A COUNCIL ON FOREIGN RELATIONS BOOK

TowARD AN
UNDERSTANDING
OoF Russia

- UROPEAN

RSPECTIVES

EDITED BY JANUSZ BUGAJSKI
~ WITH MAREK MICHALEWSKI |




Founded in 1921, the Council on Forcign Relations is a nonpartisan membership
ofganization, research center, and publisher. It is dedicated to increasing America’s
understanding of the world and contributing ideas to U.S. foreign policy. The
Council accomplishes this mainly by promoting constructive discussions and by
publishing Foreign Affatrs, the leading journal on global issues. The Gouncil is host
‘0 the widest possible range of views, but an advocate of none, though its research
‘ellows and Independent Task Forces do take policy stands.

THE COUNCIL TAKES NO INSTITUTIONAL PQOSITION ON POLICY ISSUES AND
1AS NO AFFILIATION WITH THE U.S. GOVERNMENT. ALL STATEMENTS OF
ACT AND EXPRESSIONS OF OPINION CONTAINED IN ALL ITS PUBLICATIONS
ARE THE SOLE RESPONSIBILITY OF THE AUTHOR OR AUTHORS.,

‘rom time: to time, books, monographs, reports, and papers written by members of
he Council’s research staff or others are published as a “Council on Foreign

telations Publication.” Any wark bearing that designation is, in the judgment of the

ommittee on Studies of the Council’s Board of Directors, a responsible treatment
of a significant international topic.

‘or further information about the Council or this book, please write the Council on
‘oreign Relations, 58 East 68th Street, New York, NY 10021, or call the Director of
‘ommunications at (212) 434-9400. Visit our website at www.cfr.org.

‘opyright © 2002 by the Council on Foreign Relations®, Inc.

Jl rights reserved.

rinted in the United States of America.

his book may not be reproduced in whole or in part, in any form (beyond that
apying permitted by Sections 107 and 108 of the U1.5. Copyright Law and excerpts

y reviewers for the public press), without written permission from the publisher.

or information, write the Publications Office, Council on Foreign Relations, 58 East
3th Sueet, New York, NY 10021.

Contents

Foreword
Lawrence J. Korb

Acknowledgments

Preface
Janusz Bugajski

1

Who Rules Russia and How?
Katarzyna Petczyriska-Natpcz
Civil Society in Russia
Hryboriy Nemyria

Russia's Political Economy
Laszlé Csaba

Russia’s Energy Policy

Jurgis Vilemas

Russia’s Security Policy
Marcin A. Piotrowski

Military Reforms in Russia
Leonid Polyakov

Russia’s Policy toward Ukraine
Baltic States
Marko Mibkelson

, Belarus, Moldova, and the

iii

vii

13

27

45

59

79

97




8 Russian Policy in the Caucasus and Central Asiq
Krzysztof Strachota

9 Putin’s European Policy
Ldszic Poti
10 Russiz and NATO Enlargement
Aleksander Dulebg

11 Russia and the United States
Viadimir Votapek

About the Contributors

117

135

153

183

211

Foreword

Over a decade after the end of Cold War and the disintegration of the
Soviet empire, the initia} optimism on the part of some that Russia would
became a responsible, modern state integrated into the “New World Order”
has been replaced by a sense of wasted Opportunity among some Western
as well as some Russian elites. A large number of Ametican scholars and
analysts have focused on Russia and accumulated €normous amounts of
knowledge. In addition vast resources have been devoted to assisting

The answer to both questions is apparently negative. :
This project was intended to help understand Russia better by bringing
together the perspectives of American analysts with those of scholars who -

Putin’s foreign policy goals 1o Russia’s energy policy. We hoped to learn
from the differences between these perspectives, .

