked. Only in 2012 did they begin to
gradually decrease.

Another sign of the change in federal policy towards the regions was
the implementation of the May 2012 presidential decrees on increasing
salaries for public sector workers. In 2012 and 2013, 70 per cent of expen-
ditures related to the implementation of these orders came from regional
budgets. In 2014, the figure was 80 per cent—that is, the federal centre
had effectively imposed the funding of very expensive measures on the
regions. The result was an increase in regional budget deficits (and debt),
which by the end of 2015 had reached 2.7 trillion rubles or a third of
consolidated regional budget revenues (not including federal transfers).

With the fall in oil prices in 2014 and the start of the new economic
crisis in Russia, it was no longer possible to maintain the prior equalisation
amounts (which were based, for all practical intents and purposes, on the
redistribution of natural resource rents). Pursuant to the 2015 federal bud-
get law, transfers were to have decreased by some 13 per cent. However,
according to Federal Treasury data for 2015, the federal government did
not in fact reduce regional transfer amounts due to the difficult fiscal situ-
ation in the regions and the associated political risks.

Russia’s equalisation policy has 2 key institutional defects: first, a patent
lack of transparency; and second, extremely harsh dictation from the cen-
tre in respect of regional budgetary expenditures. The first defect is consis-
tent with the general system of ad hoc or even extemporised (case-by-case)
Russian governance, in which lobbying and the situational dynamics of the
federal government play a decisive role. Consider that, from 2009, in the
context of economic crisis, the share of transfers determined by the most
non-transparent criteria (i.e. grants to balance regional budgets and also
“other transfers”) rose to up to 12—13 per cent of total transfers. In 2014,
in the context of the Crimean action, the balancing grants rose to 19 per
cent of all regional transfers.

The second defect—that of heavy-handed central dictation—is in part
the legacy of rising resource rents: in the context of ever-increasing trans-
fers, the federal government has sought to strengthen control over regional
expenditures (consistent, of course, with the aforementioned long Russian
history of administrative centralisation). Moscow believes that it knows
better how, or to which end, the regions should spend their budgets. As
such, of the 3 principal types of federal transfers—grants, subsidies and
subventions—the regions may manage independently only the grants,
which represented about a third of all transters between 2008 and 2013.
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Subsidies, the variety of which has multiplied over time, and the number
of which presently exceeds one hundred, are given strictly for specific goals
determined by the federal centre, with the requirement of co-funding by
the regions. From 2008, subsidies have represented between 23 and 35
per cent of all federal transfers. Subventions account for 15-25 per cent of
the transfers and are given to the regions in order for them to fulfil specific
responsibilities delegated by the federal government.

Considering that transfers represent less than 10 per cent of all budget
revenues in only 5 of Russia’s regions, and 10-20 per cent in 29 regions,
it is evident that the fiscal dependence of the remaining regions (more
than 50 regions every year) is high to very high. In crisis periods, this fiscal
dependence on the centre diminishes the flexibility of the regions in terms
of the specific use of budgetary resources. The federal government also
employs a system of “effectiveness” indicators to monitor and, de facto,
control regional budgetary expenditures (most of which support various
social policy objectives).

What of stimulus policy and Russia’s regions? The country’s short
post-Soviet history of experiments with stimulus policy can be divided
into 2 stages. The first stage, during the transitional crisis period of
the 1990s through to the start of the 2000s, saw certain regions (e.g.
Kaliningrad oblast and Ingushetia) receive the status of special eco-
nomic zones, while so-called internal offshore zones were created in
other regions. (Of course, Russian business did not hesitate in exploit-
ing these regional “stimulus” initiatives for purposes of large-scale tax
optimisation, leading to non-negligible losses in government tax reve-
nues.) During the subsequent period of economic growth, the Ministry
of Regional Development developed the concept of regions as “engines
of growth”. Specific regions were chosen for this purpose according to
precise administrative criteria, even if there was little implementation
beyond the paper concept. The policy idea of creating territorial clusters
was similarly fruitless in practice. In 2007-08, special zones, including
industrial and production zones, technology and innovation zones, tour-
ist and recreation zones, and port zones, were created. However, with
the exception of 2 industrial zones (in Tatarstan and also Lipetsk oblast),
these zones had little notable impact on regional development. Bref, the
use of special zones, clusters and other territorial-use constructs had little
practical effect on the development of the regions—not least because of
the extent of the weakness and immaturity of the regional and national
institutional settings.
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From the middle of the first decade of this century, the de facto main
orientations of regional stimulus policy became “megaprojects”, under-
written by large-scale funding from the federal budget—for example, the
Universiade in Kazan, the APEC summit in Vladivostok and, of course,
the Sochi Olympics. In Tatarstan, in preparation for the 1000-year anni-
versary of Kazan and after that the Universiade, the proportion of transfers
from the federal budget reached 35-37 per cent of total budget revenues
for this economically developed republic. For its part, Primorsky krai,
in preparation for the APEC summit, received 12 per cent of all invest-
ments from the federal budget targeting the Russian regions in 2011,
while Krasnodar krai received 13 per cent of all such investments from the
federal budget in the lead-up to the Sochi Olympics. However, after the
investment boom came the inevitable slump, affecting Primorsky krai with
especial force. According to Rosstat, in 2013, investments in Primorsky
krai fell by 45 per cent, by 21 per cent in 2015, and by a further 17 per
cent in 2016. Bref, megaprojects, too, have not proved remarkable driv-
ers of regional development in Russia, including in their ability to attract
investment from the private sector.

