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State Policy and State Institutions in 2006

The main trends of economic and political development

The past year was not marked ’oy any outstanding events in terms of either economics or po[iﬂcs. The authorities
continued their course outlined in the previous years. There were no remarkable external cha“enges which could exert sig-
niﬁcant 'mﬂuence on the economic life of the country and necessitate some special responses.

This observation is conﬁrmed by macroeconomic indicators (Table 1). The economy was growing at a steady ifnot

spectacu[av rate, suﬁcienﬂy high to exceed both the world’s and Euwropean average but still too modest to secure the

" The author expresses his gratitude to V. Novikov and O. Kochetkova for their help in preparing this section of the review.
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achievement of the recently so cherished goal of “doubling the GDP”. And this idea has somehow slipped off into the back-
grovmd. Pmct[ca“y none cf the important indicators exhibited any changes cither to the better or to the worse.

In terms cf economic growth, Russia continued to considerab[y outpace the most developed countries of the world,
but slightly lagged behind the majority of post — Soviet countries (Table 2). By comparison with the countries of Central
and Eastern Europe, Russian gvowth rate appears, on the whole, to be saﬁsfactoyy (with the exception of the Baltic states),
thus conﬁrming the Vegu[arity that has revealed itse[f aﬁer the comp[et[on cf the period of transition - that “the fwther
from Brussels the higher is economic gvowth”z.

The investments, especia”y foreign ones, are exhibiting a positive dynamic. And it is noteworthy that it is tak'mg
p[ace in a situation when the State is clear[y boosﬁng up its vole in economic [ife by increasing the assets cf the state —
owned enterprises operating in the sectors which are the most attractive ones under the existing conditions (the branches of
the ﬁAe[ and power — engineering comp[ex).

The government continued to pursue a cautious ﬁnancia[ po[icy. The vesources of the Stabilization Fund and go[d
and foreign currency reserves were growing. A[’chough the budgeting po[icy has become weaker (the fedeva[ budget’s ex-
penditwe vose in nominal terms by more than 20 % on the Jprevious year), and therefore the dependence of the state sector
on the situation on the market has increased, it is still too early to aﬂbfm that the conservative budgeﬁng po[icy has been
abandoned, and budget'mg popu[ism has come in its stead. 1t has now become very clear that it is a rather d'ﬁieu[t task - to
avoid popuﬁsm in a situation when money is in abundance, and throughout the past year the authorities were continuing
their quest fov arguments and solutions designed to control the torrent cf popu[ist demands and calls. This was especia“y
important ﬁ'om a po[iﬁca[ point of view, because the year was pve—elec‘cora[.

The ﬁrst year or vealization of the “national projects” came to an end. Having been formu[ated on V. Putin in au-
tumn 2005, these projects became the core cf the covm’cry’s social and budgeﬁng po[iey, because they provided a means fov
signiﬁcantly accumu[ating budget expenditwes and endow'mg the government’s economic po[icy with a social accent. To
the 'miﬁa“y suggested projects (pub[ic health care, education, agrieu[twe, and housing), one more issue was now added —
the need to overcome the demographic crisis.

The national projects have become a Veﬂeeﬁon of the geneva[ tendency cf transition toward medium and long —tem
po[iﬁcs. There emerged a strong demand for programs aimed at the deve[opmen’t of the whole country and also cyC its indi-

vidual regions and sectors cf the economy. The development of a ten-year socio — economic strategy cf the country was

* For more details, see Oslund, A. ‘Paradoks evraziiskogo vosta (The paradox of Eurasian growth) // Rossiia v global'noi politike (Russia in global

politics). 2006. Vol. 4. Ne 6.
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started. A Summary Report on the results and main areas of activity, containing three — year benchmarks for the govern-
ment’s activity, was prepared, and similar reports were pvepaved by ministries and agencies. For the ﬂrst time in Russia’s
economic history, a switchover to three — year budget p[anning took p[ace: even in conditions of the Soviet p[anned econo-
my, the feat cf extending budget p[ann'mg ’oeyond the limits of one year had never been achieved. The Federation’s su’ojects
started mapping [ong — term (for 3—5 yeavs) strategies and medium — term (for 3—5 yeavs) programs cf their socio —
economic deve[opment. The Government periodica“y considers strategies for the development of some individual manufac—
turing and inﬁ’astmcmval sectors.

In the course cf the year 2000, the Government continued to active[y design and materialize the “institutions of de-
ve[opment”. Specia[ economic zones, concession agreements, and the Tnvestment Fund became the Vea[ity of economic [ife.
S'Lmu[taneous[y, a lot cf intensive eﬁbrt was devoted to creating the [egal and organizaﬁona[ foundations of the State Devel-
opment Corporation (or the Bank cf Deve[opment), which should become the source cf investments for large projects sup-
poﬁed by the State. Apparently, this work will be ﬁnished in 2007, and Russia will then Jpossess an 'mtegra[ system cf the so
— called “institutions of development”.

The Jprocess cf the consolidation cf the most important (strategic) sectors of the economy in the hands of the State or
under its control was continued. Recent years have demonstrated that there exist two ﬁmdamenta[ models for restoring
state control over the key assets — through court proceedings (the “Yukos model”) and through buy'mg — out’. The Yukos
precedent pelformed its demonstrative ﬁmcﬁon, and last year the second model was the absolute leader. The most vivid
example of this is the penetration cf “Gazpropm” into the project “Sakhalin-2”, which was accomp[ished thvough buying —
out a contro“ing block cf shares ﬁ'om western corporations. The same trend can be traced in the fownaﬁon of the “United
A[chﬂ Building Corporation”. Finaﬂy, there emerged an idea that a draﬁ law designed to Vegu[ate the access of foreign
capi‘cal to the Russian }oroducﬂon assets should be put forth.

In the year 2006, there were some signiﬁcant changes in how Russia posiﬁoned 'Ltself on the international arena.
Two opposite tendencies could be observed in this Vegard. On the one hand, the process of Russia’s entry into the structures
cf the contemporary world was going on. On the other hand, it became obvious that Russia’s relations with the western
world — or, to put it d[ﬂérenﬂy, with the developed market democracies - were worsening.

The ﬁrst tendency was related to the continuation and compleﬁon of the Jprocesses which ]oegan rather [ong ago. It

was manifested by the negotiations concerning Russia’s joining the WTO and by her chairmanshi}o in the G8, which passed

* See: Ekonomicheskaia politika 2005 g.: opredelenie prioritetov (The economic policy of the year 2005: the determination of priorities) / Rossiiskaia

ekonomika v 2005 g.: Tendentsii 1 perspektivy (The Russian economy in 2005: Trends and prospects). Vyp. 27. Moscow: IEPP (IET). 2006.
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more or less successfu“y (ov, in any case, without any excesses). One should also note the liberalization of the exchange
Vegulaﬂon in the part Ve[aﬁng to capital movement, which formaﬂy made the rouble a ﬁAHy convertible currency (in con-
trast to the convertibiﬁty cf the rouble for current transactions (or curvent account convertibi[ity)), introduced as ear[y as
1 992). However, these deve[opments and tendencies have not become, so far, a factor cf Russia’s integration in the commu-
nities of deve[oped market democracies.

The second tendency, unforhmate[y, isa Veﬂecﬁon cf the existing pro’olems — the coo['mg cﬁ (and even the deteriora-
tion) of the velations with the EU, and the criticism cf the latest po[iﬂcal tendencies of Russia’s deve[opment as being contrary to
the princip les of democracy. Additional diﬂ[culﬁes are being created by Russia’s intention to rearrange its tar@ﬁ po['tcy in respect
cf the pricing cf energy carriers, which became obvious last year. An attempt at switch'mg over to international prices in Russia’s
velations with her CIS partners causes not on[y the resentment cf the latter (which is quite understandable), but also criticism
on the part cf other European countries who consider this attempt both as the b[ackmai[ing of the former Soviet Vepub[ics and
as the source of visks for the security cf their own energy swpp[ies (because the oil and gas p[pe[ines pass thvough the tervitory of
the countries for whom the tariﬁfs are being raised). Also, the situation is becoming especia”y diﬁ’tcu[t fov Russia because, within
the ﬁfamework of her cha'mnansh'qo in the G8, the s[ogan of energy security was put forth as one cf the key issues on the agenda.
And, according to Russia’s western partners, it is pvecise[y this demand that is being undermined by the revision cf tariffs for

gas quop[ies to the “near abroad”.