Several of them are worth mentioning here. American analysts examined
Russia’s potential to be a global actor that could challenge the United
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Russia’s Political Economy

Léiszlé Csaba

This chapter discusses the sustainability of the Russian economic recovery
of 19992001 and covers the short-term factors that brought it about: ener-
gy prices and the devaluation of the ruble. This chapter also advances the
thesis that an activist presidency is not equivalent to the rule of law. The
fight against the “oligarchs” implies a restructuring of economic pOwer, but
not a change in the modus operandi of Russia’s version of a market econ-
omy. While much of the legislation approved after the Strategy of
Economic Development of June 2000 points in the right direction, these
measures definitely fail to address some key issues that determine eco-
nomic development in the long run, such as financial intermediation, local
power, the ability of corporations to finance their own growth, small busi-
ness, and foreign direct investment (FDI). Russia’s export performance is
likely to diminish, even according to the government’s three-year plan
published in July 2001. Thus, Russia’s ability to service debt will depend
heavily upon successful agreements with the Paris and London Clubs.

The weak point in the Russian economic success story of 1999-2001 has
been its continued reliance on exXpofts of raw materials and the lack of
improvement the manufacturing sector's competitiveness, The govem-
ment's strategy for 2002-2004 rightly acknowledges that cusrency inflows
and the inability to centralize them continue to put a severe limit on long-
term economic growth. While economic growth in the front-runner transi-
tion countries has been export-led and thus sustainable, the Russian €co-
nomic miracle will easily fall victim to weakening oil prices coupled with

substitution industrial recovery, which has

the limitations of an import-
been the hallmark of the early Viadimir Putin years. Decelerating growth

may force the new president (o make some hard choices: either to radi-



calize the structural reforms, or to allow for a backtracking, which in turn
will further weaken economic performance,

BACKGROUND TO REFORMS

The collapse of the Russian ruble in August 1998 and the subsequent
developments following the event have proven that the Russian economy
is by no means peculiar. Indeed, it functions according to the logic of stan-
dard textbooks. If you liberalize the capital account prematurely, use short-
term money to cover structural deficits in the fiscal accounts, and at the
same time try to sustain a fixed exchange rate, you are heading for trou-
ble. Only the timing is subject to chance. If you devalue the domestic cur-
rency to one-fourth of its original value, you create an enormous impetus
for import substitution, protect your markets, and trigger a supply-side
response, while the current account is likely to improve tremendously, Add
to this oil prices that more than triple, where 33 percent of currency
inflows are derived from the exports of fuel and energy. The surplus in the
current account is likely to be substantial, and the fiscal account is likely
to close with a surplus, while activity indicators will improve. Indeed,
Russia's current account surplus of U.5.$2 billion in 1998 did grow to
U.5.$18 billion by 1999 and 1U.5.$41 billion by 2000.1 General government
deficits, consolidated according to government fiscal statistics (GFS) stan-
dards, were 8.9 percent of gross domestic product (GDP) in 1997, 3.2 per-
cent in 1998, and 1.0 percent in 1999, giving way 1o a surplus of 4.6 per-
cent in 2000. Estimates for 2001 call for a surplus ranging from 0.25 per-
cent to 1.5 percent of GDP.2 All in all, there is nothing deviant in the way
the Russian economy works; there are no grounds for talk about a mira-
cle. Likewise all analysts agree that growth likely decelerated in 2001, from

2t 4.5 percent on zn 2nnualized basis, with the consensus estimate being

around or below 2 percent, strongly dependent, of course, on the actual

level of world il market prices. Actually, as econometric evidence sug-

gests, the correlation between Russian industrial output and world oil

prices is over 81 percent, allowing for a mere 1 percent increase in Russian

GDP in the medium run. This is certainly at odds with the overly opti-

mistic assumptions of the Gref Plan (launched by Economic and Trade

Development Minister German Gref), which aims at a steady 7 to 8 per-
cent per year for a decade.