From the second half of the first decade of the 2000s, alongside rising
resource rents, the geopolitical prioritisation of regional policy became
far more pronounced, particularly in respect of the Russian Far East, the
North Caucasus and, from 2014, Crimea. These priorities were formed
administratively, under the aegis of newly formed territorial ministries:
the Ministry of the Development of the Far East (created in 2012) as
well as the Ministries of North Caucasus Affairs and also for Crimean
Affairs (both created in 2014)—although the latter was short-lived and
dissolved at in July 2015. All 3 ministries were tasked to develop regional
stimulus policy and to coordinate their work with private investors. Parz
passu, in 2014, the federal Ministry of Regional Development, which had
been responsible for the development of all the country’s regions, was
liquidated.

For now, there have been no notable successes in stimulus policy for
these geopolitically important regions. The Ministry for the Development
of the Russian Far East proposed to create 15 territories of “advanced”
development in 2015-18, having designated a few industrial parks for
this purpose, albeit without any of the necessary infrastructure in place.
Investors in the Far East Federal District are meant to receive tax incen-
tives on land and property from the regional governments (which already
face significant budgetary constraints), while infrastructure development



376 N.ZUBAREVICH

is meant to be financed by the Far East Development Fund (created in
2011). Of course, the Fund’s resources, at 15 billion rubles, are not
especially large, and most of the necessary investors for the advanced
development territories have not yet been found, given that the potential
returns are insufficient to compensate for the high cost of business and
the poor investment climate (in legal-institutional terms). According to
Rosstat, in 2013, investments in the Far East fell by 17 per cent; in 2014,
by 6 per cent; and in 2015-16, by a further 3 per cent.

The attempt to stimulate development in the North Caucasus also
failed to deliver notable results. For instance, the “Resorts of the North
Caucasus” programme had planned to build 6 ski centres in the region, and
yet only 1 was built. Indeed, over the past several years, the republics of
the North Caucasus have accounted for less than 3 per cent of total invest-
ments into the country. As a consequence, the geopolitically important
territories, while otherwise uneconomical, are supported fundamentally
through equalisation policy—that is, priority earmarking of federal trans-
fers to these territories. In 2013, the Fast East received 15 per cent of all
federal transfers to the regions (even if it has only 4 per cent of the national
population), and in 2013-14, the republics of the North Caucasian Federal
District received 11 per cent (even they collectively represent less than 4.5
per cent of the population). From 2014, Crimea was added to this list,
with a subsidisation level that reached 65 per cent in 2015.

These geopolitical priorities come with obvious risks: they are extremely
expensive, and the stimulus mechanisms typically work poorly due to the
paucity of intrinsic competitive advantages and the considerable institu-
tional, infrastructural and other barriers to development in these regions.
In the post-Soviet period, then, Russia has followed a long and winding
road in regional policy, from inter-regional equalisation on the strength of
large-scale redistribution of rising oil and gas rents, to attempts to stimulate
regional development through largely ineffectual state investments (but
without improvement of the investment climate), and then to geopolitical
instrumentalisation of specific regions through the federal budget. In the
final analysis, the Russian state has decided to bet on the 2 most expensive
vectors of regional development—equalisation and geopolitics; and this
comes, of course, just as the financial resources of the state are shrinking in
the context of the fall in the price of oil, international sanctions, and high
geopolitical tensions. For now, we can reasonably say that the magnitude
and centrality of Russian equalisation can be changed, but that Russia’s
geopolitical priorities remain immutable for the foreseeable future.



REGIONAL AND LOCAL GOVERNMENT 377

WHAT’S TO BE DONE?