Table 1
Major economic indicators of the post — crisis period (1999 ~ 2006)
1999 2000 2001 2002 2003 2004 2005 2006*
1 2 3 4 5 6 7 8 9
GDP (as percentage of previous year)) 106.4 10.0 105.1 104.7 107.3 107.2 106.4 106.7
Index of industrial growth (as percentage of previous year) m.0 108.7 102.9 1031 108.9 108.3 104.0 103.9
Agricu[tum[ products of farms of all categories (as percentage
1041 107.7 1075 1015 1013 103.0 102.4 102.8
of previous year)
Tnvestments in fixed capital
1 2 3 4 5 6 7 8 9

Billion roubles 670.4 165.2 1504.7 1762.4 2186.4 2804.8 3534.0 44827
as percentage of previous year 105.3 7.4 0.0 102.6 n25 0.9 10,5 n3.5
Foreign investments* (4illion 1/SD) 9.6 1.0 143 19.8 29.7 405 537 551
including:

Direct investments 43 4ty 4.0 4.0 6.8 94 131 13.7

Portfolio investments 0.031 0.145 0.451 0.472 0.401 0.333 0.453 3182

Other investments 53 6.4 9.8 15.3 225 30.8 401 38.2
Foreign trade turnover
in billion USD 1151 149.9 155.6 1683 212.0 280.6 368.9 468.4
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as percentage zf previous year 86.9 130.2 103.8 1081 126.0 132.4 1315 127.0
export of commodities
in billion USD 75.6 105.0 101.9 107.3 135.9 183.2 2453 3045
as percentage of previous year 101.5 139.0 97.0 105.3 126.7 134.8 132.9 125.0
tmport of commodities
in billion USD 39.5 44.9 53.8 61.0 761 974 125.3 163.8
as percentage zf previous year 681 n3.5 19.8 N3.4 124.8 128.0 128.7 129.3
Budget revenue (as percentage of GDP)
consolidated budget 25.2 285 29.3 321 311 323 36.1 355
Soderal budget 12.7 155 178 203 195 201 237 236
Budget expenditure (as percentage of GDP)
consolidated budget 263 25.6 26.4 311 29.7 27.8 27.5 275
federal budget 14.0 131 148 18.9 17.8 15.8 163 16
Budget swrplus / deficit (~) (as percentage of GDP)
consolidated budget —11 2.8 2.9 1.0 1.4 45 7.7 8.0
Sederal budget 1 24 30 14 17 43 74 75
Retail trade turnover (as percentage of previous year) 94.2 109.0 mo 109.3 108.8 13.3 n2.8 3.0
Consumer price index (as percentage of December of previous
136.5 120.2 18.6 115.1 12.0 m.y 10.9 109.0
year)
Industrial producers’ price index
170.7 131.9 108.3 ny.7 n2.5 128.8 n3.4 0.4
(as percentage of December of previous year)
Total number of unemployed, by end of period, million per-
9.4 7.6 6.4 58 6.2 6.0 5.7 51
sons
Average money income per capita , per month (in roubles.) 1658.9 22811 3062.0 3947.2 5170.4 64104 8023.2 99m
Real available money incomes (as percentage of corresponding
87.7 112.0 1087 . 15.0 0.4 . 110.0
period of previous year)
International reserve assets (by end of period, billion USD) 12.5 28.0 36.6 47.8 76.9 124.5 182.2 303.7
Aggregate volume of resources in Stabilization Fund of Russian
Federation
billion roubles 522.3 1237.0 2346.9
billion USD 18.8 42.3 89.1
*preliminary estimate
Source: Rosstat, RF Central Bank.
Table 2
GDP dynamics in individual countries, in % by year
Countries 1999 2000 2001 2002 2003 2004 2005 2006
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1 2 3 4 5 6 7 8 9
Austria 33 3.4 0.8 0.9 11 2.4 2 2.8
Azerbaijan 1.4 6.2 65 8.1 10.4 10.2 24.3 25.6
Armenia 33 6 9.6 13.2 13.9 10.1 13.9 7.5
Belarus 34 58 47 5 7 4 93 7
Belgium 31 37 1.2 15 09 2.4 15 2.7
Bulgaria 23 5.4 44 49 45 5.7 55 5.6
Bosnia and Herzegovina 9.5 5.4 43 53 bty 6.2 5 55
Great Britain 3 3.8 2.4 21 2.7 33 1.9 2.7
Hungary 4.2 6 43 3.8 3.4 5.2 4 45
Germany 1.9 31 1.2 o —0.2 1.2 0.9 2
Greece 3.4 45 51 3.8 4.8 47 37 3.7
Georgia 3 1.9 47 55 1 5.9 93 7.5
Denmark 2.6 35 0.7 05 07 1.9 3.2 2.7
Israel 2.9 87 —0.6 —0.9 15 48 5.2 41
India 6.9 53 4 43 7.2 8 85 83
Treland 10.7 92 5.7 6 43 43 5.5 5.8
Island 43 4 3.8 -1 3 8.2 55 4
Spain 47 5 35 2.7 3 31 34 34
Italy 1.9 3.6 1.8 0.3 o 11 o 15
Kazakhstan 2.7 9.8 135 938 93 9.6 9.4 83
Canada 55 5.2 1.8 2.9 1.8 33 2.9 31
Cyprus 4.8 5 41 21 1.9 3.9 3.7 35
Kyrgyz Republic 3.7 5.4 53 o 7 7 —0.6 5
China 7. 8.4 83 9.1 10 10.1 10.2 10
Korea 95 85 3.8 7 31 47 4 5
Latvia 4.7 6.9 8 6.5 7.2 8.6 10.2 n
Lithuania -7 4.7 6.4 6.8 10.5 7 7.5 6.8
Luxemburg 8.4 8.4 25 3.6 2 42 4 4
Moldova —3.4 2.1 6.1 7.8 6.6 74 74 3
Norway 2.1 2.8 2.7 11 11 31 2.3 2.4
Poland 45 4.2 11 1.4 38 53 34 5
Portugal 3.9 3.9 2 0.8 —11 12 0.4 12
Russia 6.4 10 51 47 7.3 7.2 6.4 6.7
Romania —1.2 21 57 51 52 8.4 41 55
Swaziland 35 2.6 1.6 2.9 2.4 2.1 1.9 1.2
Serbia —18 5.2 5.1 4.5 2.4 93 6.3 55
Slovakia 15 2 3.2 4 42 5.4 6.1 6.5
Slovenia 5.4 4 2.7 35 2.7 4.2 39 4.2
USA 4oty 3.7 0.8 1.6 2.5 3.9 3.2 3.4
Tajikistan 3.7 83 10.2 9.1 10.2 10.6 6.7 8
Turkmenistan 16.5 18.6 20.4 15.8 174 4.7 9.6 9
Turkey —47 74 -75 7.9 58 89 74 5
Uzbekistan 4.3 3.8 4.2 4 42 7.7 7 7.2
Ukraine —0.2 5.9 9.2 5.2 9.6 12.1 2.6 5
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Finland 3.9 5 2.6 1.6 1.8 3.5 2.9 3.5
1 2 3 4 5 6 7 8 9

France 3 4 1.8 11 11 2 1.2 2.4
Croatia —0.9 2.9 A 5.6 53 3.8 4.3 4.6
Czech Republic 13 3.6 25 1.9 3.6 42 61 6

Chile —0.8 45 3.4 2.2 3.9 6.2 63 5.2
Switzerland 13 3.6 1 03 —03 21 19 3

Sweden 45 43 11 2 17 37 2.7 4

Estonia 03 7.9 6.5 7.2 6.7 7.8 9.8 95
Japan —0.2 2.9 0.4 0.1 1.8 2.3 2.6 2.7

Source:International Monetary Fund, World Economic Outlook Database.

1.1.2. Problems 0/f economic growi/z

The issues of economic growth remained among the leading ones in the economic — political discussions of 2006.
However, the debates on these issues have undergone a certain transformation.

What we see now is an apparent de-politicization of the issue: owing to the fact that none of the principal (or alter-
native) models has been chosen by the top officials to be the universal one for public use, the adoption of decisions on con-
crete measures within the framework of these models and the discussion of their justifiability have shifted to individual
interested agencies and their branches. At the same time, the issue of “doubling the GDP” is slipping off to the perophery of
the discussion, and although it has not been discarded officially, the political elite is certainly becoming disinterested in the
matter. This development can only be welcomed, because any fetishism with regard to quantitative indices can only de-

stimulate real growth accompanied by structural reforms.

The models of growth and the attitude to industrial policy

In recent years, there emerged four major approaches to economic growth consolidation — the dirigiste (on the basis
of state investments), the “chibanistic” (through the active development of financial and industrial groups), the consistently
liberal (advocating a dramatic diminishment in the burden imposed on the economy by budget and regulation), and the
institutional (through the formation of a modern institutional environment, approximated to its western analogues)”.

The obvious completion, in 2006, of the active discussion between the proponents of each of these models resulted in

no approach gaining the upper hand became. The economic policy being pursued in Russia contains elements of all four

* See Mau, V. Ekonomiko — politicheskie itogi 2002 g. i osobennosti ekonomicheskoi politiki v preddverii vyborov (The economic and political vesults
of the year 2002 and the peculiarities of economic policy on the eve of the election) / Rossiiskaia ekonomika v 2002 g.: Tendentsii i perspektivy (The

Russian economy in the year 2002: Trends and prospects). Vyp. 24. Moscow: IEPP. 2003.
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approaches toward the consolidation of economic growth. The Vegulatovy and investment activity of the State is on the rise.
Financial and industrial groups, especia“y those under state control, are becom'mg stronger, and the typica“y Russian fea—
ture is their being controlled ’oy the State not only de facto (as in the case of South — Korean chibans), but also forma“y,
because the contro“ing blocks cf shares in the [eading ﬁnancia[ and industrial groups are cither a[Veady owned by the State
or moving in this direction. At the same time, the task cf Veducing the budget’s share in GDP remains a part of the oﬁcial
po[icy. A[though in the past two years this indicator has been growing, the thvee—yeav budget planning is oriented to reduc-
ing it in the medium term. And ﬁna“y, the core of the Government’s po[icy is undoubtedly the formaﬂon and strengfhen—
ing of the institutions typical of ‘modern market democracies.