The above-cited numbers reflect a fairly mechanical process of adjust-
ment to external disturbances, which could happen in any economy,
regardless of its economic institutions and policies. When external shocks
dominate overall macro performance, it is particularly impottant to discern
which, if any, of the outcomes are attributable to policies and which are a
result of circumstantial factors. If we take into account that Russia’s terms

of trade have improved tremendously, by 48.1 percent in 1999 and by yet

nother 66.3 percent in 2000, over 1998 actual figures, it is hard to over-
‘the enormous one-time windfall component in shaping the macro-
onomic landscape in the country. The chief economist in President

 Putin’s administration, Andrei Hlarionov, a long-term observer of Russian

macroeconomic policies, has provided the following table comparing the

. windfalls and macroeconomic petformance and expressing them as per-

centages of GDP:4

Table 3.1. Windfall and Macroeconomic Performance as % of GDP

1997 1998 1999 2000
Windfall ~1.1% 3.3% +1.1% +12.7%
GDP +0.9% —4.9% +3.5% + 7.7%

The author interprets the difference between the two elements present-
ed in the table as a possible measure of ner contribution that year (i.e.,
over and above the favorable windfall effects} of economic policies to the
overall macroeconomic performance. Given that the Primakov and
Stepashin periods saw a deceleration of reforms, and that the year 2000
was mostly spent on presidential elections and the establishment of the
‘new power structure, the strongly negative contribution is anything but
surprising. It also helps in explaining why the new president could have
been convinced that further reforms were urgent, rather than being con-
tent with the status quo.of dramatically improving short-term indicators
(with the partial exception of unemployment). Moreover, half of the pop-

~ ulation lives under the World Bank poverty level of U.8.82 per day, The

level of development at the market exchange rate is below U.$.$1,900 at
PPP (purchasing power parity), about U.5.86,000, or two-thirds that of
Hungary. All these factors have been rightly seen as stimuli for quick and

" radical action.

YELTSIN'S LEGACY

Much has been written about this topic, which has grown in significance
following the first-ever, successfully completed peaceful handover of
power in Russia. The country’s economic system was, beyond a doubt, a

- full-fledged market economy by the time Putin took power in March 2000.5

Today, prices mostly reflect scarcities. Money can buy any commodity
including foreign currency, and allocation follows market signals, while
dominant private owners maximize their asset value and switch their port-

folios in response to financial incentives. Certainly the Russian variant of

the market economy is not the same as the model set forth in introducto-
ry textbooks. Instead, it resembles the developing-country variants




described in advanced courses on comparative and development econom-
tes. Stll, introducing market order has been a remarkable accomplishment

by the weak state, which often leads to the strong presence of vested inter-
ests and the ensuing market fajlures 6 With the major power struggle phase
ended and new rules of the game established, inflation has never gone out
of control, as many of us feared following the collapse of the ruble. In fact,
annual inflation in 1998 was 84.5 percent, in 1999 it came down to the
moderate level of 36.6 percent, in 2000 to 20.2 percent, and in 2001 is fore-
cast in the range of 25 percent. This reflects a consolidation of power and
also a common understanding by all those in power that hyperinflation is

federal government, creating a situation in which the loca) governments
stood 1o gain more by cooperating than by seceding.” This is no small
accomplishment for a country whose “natural” or “historical” borders are
anything but trivial. The bilateral deals, aiso anchored in Russia’s constity-

PUTIN’S INPUT

There seems to be a near consensus among analysts that the accession to
power of Vladimir Putin represented an attempt 1o redefine the name of
the game as it emerged under the Yeltsin years. Quite in line with the
mainstream view on development €conomics, it was understood that a
strong state power, emancipated from the patronage of vested interests, is
a necessary condition for achievement of meaningful policy reforms Thus,
it is self-explanatory why the new president has been focusing so much

