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For seventy years, Western policy-makers 

and social scientists obsessed anxiously 

over the Soviet threat. For twenty years 

after the collapse of the USSR they have 

underestimated the importance of Russia. It is 

time to move past both exaggerated anxiety 

and relative neglect, as understanding Russia 

today is crucial to understanding what sorts of 

futures are open on a global scale. In Russia, a 

group of leading Russian intellectuals and social 

scientists join with top researchers from around 

the world to examine the social, political, and 

economic transformation in Russia. 

The distinguished social scientists in this timely 

and important book make clear that neither 

politics nor economics alone holds the key to 

Russia’s future, presenting critical perspectives 

on challenges facing Russia, both in its domestic 

policies and in its international relations, 

exploring how global order — or disorder — may 

develop over the coming decades. Russia still 

faces enormous challenges in achieving stable 

economic growth, in delivering social services, 

and in maintaining security throughout an 

ethnically diverse and far-flung territory, but 

how Russia faces these challenges is not just 

a local question, it is a question of global 

significance.
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“Each society embodies multiple possible futures. Those of Brazil, Russia, India, China, 

and South Africa may have the greatest consequences given the radical alternatives 

before them and the global consequences of those trajectories. Of those, Russia’s 

may be the hardest to anticipate — for reasons this volume elaborates with a diversity 

of perspective and cumulation of insight rarely assembled. At the same time, this 

distinguished group of authors offer grounds for hope with their realistic advice around 

global dialogs and critical assessments of Russian capacities and challenges. This 

collection not only invigorates the social scientific imagination, but also stirs global 

public sensibilities beyond financial insecurities.”

— MICHAEL D. KENNEDY , author of Cultural Formations of Postcommunism

“Russia mobilizes an all-star lineup of world specialists to break from academic habit 

and think more about Russia’s future than its past. Here, readers will find fresh 

perspectives, intellectual heft, lively prose, and bold challenges to many common 

assumptions. Regardless of one’s political, national, or academic persuasion, this is a 

volume to be reckoned with.”

— HENRY E. HALE , author of The Foundations of Ethnic Politics: Separatism of 

States and Nations in Eurasia and the World

“Piotr Dutkiewicz and Dmitri Trenin have assembled a veritable ‘who’s who’ of Russian, 

European, and North American specialists to examine the Russian state and society 

at a critical juncture in its long transition away from communism toward a destination 

that is still inchoate. Collectively, the authors manage to avoid several common 

misconceptions about Russia in the Western literature: contemporary Russia is not 

simply a ‘kleptocracy’ that is too weak and marginal to matter in global geopolitics; 

neither is it simply the traditional tsarist empire reborn in a new guise. Instead, this 

volume convincingly portrays Russia as a complex, troubled, yet influential great power. 

Anyone interested in the future of Eurasia should read it.” 

— STEPHEN E. HANSON , author of Post-Imperial Democracies: Ideology and 

Party Formation in Third Republic France, Weimar Germany, and Post-Soviet Russia
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Introduction

Piotr Dutkiewicz and Dmitri Trenin

This book seeks to “re-think Russia.” Over the past years, there has been a 
tendency, in the global academic community but even more widely in the 
world media, to focus on Russia’s failure to transit from communism to 
democracy. The verdict reads, sternly, “lost in transition.” A countertendency, 
actively propagated within Russia, has extolled the virtues of the country’s 
stabilization after the tempest and tumult of the 1980s and 1990s. The motto 
of this group proudly states, “Russia has risen from its knees.” From that per-
spective, it is the outside world’s responsibility to be more objective toward 
Russia.
 Both arguments were superseded by the world economic crisis, which did 
not spare Russia as a safe haven, as some of its leaders had hoped. In fact, 
Russia turned out to be among the world’s worst-hit economies. The recov-
ery has been slow. The crisis, however, also has laid bare the flaws in the 
economic, social, and political systems of North America, Europe, and Japan, 
which had been touted as models for the rest of the world, including Rus-
sia. Thus, the debate along the familiar lines of the mimicry of the “Western 
model” is now definitely over, and a new round of thinking is about to begin. 
 In Russia, the buzzword is “modernization.” President Medvedev’s “Go, 
Russia!” article, first posted in September 2009, set the tone for a wide-rang-
ing debate. There is a broad realization that unless the country curbs its run-
away corruption, diversifies its economy, thus diminishing its dependence on 
energy exports, and builds a knowledge industry, Russia’s future might be 
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bleak. The alternative to modernization is marginalization. However, while 
the shining image of an “ideal Russia” finds few contestants, there is a lot of 
confusion and vigorous discussion about how to proceed toward that goal. 
 The problem, of course, is deeper than the size of the GDP or even its 
structure, the rate of growth and its quality, or the share of innovation tech-
nology. A country’s economy is inseparable from the people who work in it, 
and this raises a whole range of issues dealing with society. Russia’s has been 
very resilient. It absorbed a series of incredibly hard blows that came with the 
passing of the ancien régime and the advent of new, often harsh realities. It sur-
vived, but it — inevitably — mutated. Once reputedly collectivist, today’s Rus-
sia has gone private. It is a country of consumers but not — at least not yet — 
citizens; it is also a state in search of a nation. As Yevgeny Yassin, a former 
cabinet minister and the informal dean of Russian liberal economists, wryly 
observed, “There is no drive behind the modernization slogan.” 
 Russian modernizations, however, traditionally came in a top-down fash-
ion. Suffice it to recall Peter the Great and Alexander II; Stolypin, Stalin, 
and Gorbachev. Would the twenty-first century be different? It might well 
be: entrepreneurial spirit, in the age of globalization, trumps mobilization 
directives. The bigger problem is, can modernization succeed in the eco-
nomic realm, while the system of government remains a closed and well-
protected area? Liberal critics of the authorities are quick to quip that it is 
hard to change anything without changing anything. 
 The dilemma that the Russian authorities face is, indeed, very serious. 
Those who sincerely want to modernize the country — if only to keep it in one 
piece and earn a decent ranking in the global pecking order — have the image 
of the hapless Mr. Gorbachev before their eyes. He, too, genuinely tried to 
make the country more modern, but, in the end, lost his bid and the country 
with it. Those, on the other hand, who lay emphasis on regime stability as the 
highest value — if only to protect their own vested interests — need to have the 
image of the hapless last tsar who lost the country and his entire family to the 
waves of popular discontent. Thus, the channel of Russian modernization 
seems to pass somewhere between the Scylla of Gorbachevian ill-informed 
enthusiasm and the Charybdis of Nicholas’s stubborn reaction. 
 Despite the usual fog prevailing in the channel, Russia is hardly doomed. 
Both the elites and the ordinary people have learned a lot from history. There 
are fewer illusions of any kind. Cure-all solutions are not in high demand. 
There is more appreciation of the results achieved so far, however modest, 
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and deep reluctance to gamble with them. Popular discontent is more tar-
geted and government control more limited. With borders much more trans-
parent, there is a sense that Russia exists in a wider world, and that it may be 
very special but hardly unique within that world. 
 The official attempt at “conservative modernization” now under way 
in Russia is likely to hit its own limitations fairly soon. Take one example: 
Effectively dealing with corruption is the admission price to any real posi-
tive change. However, it is impossible to deal with the scourge by cutting 
a few odd branches and sparing the trunk and the roots that are organic to 
the present politico-economic system. The widely publicized reforms of the 
Ministry of the Interior (police) and the judiciary are a litmus test as to how 
much is achievable within the present setup. It is likely that the system will 
fail that test. 
 This will be a crucial moment in Russia’s entire post-communist his-
tory. Will there be determined leadership at the top willing to press forward, 
steadily expanding the “modernization area,” even as they will do everything 
to preserve — and improve — governance? Will this leadership use a merito-
cratic or a democratic model? Will there be a broad social coalition for mod-
ernization, consisting of the bulk of the middle class, which so far has been 
busy making material gains without thinking much about social responsibil-
ity? In other words, will a public space re-emerge in Russia, and will there be 
enough public agents and advocates to fill it?
 As of this writing, these are all moot questions. One reason for this is 
that the knowledge of present-day Russia is too thin. There is no shortage 
of strong opinion, of course. However, the notions that people often use in 
making their points are predominantly rooted in ideological abstractions. It 
is ironic that, almost three decades after Yuri Andropov’s stunning admis-
sion (coming from an ex-KGB chief ) that “we do not know the country in 
which we live,” one has to confess that the amount of hard knowledge and 
the degree of understanding of contemporary Russia are insufficient — both 
within the country and beyond its borders. 
 The essays in this book take stock of the nearly two decades of Russia’s 
post-communist transformation. They do not compare Russia’s achievements 
and failures to the widely held, though sometimes unreasonable, expecta-
tions. Rather, they seek to determine what capacity the country has for mod-
ernization, what are the obstacles on its path to success, and, most important, 
what could be the way forward. The editors are fully aware, of course, of the 
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current lack of interest in the West in modernization as an academic subject, 
but their own interest here is political rather than academic. While Russia’s 
ultimate success or failure is still an open question, the implications of either 
are significant enough, and not only for the country’s residents. It is time to 
start thinking out of the box. 
 The authors of this book, who come from Russia, Britain, Canada, Ger-
many, Ukraine, and the United States, engage in an intense dialog among 
themselves, based on some new research, and offer novel perspectives on a 
number of key issues. There is a range of views and a certain amount of dis-
agreement among them. Where they do agree, however, is in the rejection 
of domestic conservation and international isolation, and the need to bring 
forward the kind of change that would also better integrate Russian with the 
international community.
 Chapter 1, written by Piotr Dutkiewicz (Carleton University, Ottawa), 
presents a broad overview of the evolution of the Russian economy and poli-
tics since the end of the Soviet era. Professor Dutkiewicz makes a point of 
present-day Russian realities having been lost in translation. His focus is on 
the experience of the state as the modernizer-in-chief and its chances of con-
tinuing to act in that role in the twenty-first century. This chapter presents, 
in a way, the book’s main theme in a nutshell by eliminating the black-and-
white view of Russia in favor of a richer, multicolored vision. 
 Chapter 2, by Vladimir Popov (Higher School of Economics, Moscow), 
brings the debate to a new level by sifting through a wealth of empirical eco-
nomic and social data. He begins by asking whether Russia has become a 
“normal country,” proceeds with some very sobering assessments, and con-
cludes that the key to Russia’s modernization is the quality of its institutions.
 The next two chapters keep their focus on the state, given not merely 
the traditional dominance of that institution in Russia but also its reformist 
potential. Where is the state now, in view of the bureaucracy’s “sovereigniza-
tion”? asks Georgi Derluguian (Northwestern University). Evidently, who-
ever tries to employ the state as an instrument of change will have to deal with 
the interests of the group that has its own interests. Richard Sakwa (Kent 
University) takes the discussion a step further by analyzing the duality of the 
Russian state, composed of what he calls the constitutional regime enshrined 
in a body of law and the administrative regime, which reflects the realities 
of group interests. This creates tensions that will immediately emerge if one 
challenges the existing order.
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 Timothy Colton (Harvard University) wonders, in chapter 5, whether 
personalities can act as locomotives of change. He examines the problem 
of political leadership in Russia, with a particular emphasis on the tandem 
arrangement involving its present incumbents. He offers a range of scenarios 
for 2012 and beyond, all highly interesting and relevant to the central issue: 
are the nominal leaders capable of leading the country into a higher orbit of 
development? 
 In chapter 6 Mikhail Gorshkov (Institute of Sociology, Moscow) seeks to 
paint a portrait of contemporary Russian society, which he finds in a state of 
permanent transition. He offers to the reader an annotated list of “Russian 
realities” that should debunk the myths about the motives of Russian people’s 
behavior. 
 Leonid Grigoriev (Institute of Energy Policy, Moscow) narrows the focus 
and looks, crucially, at the elites. In chapter 7 he defines the composition of 
the various elite groups, their evolution and links to the respective Soviet-era 
groups. Historically, splits within the elites created openings for political and 
social evolution. Grigoriev reveals relations among the elite groups, looking 
at who influences/controls whom and who is relatively autonomous. He also 
studies the relations between the elites and the rest of society, notably the 
middle classes. He asks the question of whether entry to the elites is blocked 
now, and how those suppressed middle classes become politically passive or 
express opposition to the elites.
 Acceleration of the economy and innovativeness of the system would be 
impossible nowadays without a significant contribution from science and the 
education system. Nur Kirabaev, in chapter 8, (People’s Friendship Univer-
sity, Moscow) assesses the transformation of Russian post-secondary educa-
tion for the last twenty years from that perspective. 
 Oleg Atkov and Guzel Ulumbekova’s chapter 9 deals with a key area of 
the state of Russian society — its health. This essay displays the complex link-
ages between the depressed state of health and demographics in Russia and 
the integrity and security of the Russian social organism. 
 The chapters toward the end of the volume examine Russia’s foreign pol-
icy, its relations with neighbors and the major players, such as United States, 
the European Union, and China. This part of the volume asks the question: 
where does Russia fit into the wider world? What role can it play vis-à-vis 
its former provinces and clients? What are the prospects for a pan-European 
rapprochement, and even integration? Can the reset lead to a sustainable 
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relationship between Russia and the United States? What does the future 
hold for Sino-Russian relations? 
 Roderic Lyne, a retired British diplomat who served as UK ambassador 
to Moscow from 2000 to 2004, offers a candid view of relations between the 
United States and Europe, on the one hand, and Russia, on the other, in 
chapter 10. His well-informed reflections on the subject are interspersed with 
unique personal reminiscences that make his chapter a particularly lively and 
interesting read. 
 Where Ambassador Lyne is reserved, occasionally even skeptical, Alex-
ander Rahr of the German Council on Foreign Relations (DGAP) is decid-
edly positive and enthusiastic in chapter 11. Rahr argues that Russia can and 
should fit into a wider Europe, and that this will be good for both the Rus-
sians themselves and for other Europeans. His chapter concludes with a set 
of practical recommendations for Russian and European leaders aimed at 
creating an integral relationship between Russia and the West.
 Andrew Kuchins of the Center of Strategic and International Studies in 
Washington, D.C., looks at U.S.-Russian relations. Kuchins focuses on the 
Obama administration’s Russian policy, popularly summarized by the notion 
of a “reset.” He examines the origins and sources of the reset, its nature and 
limitations, and its prospects. Written from an American perspective, chapter 
12 also contains an in-depth analysis of Russian interests and capabilities.
 Bobo Lo, a former deputy chief of mission at the Australian embassy in 
Moscow and now a London-based academic, is a leading expert on Russo-
Chinese relations. Chapter 13 offers a spectacular tour d’horizon of Russia’s 
relations with Asian countries. Whereas in the past, Asia served as an area of 
Russian expansion, today its phenomenal economic dynamism, rapid demo-
graphic growth, and increasing political assertiveness present a major chal-
lenge to Russia. Alongside America’s relative dominance, and Europe’s new 
unity, Asia’s rise has dramatically altered the international environment for 
Russia. How Russia responds to it will in large part determine its future.
 Rustem Zhangozha, a Kazakh-born researcher now with the Ukrainian 
National Academy of Science in Kiev, projects in chapter 14 a view of Russia 
from its former imperial borderlands in Central Asia. This chapter makes it 
clear that post-imperial exit is a difficult process for both the core of the for-
mer empire and the newly independent states.
 Finally, Dmitri Trenin of the Carnegie Moscow Center concludes the 
long narrative by drawing a line under five centuries of Russian imperial 