TIn other words, at the present time the cornerstones of state po[icy are as foﬂows:
®  acroeconomic and }oo[iﬁca[ stabi[ity;

e the deve[opmen’t of modern market institutions;
®  an active participation of the State in the organization of economic [[fe.

However, the question ofjust how stable such an economic and po[iﬂca[ conﬁguraﬁon can be, remains open. Natu-
Va“y, it will be stable as [ong as the external economic situation is mak'mg it possib[e to combine macroeconomic stability
with state intelference. This situation can last for a [ong time, but not forever. And the choice will ﬁnaﬂy have to be made cf
the sequence in the preferenﬁal treatment of each or some of the models of growth.

In 2006, the stimulation of industrial growth was one cf the most crucial issues in government discussions. Prime
Minister M. Fradkov even put forth a proposa[ that a specia[ government commission fov dea[ing with the issues of indus-
trial po[icy should be created. The characteristic featwre of this discussion was that it was related not to the decline in the
rate of growth but to the dissaﬁsfaction with the growth being produced primari[y by the sectors cf trade and services, and
not loy the operation of high —tech companies.

However, the accelerated deve[opment cf the services sector is ajustiﬁed response to the structural heri’tage of the
Soviet econonty; moreover, it can be conjo'med with the development cf high techno[ogies. Thus, the pwchases of infov—
mation technologies (IT) by big Russian trading organizations are comparable to the expenses on 1T in the oil and gas sec-
tor’. 1t should also be borne in mind that in the USA the retail trade leaders have accounted fov approximate[y 50 % cyC the
us advantage over Europe in the rise in pvoductivity over the past 10 years (another 25 % is accounted for by a similar pro-

gress achieved by wholesale chains cf supply)e.

% See CNews Analytics, 2006.

°K. Rogoff, Wall-to-Wall Wal-Mart? ( http:/ /www.project-syndicate.org/commentary/rogoffis )
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The issue of industrial po[icy has been peviodica“y arising in po[iﬁca[ discussion throughout the fﬁeen years cf post
— communist development. Whenever the case in point was industrial policy, it was understood, as a rule, as the determi-
nation of priority sectors and industries by the State, and the various form of support to them, mainly tnvougn ﬁnancia[
injections ﬁ'om the budget. Such an industrial policy has fea‘fwred in a number of deve[oped countries, so Russia is not
unique in this respect. It has its roots in the industrial past, in the epocn when large industrial ﬂwns were the leaders, and
when it was poss[lole to deﬁne, with a sujﬁcient degree of precision, the most promising sectors and industries. n the in-
dustrial epoch it was poss[b[e to deﬁne the [ong — term prospects of growth in each indust‘ry, to concentrate ﬁnanc[a[
(budget) resources thereon, and to achieve some speciﬁed goals. That was precise[y how the Soviet Union pwsued its indus-
trialization, but similar (a[tnougn not so ruthless) instruments were applied in the western world as well.

In the 1990s, the majority of recommendations concerned with industrial po[icy were based on precise[y such [ogic.
And it is this [ogic that was causing the aversion of liberal critics, who insisted on the 'meossibiﬁty and inadmissibi[ity of
the [og[c of industrialization being used in the contemporary epocn. The nign rate of the ‘cransfon'naﬁon cf needs and the
potential for their saﬂsfaction, cowp[ed with the rapid pace of tecnnologica[ innovation, have sharp[y reduced the predicta—
bi[ity cf industrial producﬂon. It is now Ioecoming 'meoss[ble —and [wesponsib[e — to determine the [ong — term priovities
as a basis for taking [arge — scale budgeting decisions. This impossibi[ity is ﬁnther emphasized by the pvob[ems faced by
the post — communist Russia, where the weakness of po[iﬁca[ institutions could well conduce to “po[iﬁca[ entreprenewsnip”
rather than to the advent cf State — guided innovation.

However, in recent years the perception of industrial po[icy issues has, apparent[y, entered a new pnase, which testi-
ﬁes to a certain growth in the maturity of the Russian po[iﬁca[ elite.

Firstly, the President has fownu[ated the national priorities, and [a’oe[ing as such human deve[opvnent, and not cer-
tain branches of industvy. The empnasis p[aced on education, pub[ic health care, ['wing conditions, and human Veproduc—
tion as such (the fa[[ing birthrate prob[em) has been manifest cf a step of ﬁAndavnenta[ importance in overcoming the [ogic
cf industrialism and the Soviet understanding of economic pvob[ems in genera[, and in recognizing the realities cf the post
— industrial epoch.

Secondlly, the quantitative benchmarks of growth (the demand to “double the GDP”) have been steadily losing
ground to the realization cf the importance to ensure the qua[ity of growth, and especia“y that of its innovative base — the
theme cf innovation is becoming one cf the central issues, when the tasks and mechanisms of economic po[icy are Ioeing
discussed. n 2006, the dissaﬁsfacﬁon with the slow Ppace of pvo[iferaﬁon cf nign techno[ogies was expressed in the already

mentioned discussions.
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The latter criticism was aimed both at the structure cf industrial and individual consumption, and at the structure
cf production, and in particuiar, that of exports. Thus, the share of high — tech exports in the total volume of exports does
not exceed 4 %, which is far below the same index of deveiopeoi countries, and even of China (ioy morve than 25 %).’.

In other words, last year has provided suﬁicient exampies cf the growing awareness that modern industrial poiicy,
in order to be authenticaiiy modern and eﬂ‘ective, should become considerab iy diﬁ%rent frorn what was understood as such
tinroughout the major part of the 20th century. Nowadays it has to do, for the most part, with the forrnation of a system cf
incentives for the deveioprnent cf di)ferent industrial sectors, without any rigioi establishment cf their priorities.

The key industrial poiicy instruments used ioy the Russian Government are as foiiows: private — pubiic partnership,
the exciaange rate poiicy (aimed at restraining the rouble’s strengthening), the reguiation of customs tariﬂé, technical regu-

lation, support for the export cf processed products export, and some other forrns.

Institutions of deveiopment

An important role in stirnuiating economic grows should be piayed ioy the speciai economic zones, the Tnvestment
Fund, the Russian Tnvestment Fund for inforrnation and Communication Technoiogies, the Venture Fund (the Russian
Venture Company), the Agency for Mortgage Crediting of Housing Construction (AMCHC), and the Corporation (or Bank)
for Development. Last year saw the beginning of the practical realization of the first three instruments. The AMCHC has
already been in existence for a number of years. The authorities have initiated a active scrutiny of the problems of venture
financing and the Bank for Development.

A number of special economic zones (SEZ) - two industrial production zones (in Lipetsk Oblast and Tatarstan) and
four technical - development zones (in Dubna, Zelenograd, St Petersburg and Tomsk) were created in 2006. 1t is yet too
eariy to oﬂer any comments as to their practicai eﬁ%ctiveness. At the present time, the process of deveioping the zones’ in-
frastmcture is under way, and negotiations are ioeing held with po’tentiai candidates for obtaining the status of residents.
Aithough there are pienty cf appiicants eager to launch their proaiuction in the SEZs, no “break — tinrough” projects backed
ioy strong investment or invoiving unique technoiogies have swfaced S0 far. And it is not surprising: on the one hand, the
Russian SEZs do not cﬁ‘er any signiﬁcant tax preferences, and on the other it will take some time to oieveiop the inﬁ'astruc—
ture. Also, there has ernerged a proioiem that should have been taken into consideration when deveioping this mechanism

for stimuiating investment — it is advisable that the producers of exports should be attracted into the SEZs, with no distor-

7 See Tsentr razvitiia. Obozrenie rossiiskoi ekonomiki (za period s 12 po 25 dekabria 2006 g.)(The center of development. A review of the Russian

economy (for the period from 12 to 25 December 2006)).
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tions cf the conditions fov domestic competition ioeing permitted. But so far, under the inﬂuence of the inertia produced by
a decade of crisis, most of the zones are oriented to manufacturing import — suiostituting products.

In 2006, the amendments to the existing law introducing speciai economic zones cf the tourist and recreational type
(SEZ — TRT) were adopted. It is significant that these zones offer practically no tax benefits, while the incentives aimed at
increasing its attractiveness have been cnanged so as to promote state investments in the inﬁastmctwe (industrial, com-
munal, and transport); at the same time, federai investments must be combined with those funded ﬁom Vegionai and mu-
nicipai ioudgets. In fact, the choice made ioy the Federal Government in favor cf SEZ — TRT is akin to the selection of pro-
Jjects ﬁnanced ﬁom the Tnvestment Fund: the State adopts the responsiioiiity to finance the inﬁ'astructurai costs which
conduce not oniy to the development of this type of business but also create additional incentives in order to boost the econ-
omy of a corresponding region. This makes the SEZ — TRT regime more attractive to the Federation’s subjects who thus
acquire an additional resource for deveioping the aveas with potentiai advantages for deveioping tourism. The winners in
the vecent contest were Trkutsk Oblast and Buriatia, Altai Krai and the Repuioiic of Altai, Krasnodar Krai, Stavvopoi Krai,
and Kaliningrad Oblast.