and to constituent oligarchs. At present, it is too early to assess the extent
to which this initiative wili prove successful. However, the thrust of the ini-
liative can, ‘at least in theory, be interpreted as an altempt to emancipate
Putin from dependence on vested interests.
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2 In the first round of managed wansition, the 1999 Duma elections pro-
.duced a so-called floating party system with the emergence of three rough-
‘ly equal blocks (left, centrist—i.e., pro-government—and right).? This
aliowed the president to have virtually any law passed. It also removed the
powerful obstacle of communist domination, which hobbled Yeltsin in
both his presidential terms. Moreaver, as the parties seem to be more
active in representing economic interests than ideological lines, policy
compromises are easier to strike. A detailed analysis of the Communist
Party indicates its ideological decay and growing opportunism: it can still
create trouble, but it can no longer reverse policy in any major area.10 Last
but not least, the above-cited consolidation of regional power within
Russia means that governors cannot secede and lack interest in doing so,
thus making them vulnerable to centralizing tendencies.

In addition, certain side effects of the 1998 financial crisis worked to
Putin’s advantage. This crisis has forever crippled the oligarchs (i.e., those
with vested interests based on financial assets rather than industrial hold-
ings). Their vulnerability has come under the spotlight since the Primakov
episode,!! while energy sector corporations flourished. 2 Confiscation of
bank assets in response to Kirienko crisis management measures left the
state-owned banks—primarily Sherbank and Vneshekonombank—without
competitors. Most of the surviving private banks are actually no more than
financial departments of large industrial organizations. This, of course,
allows for the takéover of previously held positions in various areas, as the -
lzkeover of the Berezovsky and Gusinskii media empires demonstrated.

In systemic terms, the above developments may be interpreted as a
series of evolutionary and policy-led actions that allow for a redefinition
of those institutions and of the rules of the game for maximizing wealth
that emerged during the late Yeltsin period. In the following section, this
chapter atternpts to assess the extent to which this potential has material-
ized or will materialize as a consequence of actual policymaking under
President Putin,

Putin has moved with conspicuous speed and deliberation (o get rid of
symbolic figures and features of oligarchic power. Such cases as the extra-
dition of former Kremlin financial chief Pavel Borodin; the demotion of
Viktor Chernomyrdin from Gazprom; the demotion of Rem Vyakhirev from
his post of chief executive officer of Gazprom; and the erosion of Moscow
mayor Yuri Luzhkov's sfanding in the presidential campaign, which led to
the recent merger of his Fatherland movement with so-called “Bear” Unity
party may be seen as milestones for this new drive, Changing Russia’s con-
stitution and the procedures for formation of the Council of Federation (the
upper house of parliament), depriving local governors of their immunity
and even allowing for their demotion, foltowed by a series of presidential
measures that outlawed local regulations, send clear messages. Successful
attempts to control the press, put in place “managed democracy,”'# and




Major tax cut approach. The concrete formulation of the plan is reflected
in the eighteen-month program adopted for the Petiod of 2002-2004, The
main tasks or areas of action can be summarized as follows;

- Developing capital markets;
- Reform of natural monopolies;

- Social security reform, introducing the targeting of social benefits; and
- Pension reform,

e iy 33

1 As. can be seen, this is perhaps the first multi-year program that truly
parts from the Soviet heritage. The program is not dominated by quan-
tive indicators or sectora) pricrities. Rather, it reflects the conviction that
-Structural adjustment is a matter of market process; it treats the diminish-
ing of tax burden as its priority; it aims at creating the comprehensive insti-
tutional infrastructure that has been missing from previous reform pack-
. . ages; and it addresses some traditional sore points of Russian reforms, such
as overregulation and the underdevelopment of capital markets. In short,
the program seems to have addressed the bottlenecks that tended to
" plague reform effors during the Yeltsin period. Coupled with a new
strength and vigor regained in Moscow, the platform may be seen as prom-

_ As indicated above, the Strategy for Economic Development was con-
ceived as a medium-term document whose goals are to be implemented
primatily in the 2002-2004 period. However, experience with policy

measures may also be treated as a kind of early warning system in eco-
nomic policy assessments,