Reforms in Russian regional policy and administration must invari-
ably reckon with 2 signal realities: first, the very strong and sustained
inequality in development levels and tax bases among the regions; and
second, the enduring importance of natural resources (oil and gas), which
supports the preservation of a big, centralised state with powerful redis-
tributive functions. The macro-goal of all future reforms in this area must
be the development and modernisation of the economy and social life of
the country’s regions. In my view, we can set 3 fundamental medium-term
tasks for the Russian state. First, there must be an increase in the self-
sufficiency of the regions and municipalities through decentralisation and
deregulation at 2 levels—centre-region and region-municipality—pushing
powers and resources “downward” to a far greater extent. Second, condi-
tions must be created for competition among the regions and municipalities
for investment and human capital, which will speed up the modernisa-
tion of institutions. Third, there must be an increase in inter-regional
and indeed whole-of-country mobility within the population. Mobility-
stimulating policy will allow for better concentration of human capital and
talent in the country’s major cities as well as in regions with competitive
advantages, including in terms of wages and quality of life.

To deliver on these tasks, it will be critical for Russia to implement
comprehensive, system-wide institutional reform in different spheres of
Russian life. Although such institutional reform has been discussed for
many years in post-Soviet (and even late Soviet Russia), as well as in numer-
ous chapters in this book, let us use the systems reforms proposed in 2011
by the experts who developed Strategy 2020 as a basis for formulating
some basic potential vectors of reform. In politics, for instance, there must
be real representation of the regions in the upper house of the federal par-
liament (the Federation Council), which must return to being an effective
arena for the negotiation and coordination of interests between the centre
and the regions. There must also be a return to a system of effective con-
trol from below via fair elections of regional and municipal authorities, a
removal of the “filters” on gubernatorial elections, and a reversion to the
direct election of city mayors.

In fiscal federalism, there must be a gradual decentralisation of tax rev-
enues. This decentralisation would address not only the significant hori-
zontal differences in tax bases among the regions but also the fact that
the federal budget mainly comprises commodity “rent” revenues that are
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redistributed extremely unevenly. In the event of a too-rapid decentralisa-
tion of tax revenue, a small handful of “rich” regions will become even
richer, leaving the circumstances of the “poor” regions largely unchanged.
As such, we must take small steps towards tax decentralisation: all revenues
from corporate income taxes should go to the budgets of the regions
(whereas only a small portion of corporate taxes currently go to the
regions), and changes should be made to the percentage splits for excise
taxes between the federal and regional budgets, increasing significantly
the proportions in favour of the regions. As for municipalities, tax decen-
tralisation will be considerably easier, requiring in the first instance only
an increase in the municipal share of personal income taxes beyond the
present 15 per cent.

To be sure, the transparency of federal transfers to the regions must
increase, especially given that Russia will rely on resource revenues and
rent redistribution for a long time to come. To this end, the grants, calcu-
lated according to a transparent formula, should ideally represent at least
half of all transfers. Moreover, ad hoc administration must be minimised,
as should be the size of the least transparent transfers.

Regional independence in the use of subsidies should be increased: the
more than 100 types of subsidies currently received by the regions should
be consolidated to 6 or 7 in order that the regions may efficiently allo-
cate funds for priority objectives within key areas, such as health care and
education.

Finally, the formal requirements of the budgetary law of the Russian
Federation must be met in practice. The law forbids delegation (“down-
loading”) of expenditure obligations to the regions without supplemen-
tary financial resources from the federal budget. In 2012, the law was
effectively breached, and the regions were required to fulfil the presiden-
tial decrees on pay increases primarily from their own treasuries.

In investment policy, the Russian state must begin to resist and reject
overly expensive megaprojects as instruments of regional development.
Instead, there must be far more opportunity and marge de manoeuvre for
regions to manage their own investment policies. Decentralisation must
happen for licensing in the extractive sector and, inter alia, for purposes of
determining and managing foreign investment procedures.

In social policy, there must be a marked reduction or loosening of fed-
eral regulation of social policy in the regions, including in respect of assess-
ing or measuring the so-called effectiveness of social expenditures in the
regions. The regions must transform their networks of social institutions,
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taking into account the specificities of the various settlements on their ter-
ritory, geography, the structure of the population, and the numerous per-
mutations of social consequences for their residents. Finally, there should
be a general expansion of the powers of the regions to opt for different
models of reform in the social sphere, taking into account regional condi-
tions and preserving the overall coordinating role of the federal centre for
social policy reforms.