1t is worth mentioning that, at present, Kaiiningrad Oblast has two SEZ regimes operating in its territory: in 2006,
the generai Law “On the Speciai Economic Zone in Kaiiningrad Oblast” entered into force, and at the same time it became
possible for the Oblast to develop some sections of the Baltic coast under the SEZ — TRT regime. The above-mentioned gen-
eral law has resulted ﬁ'om the yeav—iong discussion concerning the advisaioiiity of introducing a speciai economic regime in
this oblast. The new law has replaced the special regime introduced in 1996, which was based on customs privileges being
granted to the import of consumer and capitai goods into the region. Undouiotediy, the old mechanism, though mainiy
successﬁii in stimuiating the import cf goods and the assemioiy of imported goods ﬁrom parts fov their suiosequent vealiza-
tion in the main territory of Russia, did manage to piay a certain positive role in the adaptation cf the formeriy closed mili-
tarized region to market conditions. The new Federal Law, which entered into fovce ﬁom 1 Aprii 2006, mainiy stimulates
investment activity ioy granting considerable priviieges to those entrepreneurs who are wiiting to establish new enterprises
in the region. The adoption of the Law has already resulted in an upsurge of investment activity in Kaliningrad Oblast.

In 2006, the Investment Fund also ioegan functioning. From the very ioeginning, it was pianned that it should be
fowned it within the framework cf the federai ioudget in a situation when the prices cf fuei and energy resources were high.
In essence, it is the money which otherwise would have been transfewed into the Stabilization Fund. Given the enormous
Ppressure ioeing appiied to the ﬁnanciai bodies so as to force them to spend the petrodoiiars on the deveiopment cf the “na-
tional economy", the Government has agreed to a compromise solution by aiiocating a part of the funds to state invest-

ments. Naturaiiy, this decision has somewhat increased the Vuineraioiiity of the Russian economy should the oil prices
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change unfavorably, but would not be fata[ gf two conditions are observed. Firstly, the size of the Tnvestment Fund should
remain moderate in relation to that of the Stabilization Fund, and secondly, the resources of the Stabilization Fund should
be spent Vea“y eﬁicient[y, that is, the spending should result in a rise in labor pvoductivity and in positive structural chang—
es (a diminished dependence on raw materials) in the Russian economy. Nevertheless, it should be taken into account that
if the oil prices p[ummet, the resources of the Stabilization Fund should be primari[y allocated to the ﬁdﬁ“ment of the obli-
gations assumed within the ﬁramework of investment projects, and only aﬁer this has been done — to the compensating for
the reduction in other budget expenditwres.

Itis p[anned that the afore — said state support should be used when [mp[ementing the projects aimed at deve[op—
ing the inﬁ'astmcmve of national importance, and also in order to create and develop certain elements cf the Russian inno-
vation system, as well as to ensure the realization cf institutional Vefowns. Under Ppresent conditions, the latter component (
institutional innovation) is especia“y important, for this innovation is a key factor of the dynamic development of both the
inﬁastmctwe and the innovations.

Tn 2006, the selection cf projects to be ﬁnanced ﬁfom the Investment Fundwas started. The actual decisions were to
be made by the Government Commission for Investment Project of National Importance having the final say. The majority
cf appﬁcaﬁons submitted in 2006 were concerned with the transport sector. Pveference was given to those objects of infra—
structure that were of crucial importance for the deve[opment of regions or to the major produeﬁon clusters associated with
this inﬁ'ast‘mctwe. The objec’cs of the fedem[ inﬁas‘fmcmre that are being created at the expense of the Tnvestment Fund
stimulate [avge — scale investments on the part cf the private sector. In 2006, the volume cf the Investment Fund amounted
to approximate[y 70 billion roubles, while the [ong — term ﬁnancia[ plan envisages its increase to 378 billion roubles in the
years 2007 — 09.

On the whole, the selected projects can be subdivided into two categories: ﬁrst, the transport projects designed to
eliminate the inﬁ'astmcmral limitations that impede the development of the economy and to increase the mobi[ity of the
popu[aﬂon; and second, the projects aimed at the industrial deve[opment cf the coun’cvy’s territories and cf new mineral
deposits. Among the selected projects the fo“ow[ng ones are especia“y worth mentioning: the construction of the “West-
ermn H[gh — Speed Diameter” and cf a tunnel under the River Neva in St. Petevs]ovwg, and a section of the speedway ﬁ'ovn
Moscow to St Peters’owg; the [argest project in the sphere of inﬁrastmctwe - the complex deve[opvnent of the Lower Angara
region in Krasnoiarsk Krai, related to the formaﬁon of the biggest producﬁon cluster in Eastern Siberia; the creation of a
transport inﬁ'astmctwe in Chita Oblast and Krasnodar Krai; and a number cf other objects. The share cf federal co—
ﬂnancing in such projects varies between 13 % and 60 %, and, as a rule, the [avgev the project, the smaller is the share of

pubﬁe ﬁnances.
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The aiready supported projects have ioy no means exhausted the resources consolidated to the nvestment Fund by
the 2006 ioudget. The emerging situation inspires certain optimism because it is indicative cf a cautious approacia ioeing
taken toward spending budget resources on investment projects, and cf the growing understanding cf the extreme vulner-
abiiity cf state investments to in@jlicient and even corrupt decisions”.

In 2006, it was also decided to forrn the Venture Investment Fund. 1t is pianned that this instrument would piay a
key vole in stirnuiating innovation activity and in promoting i/iigia — tech manufacturing in industry. In order to increase
the investors’ interest in the innovation sector, it is pianned to decrease their risks and increase the proﬁtaioiiity cf venture
investments ioy means cf some state participation in private venture ﬁmds.

In 2006 — 07, the authorized capital of the Venture Fund should be financed by the Investment Fund in the amount
cf approxirnateiy 15 billion roubles. 1t is suggested that the resources cf the Venture Fund, among other tiaings (and first of
all), should be spent on the deveioprnent of nanotecnnoiogies, on increasing the capitai cf the ﬁnanciai institutions speciai—
izing in ieasing, and on crediting and insuring contracts for the acquisition cf state—of—tne art tecianoiogies.

Finaiiy, in late 2006, the issue of the RF Bank (or Carporafzbn) ﬁr De'Ve/apmenf, which should start functioning i)y
the end of 2007, was submitted to the Government for consideration. According to G. Gref, the formation of the institutions
cf deveioprnent in Russia should be cornpieted with the creation of this establishment. n the opinion of many participants
in the discussion, such an institution, provided that it is cornpieteiy materialized, would essentiaiiy substitute the govern-
ment, and could ioegin piaying the role of a paraiiei budget. This deveioprnent would be rather dangerous, because the State
must spend its resources in accordance with a uniforrn and transparent procedure. The emergence of alternative ioudgets,
tiriough capabie cf pe}forming the short — term tasks of spurring up investment, practicaiiy aiways results in diminishing
its eﬂiciency and, uitirnateiy, in stagnation (or even a crisis).

The administrative and poiiticai (and not commercial) nature of this institution originates frorn the fact that the
Bank for Deveioprnent, ioy its organizationai and iegai forrn, is deemed to be a not — for — prcy‘it organization, which is not
oriented to the extraction cf }oroﬁt. Thus, it is suggested that this ‘bank” should subsidize individual projects (or even sec-
tors). However, the possibiiity of rnaking productive and responsiioie decisions is tiaerefore open to question. This institution

should orientate itseiﬁ instead of proﬁtiess projects (or instead of ioeing iiteraiiy subsidized), to the projects with a iong pay-

® The problem of the inefficiency and vulnerability of state investment projects to corruption is not limited to Russia alone, or to developing econo-
mies. For the problems faced in this sphere, see Flyvbjerg, B. Strategicheskaia otsenka planirovaniia kerupnylkh infrastrukturnykh proektov (Strategic

valuation of policy and planning for large infrastructure projects) || Ekonomicheskaia politika (Economic policy). 2006. No1.
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back period, which are not attractive to ordinavy banks. Even ifthe abovesaid criterion is adopted, the selection of projects,
as well as the very prospects cf such an institution, would give rise to many questions.

Apart ﬁ'om creating speciai institutions cf deveiopment, the Government was activeiy engaged in studying the pro-
spects for the devetopment of individual branches of industry, believed to be of priovity importance for the deveiopment of
national economy. The debate was concentrated on the issues cf deveiopment of the motor and aviation industries, new
technoiogies, ete. The Government has approved the program for the development of nanotechnoiogies, the program “Na-
tional Technotogicai Base” for the years 2007 -1, and other similar programs. Thus, the tendency toward using the tradi-
tional dirigiste appvoacnes to economic }ooticy was manifesting itsetfmore and more openiy. However, it should be admitted
that this tendency has so far been limited to the potiticat and organizationai — and — administrative (the consolidation of
assets) spheves without signiﬁcantty inﬂuencing the realm of ioudgeting.