Télx'legislation has been simplified significantly by the 2000 modification
of the tax code. Further rate cuts are envisioned by the governmental pro-
posal approved in the first reading by the Duma in June 2001: reduction
of the corporate tax rate to 15 percent and the marginal income tax rate 1o
35 percent. The legislation also limits the power of local authorities to levy
taxes not specified in federal legislation, or (o apply higher rates than fed-
erally approved,

1. Tax reforms;

2. Fiscal reforms aimed at restructuring expenditures;
3. Deregulation and easing market entry barriers;

4. Protecting private property;

5.
6
7
8
9

observers.17 Corporations take over or simply provide financial support for
murnicipal social services and employ underpaid local officials. The latter,
in tumn, reschedule debts, tolerate regular nonpayment of taxes, allow for
covert subsidies, and impose local customs barriers and other protection-
ist measures to keep “outsiders” ar bay. “Mascow is far away,” as the old
dictum says. And indeed, despite changes in the balance of power, it
would be naive to €xpect any central organ to be able 1o penetrate and
“even less o redefine the intricate interconnections. More likely, any cen-

Decreasing and harmonizing cyustoms duties;
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o BUVEINMEN representative would be quickly absorbed by the local
social and economic networks, if for no other reason than the need for
continuous on-the-spot crisis management. '8 This likelihood js very high in

rested company, together with tariff increases. The latter might prove
egically impossible given the arbitrary location of many Russian indus-

light of the first detailed empirical field research results on the implemen- approved budget. In the case of pension reform, the underdeveloped state,
tation methods of President Putirys federal reforms, 19 as well as the shaken reputation of capital markets makes the switchover

It would be hard to overlook that federal tax cyts are not supplemented o a partially funded system improbable, The ever-growing problem of
by a radical rollback of entitlements, or that the practice of al]ottmg but not aging and the lack of an affluent middle class also make such a change
funding federai tasks has been discontinued Under these circumstances it politically and cconomically risky. Moreover, if there is nowhere to invest
is hard o conceive of local authorities adoptmg a hands-off strategy. They a funded system can easily degenerate into gz costly gamble,

UNADDRESSED ISSUES AND PROSPECTS
. tive is to continue with the hidden ways of “taking care of the area,

including raising sufficient tax fevenue and protecting “theirs” in the cor-
porate sphere from outside “intruders,” primarily foreigners. Incomplete
fiscal reforms by definition constrain the effectiveness of 4any tax measure,

The strategy failed 10 tackie some important issues from the very outset,
The issue of financial disintermediation, which has plagued Russia for a
long time, is also known to be a headache for government officials.2s Tt js

secure their otherwise insufficient funding.20 Thus, it is highly unlikely thar
the abolished rules would be immediately replaced by “appropriate” sub-

and managerial roles,2l a5 well s Setting an example by punishing “pluto-

promote horizontal deals, including restructuring, .
Legislation that covers joint stock companies rying to suppon creditor
and property rights against managerial power was repeatedl;_f drol?ped
from the Duma’s agenda in June and December 2000. Meanwhile, neither
the privatization law that would discontinue the praciice of listing salable

restrictions. )

The issue of nanyral monopolies also tended o be high on the agenda
of the Gref Plan, In the case of the gas industry, market-building measures
have formally been Postponed for 2002, at the time new leadership is nom-
inated. In the clectricity market, state contro] of prices and ongoing non-
payments make deregulation highty unlikely.22 In the case of railways, any
market reform would Presuppose a partial recapitalization of the underin-