Evidently, reform of regional policy in Russia faces great obstacles
and is fraught with risk. Over the many years of Russian administrative
hyper-centralisation, strong interests groups were formed at both the fed-
eral and regional levels, profiting both financially and in terms of politi-
cal influence. Reforms will doubtless progress slowly due to resistance
from these groups. In addition, decentralisation may well increase or
consolidate the economic and social inequality among the regions and
municipalities, as the more competitive regions—those enjoying mod-
ernised institutions—will be able to adapt and develop more rapidly and
nimbly to the new operating environment, while the volume of non-
redistributable resources for the less developed regions and municipalities
may well shrink. In order, then, to moderate or mitigate such a negative
outcome in regional equality, social policy will have to be highly targeted,
aiming to support lesser-resourced populations, the number of which is
always larger in the less developed and more peripheral regions of the
country.

One further risk of excessively rapid or untargeted decentralisation is a
net decrease in the quality of regional government due to the long-term
absence of competitive elections and the appointment of governors on the
basis of loyalty. The combination of low-quality administration and non-
modernised institutions could lead to the collapse of certain regions—
that is, to “failed regions”. This is the central argument of opponents
of decentralisation in Russia. Of course, the argument can be countered
by pointing to the fact that the federal government has all the necessary
instruments of control, including existing laws allowing it to change gov-
ernments in these regions, where and whenever necessary—even if we
must concede that deployment of such instruments in practice may not
always be easy under conditions of political tension.

If the Russian federal government does not, in the near to medium
term, change anything—even as it is perfectly aware of the general inef-
fectiveness of a hyper-centralisation that fails to take into account the
interests of the regions and destimulates regional dynamism—then the
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unavoidable result of the ongoing fall in federal budget revenues will be
a reduction in transfers to the regions, and a growing downward pres-
sure on the economic health of many of these regions. Bref, Russia must
move from an ineffective, hyper-centralised approach to regional policy
and administration, dominated and driven by expensive equalisation and
geopolitical priorities, to a more nimble model that expands the powers
of the regions and stimulates competition among them for investment
and talent. Without such reforms, decentralisation will happen before
long anyways, inevitably and spontaneously. For a strict, hyper-centralised
system of power cannot be permanent, and sooner or later it bumps up
against real-word limitations of efficacy.

Russian history has often seen spontaneous decentralisation resulting
from stift central power. However, as this spontaneous decentralisation
has always come with great costs to the national treasury and political
stability, the present, dominant Russian interest is to bring to bear rational
administration on a process of gradual decentralisation, with an eye of
managing risks to the population and to the stability of the country more
generally.

At the time of this writing, such managed or controlled decentralisa-
tion seems improbable. This state of affairs comes with 2 potential dan-
gers to the country. The first danger consists in the freezing of national
economic development and the gradual economic and social degradation
of the country, given that the regions are not being properly used, if used
at all. The second potential danger is the outright collapse of the country.
To be sure, the risk of disintegration for a country as huge and internally
diverse as Russia is constant. But it is far greater under a strict power verti-
cal that is administratively ineffectual and otherwise incapable or unwilling
to make critical decisions in the event of outside shocks and the continued
worsening of national economic and political conditions.

NOTES

1. Based on calculations made by the author, using 2013 Rosstat data.

2. Based on calculations made by the author, using 2014-16 data from the
Federal Treasury.

3. Based on the author’s calculations, using 2015 and 2016 Federal Treasury
data.



CHAPTER 33

State Corporations

Viktor Dementiev

SETTING THE STAGE: THE EcoNoMIC PURPOSE OF
STATE CORPORATIONS

The question of the “rational” or appropriate size of the state or pub-
lic sector in the national economy has been at the forefront of Russia’s
post-Soviet policy and administrative debates over the last 3 decades. The
question is complicated, no doubt, by the characteristic inclination of
Russian public reforms towards permutations of radicalisation, dirigisme
and liberalism. In this context, for purposes of national development, the
risk of going too far, as it were, in the privatisation of resources or, in the
opposite case, their nationalisation, is significant.

To be sure, the regular alternation in global practice between privatisa-
tion and nationalisation properly lends itself to a general professional scep-
ticism about the notion that there is a single correct or “rational” dose of
state entreprencurship. Despite the fairly established view that such cycles
of privatisation and nationalisation occur principally in countries with low
levels of institutional development, the international economic crises of
the early 2000s and 2008 demonstrated that certain developed countries
are in fact prepared to resort to temporary direct government control over
business under conditions of conspicuous difficulty and pressure. Indeed,
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these cycles of privatisation and nationalisation are often commensurate
with the ideological and political circumstances at play in a particular
country. Ideological changes can themselves issue from the exhaustion
of the potential and utility of a dominant techno-economic paradigm and
the need for a country’s political economy to transition to a paradigm that
responds effectively to the next technological revolution.