experience. He proceeds in chapter 15 to analyze Russia’s soft landing from 
an empire to a great power. He argues, however, that to become such a 
great power and not face another collapse, Russia indeed must go through a  
modernization phase. 
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chapter one

Missing in Translation: Re-conceptualizing  

Russia’s Developmental State

Piotr Dutkiewicz

Oil is a resource that anesthetizes thought, blurs the vision, corrupts . . .  
oil is a fairy tale and, like every fairy tale, is a bit of a lie. Oil fills us with such 
arrogance that we begin believing we can easily overcome such unyielding 
obstacles as time.
— Ryszard Kapuscinski, Shah of Shahs

This is a story about power, accumulation, state, bureaucracy, and survival. 
It draws the contours of Russia’s attempt at modernization via etatization.1 
It provides a sketch of Russia’s trajectory over the past twenty years, and it 
is about “politics from above” as a vehicle of social change and its successes 
and failures. This chapter is also a theoretical vignette within the open-ended 
story of the possible developmental direction of one of the world’s most 
important subsystems.2

Black and White in Colors

In these days, a palette consisting only of black and white has seemed suf-
ficient to paint a picture of Russia (particularly after the war in South Osse-
tia in August 2008). A sketch of the dominant conceptualization of the last 
two decades of the country’s history looks something like this: The demo-
crat Boris Yeltsin introduced a market system and erected the foundation 
of a Western model of democracy. This free market and a newly free press 
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effectively overhauled the Russian political system, giving rise to hope for the 
emergence of a democratic and pro- Western Russia, one that would become 
a good citizen of the post–cold war rapidly globalizing world order. In 2000, 
all such hopes were dashed. A new ruling group led by Vladimir Putin (often 
with a military or KGB background) decided to undertake a coup d’état. 
Granted, this coup was constitutional, but due to its radical nature it was no 
less revolutionary. In effect, it moved Russia back to the level of a mega Euro-
Chinese gas station. Russia became no more or less than a classic petrostate, 
albeit one protected by a mighty nuclear arsenal. 
 Arguments of the most pristine simplicity have been dominant in both 
the Russian and Western media (I might note here that European policy and 
media assessments are more nuanced that their U.S. equivalents). Generally, 
the argument goes as follows. Russia’s failure is de facto the failure of its con-
stituent part: Putin’s regime. The regime, we read further, is on its way to 
committing collective seppuku as a result of its own mistaken policies. The 
talk these days is increasingly about a new authoritarian empire, within which 
one can already discern the resurrection of the Soviet Union. It threatens not 
only the rights and freedoms of ordinary Russian citizens but also the former 
Soviet republics, Eastern and Western Europe, and, in fact — as can be ascer-
tained by the Russian navy docking in Venezuela, Russian strategic bombers’ 
unwelcome visit to the Arctic close to Canada, and Russian subs watching 
the U.S. East Coast — the entire world.
 Many area specialists are now increasingly skeptical about the prospects 
for a convergence of the “uncivilized” Russia with a united Europe, while 
others speculate about a return to dictatorship.3 Economic arguments (par-
ticularly after economic crises hit Russia in the fall of 2008) are equally dam-
aging. “Russia markedly stands out from its neighbors in its industrial rate of 
decline. In Russia, industrial production,” write Boris Nemtsov and Vladimir 
Milov, “fell by 14.8 percent in the first half of 2009 — the highest among CIS 
countries. . . . But behind that glamorous television image, high popularity 
ratings, and personality cult stands a deplorable track record. During Putin’s 
years in power, the country lost a complete decade.”4 Anders Aslund, one of 
the most recognized economists specializing in Eastern Europe, agrees: “The 
crisis has revealed how little Putin has done for the well-being of the Rus-
sian population during his time in office. The high economic growth of the  
last decade has been driven by market transformation, free capacity, and high 
oil prices.”5 
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 Indeed, as Vladimir Popov and I argued in late 2008, the Russian econ-
omy is too dependent on oil and gas exports, which account for one-half 
to two-thirds — depending on world fuel prices — of its total exports.6 The 
prosperity of the recent years was mostly based on rising fuel prices. A simple 
calculation shows the importance of the windfall oil revenues. Russian GDP 
at the official exchange rate was about $1 trillion in 2007, with the oil and gas 
sector, which employs less than one million workers, valued at about $500 
billion (at world prices of $80 per barrel of oil). When oil was priced at $15 a 
barrel in 1999, Russian oil and gas output was valued at less than $100 billion. 
The difference, $400 billion, is profit that literally landed in Russia’s lap. Few 
specialists would have called the USSR a resource economy, but the Russian 
industrial structure changed a lot during twenty years of transition. Basically, 
the 1990s were a period of rapid de-industrialization and “resourcialization” 
of the Russian economy; the growth of world fuel prices since 1999 seems to 
have reinforced this trend. The share of output of major resource industries 
(fuel, energy, metals) in total industrial output increased from about 25 per-
cent to over 50 percent by the mid 1990s and has stayed at that level since. The 
share of mineral products, metals, and diamonds in Russian exports increased 
from 52 percent in 1990 (USSR) to 67 percent in 1995 and to 81 percent in 
2007, whereas the share of machinery and equipment in exports fell from 18 
percent in 1990 (USSR) to 10 percent in 1995 and to below 6 percent in 2007. 
The share of research-and-development spending in GDP amounted to 3.5 
percent in the late 1980s in the USSR, but fell to 1.3 percent in Russia today 
(China: 1.3 percent; U.S., Korea, Japan: 2–3 percent; Finland: 4 percent; Israel: 
5 percent). So today Russia really does look like a “normal resource abundant 
developing country.” The government failed to channel the stream of petro-
dollars to repair the “weakest link” of the national economy — the provision 
of public goods and investment into non-resource industries. Investment and 
government consumption amounted to about 50 percent of GDP in the early 
1990s, fell to below 30 percent of GDP in 1999 (right after the 1998 currency 
crisis), and recovered only partially afterwards — to about 40 percent of GDP 
in 2007. Wages and incomes in recent years have been growing systematically 
faster than productivity. 
 These weaknesses were partially concealed by high oil and gas prices in 
2003–08, but became evident in mid-2008 – early 2009 when oil prices fell. 
From May to November 2008, Russian stocks (RTS index in dollar terms) 
lost three-quarters of their value. The decline was driven partly by the global 
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financial crisis and partly by declining world oil prices (from a maximum of 
nearly $150 per barrel in June 2008 to below $50 by the end of the year). There 
was an outflow of capital starting from August 2008, so foreign exchange 
reserves dropped from $600 billion in August 2008 to $400 billion in Febru-
ary 2009. The seasonally adjusted index of industrial output, which had not 
grown since May 2008, fell by more than 20 percent by mid 2009 as com-
pared to mid-2008. 
 In short, Russia has been hit by a “double crisis” in 2008, one growing out 
of its own faults and another created by global processes. Such tectonic shifts 
cause earthquakes. The obvious question emerges of who will be the main 
beneficiaries and victims of this upheaval? What kind of societal and political 
coalitions may emerge as a result? It seems that it is easy and obvious to sum-
marize the arguments presented earlier: Putin’s (and, by proxy, Medvedev’s) 
regime is in a deep crisis, clinging to the edge of survival. If so, why do the 
majority of Russians support him (and his successor)?7 The crude answer is 
that this is the result of having to deal with an “accidental society,” a foolish 
mass, unprepared to pass judgment, bamboozled by the media — in short, a 
society that does not know what is good for itself. The reality is, obviously, 
more complicated. Putin’s Russia is neither a banal authoritarian state nor a 
soft incarnation of the Soviet Union. It is a continuity of Yeltsin’s Russia with 
an important diversion toward the statist, twenty-first-century incarnation 
of the developmental state. But such an understanding requires that we add 
some colors to a hitherto black-and-white etching of the country. The fol-
lowing section is a concise analysis of the past decade in Russian politics in 
order to build a solid background for the theoretization of “Putin’s Develop-
mental State,” which comes in the third section of this chapter.