Legal reform is also generally seen as a weak point. Though Russia reg-
ularly posts current account surpluses, a currency law requiring 75 percent
home transfers—obviously not adhered to—is still in force. There are many
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ier examples, such as articles prohibiting speculation, or the recent

nsttional improvement is unlikely to be radical or robust, but slow
Academy of Sciences circular reintroducing Soviet regulations on contact

teady improvements are conceivable. They cannot be taken for grant-
hus, the revenue-generating and debt-servicing ability of Russia con-

term investment. _ peak of export revenues was only surpassed in 2000; volumes decreased
The more people worry about Russia’s long-term growth prospects being . which meant that price was the sole factor. This may create a problem
constrained by the extreme poverty of close to half of its population (act- unless Russia uses most of jts windfalls to amortize foreign debts or nego-

unlikely to happen. The most probable scenario is continuous rollover
of debt,

to enter,
The role of foreign direct investment, currently a favorite topic in inter-
national deveicpment literature, tends to C i . nearly doubled €xports. Russian exports grow and decline with oil prices.
i Russian exports peaked in 1996 at U.5.$86.9 billion, and then declined 10
-U.5.$72.9 billion in 1999, growing, thanks to oil prices, to U.5.$105.6 bil-
Jion. However, according to the official medium-term forecast of July 2001,
exports are forecast to decline again to U.5.$94.6 billion by 2004. Thus
- Russia’s economy has not experienced export-led growth in the way eco-
nomic theory describes the concept; rather, it has simply harvested the
windfail from favorable changes in the terms of trade, which is a world of
 difference 8

n factors influencing
the business climate. In Russia, more FDI could be a way of overcoming
the bottlenecks created by decades of underfunding in physical infrastruc-
ture, market-oriented production-line developments, and many other

arcas. Moving away from the Kuwait syndrome is also contingent upen
FDIL

Western democracy and marker economy, as has been hoped by the elite
of the country.

If 0il prices remain high, they may help bridge the more obvious gaps
in"the central budget. Thus slow growth is likely, in the range of 2-plys
percent in the medium term. This prediction is borne out by U.N. statistics,
which state that Russia's GDp is still around two-thirds of its pre-1989 level. .
Thus, the room for quasi-automatic recovery is substantial indeed. tics, had been used to amortize public debt rather than for investrnents

situation to be dramatic, especially if authorities can reduce capital flight
and limit the money supply, while at the same time mobilizing hard-cur-
rency savings by creating lucrative placement opportunities in domestic
banks.30
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_ Nials: ie., connections with local governments and lack of meaningfy)

standing paymencs without any rescheduling or debt relief arrangements, - ancial intermediation. Large-scale state tnvolvement is ney the way to
' remedy these problems, For domestic statist Palicies, the revenye base is
simply missing, without it, the country will start dowr, the road to hyper-

inflation, which s not in the interest of any of the current players—a ¢on-

ies in any major donor country are unlikely (o endorse such mega-projects.
In concrete terms, the current situation leads us 1o conciude that disen-

exacerbate the debt situation,

On the domestic front the move toward more explicit forms of fiscaj fed-
eralism seems unlikely, as it runs counter to most of the interests of those
Participating in jt. Likewise, the most profitable parts of the Russian econ-
omy are under state regulation. Thys, bargaining with the state remains g

major source of revenue. It may well be that 4 State dominated by oligarchg

entire sociceconomic environment in which they function,

The economic potential that is likely 10 €merge under the conditions of
our baseline scenario, excluding major Catastrophes, puts severe limits on
the medium.- 1o long-term potential of ongoing revitalizarion Plans for the
Commonwealth of Independent States (CIS) as an economic and monetary
union, or the reftitegration of neighboring Slavic countries. On the other
hand, a Russia that perceives itself as alienated and excluded still possess-
€5 a considerable nuisance capacity, as events in southeast Europe, the
Caucasus, and Central Asig may equally demonstrage, Thus, continued
inclusion of Russiz within various global forums and agreements, like the
follow-up 1o the Kyoto Protoco] or agreements regarding the Internet, as
well as various forms of fighting Organized crime, wil| continue 1o remain
on the agenda, ‘

benctration 32 Thys, the Scenarios of large-scale modernization ang indus-
trial renewal cannor be seriously considered among the feasible options for
the medium o long term,
Last but nor least,
addressed. In the early

(Kosovo Force), Russia cannot ined. :  President Viadimir Putin has clearly given priority to reestablishing the
As we have demonstrared in ¢ i ions, i . independence of state authority, shaping the related economic interests,
and even—during the jare Yeltsin period——-trying to dominate it. In a way,