The fovmation cf the institutions of deveiopment isa poticy which can be quite understandable in a State with hign
revenues. However, this poiiey has two very signiﬁcant limitations.

First, financiai decisions, ioeing the simpiest and most apparent ones, can deﬂect attention ﬁorn the necessity to
solve other (and, pernaps, deeper rooted) pvoioiems of consoiidating economic gvowth. In recent time, such limitations cf
modern growtn as the lack of high - pe}fownance equipment, the rising competition with imports, the backward structure
cf exports and, most importantty, the deﬁcit cf skilled labor force, have become increasingiy apparent. These issues are
much more important than the support for individual sectors and enterprises, and they require foremost attention on the
part of the authorities.

Secondiy, there exists the issue of whether it can be in princi}oie possibie to solve the pvobiems cf post — industrial
growth by ioeaving on the institutions which, fov the most part, have been devised at the previous stage cf the socio — eco-
nomic deveiopment of both this country and the world. Are the institutions cf devetopment authenticaity modern, that is,
do tney adequatety match the chaiienges of the post — industrial epocn? Onty time will give answer. So fav, we can oniy
note that under certain circumstances, the use cf traditional institutions for pelfon’ning the new tasks cf modernization is
possiioie in princip le. However, this can aiways be achieved at a price which can be too high in a medium — term perspective.
To bear upon the old institutions means promoting the Vigidity cf the social system and decreasing its adaptaioiiity neces-
sary for adequatety responding to the new Vapidiy changing chaitenges. All the histovy of Russia in the 20th century, be it

the crisis cf ca}oitatist modernization at the ioeginning of the century or the crisis of the Soviet system, bears witness to this.
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Some issues of investment activity

Under conditions of transition to the investment growth model it is crucial to demonstrate the State’s attitude to
private investors, 'mclud'mg foveign ones. Any assessments with Vegavd to this issue cannot be unequivoca[ and straighffor—
ward. 1t by no means a[ways happens so that evevyth'mg which seems advisable or, on the contrary, undesirable in accord-
ance with the [og[c of developed market democracies should 'mevitably produce an unambiguous[y positive or negative re-
sult. To a certain extent, the high proﬁtabiﬁty of investments compensates for the “lmconvenﬁonaﬁty” of the attitude to-
toward the investors, and therefore the activity of foreign business could be Ve[aﬁve[y energetic in situations which can be
characterized as unfavorab[e whenjudged by the standards of deve[oped democracies. This is especia“y true with respect cf
foreign capita[ which fee[s itse[fre[aﬁve[y more po[iﬁca“y protected than domestic business.

Usua“y, the Ppresence of attractive assets, combined with the pvedictability of the actions cf the authorities, creates
suﬁcient[y favorab[e conditions for the investment activity cf businesses, 'mc[uding foreign ones. This eﬂ‘ec’t is becoming
especia“y pronounced against the background cf the continuing decline cf Russia’s ratings in terms of of state administra-
tion eﬂiciency, corruption, compaﬁbiﬁty, ete - and the simultaneous improvement of its international credit ratings.

Last year, one of the major indicators cf the relations between the Russian authorities and foreign investors was the
course of events Vegard'mg the project “Sakhalin — 2”, which was Ioe'mg deve[oped under a production shar'mg agreement
(PSA). From the point of view of the events of the past three years, nothing new has happened: the State in the person of
“Gazprom” has taken the deve[opment of a promising oil deposi’c under its control ’oy ’ouying out the contro“'mg block of
shares ﬁfom private investors. In other words, the “Sibneﬂ" model”, rather than the “Yukos” one, was used, which was posi-
tive ﬁ'om the point cf view of internal — po[icy logic and even was not harmﬁd to the investors. However, this model is fa—
vorable on[y by the logic cf velations between the State and domestic businesses. But whether this model can satisﬁ/ foreign
investors will be seen on[y in the year 2007.

For now, it is possi’o[e to make a pveﬁminavy assumption that the situation with “Sakhalin — 2” is un[ikely to pro-
duce any signiﬁcant negative impact on the activity cf foreign business in the part cf direct investment. Firstly, the actions
cf the authorities in this case were quite predicta]o[e and re[ative[y vestrained (the foreigners were gvanted their compensa-
tion). Second[y, the activity of foreign capital is gvadua“y shifting ﬁ'om the fue[ and energy sector to the sectors which the
Government is not p[ann'mg to p[ace under its control; this trend c[ear[y answers the interests of the national economy’s
development. Th'u'd[y, the quesﬁonable ejf%ciency of the production shaving agreements concluded in the mid — 1990s was
a[ways suﬁiciently clear.

At one time, the PSAs were seen as a mechanism for attracting fove[gn capital into those sectors which, in a country

with an unfavomb[e investment climate (both po[iﬁca“y and econom[ca“y), Vequ'ufed considerable investments. The 'mejﬁ—
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ciency of the tax system Vequired that the tax regimes granted to the projects uvgentiy in need cf iarge investments should
be individualized, while the serious poiiticai risks necessitated the withdrawal of these investments ﬁ'om national jwisoiic—
tion. That was how the PSA projects of the mid —1990s came into being: special tax regimes were established for them and
the resolution cf disputes concerning these projects was piaced under thejwisoiiction cf the Stockholm Court.

Aﬂer the achievement of poiiticai stabilization and a considerable improvement of the tax system, the produc’cion
sharing agreements, in fact, became senseless. At the same time, the serious systemic probiems of the PSA regime had ﬁiiiy
revealed themselves.

Fivstiy, in conditions of weak state authovity the PSA regime, with its impiications cf haggiing for an individual tax
treatment, gives rise to corruption. Seconoiiy, the regime pVovoiees a conﬂict of interests between the tiers of state power — in
the adopteoi PSA model, what is prcy‘itaioie fov suiojects of the Federation twrns out to be detrimental to the federai budget.
Thivdiy, the adopted model stimulates the investor to blow up the costs, because they are subtracted ioefore the production
is shared (moreover, the agreements initiaiiy did not even set the upper margin cf costs to be subtracted). As a vesult, the
PSA regime of the mid —1990s type could oniy make the authorities, whose position had become much stronger, feei serious
doubts as to its feasiio iiity.

However, the eompreiaension cf the dubious nature of the PSA regime oniy adds to the basic impossiioiiity of practic-
ing this model even in conditions of an unaieroieveioped oiemocvacy. The regime can actuaiiy become possiioie oniy in two
cases: either when state authority is extremeiy feebie, and a speciai treatment could be “ioougi/it”, or in conditions cf an au-
thoritarian rule, when it is suﬁicient to obtain (or iouy) patronage of the highest - Vank'mg person. Under conditions of any
Veiativeiy mature democratic system such a situation would be practicaiiy impossible.

When summarizing the results of the discussion on the issues of the stimulation cf economic gvowtia, it is necessary
to make one generai note. Despite all the importance cf the specific issues of ensuring economic growth which were on the
agenoia of last year’s discussion, institutional and structural Veforms will remain cf pv'mcipai importance in the foreseeaio le
ﬁ,i‘mre. Tiaey, actuaiiy, should top the list of the ﬂrs’t — priority measures designeai to consolidate economic growtia and to
endow it with a stable and authentic aiynamic. At present, this would be especiaiiy important because the Veadiiy accessible
factors cf growtia are neaviy exhausted (the idle faciiities, the unused labor resources), and in the medium — term perspec-
tive it is the new investments that will become the main source of growth.

The areas where eﬁ‘ofcs must be intensiﬁeai are as foiiows: the protection of property Vigiats (which is the aim of ad-
ministrative and judiciai vefowns), Veform of natural monopoiies, Veform of the pui}iic health care service, the transfor—
mation of the pension system, and Veform cf the hous'mg and utilities sector. The deveiopment and imp lementation of Te-

fown in these areas of socio — economic poiicy is a much more diﬂicuit intellectual task than the creation cf the “institutions
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cf deve[opment”. The institutional Vefowns of the institutions cf Jpower (velated to state administration and the judicia[ sys-
tem), and cf the institutions of development of human capi‘ca[ (education, pub[ic health care, the pension system) are con-
cerned with the vealities of the post — industrial epoch. Their state—cf—the—avt high—pe}fomance models are to be devised
anew because they cannot bear upon the accumulated experience cf ﬁmctioning under conditions cf industrial systems.
But no institutions of development would be capab[e of produc'mg a stable [ong — term eﬁ%ct, unless a thorough institu-

tional renovation of these sectors is carried out.