In this chapter, we explain that state corporations (state enterprises—
that is, organisations that, in producing goods and services, are, to vary-
ing degrees and in varying forms, controlled and owned by the state)
can contribute significantly to creating dynamic efficiency in the Russian
economy and also to driving structural transformations in the nature of
production in the country. For the public sector to play such a role, its size
and structure must change in accordance with the cyclical patterns of tech-
nological renewal of production (i.e. long Kondratiev waves). Of course,
income distribution—and therefore the country’s overall economic devel-
opment—is not indifferent to this dynamic and may be directly influenced
by the balance between state and private property. And in all this, the
nature and magnitude of the influence of state corporations on national
economic development continue to depend a great deal on the general
quality of state administration.

STATE CORPORATIONS AND STRUCTURAL CHANGES
IN THE NATIONAL EcoNOMY

According to Jestis Huerta de Soto, dynamic efficiency is the ability of an
economic system to stimulate entrepreneurial creativity and coordination.!
Identifying the necessary conditions for dynamic efficiency in economic
systems at different levels (enterprise, sector, national economy) can be
done by studying these systems in terms of “dynamic capabilities”—that
is, in terms of the ability “to integrate, build and reconfigure internal and
external competencies to address rapidly changing environments”.2

On the necessity of structural changes in the Russian economy—
in particular, the lessening of its dependence on international energy
markets—much has already been written (see Chap. 2 on the Objectives
and Principles of the Russian State in the Twenty-First Century). And yet
the present structure of employment in the country testifies to the fact
that the critical structural shifts towards manufacturing have not occurred.
According to Rosstat, between 2000 and 2015, the proportion of people
employed in the extractive sectors fell by only 0.1 per cent, while the
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proportion of those employed in manufacturing fell by 4.7 per cent.?
The share of people employed in education, health care, and scientific
research also fell (by 1.2, 0.2, and 0.6 per cent, respectively); by contrast,
the share of those employed in the financial sector grew nearly twofold.
Clearly, if these trends continue, the competitive risks to Russia in the
context of the next technological revolution are severe. Bref, in order
to participate actively in the technological revolution, Russia must be
at the cutting-edge of international research and development (R&D).
(However, the fruits of this research will serve to advance the Russian
economy only if there is a reduction in the production backlog from
the prior technological revolution. Thus, investments in the modernisa-
tion of existing sectors experiencing pressure from more efficient inter-
national competitors are risky, with infrastructure investments betraying
especially high risks.)

Direct, even temporary, state participation in industrial modernisa-
tion can help advance the structural transformations in the economy.
Consider, for example, how the Japanese state provided “bridging”
support to Japanese rail transport as it transitioned to an entirely new
technological level. Of course, Japan’s high-speed railway lines (shinkan-
sen) were subsequently privatised. Indeed, temporary nationalisation of
enterprises, even in advanced industrialised countries, for the purpose of
modernisation and subsequent privatisation is a perfectly reasonable and
rational policy option. The restructuring of the 100-year British Steel
Corporation was engineered thus under the government of Margaret
Thatcher. Similarly, in Russia, the state has assured, by dint of various
programmes, the modernisation of the company Russian Helicopters,
and now the question of its partial privatisation is on the national policy
agenda.

In periods of high turbulence in national or international socioeco-
nomic processes, state enterprises play a multifaceted role in ensuring the
dynamic efficiency of the economy: the participation of the state in sup-
plying capital and redistributing the attendant risks is essential in order for
business to survive and negotiate, through modernisation, a given techno-
logical revolution. Among the key challenges for state enterprises in this
context is to demonstrate the very potential of new technologies.

However, if state regulation and state companies are used to support
unsustainable production, this may itself lead directly to the accumula-
tion of crisis potential and increased risks. The better scenario, then, is
when a country enjoys the support of strong, diversified business groups
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working to realise priorities agreed with the government, thereby making
large structural changes in the economy achievable without permanently
enlarging the state sector of the economy. This was demonstrated in
Japan’s economic miracle period, after the Second World War, by the
keiretsu—interlocking business groups that, working on the strength of
long-term loans from state banks, played a significant role in concentrat-
ing resources on priority directions in the Japanese economy.

We can, of course, attempt to force the growth of private business
through the privatisation of state property. But this path often leads to
an increase in, and consolidation of, socioeconomic inequality in society.
Given that structural changes in production require corresponding large-
scale investments, the less developed a country’s credit markets, the larger
the concentration of wealth necessary for such investments. Inequality
thus becomes, for all practical intents and purposes, a factor of economic
growth on the basis of radical innovation.