A Neither-Nor Russia

Today’s Russia is certainly a challenge for the willing analyst. It is obviously 
not a liberal democracy, but, given the freedoms available to every Russian cit-
izen, neither can it be labeled an authoritarian regime. Russia does have dem-
ocratic electoral law, but the electoral mechanism gives considerable influence 
to the party in power (and the huge bureaucracy that accompanies it). Vladi-
mir Putin is considered by many to be a twenty-first-century incarnation of 
the tsars, but in reality his power — especially in the regions (mainly due to the 
“autonomous bureaucracy” that is de facto the most powerful socio-economic 
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force on its own) — is seriously constrained (see Derluguian, chap. 3). The 
Kremlin, even though it fosters an aura of omniscience, continues to base its 
politics on what might be termed as a timid trial-and-error approach. Russia 
has a market system (as recognized by the EU and WTO), but the system of 
accumulation is to a large extent based on nonmarket political access. The 
media are not “free” per se, but neither are they under total state control (with 
the exception of state television). The government’s rule is seen as strong, but 
the state’s institutions remain fairly weak (as evidenced by the existing cor-
ruption and noteworthy lack of accountability and transparency). While the 
decisions of the Kremlin’s elite are seen by many as systemic manipulation — 
or just a massive PR exercise — many of them are real responses to the needs of 
the Russian people: strength and weakness in one. Russian politics is becom-
ing increasingly assertive, but its implementation is anything but that. At the 
moment, there is neither stability nor change. Instead, Russia is experienced 
a sort of stable stagnation. As observed by a Kremlin insider, such a situa-
tion cannot continue for long, as “this is a dead end” for the system.8 In other 
words, a neither–nor Russia. 
 Moreover, while Russian foreign policy may at times seem clear to the 
West, it is anything but, even for insiders. Russia wants to influence the deci-
sions of other countries and of international institutions, though in reality 
there is little certainty (in most cases) exactly what her position on many 
issues is. “What does Russia actually want?” This question is on everyone’s 
minds these days. Is internal stability stable enough to allow Russia to enter 
a new phase of modernization without suffering serious political and social 
convulsions? I agree with Krastev that “insecurity goes a long way toward 
explaining not only the greed and lust for power . . . but also the regime’s curi-
ously ambiguous relationship to authoritarianism as well as democracy.”9

 Just as authoritarian actions do not necessarily equate to a belief in an 
authoritarian system, a lack of a central governing ideology does not necessar-
ily signify a lack of ideological basis for state governance, a lack of democracy 
is not synonymous with the absence of freedom, and rejection of Marxism is 
not a rejection of the historical value of the USSR as this elite’s fatherland. 
It’s a classical neither-nor situation dominated by shades and ambiguities, in 
many cases dressed up for the occasion in boldness, strength, high morality, 
and, let’s admit it, sometimes arrogance and self-righteousness. 
 But before continuing with this line of analysis, let’s step back to the late 
1990s.10 This period deeply shaped the systemic thinking of the Kremlin’s 
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ruling group. A sense of humiliation rooted in the all-too-obvious evidence 
of social and economic collapse, evaporating sovereignty, “pauper-liberalism” 
pushing Russia away from its “great status” — indeed, a sense of Russia being 
“driven to its knees” — all contributed to the “deep mental formation” of a cur-
rent elite.
 As many know, production dropped in the 1990s in Russia; however, not 
everybody knows that this decline was of a magnitude unprecedented in the 
twentieth century. Neither the First World War along with the revolution of 
1917, with the subsequent bloodshed of the civil war, nor the horrors of the 
Second World War brought about such a dramatic drop in output as was seen 
in the 1990s. The national income fell by more than 50 percent between 1913 
and 1920, but by 1925 had rebounded and surpassed the prewar 1913 level. In 
1998, at the lowest point in the transformational recession of the 1990s, Rus-
sia’s GDP was 55 percent of the pre-crisis peak of 1989. In short, the economic 
losses from the 1990s recession were exceptional in scale and, importantly, in 
duration. 
 Leaving aside the question of the reasons for the recession or how it 
could have been avoided, I would only point out that such an unprecedented 
plunge in production caused equally unprecedented tension in society. In the 
1990s, real incomes and consumption decreased on average by a minimum 
of a third, which was less than the drop in production (since the recession 
was more significant in the defense and investment sectors, while consumer-
goods imports grew), but still very substantial. Moreover, due to the immense 
growth in income inequality, the real incomes of the absolute majority — 80 
percent of the more-vulnerable members of the population — were approxi-
mately cut in half.11 During privatization, there occurred a massive redistri-
bution of national wealth; in just a few years, somewhere around a third of all 
state property passed into the hands of a few dozen oligarchs for a song. 
 Inevitably, the brunt of these hardships was borne by society’s most vul-
nerable groups because they had fewer resources with which to cushion the 
impact of economic decline and increased insecurity. This was further exacer-
bated by their limited ability to respond constructively (either through politi-
cal or economic means) to rapidly changing circumstances and by a lesser 
capacity to protect their vital interests in the political process. It is difficult to 
exaggerate the degree of the social and economic collapse of the 1990s. 
 The transformational recession was brought on not so much by market 
liberalization as by the virtual collapse of the state.12 In countries that were 
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successful in keeping government revenues and spending from plunging 
(Central Europe, for instance), the decline in production was less substantial. 
By contrast, Russian spending on “ordinary government” (excluding spend-
ing on defense, investment and subsidies, and debt servicing) in real terms 
decreased threefold, so that government functions — from collecting custom 
duties to law enforcement — were either curtailed or transferred to the private 
sector.13

 The shadow economy, estimated at 10 percent – 15 percent of GDP under 
Brezhnev, grew to 50 percent of GDP by the mid-1990s. In 1980–85, the 
Soviet Union was placed in the middle of a list of fifty-four countries rated 
on their level of corruption, with a bureaucracy cleaner than that of Italy, 
Greece, Portugal, South Korea, and practically all the developing countries. 
In 1996, after the establishment of a market economy and the victory of 
democracy, Russia came in forty-eighth in the same list, between India and 
Venezuela.14 
 The regionalization of Russia was happening in leaps and bounds in the 
first half of the 1990s. In 1990, in an attempt to win the Russian regions over 
to his side in his battle with the Gorbachev government, Yeltsin promised 
them as much sovereignty “as they could digest.” As a result, the percent-
age of the regional budgets in the revenues and expenditures of the consoli-
dated budget increased, while the federal government was forced to haggle 
with the subjects of the federation over the division of powers, including 
financial jurisdiction. Many of them directly blackmailed the federal govern-
ment, threatening to withhold money from the federal treasury. In 1992–94, 
agreements were signed with many regions, establishing different levels of 
tax contribution to the federal budget in each specific case. Chechnya, for 
one, virtually left the federation; Dagestan was ready to follow; Bashkhorstan 
introduced a provision that federal laws could be implemented only with the 
consent of its parliament.15 Russia as a federation was on the brink.
 The voucher privatization of 1993–94 and the “loans for shares” auctions 
of 1995–96 led to state property being sold off for a pittance, and this at a 
time when the state needed money more than ever before. Throughout the 
eighteen months that the vouchers were valid, they were never quoted at 
more than $20 a piece, so about 150 million vouchers, issued one per resi-
dent, were worth less than $3 billion all told. This amount could have bought 
out somewhere around a third of all the assets in a country with an annual 
GDP of more than $500 billion (purchasing power parity). Just imagine the 



16 Dutkiewicz

temptation of the oligarchs: if they could have skillfully transferred capital 
from domestic-based to transnational ownership, they could have bought 
“Mother Russia” for less than the capitalization of a medium-scale Euro-
pean bank. At “loans for shares” auctions, companies with an annual output 
of several billion dollars were sold for hundreds of millions. Yes, by and large, 
the privatization was legitimate, but the fact is that the laws were such that 
the supply of property was tens of times greater than the solvent demand. 
Plants, factories, and banks went for simply ridiculous amounts. As a result, 
anyone who could call himself a least bit well-to-do at the time not only had 
unlimited opportunity for incredible enrichment but also was able to take 
partial control of the economy of the former superpower. As many journalists 
so aptly put it, the country ended up under the thumb of the “seven bank-
ers” (“semibankarschina”), along the lines of the “seven boyars rule” (“semi-
boyarschina”) during the Time of Troubles of the early seventeenth century, 
the most anarchic period in Russian history. For the elite living without laws 
and norms, the ability to buy anything and everyone was a delightful experi-
ence. The Russian business elite had found joy in the unbearable lightness of 
living within a weak state. 
 V. Popov and I argue that an attribute of a modern state is a minimum of 
three monopolies — a monopoly on force, tax collection, and currency issue. 
All three monopolies were undermined in the Russia of the 1990s.16 The 
unprecedented rise in crime and the notorious assassinations of leading poli-
ticians, journalists, and businessmen testified to the bankruptcy of the law-
enforcement agencies. The decline in tax revenue resulting from the growth 
of the shadow economy meant more generally the “privatization” of those 
revenues by the bureaucracy and the criminal element, which took the place 
of the state as the “protectors” of business. The increased spread of monetary 
substitutes (such as bills of exchange of the regional governments) in 1994–
96, and the tremendous rise in barter and nonpayment (trade and tax arrears), 
which peaked in the summer of 1998 (right before the August crisis), virtually 
stripped the central bank of its power to regulate monetary circulation. 
 In 1995–98, in the period of macro-economic stabilization, it finally 
became possible to bridle inflation by linking the exchange rate of the ruble to 
the dollar, and it seemed that things were going to get better. A small increase 
of 1 percent in GDP was detected in 1997 after seven years of unabated decline 
in production; mortality, crime, and suicide rates began to drop. 
 However, there was no healthy underpinning to this stabilization — the 
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pyramid of government debt and nonpayments continued to grow; the real 
exchange rate of the ruble rose, undermining the competitiveness of Russian 
goods; the balance of payments deteriorated; and production slumped once 
again in 1998 due to the stubborn unwillingness of the authorities to devaluate 
the ruble. As a result, in 1998 the short-lived stabilization ended in stunning 
failure after only three years with the August devaluation of the ruble and sub-
sequent default. Real incomes on a month-to-month basis fell by 25 percent in 
the fall of 1998, only climbing once again to the pre-crisis mark in 2002. 
 The state crisis had reached its apex: federal-government revenues and 
spending fell in 1999 to 30 percent of GDP at a time when the GDP itself 
was almost half of what it had been ten years before. State debt and foreign 
debt had peaked; the currency reserves had shrunk to $10 billion, less than 
those of the Czech Republic or Hungary. In August 2000, the top of the 
Ostankino television tower in Moscow caught fire, and the nuclear subma-
rine Kursk sank. The prevailing feeling was that the federal government was 
so useless that it might as well just shut down. 
 In 1997 Russian oligarchs turned up for the first time on Forbes maga-
zine’s list of the world’s billionaires; by 2003 the same list included seven-
teen names from Russia. With a per capita GDP lagging behind Mau-
ritius and Costa Rica, with life expectancy of sixty-five years (compared 
to Cuba’s seventy-seven), and with 17 percent of the population mak-
ing an income below the subsistence minimum (about $2.50 a day by the 
official exchange rate), Russia had outdone all the countries of the world 
except the United States, Germany, and Japan in its number of billion-
aires. In May 2004, Forbes counted thirty-six billionaires in Russia, which 
left Japan in the dust and Russia in third place after the United States  
and Germany. 
 In its property and control structure, Russia was in the late 1990s some-
where between the developing and the developed world. In 2003, accord-
ing to a World Bank study, twenty-three oligarchs controlled 35 percent of 
the industrial output (the state had 25 percent) and 17 percent of the bank-
ing system assets (the state had 26 percent). In the United States in the late 
1990s, the fifteen richest families controlled around 3 percent of GDP, while 
in Japan it was 2 percent. On the other hand, the figure was 62 percent in 
Indonesia, 38 percent in South Korea, and 53 percent in Thailand.17 However, 
it is unlikely that there are many countries in which the oligarchs, first of 
all, started with nothing and became “world leaders” in only ten years and, 
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second, openly pitted themselves against the government, in effect demand-
ing its privatization. 
 It would be hard to name countries with developmental levels similar to 
Russia’s, where the state lost so much of its independence in its relationship 
with private capital. A virtual merging of big business and the middle/upper-
management levels of the bureaucracy occurred in Russia, and their inter-
ests became practically indistinguishable from one other. Neither the civil-
ian ministries nor even the top bureaucracies were able to counter this force; 
even the “power” agencies, such as the Ministry of the Interior, the army, and 
the security services began “privatizing.” As a result of this process, the state 
became “capitalist-neo-patrimonial” and to a large extent privatized. In such 
an environment, the issue of improving equitable policies became irrelevant 
(as it is almost impossible to implement any kind of policy interventions that 
might challenge the fusion of such powerful interests). The economic and 
social collapse served the elite well. It actually “liberalized the elite” from the 
unpleasantly constraining powers of the state, laws, and regulations.
 This crisis of the late 1990s provided Putin with several real challenges: to 
block the continuing criminalization of the country, to prevent the complete 
“privatization” of the machinery of government by the oligarchs, to stop the 
collapse of societal coherence, to halt the weakening of the federal govern-
ment as a result of the shift of real power to the regions, and to curtail the 
power struggles between criminal groups, the oligarchs, and the regional gov-
ernors. In short: to stop Russia from being the “Wild East.” 
 For the first few years the economy was continuing to revive (yes, 
thanks to a considerable extent to the infusion of tons of petrodollars — 
about $650 billion between 2000 and 2008): economic growth reached 
6 percent in 1999, 10 percent in 2000, and 4 percent to 7 percent annually 
in 2001–08. Unemployment dropped from 13 percent in 1999 to 6 percent 
in mid-2008, and inflation shrunk from 84 percent in 1998 to 12 percent to 
15 percent in 2003–08. The budget deficit turned into a surplus, and gov-
ernment revenues and expenditures as a percentage of GDP began, ever so 
slowly, to rise; the foreign debt as a percentage of GDP decreased; poverty 
decreased. But the important result of the first six or seven years of the new 
elite in power was probably this: the growth of the economy and the sta-
bility of leadership have finally led to increased order and an improvement, 
albeit an almost imperceptible one, in the social climate.18 Thus “Stability 
and Order” became the holy grail of Russia’s elite. The number of murders,  
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having hit a sky-high peak in 2002, dropped back down in 2003; the number 
of suicides has been on the decline; the birth rate, which had sunk to a fifty-
year low in 1999, has begun to rise, as has the number of registered marriages 
(although this is partly a result of the demographic wave of the 1970s); the 
majority of Russian citizens — as judged by opinion polls over the last seven 
years — are prepared to forgive Putin his heavy-handed tactics in dealing with 
the oligarchs and even with entrepreneurs of a lesser stature, his “purges” in 
Chechnya, and the constraints placed on democracy and freedom of speech, 
all in the interests of strengthening the role of the state. Exchanging some 
political freedoms for the freedom of purchasing power and stability seemed 
like a fair deal to a majority.19 
 To sum up, in the 1990s the Russian state lost its capacity to gov-
ern and to manage the tremendous burden of transformational change. 
The state, facing internal and external pressures, withdrew from its basic 
functions (protection of its citizens, provision of health care, secur-
ing legally bounded transactions, monetary oversight). The accidental 
elite that took power lacked both coherence and a long-term plan, and so 
leased the country to a merger of oligarchs (formed by the state’s privati-
zation scheme) and the top echelon of Kremlin insiders. The state became  
engaged in a massive redistribution scheme that gave away state assets and, 
with them, the dominant power within the system. As state provisions were 
disappearing, a “parallel state” started to emerge to secure a smooth process 
of primitive accumulation (based on the state’s distributional capacity and 
de-industrialization) at the regional and federal levels. This mutation of 
capitalism transformed market relations into a system of complex symbiosis 
between nominally legal structures and organized crime, which became not 
only a systemic economic force but also a political actor in its own right. That 
process led to a massive impoverishment of society with all the associated 
negative consequences for societal cohesion, health, education, and so on. A 
process of “commodification of everything and everyone” — including priva-
tization of the state and the commodification of democracy, in fact, an all-
embracing commodification of social relations — further eroded Russia to the 
point that she became a prime candidate for being a “failed state with nukes” 
by the beginning of the new millennium. 
 Putin’s New Ruling Group started to construct a new edifice — using a mix 
of old and new bricks — called modern Russia. For that task, they needed not 
only more power than Yeltsin had as president but — most importantly — a 
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different kind of power. The current rulers in the Kremlin are convinced that 
they needed to restore, at the very core, what was a traditional and central 
engine of social development in Russian history: the state. In order to accom-
plish this project, they had to link the state and accumulation into one undivided 
whole of social power. If one looks for a singular explanation of “Putin’s Idea,” 
most probably this is the closest we can get. 
 They also probably felt that along the way they would have to reconstruct 
the elite in order to control the process of modernization and to “reconcile 
national and liberal opinion once again; and so create the first government 
in Russian history to enjoy a broad political consensus” and achieve — at 
least for some years — as aptly observed by Perry Anderson, a “hegemonic 
stability.”20 If their long-term task was to reconstruct and modernize Rus-
sia — to restructure society and affect the overall development — they had to 
consider dramatically changing the pattern of accumulation and the struc-
ture of power; indeed, to reshape the political economy of Russia. The third part 
of this chapter is an attempt to conceptualize that process by an application 
of integrated notions (models) of the developmental state and trusteeship. The 
“model-matching” process “is the way to get at the shape of reality;”21 but 
in our case, model amalgamation also has a creationist effect of shaping a 
new “model” of Russia’s political economy, a model in which the “normal” 
trajectory of the developmental state led by a “trusted few” — that is generally 
not democratic — is reshaped (and reinforced) by holding power that is accu-
mulated as capital and secured (so far) by confidence in the obedience of its 
subjects (citizens).