1.1.3. Financial stability and the Stabilization Fund

In 2006, the financial stability of the country, on the one hand, was formally strengthening: there was a significant
growth of resources accumulated in the Stabilization Fund, and of the gold and foreign currency reserves of the Central
Bank. On the other hand, the level of budget expenditure, in real terms, was also rising, which increased the vulnerability
of the Russian economy to the market fluctuation of oil prices. Last year, the oil — and — gas deficit of the federal budget
(calculated as a difference between the revenues not depending on oil and gas and the expenditures) amounted to more
than 5 % of GDP. This resulted from the decrease of taxes and the growth of budget expenditures. In fact, the financing of
this deficit is carried out at the expense of the revenues depending on the export of fuel and energy resources and also on
borrowing and the proceeds from privatization.

Any further weakening of budgeting policy in favor of growth in wages, current expenditures and tax reduction is
unlikely to become a source of economic growth acceleration. These expenditures could result in a dangerous strengthening
of the rouble exchange rate in real terms and could contribute to the worsening of the structure of the Russian economy,
especially against the background of a slowdown in structural reforms. n fact, the case in point is the danger for the coun-
try to be caught once again in this structural trap, into which the USSR once had been led to by the thoughtless policy of
boosting its budget expenditures in the 1970s, which resulted in the disintegration of the country when oil prices collapsed.

The necessity to be cautious in budgeting policy becomes especially urgent if one rememberes that over the past 35
years the price of oil has been fluctuating in the range from 8 to 96 USD per barrel (in the 2003 dollars). Also, it should be
taken into account that no responsible expert would be able to plot a more or less reliable trend, thus making it possible to
forecast the dynamic of oil prices.

Political practice indicates that the Stabilization Fund is a factor of economic destabilization in its own right. The

presence of considerable financial resources constantly urges the elite to search for the areas where these resources could be
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spent in order to achieve its own po[iﬁca[ aims. And it is very diﬁqcu[t, ifnot impossib[e, to vesist this pvessureg. The criti-
cism aimed at the Stabilization Fund is two — fo[d. For one thing, itis aﬁb’med that the resources of the Stabilization Fund
are ineﬁcienﬂy managed, that is, they do not yield any considerable income, while in the po[iﬁca[ sense they are used in
order to strengthen the economies cf foreign states (in whose securities they are p[aced). For another, the ever increasing
number of areas where this money could be spent is being suggested time and again — ﬁ'om social and inﬁastmctwe pro-
Jjects (the worst scenario) to the [ower'mg of taxes (a scﬁer variant).

The debate on this prob[em is very comp[icated because, within its framework, the Ministry cf Finance has to pre-
sent some weighty technical arguments in response to the po[iﬂcal demands put fovﬂq by the opponents to the current
course. But any dialogue between the parties that use arguments be[onging to diﬁrerent systems of coordinates is impossible
in pr'mcip[e. Moreover, for the pro’olem of managing the resources of the Stabilization Fund is indeed a most diﬁicult one.
Proﬁtabiﬁty must be combined with high [iquidity, which can be ensured on[y when abso[utely reliable and low — y[e[d
ﬂnancia[ instruments are used. But these instruments are the securities cf the most deve[oped western countries, which
gives rise to a political counter — argument that such a policy is “not patriotic” (it would be “patriotic” to invest money in
high — yield domestic securities and to lose it exac’dy at the time when a crisis situation deve[ops and these vesources are
most urgent[y needed by the budget).

]niﬁa“y, the resources of the Stabilization Fund were being spent on repaying external debts. As a result, in 2005
the debt to the nternational Monetary Fund was Vepaid in ﬁ/l“ and before schedule, and in June 2006 Russia comp[etely
repaid its debt to the Paris Club. Therefore, Russia’s external debt fell last year to 5 % of GDP - a figure unprecedented
in modern deve[oped countries. The po[iey of repaying this debt ahead of schedule has made it poss[ble to slow down the
nominal growth cf the Stabilization Fund and to e)qo[a'm, to the opponents, the importance of a fwther accumulation of its
resources. Aﬁev having Vepaid the debts, it became necessary to ﬁnd new arguments in favor of preventing the excessive
ﬁmds to be injected into the economy because cf the danger of serious negative macroeconomic and structural eﬁ‘ects.

Last year, President V. Putin a[sojo'med the discussion concerning the Stabilization Fund. His arguments and pro-
posals are to the eﬁ%ct that it would be inadmissible to spend the resources cf the Fund on Vesolving any day —to — day
prob[ems. But it is [ike[y that even the President cannot aﬂ‘ord to impose a direct veto on the spending of these resources.

His proposals are two — fold. On the one hand, it is suggested that “in 2007 and in the medium term the growth cf the ex-

* 1t seems that the most radical approach to solving this problem in a similar situation was found in Ancient Athens. After the Peloponnesian War
(431 — 404 B.C.), the Athenians formed a reserve fund and took a decision that “he who, except in an event of the state of emergency, proposes to tap
the reserve of 5000 talents kept in the Temple of Athena should be sentenced to death” (Van Kreweld, M. Rastsvet i upadok gosudarstva (The rise

and decline of the State). Moscow: IRISEN. 2006. P. 50.
51



RUSSIAN ECONOMY IN 2006

trends and outlooks

penditwes cf the fedem[ budget ﬁxed as a percentage cf GDP .. should be eﬂ‘ectuated at a rate which would be adequate to
the rate of grow’th of the economy”]o. 1t is clear that this would mean abstaining ﬁfom such a use of the Stabilization Fund’s
resources that could imply a higher rate of growth on the expenditure side.

On the other hand, the President has pvoposed “to draw a clear distinction between the means being reserved in the
Stabilization Fund, in order to minimize the negative consequences of a decline in oil prices (the reserve pavt) and the re-
sources being formed in excess of this volume (“the future generations’ fund”). It is advisable that the volume of the reserve
part should be set as a percentage of GDP”". This proposal makes it possible to distract the attention of political and other
lobbyists from the ongoing sharing out of petrodollars and to reorient the discussion toward long — term issues.

While e[abomting these issues throughout the past year, the RF Ministry of Finance pevsistenﬂy emphasized the
necessity to continue the policy of accumulating in the Stabilization Fund the market — dependent revenues of the budget.
In this connection it is p[anned to subdivide the Stabilization Fund into two parts, the reserve fund and the futwre genera-
tions’ ﬁAYldn. Itis planned to increase the receipts of the Stabilization Fund not on[y by the pvoceeds ﬁovn oil export, but
also by those ﬁfom the export cyC other raw materials (that is, also market-related) — ﬁvst cf all, ﬁfom the export of natural
gas (and, possib[y, metals). Such an approach can be characterized as justiﬁed because it clear[y demonstrates the state of
the budget, the degree cf eﬁciency cf the economy and its capabi[ity to generate real and not on[y market — dependent
revenues.

The existence of a reserve part cf the Stabilization Fund is an issue readily understandable ﬁ'om a pracﬁca[ point cf
view, but it is not the most important one. A fa[[ in revenues ﬁ'om oil and gas cannot be continuaﬂy compensated for by the
reserve resources of the budget. In the event of any worsening cf market situation, the Government should have at hand a
sensible set cf measures (in the sphere of ]oudgeﬁng, monetary, tax, etc. po[icy), aimed at adapting the economy to a new
situation. The resources of the Stabilization Fund will be able to play a certain limited role in relatively softening the process
cf adaptaﬁon, and practica“y in nothing else. As far as the day —to— day ]oudgeﬁng issues are concerned, the issue of us-
ing the resources of the Stabilization Fund for covering current budget expenditwes can emerge as soon as 2007 91* the

trend of oil prices fa“ing below 60 USD per barrel, which emevged in late 2006 — eavly 2007, should persist.

" Putin, V. Biudzhetnoe poslanie Federal nomu Sobraniiu ‘O biudzhetnoi politike v 2007 godu” (The budget message to the Federal Assembly “On
budgeting policy in the year 2007”.

" bid.

" Osnovnye rezul'taty i napravleniia biudzhetnoi politiki v 2007 godu i srednesrochnoi perspective. (The major results and divections of budgeting

policy in the year 2007 and in the medium — term perspective). Moscow: Minfin Rossii (the Ministry of Finance of Russia). 2006. Pp. 5, 42.
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By contrast, the issue cyC “the ﬁAtwe generations’ ﬁmd” will certa'm[y become the su’oject of a most serious discussion.
This ﬁmd should not be considered as some untouchable and continua“y growing stock, which our clever descendants will
put to a better use than that which our contemporaries can think of. The waiting for the “clever descendants” to come usu-
a“y ﬁnishes with all the ﬁmds ]oe'mg spent (or stolen) duv'mg the [ifespan cf a current generation. And it is equa“y poinﬂess
to expect the exhaustion of natural resources because the exhaustion is not so much a physica[ phenomenon as an econom-
ic one (the 'm'ationa[ity cf deve[op'mg natural resources at a given price level) and a techno[ogica[ one (the emergence cf
alternative resources and a fa[[ in demand for traditional resources).

Possib[y, the most ejf%cient way of using some cyc the resources of the Stabilization Fund as a ﬁ(twre generations’
ﬁmd is to spend it on the Veﬁnancing of the pension system in the ﬁAtwe, that is, to compensate for the lack of resources in
the ﬁAtuVe system of pensioning. A decision of this kind would considerab [y hamper these resources being spent on popu[[st
goa[s at the present time and would confer politica[ concreteness (and sensibi[ity) to the withdrawal of market — dependent

swperproﬁts ﬁ'om current civculation.