And yet income inequality clearly restricts the ability of low-income
layers of the population to invest in human capital, which can seriously
limit the spread of new technologies, due to a net shortage of qualified
specialists. Moreover, the sharp income differentials within the popula-
tion portend sociopolitical instability, which may also activate capital and
brain drains alike. Investment risks—already high in periods of technologi-
cal revolution—rise once more. A negative correlation between income
inequality and economic growth is established.

Bref, in an environment that is not ripe for investments in structural
changes to the overall economy, state corporations can be an important
vehicle for securing such investments without a sharp increase in income
inequality. Having said this, without any corresponding state control, these
corporations can themselves become sources for the rapid enrichment of
their management. Enter the Russian reality in the post-Soviet period.

STATE CORPORATIONS IN RuUssia

The experience of state enterprises in the Soviet planned economy showed
that there was weak motivation to innovate among the directors of these
enterprises to the extent that their activities were not incorporated into
real competition in terms of technology or product quality—as was the
case in, say, the Soviet military aviation sector. In the absence of such
external competition, the rivalry for state resources dominated. And in the
post-Soviet context, the process of privatising Russian state property in the
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1990s was the natural continuation of such rivalry, albeit with an enlarged
circle of participants, now including state bureaucrats and those closely
associated with them.

The post-privatisation development of the Russian economy confirms
that, strictly speaking, the legal status of companies—whether state or
non-state—is not, on its own, a sufficient condition for the aforemen-
tioned dynamic efficiency. Instead, for companies that are not natural
monopolies, what is important is the formation of a competitive environ-
ment, while for state corporations it is essential that effective state control
be in place. And yet even these prerequisites may not be enough to assure
the dynamic efficiency of the economy in periods of major structural shifts
associated with catching-up development or technological revolutions.
National industrial policy plays a key role here in the negotiation and
implementation of such shifts (see Chap. 17 on Industrial and Innovation
Policy).

The early 2000s saw numerous announcements concerning the need
for major changes in the work of state institutions, including in respect of
their adaptability for purposes of resolving strategic challenges. However,
the administrative reform of 2003 did not lead to substantial improvement
in the work of the state apparatus, including in the economic sphere (see
Chap. 30 on the Bureaucracy). This prompted the authorities to turn to
large, state-controlled commercial and non-profit organisations as instru-
ments of industrial policy. To be sure, the growing financial capabilities of
the state in the context of high oil and gas prices also played a signal role
here. For all practical intents and purposes, an effort was made to transfer
responsibility for resolving the strategic challenges of national develop-
ment to the mezzo level of the economy.

The path to creating large holding companies that can provide the
population with goods like fuel, heat and electricity was outlined at the
start of the market reforms in the early 1990s. In 2007, specific types
of state corporations were created, regulated by the 1996 federal law on
non-profit organisations and its 1999 amendments, including article 7.1,
which specifies the legal status of state corporations as non-profit organ-
isations established by the state on the basis of a property contribution
and created for the implementation of social, managerial, or other socially
useful functions.

What are some of the characteristics of this legal status? The creation
and activities of state corporations, including their goals and administrative
arrangements, are regulated separately for each state corporation. Property
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transferred to a state corporation by the Russian Federation becomes the
property of the state corporation. At the same time, decision-making in
respect of the transfer of a part of the property of the state corporation
to the state is part of the competence of upper management in each state
corporation. A state corporation is not responsible for the liabilities of the
Russian Federation, and the Russian Federation is not responsible for the
liabilities of the state corporation. The cornerstone of the activities of a
state corporation is not profit, but rather the goals for which it is created.
The state corporation is required to publish annual reports on the use of
its property. The strategies of each state corporation must be indicated on
that corporation’s website. Decisions on the loans undertaken by a state
corporation in foreign currency are regulated by the federal government.
Finally, the Accounts Chamber of the Russian Federation and other state
bodies have the right to audit the activities of state corporations.

In 2007, the following state corporations were created: Vnesheconom-
bank (VEB), Rusnanotec (renamed Rusnano), the Fund of Assistance to
Reforming Housing and Communal Services, Rustechnology (renamed
Rostec), Rosatom, and Olympstroy (liquidated in 2014). In 2015,
Roscosmos, the state corporation for space activities, was created. The
basic models of modern Russian state corporations are as follows: finan-
cial institutions of development (VEB, Rusnano); agents of government
and operators fulfilling the various functions of state agencies (Fund of
Assistance to Reforming Housing and Communal Services, Olympstroy);
quasi-holding companies (Rostechnology); and quasi-ministries (Rosatom
and Roscosmos).