Accumulation — Power — Modernization

The dominant pattern of Yeltsin’s ruling group’s accumulation was condi-
tioned by a symbiosis between oligarchs (big, Russian-based business), 
higher echelons of state (central/regional) bureaucracy, and the Kremlin elite, 
resulting in a sort of super-amalgamated power structure. The mechanism 
of accumulation was complex and dynamically changing to reflect the inter-
nal political power structure and the changing strength of dominant capital. 
The main contradictions and changing interests that reflected the dynamic 
reality of the domestic and international markets between political-cum-
bureaucratic power and dominant capital vectored the system’s dynamics. In 
the first phase (in the period before the voucher privatization of 1993–94 and 
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the “loans for shares” auctions of 1995–96), political access was exchanged 
for profit and the security of spoils (on the trading block were import/export 
licenses, all kinds of permits, privatization of real estate, quotas, and state 
contracts). Russian capitalists started to consolidate their position as early as 
1992–93 by using an innovative, cross-sectoral merger and acquisition strat-
egy called FIGs (Financial Industrial Groups). They increased their profit 
simply by not paying taxes, and they secured their gains — in a highly vola-
tile market environment — by sending money abroad and stripping domestic 
assets of their “real” value.22 This scheme was significantly modified as new 
dynamics were introduced by the “loans for shares” auctions — an indigenous 
invention of the Russian business-cum-political elite that legally, de facto, 
transferred to the Kremlin’s “trusted seven” (plus to the only non-banker, the 
Kremlin’s confidant, Boris Berezovsky) a massive chunk of state property, 
including the jewels of the Russian economy. The logic of the capital expan-
sion at this stage was nothing short of “to penetrate and alter the nature of 
the state itself.”23

 They were, however, caught in an existential dilemma — to have a weak 
state was good for business (no taxes, corrupt officials, etc.), but to have a 
too-weak state was bad for business. Their main problem was that the state 
was in fact too weak to secure/protect the gains of the dominant capital and 
to secure the property rights. In a truly Hegelian spirit, they solved this seem-
ingly deep contradiction by evoking the notion of politics. The oligarchs, 
then, had to take things into their own hands by engaging in a collective 
political action. The process of privatization of the state was helped by their 
overall support for the reelection of the guarantor of their position, Boris 
Yeltsin ( July 1996). The rest was just a matter of socio-technology. By the 
purchase, tight control, and effective use of the national media, the oligarchs 
offered a one-dimensional explanation of reality.24 They took control of the 
regional bosses and consolidated their position in the security apparatus. 
 Operation “Privatizing the State” was well underway by the time of the 
financial collapse in 1998. From the time of the “shares for loans” scheme 
and the reelection of Yeltsin, politics, while still indispensable, became sec-
ondary to capital in the process of accumulation. But, at this point, every-
thing was not enough, and as early as the mid-1990s, Russian oligarchs were 
actively looking for international capital backing. They were seeking, on the 
one hand, transnational ownership to gain access to international capital (in 
order to gain more power domestically) and, on the other, to secure their 
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access to safer investment abroad. Having advanced the “privatization of the 
state,” Russian oligarchs were getting ready to make a real deal: to merge 
with international capital and put the Russian economy on the trading block. 
Twice in the last fifteen years — in 1994 and 1996 — one could have bought 
one-third of Russia’s assets for $3–4 billion.25 Are we still puzzled why Putin’s 
group obsessively put “state sovereignty” at the core of their program? Are 
we still puzzled why the new power holders organized a “vertical of power”? 
Are we still puzzled why the Kremlin’s planners were besieged by the “threat 
of unpredictability,” “lack of control,” and “need for stability”?26 Are we still 
puzzled why they re-captured (via state interventions) key money-making  
industries? 
 It is time now to try to decipher the political economy of Putin’s Russia. 
A seductively simplistic algorithm of Russia’s political economy would look 
something like this:

Putin’s group rule = power + oil/gas + TV
Power = state-based accumulation + presidency (trusteeship)27

Oil/gas = principal state/private revenues28

TV = relative control of mass opinion 
Therefore, Putin’s rule + power + oil + TV = 
 the Russian developmental state in progress.

 In order to make any change, to define new rules and “bring the state 
back,” Putin’s Kremlin elite needed more power and new resources in order 
to avoid becoming trapped in a new dependency cycle by the oligarchs. In 
fact, power and resources are synonymous with accumulation.29 What they 
were really looking for was a different mode of accumulation; accumula-
tion that would not differentiate between “economic” and “political” power; 
where money would not be “separated” from the institutions, law, culture, 
etc.; accumulation that would be more totalizing in their capture of econ-
omy/society; accumulation that would epitomize power; or in Nitzan’s and 
Bichler’s terms, “what we deal with here is organized power at large. Numer-
ous power institutions and processes — from ideology, through culture, to 
organized violence, religion, the law, ethnicity, gender, international conflict, 
labor relations . . . all bear the differential level and volatility of earnings. . . . 
[T]here is a single process of capital accumulation/state formation, a process 
of restructuring by which power is accumulated as capital.”30 They attempted 
to intertwine capital linked to politics, with politics linked to institutions and 
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law, which in turn was linked to ideology, with ideology linked to value sys-
tems and culture, with a culture linked to religion, which is linked to almost 
everything that matters, and, by the end of this logic chain, to turn to power 
again — power as confidence in obedience.31 However, while the confidence in 
obedience was quite high (but never taken for granted by the Kremlin) in the 
first years in power, the current economic crisis may change that quite signifi-
cantly. As recent opinion polls show, the confidence in the ruling group may 
evaporate quite fast as Russians expected much more after being obedient for 
so long.32