‘Putin has coniinued the effort begun by Yevgeni Primakov during his short




premiership following the August 1998 financial crisis, though without the
current statist, antimarket and anti-Western undercurrents. The “dictator-
ship of the law” has thus, by definition, little 1o do with the Western con-
cept of the rule of law, since law continues to be seen as an instrument to
attain power and policy objectives rather than an arrangement limiting law-
makers and various authorities in the context of checks and balances. In
fact, the often reactionary-style balancing role played by the Duma and the
Council of Federation, by elected jocal officials, and the “not free but inde-
pendent and pluralist” Russian press, or the view of Western observers of
various sorts during the Yeltsin years, has been steadily on the decline.
This is quite in line with Putin’s intentions.

New legislation, such as the Labor Law, Land Law, and Banking Law, all
point in the right direction. However, these fail to address some of the fun-
damental problems rendering the propensity to save and invest less than
adequate in Russia: insecurity of property rights, prohibitively high costs of
contract enforcement, lack of impartial confiict regulation by an effective
judiciary, and last but not least, a system of sound financial intermediation.
Those banks that survived the August 1998 crisis and the campaigns of the
authorities are either semi-state units or fully state-owned, like the domy-
nant players Sberbank and Vneshekonombank, or are home banks,
accounting departments of large corporations, or regional authorities,
Intertwining between state and business at the local level continues 1o
dominate. The incentives and concerns continue to assist building and
maintaining local empires, closed autarkic units rather than the aliocation
and optimization of resources across sectors, regions, and activities,

Recent campaigns concerning natural monopolies, particularly Gazprom,
but also EES and the railways, did increase control by top echelons of
power. However, this was a poor substitute for market-building measures,
for making these markets contestable, and for making their prices and tar-

ings of various sorts. Actually, the stronger central control is, the lower the
probability that minority shareholders can, in case of conflict of interest;
enforce their rights via an independent court ruling against the dominant
parastatals or the outright state owners, Reforms aimed at introducing ele-
ments of competition have either been watered down, as in the electricity

Soviet-era pipelines, may turn into a severe bottleneck for economic devel-
opment in the foreseeable future. The sums needed for the recapitalization
of these industries are not earmarked in the budgets of the current fat
years. Moreover, rearrangement of transport tariffs, essential for any private
investment to make Sense, are not even envisaged to any degree. that
would make a difference for an investor in his right mind.

between central and local powers and state and business may change, byt
the name of the game remains bargaining, rather than free competition
among political and economic ideas and agents.

As we have seen, the emerging crisis management measures solidify
autarkic structures and counter tendencies 1o reallocate resource , save,

- mediym-term plan, estimating a 3.5 percent growth for 2002, 2.6 percent
for 2003, and 4 percent for 2004, is a realistic correction of the over-
optimistic estimates of the Gref Plan. However, even thjs might prove overly
ambitious, depending upon oil price developments.

As we tried to prove, limited progress in the economic sphere is direct-
ly related to the conceptual limitations of enlightened absolutism, where
centralizing political tendencies are married to, more or less, market radi-
calism. In a comprehensive €conomy and society in Europe, where urban-
ization and literacy are dominant, there is no role for the developmental
state of the coal and steel and textiles period. Lacking progress in political
Pluralism puts inherent iimits on economic legislation and institution buijd-
ing, whereas the latter will constrain allocation efficiency and the propen-
sity to invest domestically. And even in the most outward-oriented Fast
Asian states, foreign direct investment could only complement, but not

S replace, domestic savings and domestic private investment as an engine of

sustaining growth.
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‘_ Russia efficiently exploited several newborn, semij
. as Lukoil, Gazprom, and United Energy Systems (UES) to expand its eco-

and Iran—and are of great geopolitical interest for all of them, as well as
the United States,

The significance of Russia’s vast natural