The amendments to the 2009 federal law on non-profit organisa-
tions introduced an additional type of non-profit organisation—the state
company—into the Russian system of legal entities. The main difference
between the new state company and non-profit state corporations consists
in the fact that that state companies explicitly fix as their focus the deliv-
ery of public services and the performance of other functions, using state
property, on a trusteeship basis. In the same year (2009), the state com-
pany Rosavtodor (Russian automobile roads) was established.

Most of Russia’s state corporations and companies, to a limited degree,
fulfilled the expectations attached to them. Olympstroy delivered the
Olympic infrastructure in Sochi, although famously incurring exorbitant
expenses (vis-a-vis planned expenses). Rosatom, set up to be the global
leader in the nuclear industry in terms of growth and efficiency, ranked,
as of the start of 2016, first in the world in the number of nuclear power
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plants being built concurrently abroad, second for uranium reserves,
fourth in terms of uranium extraction, and second for the generation of
nuclear energy, supplying 36 per cent of the world market of uranium
enrichment services and 17 per cent of the nuclear fuel market. Rosatom
spends 4.5 per cent of its revenues on R&D. Its portfolio of international
orders grew from US$66.5 billion in 2012 to $110.3 billion at the start
of 2016.* Finally, Rostec, which was created to assist in the development,
production and export of high-tech industrial products of civilian and
military significance, spent some 11 per cent of consolidated revenues on
R&D in 20155

These state corporations and companies became new drivers of national
development and future-oriented economic and technological policy.
They played a significant role in restoring cooperative links and in the
formation of new supply chains, with corporations like Rostec also playing
a non-negligible role in driving increased efficiency in the organisational
structures of businesses in the high-tech sectors.

Of course, from their very creation as legal forms in post-Soviet Russia,
state corporations have been scrutinised by specialists and researchers—
primarily in terms of the natural apprehension about the weak institutional
control of the state over their commercial activities as well as concern
about low efficiency in the use of the resources transferred to state corpo-
rations. By way of reaction to these issues, the law on non-profit organisa-
tions was amended in 2010 and 2011 in order to specify the reporting
requirements of state corporations, provide additional oversight of their
activities by the Accounts Chamber of the Russian Federation, and assert
regulation by the state over loans taken out by these corporations in for-
eign currency. At the same time, there remain open questions about the
basic distribution of legal and practical responsibilities between the gov-
ernment and state corporations as well as in respect of the justifiable scope
of resource consolidation in these companies.

To be sure, an important analytical aspect of state corporations is
their influence on Russia’s political markets. They may interfere, in other
words, with the formation of a rational configuration of the state sector
of the economy—in particular, obstructing or inhibiting the narrowing or
shrinking of the state sector when there is no discernible need for large-
scale involvement of the state in production processes in defence of public
interests.

Each of the state corporations and companies was created to solve a
certain problem. However, their formation was not accompanied with a
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precise justification as to why these problems could not be solved via the
existing arsenal of means, including state procurement, budgetary subsi-
dies and subventions, tax incentives, budgetary credits, and also budget-
ary investments (e.g. participation of the state in the capital structure of
traditional legal-organisational entities), not to mention through direct
involvement of the private sector. The consequence is that, instead of cre-
ating a single legal plane, for each public problem it seeks to solve, the
state ends up inventing a special vehicle or instrument and establishes sep-
arate or discrete rules of the game. Now, this approach has been revised,
gradually, since 2007, but some of the general administrative logic has
already been firmly set.

In general, the revision corresponds to the recommendations devel-
oped over the course of the implementation of the presidential decree
of July 18, 2008, on the improvement of the Civil Code of the Russian
Federation. The private law research centre under the President proposed
that non-profit state corporations be converted into other forms of legal
entities that do not enjoy special status and privileges—for instance, that
Rosatom be transformed into an organ of public power, and Rusnano and
Rostec into joint stock companies with 100 per cent state participation.
Rusnano was the first of the state corporations to complete its reorganisa-
tion and was re-registered in March 2011 as an open joint stock company.
For their part, United Aircraft Corporation and the United Shipbuilding
Corporation—both state-owned corporations—were originally created
not as non-profit organisations but as joint stock companies, making them
similar to many companies with state participation (inter alia, Aeroflot-
Russian Airlines, VI'B, and Russian Railways).