 The relatively easiest and most profitable source of accumulation (and 
hence power) was oil and gas.33 With those prices spiking for almost a decade, 
it gave Putin’s group enormous leverage and confidence domestically and 
internationally.34 Oil has its vices too, but as a second component of Putin’s 
rule it became indispensable for the project. The third element of the module 
of power to capture was to take control of television. The Kremlin’s staple 
foods are data from “political technologists,” pollsters, and spin doctors. They 
also know that more that 75 percent of the information absorbed by Russians 
comes from TV. The press is much less influential due to costs and access. So, 
to put tighter controls on TV than on any other printed or e-media was the 
third principal rule of survival in a long-term, strategically thought plan.
 The second part of the “algorithm” (Power = state-based accumulation + 
presidency) is that Putin’s group reversed the main vector of accumulation 
from private to state. The state became the principal agent of accumulation; 
the state (and the state “hegemonic” bureaucracy and key interest groups 
related to it) is also its main benefactor. Paraphrasing Joseph Schumpeter’s 
famous conception of capitalism without the capital that led him to the con-
clusion that the “dynamic characteristics of capitalism arise from non-capital-
ist sources,” we come to the core of Putin’s group’s base of accumulation: the 
state.35 Putin’s group is much closer to the ideas of Friedrich List’s National 
System of Political Economy than to Adam Smith’s The Wealth of Nations. It 
is not the invisible hand of the market but a very visible hand of the state 
that is to be responsible for “development and progress.” List’s justification 
of de facto protectionist approaches through the creation of a constructivist 
doctrine of national development fits squarely into the “Putin Plan.” If we 
also consider List’s moral and spiritual overtones of productive force and his 
emphasis on the defensive capacity of the state to protect its “integrity,” we 
can add Putin to the list of his hidden admirers. 
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 But to put any plan into motion, you need the implementers, support-
ers, and at least a slim but trustworthy social base for change. Here enters 
the need for the presidency — the office, the collective, the institution, the 
prestige, legitimacy, charisma, and the man himself. There emerges a distinct 
need to find the ideal individual/collective holder of the trusteeship. Who 
shall/can lead society in a truly revolutionary time of transformation? Society 
itself, the idea goes, cannot be trusted entirely as they have lived too long in 
an entirely different system and so cannot grasp the “goal of the change.” 
Society is also prone — as the 1990s showed — to massive media/political 
manipulations. Oligarchs and high-level officials were not the best option 
in 1998 for a ruling group either, as they were engaged in stripping assets and 
placing them abroad. They were, after all, businesspeople, not interested in 
the wealth of society or the future of the state. So who was to lead Russia to 
its revival? From the utopian socialists through the Hegelian principles of 
development, Marx’s debate on the role of the “individual man,” the Fabian’s 
Society ideal of correcting the socio-economic change in the British colonies, 
the League of Nation’s institution of trusteeship, the ideas of Sergei Witte, 
and Lenin’s notion of a “vanguard party,” theorists and practitioners of all 
stripes and colors have struggled with the answer to this very question: Who is 
to lead society into development and progress? Who can be entrusted to lead 
the change? Hegel’s “spiritless mass” or someone else? In their brilliant book 
on development, Shenton and Cowan observed that “a ‘handful of chosen 
men’ could now assume the mantle of the ‘active spirit’ to become the inner 
determination of development,” regardless of the system of governance and 
its ideological dress.36 This reminds me of the Saint-Simonian ideal that in 
order to remedy disorder, “Only those who had the ‘capacity’ to utilize land, 
labor and capital in the interest of society as a whole should be ‘entrusted’ 
with them.”37 
 Putin’s version of a trusteeship is thus given its philosophical justifica-
tion. Sociologists are ready to support me with their empirical studies of the 
configuration of Putin’s inner circle.38 The notion of the trusteeship, I believe, 
explains a lot about Putin’s leadership. It may clarify, for instance, the Krem-
lin’s partial distrust of society (which explains why only very limited change 
via grassroots social movements was permitted), but also their desperate 
need to “have society engaged” in the convoluted form of the Social Cham-
ber, among other things, in order to keep the bureaucracy in check. It may 
also explain some of the reasons for the relative freedom of the parliamentary 
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elections in 2008 and the Kremlin’s actions against the “not trustworthy oli-
garchs” and their anti-bureaucratic outbursts. It can explain an uneasy cohab-
itation of conservative and liberal ideas that are transformed into policies 
and institutions by the Kremlin’s rulers. It can also — above all — explain their 
“philosophy of power.” 
 The final part of the algorithm (Putin’s rule + power + oil + TV = the 
Russian developmental state in progress) deals with the longer-term 
intentional as well as unintentional consequences of ruling Russia for the 
past ten years. In other words, what was the power for? Today, Russia is a 
developmental state in progress (being in a state of policy hibernation — 
or stagnation — for the last three or four years). The recent economic crisis 
(2008–09) has shown that the painfully accumulated state capacity, both 
institutional/legal, financial, and moral, to act as a principal agent for change 
did not result in an economically effective, politically significant, and socially 
viable transformation of Russia’s socio-economic system (or, in the words of 
Gleb Pavlovsky, one of the Kremlin’s chief alchemists, “Medvedev is right, 
this is a dead end”).39 
 The question is: Is it really “a dead end”? 
 To answer, we should make a small detour to trace the main features of 
the “developmental state.” The idea is not new. The postwar period saw the 
coming together of statist theories, specific measures of state intervention, 
and the more general extension of state regulation in critical aspects of the 
economy. Herein lies the origin of the contemporary developmental state. 
The idea/practice was first applied in postcolonial Africa, then later — more 
ambitiously and consistently — to a cluster of rapidly growing economies in 
East Asia, such as Japan, South Korea, Taiwan, Singapore, Indonesia, and 
Malaysia. Many argued that their spectacular growth was possibly due to 
the activist and “market-friendly” state.40 But not all states can be evalu-
ated as developmental. Adrian Leftwich, one of the key authorities in this 
area, proposes that only states “whose politics have concentrated sufficient 
power, autonomy, and capacity at the center to shape, pursue, and encour-
age the achievement of explicit developmental objectives . . . can aspire to be 
the ones.”41 The argument goes that in a developmental state, the state itself 
becomes the main instrument for the pursuit of both public and private goals. 
The state comes to define and determine who will be able to make which 
decision of administrative, political, and economic significance.42 Political 
and administrative positions become, obviously, a fruitful means of securing 
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economic resources and opportunities, so it is normal that the state came 
to be an important avenue for realizing private goals. The claim of the state 
to define public goals and the legitimate means for pursuing private goals is 
formally recognized in a notion of “national sovereignty.”43 The expansion of 
state economic management is justified by the notion of “national develop-
ment.” The state’s “capacity for coercion gives the content to these otherwise 
vacuous concepts.”44 There is, however, a twist to this story. The power arising 
from the state capacity to allocate resources depends largely on the exclusion 
of alternative sources of access to capital; hence the tendency of the holders of 
the trusteeship to organize the provision of services and commodities along 
monopolistic lines (something that Russian mineral and energy producers 
know by heart).45

 From a comparative perspective, the approach taken by Putin and his 
group is, as a general approach to development, not new. What is new is: 
(a) trivially obvious, the specific historical circumstances in which this proj-
ect was being launched and, (b) not so trivial, its fundamental understand-
ing of its amalgamated accumulation-as-power and trusteeship-led mode of 
reproduction of social relations. The Russian ruling group faced a formidable 
developmental task that required coherent and strategic actions, and the only 
agency capable of achieving social and economic stability in the given cir-
cumstances was, indeed, the state. This, by the way, was in line with the East 
European political tradition of the state playing a much more dominant role 
as a principal agent of change. 
 So far so good, but as the perennial East European question goes (par-
ticularly in times of crisis), “If it is so good, why is it so bad?” I offer, as an 
explanation, two fundamental drawbacks of the model’s implementation and 
sequence. First, the model seems to be based (even if unintentionally) on 
the “old-fashioned” approach of the first generation of developmental state 
theorists such as Dudley Seers and Hans Singer, who emphasized the need 
for a distributional approach to economic growth, with the state’s main role 
being that of principal distributor of wealth. In that sense, the policies based 
on that notion were emphasizing just one side of the role of the state. What 
was needed was rather a dual-track, more flexible (more “modern”) approach. 
Contemporary theorists of the developmental state would suggest that the 
state should be an engine of “liberal” policies and a guarantor of their imple-
mentation in the area of economic growth and generation of national income, 
and simultaneously of the “social and re-distributive” mechanism by giving 
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some developmental opportunities to the poorer section of the population 
and worse-off regions. 
 Everyone now is talking about modernization and modernity in Rus-
sia.46 Such talk has become fashionable for radio hosts and newspapers. The 
problem is that there is no comprehensive economic modernization under-
way. Whether we like it or not, Russia is today a largely de-industrialized, 
resource-dependent country with no serious base for technological inno-
vation.47 Except for the enormously powerful energy sector and high-tech 
pockets of the military industry, she is not internationally competitive. Is that 
enough to keep Russia prosperous, stable, and internationally meaningful? Is 
that adequate for the Russian aspirations? These questions are for the Rus-
sians to answer. 
 A second important point that needs to be made relates to the sequence 
of the Putin Group Project’s implementation. The first six years of the trust-
eeship-led process of stabilizing the economy, re-creating a state, regrouping 
power, reshaping politics, diminishing poverty, stopping criminalization of 
the society, saving oil money, and so on were largely necessary steps. Cumu-
latively, they formed a strong foundation for the developmental state and, in 
general, were quite indispensable prerequisites for making the system work 
again. However, it is quite clear that there was no “second-phase plan” to 
move from “stabilization” to “accelerated modernization” (ideally from the 
middle of the first decade). I can only speculate why such a plan did not 
materialize in 2005–06, when the Kremlin got everything — political power, 
resources, and high social support at once.48 The point is that Russia did not 
enter (having enough resources and power to do so by 2005–06) a second, 
logical, and fundamentally important phase of fast modernization of industry 
accompanied by political empowerment of the citizenry. It looks as if groups 
of busy construction workers suddenly stopped building the road they had 
so promisingly started, switched off their machines, and went back to patch 
the holes that were formed while they were busy advancing the construction. 
(Does this not seem reminiscent of the idea of the National Projects?) In 
other words, Russia did not capitalize on her wealth to the extent she could 
have (as her fellow members of BRIC did).49

 For the above two reasons, the answer to the key question of whether 
Putin’s project has hit a dead end shall at this point be quite ambiguous. 
Everything depends on the government’s/presidency’s next steps. The eco-
nomic crisis finally made it painfully clear that a patchwork approach is not 
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an option. Russia has no choice other than to try to reinvent itself or risk 
marginalization. There are four basic ways to follow now, and I discuss them 
in the last section of this chapter, “Do it or lose it.” 
 I cannot end this section without — at least briefly — touching on two 
of the most contested issues of Putin’s presidency: (1) his attitude toward 
democracy, and (2) the regime’s ideology. 

1. Democracy as we know it today has many faces. Who does not claim today 
that democracy is a good thing? Those who have their system labeled as 
“democratic” are those who are “civilized” by contrast to the noncivilized 
part (actually the majority) of the world. But a lot depends on the content 
we put into a word.50 Popular demand for democratization for the “aver-
age person” is in large part a demand for a fairer redistribution of access 
to health, education, and income. There is nothing wrong with people 
who are concerned for themselves and their families, and would like to 
prolong their lives in good health, arrange an education for their children 
to improve their life opportunities, and worry about the stability of their 
incomes. On all these fronts, we have witnessed a massive retreat in Rus-
sia from 1991 to 2001 and a meager but steady improvement from 2001 
to 2008. The unequal participation in “transitional rent” seems to be the 
main cause of the growing gap between the democratically elected elite 
and the public and the root cause of the growth of a new breed of radical 
populism (see Limonov’s Party). The main problem of the late 1990s in 
Russia was that only a few were able to fully take advantage of the fruits 
of the developing democratic opening created by Yeltsin. What liberalism 
meant in Russian practice was the liberalization of the narrow business/
political elite from any legal or social control. Liberalization of the elite 
compounded by its (in comparative terms) enormous wealth made it pos-
sible for it to commodify democracy. That is to say that “democracy” dur-
ing the 1990s became a commodity in Russia like anything else (a “thing” 
that one could buy and sell on the “democratic market”). By buying access 
to the political process, the redistribution/privatization of property, the 
media, elections at any level, and decision makers and politicians (in other 
words, the purchase of civil liberties), a select few were able to become the 
de facto owners of the state and enjoyers of democracy. Politically speak-
ing, the most profound result of this process was the liberation of the elite, 
mostly political and business figures, from the state, from the executive 
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powers that it represents, and from the rest of the population. The Krem-
lin’s reaction was to develop a hybrid of “sovereign democracy.”51 This 
notion — if deciphered rather than judged — tells us a lot about both the 
elite’s fears and its goals. “Sovereignty,” in this approach, means a regime’s 
capacity (economic independence, military strength, and capacity to 
withstand global pressures and “foreign influence”) to be nondependent 
and thus non-subordinated. “Democracy” means opening for a change, 
creating a space for the ruling group to govern via reformist strategies; 
to have some societal support (as most of Russians support the notion 
of democracy) but not to put too much trust in society; to create an illu-
sion of political pluralism without giving a chance for the development of 
politics to become a hostage of dominant capital; and, finally, to use it as 
a tool of legitimization. The regime put a pragmatic spin on the deeply 
ideological term that “democracy” usually is in order to merge, as Richard 
Sakwa insightfully observed, this group’s simultaneous belief in liberalism 
and conservative authoritarianism.52 After all, one of the lessons from the 
Soviet past that this group learned was that in the final account, people 
are ruled by ideas and hardly by anything else. 