1.1.4. State institutions and socio — economic deve/opmem‘

The speed of socio — economic development is predominantly determined by the possibility to keep the political
“window of opportunity” open in the long run®, in order to be able to introduce necessary adjustments into state policy,
while the results of this development are determined by the possibility to guarantee the quality of state policy and by the
long — term applicability of regulatory decisions, or, in other words, by the rejection of populism. Apparently, all this de-
pends on the degree of development of state and social institutions.

The openness of the political “window of opportunity” implies the strengthening of the institutions which could
make it possible to ensure the correspondence between the problems appreciated by society, the political agenda of the
dominant political forces, and the existence of alternatives put forth by the community of experts. The lack of anything
from this list would result in political stagnation and in the aggravation of the problems either unattended to or ignored by
experts and politicians. At present, the major instrument which could be used in this sphere by the State is administrative
reform as the method for improving the quality of state administration, including such components as transparency®, ac-

countability, and the participation of citizens in decision - making”.

° See John W. Kingdon, Agendas, Alternatives, and Public Policies (NY: Longman, 2002).
*1n 2004, the 40" place out of 48 in the non — transparency index of the Kutzman Group.

° According to the World Bank, only 25 % of countries had worse results by this indicator in the year 2005.
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The year 2006 was not marked by any signiﬁcant progress in these areas. Thus, the Draft Federal Law “On Ensur-
ing the Access of Citizens and Organizations to the Information on the Activity of State Agencies and Bodies of Local Self —
Government”, prepared toy the Ministry cf Economic Devetopment and Trade as earty as 2004, was submitted to the Gov-
ermment onty in December 2006. The detay was caused by the tong wait for the Federal Law “On lnforrnatton, ]nformattza—
tion, and the Protection of ]nformation” to be adopteot. Another draft fede}'at law, “On Ensuring the Right cf Citizens and
Organizations to Obtain Information on the Judicial Activity of the Courts of General Jurisdiction in the Russian Federa-
tion” is waiting to be submitted to the State Duma.

This situation was not changed toy the contest invotving the feoterat agencies cf executive authovtty and the supreme
executive agencies of state authority of the sutojects of the Russian Federation, which was held in 2006 for the purpose of
providing support for the imp lementation cf administrative Vefown in the year 2006: most of the funds were allocated not
to the rationalization cf administrative processes but to the sprucing — up of the various oﬁtces and bureaus. Atthough it
was done for the undisputed toeneﬁt of the citizens, the whole initiative could be seen not as an exampte cf an administra-
tive Vefown toeing imp lemented but rather as an exampte of state purcnases for togistic needs.

The continuous openness of the “window of opportunity” can be guaranteed onty toy the possibttity to continuousty
aogust economic }ooticy, but not t)y the quatity tnereof. 1t depencts, ﬁvst of all, on the vole and position of the community of
experts. However, the Vendering of an authentic expert opinion suggests that the experts are suﬂtcientty inotepenatent of the
State, whereas this inotepenctence is still toeing undermined by the high toudget expendttuves on sctentiﬁc research in the
spnere of state pottcy (in 2006, 48.9 billion roubles was earmarked fov vesearch in the sphere of national economy and is-
sues of national importance alone), which, in Russia, have appvoached the level of expenditwes on one of the branches of
power, the judiciary (59.9 billion roubles). It is apparent that in such a situation the “expert” capabilities of political parties

are incomparatote to the capatottities of the executive authorities which the parties and Parliament are expected to control.

1.1.5. Political processes and the economy

Last year, the ongoing political processes were demonstrating a degree of stability quite natural in a situation char-
acterized by the presence of a popular president and a stable party majority in Parliament. Draft laws were passed quickly
and with no difficulties, and the effect of the failures suffered in the course of the monetization of benefits was gradually
weakening.

The pre — electoral character of the year 2006, by definition, suggested a certain twrn to populism. However, in the
concrete situation of contemporary Russia it is unlikely that the scope of such developments will be large. The stability of the

political system and the fact that political processes are effectively controlled by the ruling elite make populism practically
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unnecessary. Moreover, in order to limit the 'mﬂuence cf electoral campaigning on the ]oudgetary process, V. Putin has pro-
posed that the Government and the Federal Assembly should adopt the Law on the 2008 Budget as early as the first half —
year of 2007.

Of course, in the years 2006 and 2007 there was a certain boosﬁng of the budget expenditwres not ﬁxes as a per-
centage of GDP (by almost 25 % per annum in nominal terms). However, it can be expected that the authorities would
somewhat veduce their ’oudgeﬁng activity and return, unless someth'mg unexpected hap}oens, to the conservative course
aﬂer the elections are over. Fluctuations of this kind are well known to researchers of the po[itica[ business — cyc[e as com-
prising the “non — party” or “opportunistic” model (the strengthening of budgetary populism before the elections and the
conservative consolidation in the post — electoral period — whatever the [deo[ogica[ ovientation characterizes the party at
power might be)le.

Quite another matter is the popu[ism velated to the deceleration cf the Veform process. It will great[y reduce the op-
portunities for imp[emenﬁng institutional Veforms, but the objecﬁve need fov them will not become any less. Thus, the insti-
tutional problems will continue to accumulate, and it will still be necessary to resolve them in the futwe — but ata greater
cost, especia“y if‘che external market situation worsens by that time.

A new turn in party bui[d'mg was the formation cf the center — leﬁ party “Fair Russia”, aspiring to p[ay the role cf
the leading parliamentary party similar to that played by the center — right party “United Russia”. After its creation was
announced, “Fair Russia”’s leaders would Vepeatedly arrange meetings with V. Putin, which conﬁrmed that the new party
had been granted an “official blessing”. ts political credo differs little from that of “United Russia” and consists in unre-
served support for V. Putin’s policy.

However, the existence of two brands competing for the role cf the “[eading and guiding force" could confer a cer-
tain dynamism to the forthcoming election campaign, which would positive[y distinguish it ﬁrom the classical “one — and —
a- ha[f - party” model. The capab[[ity of these forces to actua“y po[emicize with each other, to mu‘ma“y expose the existing
drawbacks and to criticize them, will become an important issue when assessing the role and Pprospects cf these forces. The
case in point is, ﬁvst of all, the criticism cf real actions, because any po[emics on the program issues would be senseless in
the existing situation and is of avery limited interest.

Mutual supervision and mutual criticism could become an important factor cf overcoming the traditional short-
comings of the “one — and — a — ha[f— party” model — po[itica[ stagnation and corruption. However, it will be unwise to

expect any real criticism and po[emics, because both parties associate themselves with the personality cf the present Presi-

* See Alesina A., Roubini N. with G.D.Cohen. Political Cycles and the Macroeconomy. Cambridge, Mass and London: The MIT Press, 1997. P.1—3.
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dent. To expose the shortcomings cf any of them would mean, in fact, criticism of V. Putin. Also, the existing electoral [egis—
lation extreme[y vestricts the possibi[ity to criticize an opponent in the course cf an election campaign. At the same time,
there is little doubt that the emergence cf the two-party model can result in some additional ’oudgetary popuﬁsm.

In absence cf any signiﬁcant alternatives, the ru[ing party was prone to discuss some high[y peculiar matters. Each
Duma is doomed to have its own “Law on Bee Keeping”, which has once become the synonym for po'mt[ess [egis[aﬁve activi-
ty]7. A similar role was p[ayed in the year 2006 by the draﬁ. law on vestricting the mentioning of fore[gn currencies which
was designed to prohibit the officials to use the words “dollar” and “euro” in those instances when their use was not suffi-
cient[y justiﬁed (a[though it remained unclear who was to judge whether this justiﬁcation was suﬁcient or not). Also, this
tendency is rooted in the regregcuuy widespread phenomenon when peop[e try to combat not the cause but the conse-
quence. Thus, s‘crugg[e against 'mﬂation is frequertt[y substituted for by a price freeze. Another examp le is the hope that the
mistrust of foreign currency can be overcome ]oy ]oarming the circulation of foreign currency”g. ( However, it should be
acknowledged, for the sake ofjusﬁce, that over the past fﬁeen years, the Russian authorities have repeated[y demonstrated
that ’they are aware of the dﬁerence between the cause and the consequence. The economic history of post — Soviet Russia
(ﬁ‘ers pracﬁca“y no examples of senseless bans, introduced contrary to economic logic).

The year 2006 has provided anew theme in the quest for a po[itica[ model and 'Ldeo[ogy appropriate for contempo-
rary Russia. The demands to ﬁArn'Lsh the country with a “national idea” have been voiced for approximate[y the same time
as the demands to work out the “sector priorities”. Nowadays, the concept cf “sovereign democracy” is being advertised as
the one best ﬁtted to p[ay the role of a “national idea”, and its discussion has become a rather noticeable phenomenon of
the socio — poﬁtical [ife of the country. It was adopted by “United Russia”, which had been chrortica“y suﬂering from the
absence cf ‘ideomotor image badges’, and aﬁer a short discussion this term has become one cf the foca[ points in the pro-
gram cf this party holding a par[iamentary majority.