To be sure, the 2008 financial and economic crisis provided a decisive
impulse for growth in Russia’s state sector. Under threat of bankruptcy,
a number of companies gave a portion of their shares to state banks like
Sberbank and VEB in order to secure loans. Of course, not all these loans
could be repaid, resulting in the banks becoming owners of the compa-
nies in question. As at January 1, 2014, the Russian state was a share-
holder and participant in 2113 joint stock companies and limited liability
companies. As at January 1, 2016, the federal property registry listed
1912 joint stock companies, where the percentage of capital-structure
participation by the Russian state was 100 per cent for 860 joint stock
companies, between 50 and 100 per cent for 84 companies, between 25
per cent and 50 per cent for 202 companies, and less than 25 per cent for
766 companies.®
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In relation to citizens and other businesses, the activities of state cor-
porations are subject to Russian private law. On the other hand, as the
activities of state corporations are associated with the provision of general
(public) interests, they properly attract the jurisdiction of Russian public
law. As such, in 2010, the Ministry of Economic Development initiated
proposals to introduce into legislation the category of legal entity in public
law. Moreover, the adoption of the 2016 federal law on public law compa-
nies in the Russian Federation and on amending certain legislative acts of
the Russian Federation was an important step in the legislative regulation
of legal entities with state participation.

The state programme on the administration of federal property pro-
vides for the improvement of state regulation of public and legal entities,
the creation of legal conditions to increase the quality of corporate gov-
ernance for companies with state participation, and the enhancement of
state mechanisms for purposes of exercising shareholder rights. A number
of the measures planned through this programme correspond with long-
standing and also recent OECD recommendations, including specifying
the goals of the administration of federal property; expanding the prac-
tice of publishing documents on strategic planning for the operations of
companies with state involvement (including a system of key indicators of
effectiveness and efficiency in activities and also programmes of innovative
development); phased withdrawal from the use of directives (government
instructions for representatives of the state on company boards of direc-
tors), as well as the strengthening of the responsibility of directors for
decision-making—especially in the event that performance indicators are
not met.

Linking the remuneration for the management of state corporations
and companies to the implementation of corporate strategies, and not just
to financial results, was a step forward in affirming managerial responsi-
bility and stewardship. At the same time, of course, the development of
these strategies has been entrusted to the state companies themselves—
with little consultation with outside stakeholders, albeit with subsequent
approval by the government.

It is doubtful whether state companies can independently determine
and precisely form non-commercial goals for their own operations as well
as indicators for purposes of measuring their progress towards these goals.
The first word in this regard should therefore go to the state, with society
and the state companies themselves weighing in later. To this end, a clearer
policy articulation of the prerogatives of the state as owner could help to
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avoid situations in which state corporations and companies have excessive
independence in determining their own goals or establishing the nature
and scope of obligations in respect of the provision of public services.

WHAT’s TO BE DONE?

The degree of direct state involvement in corporate capital must take into
account the position of the corporation or company in question in global
technological competition and value chains. At the same time, state corpo-
rations and companies have the potential to accelerate (and also put a brake
on) structural changes in national production. Of course, in contributing to
dynamic efficiency, the ability of the state, including its capacity to overcome
conflicts of interest when it is at once owner of the state corporation and its
regulator, is prisoner to the quality of public administration. And whereas
the state can use these corporations as institutions of development—that is,
as instruments of national economic policy—it is also called upon to prevent
capricious or uncontrolled expansion of the corporations themselves. For
without appropriate systems of accountability, and without clear roles and
responsibilities for the government agencies involved in the management of
state enterprises, such expansion lays the foundation for corruption, con-
spicuous indulgence by and of different state enterprises and also the oppor-
tunity for the state to offload blame to state enterprises for any number of
mistakes in the implementation of their mission.

Relations between the Russian state and state corporations or compa-
nies must be built on a long-term logic, with precise delineation of the
obligations of all sides and the sanctions in question for infringements of
these obligations. This does not exclude a review of the contract when
there is need or as key circumstances change (including in the event of
forces majeures). All the obligations and accountabilities (and risks) that
state corporations and companies must undertake in relation to the deliv-
ery of public services over and above generally accepted norms or stan-
dards must be precisely fixed. The costs incurred in the performance of
such services should be compensated in a transparent manner. Otherwise,
this compensation will always be the subject of backstage bargaining, or
private companies without such responsibilities will enjoy and profit from
distinct competitive advantages over state corporations.

Steps to minimise the size and scope of the state sector in Russia are not
a panacea for the economy, even if the administrative system is presently
weak or vulnerable to corruption. Indeed, such moves only distract inves-
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tor resources from the productive sphere and increase the risks to private
business involved in the redistribution of property—something already
observed in Russia in the 1990s. And of course, it is not only business risks
that are at play here but also political risks in the context of the intensify-
ing deconsolidation of Russian society. Having said this, poorly considered
enlargement of the state sector against a backdrop of weak accountability
within and among the state organs and entities that are charged with play-
ing the ownership role for state corporations and companies can easily
exacerbate the problems of state administration in the country. All of this
is food for thought as the Russian state seeks to find the right public-
private-third sector balance and hit the right notes in the coming decades.
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