2. So is there any dominant ideology in Russia on which to move for-
ward? In December 2009, the largest political party — United Russia — 
labeled itself a “conservative party.” Such a revival of conservatism in Rus-
sia is quite a remarkable development in the home of the Bolshevik Revo-
lution. If you look closely, however, at the behavior of the Russian politi-
cal elite, particularly over the last decade, it looks as though conservative 
ideas have indeed served them fairly well in maintaining their hold on 
both power and wealth. On the surface, the key tenets of classical con-
servatism fit into United Russia’s developmental-state project, with such 
distinguishing features as a lack of trust in civil society, economic develop-
ment mandated from above, the central role of the state, distrust in lib-
eral democracy, preservation of social inequalities, the introduction of low 
taxes, the de facto destruction of welfare provisions, and, above all, trust in 
the magic effectiveness of vertical power. 

 There are, however, at least three problems — as seen from a political- 
economy perspective — with the “conservativeness” of United Russia. First, 
as Russian citizens seem to be simply the objects of a power game played 
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by the elite, the party is unable to genuinely mass mobilize Russian society; 
second, conservatives’ dislike of change makes it pretty useless as an ideology 
for the larger-scale goal of modernization; third, conservatives usually react 
oppressively to any societal upheavals and are thus unable to effectively man-
age or absorb discontent (which is quite natural in a time of prolonged eco-
nomic uncertainty). On top of those liabilities, the “official” Russian version 
of conservatism lacks both coherence and a strategic sense of the future; it is 
simply a manifestation of the political class’s current loyalty to the authorities  
of the day. 
 Against this background, President Medvedev’s critique of the current 
state of the federation and his ambitious (but still general) plan to thor-
oughly modernize the Russian economy, and, as an indispensable part of it, 
society, seems to be only partially compatible, in the short term, with the 
socio-economic approach of the dominant Russian party and on a direct 
collision course, in the long term, with its sense of political management of 
the country. So far, such a direct collision has been avoided, as the president 
has adroitly chosen not to seek broader social support for his blueprint and 
has limited the scope of permitted change to the realm of the economy. This 
approach can become the nucleus of a Russian version of progressivism that is 
aimed at deep economic and social modernization but still timid in its depth 
of political restructuring. 

Do It or Lose It — The Russian Developmental State in (In)Action

A perennial question among Russia’s intelligentsia is, “Chto delat?” — What 
is to be done? 
 With an uneasy humbleness, we shall collectively say that we do 
not know for sure. Based on our best knowledge, we can only point to 
the best examples known and extrapolate/adjust those experiences into 
the specific conditions of today’s Russia. Crudely, there are at least four 
basic choices to be made, each with its nationally shaped variations  
and mutations: 

1.  The “developmental state way” (as in the East-Asian model)
2.  The “conservative modernization” way
3.  “deep modernization”
4.  The “EU way.”
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 Each “model” has some built-in uncertainties and contradictions; each 
requires strong political will and policy-implementation capacity. Guaran-
teed success of any one is anything but certain. My point is, however, that by 
not making a decision, Russia, willingly or not, will slide down to the junior 
league of states, regardless of a quite-sure oil price recovery. 

1. The developmental-state option: a lot of energy, money, and political capi-
tal already have been invested in that strategy for Russia’s change. This sce-
nario would unfold (obviously, at this point, only hypothetically) as follows: 
Based on the hitherto achieved pattern of accumulation/power, the Russian 
ruling group decides to move to the next level of developmental-state evo-
lution — a deep and systemic modernization of the country. But the initial 
Kremlin-elite-based trusteeship of the stabilization/consolidation period 
(roughly 2000–05) is no longer enough to move ahead. They prepare a plan 
that will envision modernization, not narrowly defined (as the need for 
new technology and equipment) but as an all-embracing, staged process 
of legal/institutional, economic/social, technological, research/educational, 
and conscience/ideological change. They set in motion reforms and then 
move to a clear cluster of priorities in their plan, centered on reconstruct-
ing a sophisticated industrial base linked to innovative scientific research/
implementation and pushing banks to finance it. Only those who are really 
competitive get the money. The Kremlin makes special efforts to make rules 
and procedures as clear as possible for business, and supports these through 
a strong, corruption-free court system. Corruption at large is at least halted 
thanks to changes in the regulatory system, punitive actions, and changing 
social attitudes that no longer accept it. As the Kremlin needs to find a 
larger pro-modernization consensus and ways to convince/co-opt/neutral-
ize powerful, interest-based opponents, located mainly in the energy sec-
tor, they choose to rely on the small middle-class, medium-scale business, 
and that section of bureaucracy that is dynamic enough to implement new 
policies. They also are reshaping the “elite,” as only a new ruling group will 
be able to carry on with the enormously complex tasks. At the same time, 
they launch a mass-media campaign to explain to the different constituen-
cies the benefits of going through a painful and unexpectedly long (five or 
six years) initial modernization process (and of the danger of not setting 
off down this path). As the process advances, the Kremlin is peacefully 
undermining rising social discontent, which is normal as the redistributive 
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function of the state is being incrementally diminished and increasingly 
targeted, and is gaining enough support to make the bold move of reform-
ing the resource and energy sectors. In the first stage (one or two years), 
they will need harsh measures; paradoxically, one of the impediments to the 
successful implementation of the “developmental-state scenario” was that 
Putin was “not dictatorial enough.” Finally (within three-plus years), they 
move decisively to the point of democratization of the developmental state. 
Does this sound like fantasy? Is there any choice other than some form of 
this fantasy than a comfortable oil-and-gas-cushioned semi-stagnation? 
 

2. The second way is to have a “conservative modernization.” Such a sce-
nario embraces at least five components: (a) some transfer of most mod-
ern technology — mainly to military industry, as it will be the only sector 
capable of absorbing it; (b) keeping the budget filled with petrodollars, 
which will be quite sufficient at $68 to $70 per barrel to fulfill current levels 
of social and security obligations; (c) strengthening military and security 
capacity to secure its diminishing economic and social power both domes-
tically and internationally; (d) implementing even more assertive interna-
tional policies to hide domestic weakness (for instance, in the Arctic); (e) 
at least a partial renewal of the elite — in key areas of security and higher-
end regional/federal bureaucracy — which is capable of moving beyond the 
“stability-stagnation phase.” Within this scenario, the Russian state can 
go on without any significant change for at least a couple of years. The 
rhetoric would be changed, however, focused on a more skillful use of the 
language of modernization, change, and openness. Thorough moderniza-
tion can be postponed and reconsidered at a later stage. Energy price sta-
bility at above $70 per barrel would be very important to this scenario, and 
Russia should try to support/create a global mechanism for oil and gas 
price control. The above scenario is socially risky — as the state should con-
tain any political upheavals and continue to block any significant source 
of opposition — but it is nonetheless doable (at least for a few years). The 
implementation of this scenario will be very much appreciated by the 
current politico-economic elite, as it would mean a stabilization of their 
power/wealth/influence and also would diminish the level of uncertainty 
related to the implementation of any alternative scenarios. In the long run, 
it might relegate Russia to the “secondary powers” club for some years and 
push it toward marginalization, but no state can be sure of its position in 
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the unpredictable global environment we have entered due to the current 
economic crisis.

3. The “deep-modernization” scenario differs from the previous one in scale 
and in the engagement of significant social actors in the process of mod-
ernization and, crucially, re-industrialization of Russia. It assumes, quite 
safely, that one cannot modernize the Russian economy without, in time, 
modernizing the state’s governance principles and enabling society to be 
more empowered. Russia cannot become stronger without strengthening 
an industrial base that looks like an obsolete and job-losing machine. It 
also assumes two more things: that any social or economic change requires 
the presence of political subjects who are willing and capable of support-
ing the alternative (i.e., modernization), and that “modernization ideol-
ogy” is only as good as the meaningful societal support it garners. Thus a 
meaningful modernization in Russia will require significant societal sup-
port, as it will be a real struggle to change the key sectors of the economy 
and reshape well-entrenched habits and structures. It also will require 
the participation of organized interest groups that will link their future  
prosperity with a modernized Russia. It can potentially attract followers, 
particularly among the middle class, small- and mid-size entrepreneurs, 
and youth. 

  Even a loose coalition of “deep modernizers” around the president can 
create the additional political space that could make Russia more hos-
pitable to the evolutionary change that eventually will make the country 
stronger, more prosperous, and more respected. We admit that the actual 
level and depth of such support is, at present, unknown, and thus it would 
be quite risky politically and socially to start a wholesale implementation 
of the “modernization project” without the formation of a “movement for 
modernization” that eventually (if it is to gain significant support) may 
take the shape of a new centrist political party. There are, however, sig-
nificant risks to such development. Two spring immediately to mind: 
such a “progressivist” movement might be too all-embracing and thus too 
loose to formalize itself as a coherent political party or even a social move-
ment, and, second, as history tells us, socio-economic modernizations are 
capable of delivering a deathblow to the existing system — something that 
nobody in power is likely to welcome.
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4. The “EU way” is a fourth possible option. Obviously, I am not advocating 
transposing a copy of European Union onto Russia or her applying to join 
the EU or even imitating its legal system. Vladislav Inozemtsev, a well-
known Russian economist, made a very good point by saying that “this path 
doesn’t require such a strong developmental state as the first one, but needs 
a radical political decision to be made . . . a pro-European policy based on 
accepting, if not European values, EU practices. If Russia accepts at least 
part of the EU-wide regulations known as acqui communitaire, complies 
with European ecological, competition, trade, and some social protection 
standards . . . the modernization of this country may take another direc-
tion.”53 Of course, it would be a revolutionary decision that would shake 
the whole system. Russia is far away (institutionally/legally and strategi-
cally, as far as the state is concerned) from the EU. This also would mean 
reshaping Russian foreign policy and some portion of the elite’s mentality; 
but as Russian economic interests are located between Europe and Asia, 
this becoming a “compatible state but not within the same system” might 
be a sustainable choice. It would give Russia a firm place within the EU 
quasi-empire, even if it has been dented recently by deep fiscal problems, 
guarantee its security, offer better access to the EU market, reinforce Rus-
sia’s position as a European power, and form a natural counterbalance to 
the “China vector” (see Bobo Lo’s chapter in this volume).

 In all cases, the ruling group must consider moving from the “trusteeship” 
mode of ruling Russia to a “social coalitions”–based system. As history has 
shown, even the most enlightened “trusteeship” cannot reorganize the sys-
tem (in the long term) without broader societal support. At this moment, the 
game is not about technology and innovation transfer, as some members of 
the elite advocate; rather, it is about making Russian society and its economy 
innovatively oriented, with the state playing a decisive role in that process. 
 The choice among accelerated continuity, “deep modernization,” and 
“status quo evolution” should be carefully considered, as the future of a huge 
country is at stake. What is certain is that the lack of real modernization/
innovation policies of the last four or five years cannot be continued without 
serious, negative, long-term consequences. The only good thing about the 
current crisis is that no one can deny the necessity for accelerated change and 
the need for a larger societal debate about the future of the country. And this, 
in and of itself, is a good thing for Russia.
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chapter two

The Long Road to Normalcy:  

Where Russia Now Stands 

Vladimir Popov 

A “Normal” Country? 