The emergence of the new term was met with visible misgivings. This attitude is quite understandable: it is in our
country’s traditions to ﬁAV‘Vli,S"l certain concepts popular in the deve[oped world with some aOUecﬁves tota“y emasculaﬁng

the essence cf the terms they are added to. That was the meaning cf “socialist democracy” and “peop[e’s democracy”, the

"There was such a draft law in the mid — 1990s, and the MPs were elaborating it at a time when the country which had just abandoned “socialist
law” was literally suffocated in absence of the most important laws.

* The banning of on the use of foreign words is frequently explained as a concession to patriotism. In reality, such actions are totally unpatriotic.
These bans are rooted in their authors’ deep conviction that Russia is incapable of pursuing a policy which could guarantee that its currency is re-

spected. The attitude is all wrong — it is necessary that the rouble gain sincere respect instead of being respected in words only out of fear of paying a

fine.
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terms denoting a regime opposite to a democratic one. 1t is natural that the emergence cf the new term caused a suspicion
that the whole initiative was just an attempt to camouﬂage a rejection cf the democratic princ'qo[es of society organization
and a toughening of the po[iﬁcal regime. In other words, there exist strong misgivings that “social democracy” can in fact be
synonymous to “untrue democracy”.

These doubts and suspicions have the Vignt to exist, especia”y in the context of centuries — old Russian histovy.
However, this aspect of the issue rather Veﬂects the present — day situation. But there also exists a deepev rooted prob[em as
to which institutions cf modern democracy are of primary importance for a stable and onward economic deve[opment. The
term “sovereign democracy” must be synonymous to the term “competitive economy”. Only a competitive economy is capa-
ble cf creating a basis for both the sovereignty of a country and for the sta’oi[ity of its economic regime.

Tn real [ife, the whole set of democratic institutions cannot emerge simu[taneous[y. Tt will take a [ong time fov them
to be introduced in dai[y practice. It is poss[’o[e to sing[e out the institutions (or the rules of the game or laws) which are cf
princi}oa[ importance for stable economic growth, while the rest of them are of secondary importance by comparison with
the fownen The primary politica[ conditions necessary fov growth are the guarantees of the invio[ability cf the person, his or
her [ife and ﬁ'eedom. This also suggests the existence of an 'Lndependent judicia[ system and of a certain level cf independ—
ence cf the mass media, as well as their capab 'L['Lty to ensure some pubﬁc control over the situation. The protection of [ife and
property ﬁ'om arbitrariness constitutes an abso[utely indispensable foundaﬁon of modern economic growth: before starting
to accumulate and to invest, to organize and to produet, and even before starting to keep property and to spend money, a
person must be sure that his or her [ife and ﬁ'eedom are safe ﬁ'om any arbitrariness of the authorities.

The 1ET conducted a statistical research aimed at measuring the inﬂuence cf various po[iﬁca[ institutions on eco-
nomic growth in more than fgcty countries that had undergone radical transfonnaﬁon in the second ha[f of the 2oth centu-
ry. The analysis has conﬁrmed that the constitutional system (}oresidenﬁa[ or pavliamentary repub[ic), the tervitorial struc-
ture (fedevation or unitary state), the tax regime, the administrative barriers and a lot of other things do p[ay amuch lesser
role than the above — listed factors. The experience of Eng[ano{, the ﬂrst country of modern economic growth, unambigu—

ously conﬁrms this conclusion™.

9 See Mau, V., Yanovskii, K, Zhavoronkov, S, Maslov, D. Institutsional'nye predposylki sovremennogo ekonomicheskogo rosta (The institutional
prevequisites for modern economic growth). Moscow: IEPP. 2007.

* Modern economic growth began in England after the political and financial settlements had been achieved there as a vesult of the Glorious Revolu-
tion of 1689. The Habeas Corpus Act stipulated that none of the citizens could be arvested or deprived of his life and property unless a decision was
taken to this effect by an open and independent court of justice. The King acknowledged the exclusive right of Parliament to establish taxes and

levies, thus putting an end to arbitrary decision making with regard to the organization of state finances. The financial settlement was a logical
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Thus, the level of economic deve[opment determines, to a great extent, the po[itica[ institutions preferab le for a giv-
en country. Therefove, the po[iﬁca[ regime opﬁma[ for a stable economic grow’da depends on the level of this country’s eco-
nomic deve[opment. Countries with a high level cf development are capab[e cf Veso[ving the prob[ems cf adaptation to post
— industrial cha“enges on[y gf tney Jpossess suﬂicient[y deve[oped institutions of modern democratic society. Countries with
a low level of developvnent (like China) are successful“y Veso[ving the prob[ems of modernization under conditions of au-
thoritarian po[iﬁca[ systems. It is evident that Russia, by the level cf the deve[opment of human cap[ta[, can be classed with
the ﬁrst category of states, despite it Velatively [agging behind them by fon/na[ economic indicators.

The essence of the debate on “sovereign democraey”, whatever the ideas cf its initiators might be, consists in deﬁn—
ing the [ong — term trends of Russia’s deve[opment. At present, three scenarios of this deve[opment can be discerned in a
[ong — term perspective.

First[y, the preservation of the current trends characterized by an approximate[y 50 — year - long [agging behind
the most deve[oped western countries. It is a rather stable (inertia) model. This gap was observed fov about three hundred
years, and was noted in abso[utely diﬁ%rent epochs ]oy abso[ute[y dﬁerent observers - ﬁ'om Stendhal to Gaidar™.

Secondly, the actual acceleration of socio — economic development, capable cf ensuring Russia’s convergence with
the most deve[oped countries cf the world. 1t is very diﬁqcu[t to achieve these ends, and on[y a handﬁd of nations did, in-
deed, manage to accomp[ish this aim in the 20”l century.

Tn'u'd[y, a gradua[ degvadat[on cf the system with its poss[’o[e disintegration, because the weakening state autnovity
would no longer have any strength or resources to preserve the territorial (po[iﬁca[) integrity of the country in conditions of
economic interests being localized. Under these conditions it would no [onger be sensible to discuss the issues cf sovereign-
ty.

By its own nature, the inertia scenario seems the most [ike[y one. The scenario is Ve[aﬁve[y s[mp[e and se[f — sustain-
ing; it suggests a gradua[ (as the average per capita GDP increases) developvnent cf democratic institutions, and most [ike[y,

the preservation of the existing level of independence in po[itica[ decision—making.

continuation of the political one, because it had already been widely understood that arbitrarily imposed taxation and shaky finances (inevitably
resulting in inflation) meant unlawful (extrajudicial) deprivation of property similar to extrajudicial confiscation. The necessity for the Crown to
abide by these settlements was emphasized by memories of the year 1649, when King Charles 1 was executed for having misused the royal prerogative
in his attempts to introduce extra — parliamentary rule, to arbitrarily impose taxes, and to subject the judiciary to his will.

* Stendhal wrote about this in the early 19”‘ century, N. Bunge — in the mid 19th century, while Ye. Gaidar convincingly expounds this phenomenon
nowadays. (See Travin, D, Marganiia, O. Evropeiskaia modernizatsiia (European modernization). Moscow: AST. 2004. Kn. 1. P.18; Viast’ i reformy

(Power and reforms). Moscow: Olma — Press — Ekslibris. 2006. P. 349; Gaidar, Ve, Dolgoe vremia (A long time). Moscow: “Delo”. 2005. P. 235.).
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However, the S}oeciﬁc featwe of the current po[iﬁca[ situation consists in a possib[lity, which is now stronger than
usua”y, that the second scenario would be chosen. There is a certain chance to achieve a ]oreakthrough. But to attain these
ends, it is necessary to clear[y compvehend the task and to substanﬁa“y consolidate the elites so as to accomp[ish it.

Russia will have to make much ejfort as yet in order to ensure the ejﬁcieney cf its democmcy and the Vea[ity of its
sovereignty. With this aim in mind, it should, ﬂrsﬂy, strengthen its democratic institutions without making too many ex-
cuses Vegavding the immaturity and the young age of Russian democmcy. Secondly, Russia should eﬂ‘ecﬁvely increase its
competitive capacity. The latter thesis must become the centerpiece of Russian economic and poﬁtica[ doctrine. The experi-
ence accumulated during the past fgcteen years indicates that we are able to resolve the pvob[ems facing the country gC the
po[itica[ elite treats them serious[y. One of the convincing examples of this is the successful experience of overcoming the
consequences of the recent macroeconomic crisis.

Now the country should overcome the institutional crisis, whose existence is demonstrated by the results of the rat-
ings Veﬂecﬂng the qua[ity of state institutions.

The task of forming adequate state institutions is much more diﬁ‘icul’t than that of ﬁnancia[ stabilization. However,
some countries did manage to solve it in the course cf the 20th century. In order to achieve this, it is necessary to consolidate
po[iﬂcal forces and to pursue a Vesponsi]o[e economic po[icy, devoid cf popu[ism. The solution of this task will ensure Rus-

sia’s transformaﬂon into a true and entire[y sovereign democracy.
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