The world economic recession hit Russia harder than other countries due to 
the collapse of oil prices, the outflow of capital caused by world recession, and 
poor policies to cope with the shock. The reduction in GDP in 2009 totaled 
7.9 percent, as compared to 2.5 percent in the United States, 4.1 percent in 
the European Union, and 5.2 percent in Japan. Emerging markets, however, 
did much better than developed countries. China grew by 8.7 percent, India 
by 5.7 percent, the Middle East by 2.4 percent, and sub-Saharan Africa by 
2.1 percent. Only the economies of Latin America, Eastern Europe, and the 
former Soviet Union contracted, by 1.8 percent, 3.7 percent, and 6.6 percent, 
respectively. 
 From 1989 to 1998, Russia experienced a transformational recession — 
GDP fell to 55 percent of the pre-recession 1989 level. From 1999 to 2008, 
the Russian economy was recovering at a rate of about 7 percent a year and 
barely reached the pre-recession peak of 1989 (fig. 2.1 and fig. 2.2).1 Now, even 
with some luck, pre-recession GDP won’t be surpassed until 2010–12. In sum, 
therefore, for two decades there has been no increase in output. 
 In 2004–05, Andrew Schleifer and Daniel Triesman published an arti-
cle titled “A Normal Country: Russia after Communism.” They compared 
Russia to Brazil, China, India, Turkey, and other developing countries, 
and argued that in terms of crime, income inequalities, corruption, macro- 
economic instability, and other typical curses of the Third World, Russia is 



Figure 2.1 2008 GDP as a percentage of 1989 level [Source: EBRD Transition Report]
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by far not the worst — indeed, somewhere in the middle of the list, and better 
than Nigeria, although worse than China. In short, Russia is a normal devel-
oping country. 
 The USSR was an abnormal developing country. The Soviet Union put 
the first man into space and had about twenty Nobel Prize winners in sci-
ence and literature. Out of about forty living laureates of the Fields Medal 
(awarded since 1936 and recognized as the “Nobel Prize in mathematics”), 
eight come from the former Soviet Union, which had less than 5 percent of 
the world’s population. The USSR had universal free health care and educa-
tion — the best among developing countries — low income inequalities, and 
relatively low crime and corruption. By 1965 Soviet life expectancy increased 
to seventy years — only two years below that of the United States, even though 
per capita income was only 20 percent to 25 percent of the U.S. level.
 The transition to a market economy in the 1990s brought about the dis-
mantling of the Soviet state: the provision of all public goods, from health 
care to law and order, fell dramatically. The shadow economy, which the most 
generous estimates place at 10 percent to 15 percent of the GDP under Bre-
zhnev, grew to 50 percent of the GDP by the mid-1990s. In 1980–85, the 
Soviet Union was placed in the middle of a list of fifty-four countries rated 
according to their level of corruption, with a bureaucracy cleaner than that of 
Italy, Greece, Portugal, South Korea, and practically all the developing coun-
tries. In 1996, after the establishment of a market economy and the victory of 
democracy, Russia came in forty-eighth in the same list, between India and 
Venezuela (fig. 2.3). 
 Income inequalities increased greatly: the Gini coefficient increased from 
26 percent in 1986 to 40 percent in 2000, and then to 42 percent in 2007 (fig. 
2.4). The decile coefficient — the ratio of the incomes of the wealthiest 10 per-
cent of the population to the incomes of the poorest 10 percent — increased 
from 8 percent in 1992 to 14 in 2000, and then to 17 in 2007. But the inequali-
ties at the very top increased much faster: in 1995, there was no person in Rus-
sia worth over $1 billion; in 2007, according to Forbes magazine, Russia had 53 
billionaires, which propelled the country to second or third place in the world 
in this regard after the United States (415) and Germany (55) (see fig. 2.5). 
Indeed, Russia had two fewer billionaires than Germany, but Russia’s bil-
lionaires were worth a total of $282 billion ($37 billion more than Germany’s 
richest). In 2008 the number of billionaires in Russia increased to eighty-six, 
with a total worth of over $500 billion — a full one-third of national GDP. 
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The Soviet Union was abnormal — there were no billionaires at all and very 
few millionaires (perhaps only a dozen, in the shadow economy). 
 Worst of all, the criminalization of Russian society grew dramatically in 
the 1990s. Crime had been rising gradually in the Soviet Union since the 
mid-1960s, but after the collapse of the USSR there was an unprecedented 
surge: in just a few years in the early 1990s, crime and murder rates doubled 
and reached one of the highest levels in the world. By the mid-1990s, the 
murder rate stood at more than thirty people per 100,000 (fig. 2.6) as com-
pared with one or two people per 100,000 in Western and Eastern Europe, 
Canada, China, Japan, Mauritius, and Israel. Only two countries in the world 
(not counting some war-torn, collapsed states), South Africa and Colombia, 
had higher murder rates, whereas in Brazil and Mexico the rate was half that 
of Russia. Even the United States’ murder rate, the highest in the developed 
world — six to seven people per 100,000 — pales in comparison with Russia’s. 
 The Russian rate of death from external causes (accidents, murders, and 
suicides) had, by the beginning of the twenty-first century, skyrocketed to 245 
people per 100,000. It was higher than in any of the 187 countries covered by 

Figure 2.5 Number of billionaires in 2007 and PPP GDP in 2005 (billion $) by country [Source: Forbes website]
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WHO estimates in 2002 — equivalent to 2.45 deaths per 1,000 a year, or 159 
per 1,000 over 65 years, which was the average life expectancy in Russia in 
2002. Put differently, if these rates were to continue to hold, one out of six 
Russians born in 2002 would have an “unnatural” death. To be sure, in the 
1980s murder, suicide, and accidental death rates were already quite high in 
Russia, Ukraine, Belarus, Latvia, Estonia, Moldova, and Kazakhstan — sev-
eral times higher than in other former Soviet republics and in East European 
countries. However, they were roughly comparable to those of other coun-
tries with the same level of development. In the 1990s, these rates rapidly 
increased, far outstripping those in the rest of the world.
 The mortality rate grew from ten people per 1,000 in 1990 to 16 in 1994, 
and stayed at a level of fourteen to sixteen per 1,000 thereafter. This was a true 
mortality crisis — a unique case in history, where mortality rates increased by 
60 percent in just five years without any wars, epidemics, or volcano erup-
tions. Russia had never, in the postwar period, had mortality rates as high 
as those in the 1990s. Even in 1950–53, during the last years of the Stalin’s 
regime, with the high death rates in the labor camps and the consequences of 
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Figure 2.6 Crime rate (left scale), murder rates, and suicide rate (right scale) per 100,000 inhabitants  
[Source: Goskomstat]
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wartime malnutrition and wounds, the mortality rate was only nine to ten per 
1,000, as compared to fourteen to sixteen in 1994–2008 (fig. 2.7). 
 The Russian Human Development index (computed as the average of 
indicators of PPP GDP per capita, life expectancy, and educational level cali-
brated from 0 to 100) did not increase through the 1990s and fell below the 
level of Cuba and probably that of China (fig. 2.8).
 Russia became a typical “petrostate.” Few specialists would call the USSR 
a resource-based economy, but Russia’s industrial structure changed consid-
erably after the transition to the market. The 1990s were indeed a period of 
rapid de-industrialization and “resourcialization” of the Russian economy, 
and the growth of world fuel prices since 1999 seems to have reinforced this 
trend. The share of output of the major resource industries (fuel, energy, met-
als) in total Russian industrial output increased from about 25 percent to over 
50 percent by the mid-1990s and stayed at this high level thereafter. This was 
partly the result of changing price ratios (greater price increases in resource 
industries), but also that the real growth rates of output were lower in the 
non-resource sector. The share of mineral products, metals, and diamonds in 

Figure 2.7 Mortality rate (per 1,000, left scale) and average life expectancy (years, right scale)  
[Source: Goskomstat] 
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Russian exports increased from 52 percent in 1990 (USSR) to 67 percent in 
1995, and to 81 percent in 2007, whereas the share of machinery and equip-
ment in exports fell from 18 percent in 1990 (USSR) to 10 percent in 1995, and 
then to below 6 percent in 2007. 
 The share of spending in research and development was 3.5 percent 
of GDP in the late 1980s in the USSR. It has fallen to 1.3 percent in Rus-
sia today (compared with China — 1.3 percent; United States, Korea, Japan — 
2 percent to 3 percent; Finland — 4 percent; Israel — 5 percent). So today’s Rus-
sia really looks like a “normal” resource-abundant developing country. 
 Perhaps all these sacrifices were justified by the transition to democracy. 
But there is not much democracy in Russia today, at least according to the 
Freedom House. The index of political rights, computed by this institution 
and ranging from 1 (perfect democracy) to 7 (complete authoritarianism), 
after decreasing to 3 in 1991–97, returned to the pre-transition level of 6 in 
2004–08 (fig. 2.9). 
 To understand Russia today, one has to evaluate the record of the last 
twenty years. In the late 1980s, during Gorbachev’s perestroika, the Soviet 
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Figure 2.8 Human Development Index for Cuba, China, Belarus, Russia, and Ukraine  
[Source: Human Development Report]

0.83

0.78

0.73

0.68

0.63

1990 1992 19961994 1998 2000 2002 2004 2006

Cuba Belarus Russia Ukraine China



50 Popov 

Union was aspiring to join the club of rich democratic nations, but instead 
degraded in the next decade to a position of a normal developing country, 
which is considered neither democratic nor capable of engineering a growth 
miracle. For some outsiders, a “normal developing country” may look better 
than the ominous superpower posing a threat to Western values. But insiders 
feel differently. Most Russians want to find a way to modernize the country so 
as to make it prosperous and democratic. However, they also feel that some-
thing went very wrong during the transition; the policies and political leaders 
of the 1990s are totally discredited. 
 To understand the popularity of Putin in 2000–08 — and now the Putin-
Medvedev tandem — one has to bear in mind that Putin’s policy is the de 
facto denial of the across-the-board liberalization policies of Yeltsin, his pre-
decessor. It is in essence a modernization project intended to put a halt to 
the degradation of the 1990s. The actual achievements of 2000–08 may be 
modest, but they are real: nearly a decade of economic growth; an increase 
in government revenues and spending; an accumulation of foreign-exchange 
reserves; a decrease in mortality, murders, and suicides, all thus preventing 

Figure 2.9 Political rights index in the USSR and in Russia, 1989–2008 [Source: Freedom House]
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the disintegration of the country. When Putin was elected president for the 
first time in 2000, he received 53 percent of the vote. In 2004 he was elected 
with 71 percent of the vote, and more than 60 percent said they would vote 
for him in September 2007, never mind that he was not going to run. Even 
today, in the midst of the economic recession, Putin-Medvedev’s policy is 
receiving a 50 percent-plus approval rate. 
 Why was Russian performance worse than that of other transition econo-
mies? The answer is twofold: the immediate reasons are associated with the 
collapse of the state institutions that occurred in the late 1980s and 1990s; the 
deeper reasons (that explain this institutional collapse of the 1990s) are rooted 
in the three-hundred-year trajectory of Russian institutional development. 

Short-term Perspective: Why Russia Did Worse 

The debates of the 1990s juxtaposed shock therapy strategy to gradualism. 
The question of why Russia had to pay a greater price for economic transi-
tion was answered differently by those who advocated shock therapy from 
those who supported gradual piecemeal reforms. Shock therapists argued 
that much of the costs of the reforms should be attributed to inconsisten-
cies of the policies followed, namely, to slow economic liberalization and to 
the inability of the governments and the central banks to fight inflation in 
the first half of the 1990s. Supporters of gradual transition stated exactly the 
opposite, blaming the attempt to introduce a conventional shock therapy 
package for all the disasters and misfortunes. 
 In earlier articles, various explanations of the transformational recession 
suggest an alternative solution: the collapse of output was caused primarily by 
several groups of factors.2 First, by greater distortions in the industrial struc-
ture and external trade patterns on the eve of the transition. Second, by the 
collapse of state and non-state institutions, which occurred in the late 1980s–
early 1990s and which resulted in a chaotic transformation through crisis 
management instead of organized and manageable transition. Third, by poor 
economic policies, which basically consisted of bad macro-economic policy 
and import-substitution industrial policy. Finally, fourth, the speed of reforms 
(economic liberalization) affected performance negatively at the reduction-
of-output stage because enterprises were forced to restructure faster than they 
possibly could (due to limited investment potential), but positively at the 
recovery stage. 
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 In the first approximation, the economic recession that occurred in for-
mer Soviet Union (FSU) states was associated with the need to reallocate 
resources in order to correct the inefficiencies in industrial structure inher-
ited from a centrally planned economy (CPE). These distortions included 
over-militarization and over-industrialization; perverted trade flows among 
former Soviet republics and COMECON countries; and excessively large, 
and poor specialization of, industrial enterprises and agricultural farms. In 
most cases, these distortions were more pronounced in Russia than in East-
ern Europe, not to mention China and Vietnam; the larger the distortions, 
the greater the reduction of output. The transformational recession, to put it 
in economic terms, was caused by adverse supply shock similar to that expe-
rienced by Western countries after the oil price hikes in 1973 and 1979 and to 
postwar recessions caused by conversion of the defense industries.
 Figure 2.10 shows that the reduction of output in Russia during the trans-
formational recession was to a large extent structural in nature: industries 
with the greatest adverse supply shock (deteriorating terms of trade, relative 
price ratios for outputs and inputs), such as light industry, experienced the 
largest reduction of output. The evidence for all transition economies is in 
table 2.1: the reduction of output by country is well explained by the indicator 
of distortions in industrial structure and trade patterns (it remains statisti-
cally significant no matter what control variables are added). The magnitude 
of distortions, in turn, determines the change in relative prices when they are 
deregulated. 
 The nature of the recession was basically an adverse supply shock caused 
by the change in relative prices. There was a limit to the speed of reallocating 
capital from noncompetitive to competitive industries, which was determined 
basically by the net investment/GDP ratio (gross investment minus retire-
ment of capital stock in the competitive industries, since in noncompetitive 
industries the retiring capital stock should not be replaced anyway). It was 
unreasonable to wipe away output in noncompetitive industries faster than 
capital was being transferred to more efficient industries. Market-type reforms 
in many post-communist economies created exactly this kind of a bottleneck. 
 Countries that followed the shock-therapy path found themselves in 
a supply-side recession, which is likely to become a textbook example: an 
excessive speed of change in relative prices required a magnitude of restruc-
turing that was simply non-achievable with the limited pool of investment. 
Up to half of their economies was made noncompetitive overnight. Output 



in these noncompetitive industries had been falling for several years and in 
some cases fell to virtually zero, whereas the growth of output in competitive 
industries was constrained by, among other factors, the limited investment 
potential and was not enough to compensate for the output loss in the inef-
ficient sectors.3 
 Hence, at least one general conclusion from the study of the experience 
of transition economies appears to be relevant for the reform process in all 
countries: provided that reforms create a need for restructuring (reallocation 
of resources), the speed of reforms should be such that the magnitude of required 
restructuring does not exceed the investment potential of the economy. In short, 
the speed of adjustment and restructuring in every economy is limited, if due 
only to the limited investment potential needed to reallocate capital stock. 
This is the main rationale for gradual, rather than instant, phasing out of 
tariff and nontariff barriers, of subsidies, and of other forms of government 
support for particular sectors (it took nearly ten years for the European Eco-
nomic Community or NAFTA to abolish tariffs). This is a powerful argu-
ment against shock therapy, especially when reforms involved result in a 
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Figure 2.10 Change in relative prices and output in Russian industry, 1990–98
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sizable reallocation of resources. For Western countries with low trade barri-
ers, low subsidies, low degrees of price controls, etc., even fast, radical reforms 
are not likely to require restructuring that would exceed the limit of invest-
ment potential. But for less developed countries with a lot of distortions in 
their economies supported by explicit and implicit subsidies, fast removal of 
these subsidies could easily result in such a need for restructuring, which is 
beyond the ability of the economy due to investment and other constraints. 
 However, such a reduction of output due to the inability of the economy 
to adjust rapidly to new price ratios is by no means inevitable if the deregu-
lation of prices proceeds gradually, or if losses from deteriorating terms of 
trade for most affected industries are compensated by subsidies. The pace 
of liberalization had to be no faster than the ability of the economy to move 
resources from noncompetitive (under the new market price ratios) to com-
petitive industries. 
 Therefore, it should be expected that there is a negative relationship 
between performance and the speed of liberalization. It also should be 
expected that the larger magnitude of distortions in industrial structure and 
trade patterns would lead to the greater reduction of output during the trans-
formational recession, but would not have much of an impact on performance 
during the recovery stage (after which the noncompetitive sector would be 
shut down completely). 
 The additional reason for the extreme depth of the transformational 
recession was associated with the institutional collapse. Here differences 
between EE and FSU countries are striking. The adverse supply shock in this 
case came from the inability of the state to perform its traditional functions —
 to collect taxes and to constrain the shadow economy and to ensure prop-
erty and contract rights and law and order in general. Naturally, the inabil-
ity to adequately enforce rules and regulations helped create a business 
climate that was not conducive to growth and resulted in increased costs  
for companies.
 The measure of the institutional strength is the dynamics of government 
expenditure during transition. This factor seems to have been far more impor-
tant than the speed of reforms. In Kolodko’s words, there “can be no doubt 
that during the early transition there was a causal relationship between the 
rapid shrinkage in the size of government and the significant fall in output.”4 
Keeping the government big does not guarantee favorable dynamics of out-
put, since government spending has to be efficient as well. However, the sharp 



decline in government spending, especially for the “ordinary government,” is a 
sure recipe to ensure the collapse of institutions and the fall in output accom-
panied by the growing social inequalities and populist policies. 
 When real government expenditures fall by 50 percent and more — as hap-
pened in most CIS and Southeast Europe states in just several years — there 
are practically no chances to compensate the decrease in the volume of 
financing by the increased efficiency of institutions. As a result, the ability 
of the state to enforce contracts and property rights, to fight criminalization, 
and to ensure law and order in general falls dramatically.5 
 Thus, the story of the successes and failures of transition is not really the 
story of consistent shock therapy and inconsistent gradualism. The major 
plot of the post-socialist transformation “novel” is the preservation of strong 
institutions in some countries (very different in other respects, from Central 
Europe and Estonia to China, Uzbekistan, and Belarus6) and the collapse of 
these institutions in the other countries. At least 90 percent of this story is 
about the government failure (strength of state institutions), not about the 
market failure (liberalization). 
 It is precisely this strong institutional framework that should be held 
responsible for both — for the success of gradual reforms in China and shock 
therapy in Vietnam, where strong authoritarian regimes were preserved and 
CPE institutions were not dismantled before new market institutions were 
created, and for the relative success of radical reforms in EE countries, espe-
cially in Central European countries, where strong democratic regimes and 
new market institutions emerged quickly. And it is precisely the collapse of 
a strong state and institutions that started in the USSR in the late 1980s and 
continued in the successor states in the 1990s, which explains the extreme 
length, if not the extreme depth of the FSU transformational recession.
 To put it differently, Gorbachev’s reforms of 1985–91 failed not because 
they were gradual but because of the weakening of the state institutional 
capacity leading to the inability of the government to control the flow of 
events. Similarly, Yeltsin’s reforms in Russia, as well as economic reforms in 
most other FSU states, were so costly not because of the shock therapy but 
because of the collapse of the institutions needed to enforce law and order 
and carry out a manageable transition.
 It turns out that the FSU transition model (with the partial exemption 
of Uzbekistan, Belarus, and Estonia) is based on a most unfortunate com-
bination of unfavorable initial conditions, institutional degradation, and 
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inefficient economic policies, such as macro-economic populism and import 
substitution.
 What led to the institutional collapse and could it have been pre-
vented? Using the terminology of political science, it is appropriate to 
distinguish between strong authoritarian regimes (China and Vietnam 
and, to an extent, Belarus and Uzbekistan), strong democratic regimes 
(Central European countries), and weak democratic regimes (most FSU 
and Balkan states). The former two are politically liberal or liberalizing — 
i.e., they protect individual rights, including those of property and contracts, 
and create a framework of law and administration — while the latter regimes, 
though democratic, are politically not so liberal, since they lack strong insti-
tutions and the ability to enforce law and order.7 This gives rise to the phe-
nomenon of “illiberal democracies” — countries in which competitive elec-
tions are introduced before the rule of law is established. While European 
countries in the nineteenth century and East Asian countries recently moved 
from first establishing the rule of law to gradually introducing democratic 
elections (Hong Kong is the most obvious example of the rule of law without 
democracy), in Latin America, Africa, and now in CIS countries democratic 
political systems were introduced in societies without a firm rule of law.
 Authoritarian regimes (including communist), while gradually building 
property rights and institutions, were filling the vacuum in the rule of law via 
authoritarian means. After democratization occurred and illiberal democra-
cies emerged, they found themselves deprived of old authoritarian instru-
ments to ensure law and order, but without the newly developed democratic 
mechanisms needed to guarantee property rights, contracts, and law and 
order in general. No surprise, this had a devastating impact on investment 
climate and output.
 There is a clear relationship between the ratio of a rule-of-law index 
on the eve of transition to a democratization index, on the one hand, and 
economic performance during transition, on the other. To put it differently, 
democratization without a strong rule of law, whether one likes acknowledg-
ing it or not, usually leads to the collapse of output. There is a price to pay for 
early democratization — i.e., the introduction of competitive elections under 
conditions in which fundamental liberal rights (personal freedom and safety, 
property, contracts, fair trial in court, etc.) are not well established.
 Finally, performance was of course affected by economic policy. Given 
the weak institutional capacity of the state — its inadequate ability to enforce 



its own regulations — economic policies could hardly be “good.” Weak state 
institutions usually imply populist macro-economic policies (budget deficits 
resulting in high indebtedness and/or inflation, overvalued exchange rates), 
which have a devastating impact on output. Conversely, strong institutional 
capacity does not lead automatically to responsible economic policies. Exam-
ples range from the USSR before it collapsed (periodic outbursts of open or 
hidden inflation) to such post-Soviet states as Uzbekistan and Belarus, which 
seem to have stronger institutional potential than other FSU states but do 
not demonstrate higher macro-economic stability. 
 Regressions tracing the impact of all mentioned factors are reported in 
table 2.1. Some 80 to 90 percent of the variations in the dynamics of GDP in 
1989–96 could be explained by the initial conditions (distortions and initial 
GDP per capita), institutional capacity of the state (decline in government 
revenues and rule of law and democracy indices), and macro-economic sta-
bility (inflation). If the rule of law and democracy indices are included in the 
basic regression equation, they have predicted signs (positive impact of the 
rule of law and negative impact of democracy) and are statistically significant 
(equation 1), which is consistent with the results obtained for larger sample 
of countries.8

 The most powerful explanation, however, is exhibited by the index that 
is computed as the ratio of the rule-of-law index to the democracy index: 
83 percent of all variations in output can be explained by only three fac-
tors — pre-transition distortions, inflation, and the rule-of-law-to-democracy 
index (table 2.1, equation 2). If the liberalization variable is added, it turns 
out to be statistically insignificant and does not improve the fit (equation 
3). At the same time, the ratio of the rule-of-law-to-democracy index and 
the decline in government revenues are not substitutes, but rather comple-
ment each other in characterizing the process of institutional decay. These 
two variables are not correlated and improve the fit when included together 
in the same regression: R2 increases to 91 percent (equation 5) — a better result 
than in regressions with only one of these variables. The liberalization index, 
when added to the same equation, is not statistically significant and has the 
“wrong” sign.
 To test the robustness of the results, another year for the end of the 
transformational recession, 1998, was chosen, so the period considered was 
1989–98 (by the end of 1998, the absolute bottom was reached in twenty-
four of twenty-six countries that experienced the recession). The adjusted 
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Table 2.1 Regression of change in GDP in 1989–96 on initial conditions, policy factors, and rule of law and 

democracy indices, robust estimates 

equations, number of  1,	 2,
observations / variables n=28	 n=28

Constant	 5.3***	 5.4***

Distortions,	%	of	GDPa	 –.005**	 –.005**

1987	PPP	GDP	per	capita,	%	of	the	US	level	 –.009**	 –.006*

War	dummyb	 	

Decline	in	government	revenues	as

a	%	of	GDP	from	1989–91	to	1993–96

Liberalization	index	in	1995

Log	(inflation,	%	a	year,		 –.16***	 –.20***

1990–95,	geometric	average)		

Rule	of	law	index,	average	for	1989–97,	%	 .008***

Democracy	index,	average	for	1990–98,	%	 –.005***	

Ration	of	the	rule	of	law	to	democracy	index		 	 .07***

Adjusted	R2,	%	 82	 83

Dependent	variable	=	Log	(1996	GDP	as	a	%	of	1989	GDP)

For	China	—	all	indicators	are	for	the	period	of	1979–86	or	similar

*,	**,	***	 significant	at	1,	5	and	10%	level	respectively

a	 	cumulative	measure	of	distortions	as	a	%	of	GDP	equal	to	the	sum	of	defense	expenditure	(minus	3%	regarded	as	the	‘normal’	level),	

deviations	in	industrial	structure	and	trade	openness	from	the	‘normal’	level,	the	share	of	heavily	distorted	trade	(among	the	FSU	

republics)	and	lightly	distorted	trade	(with	socialist	countries)	taken	with	a	33%	weight	–	see	(Popov,	2000)	for	details.																															

b	 equals	1	for	Armenia,	Azerbaijan,	Croatia,	Georgia,	Macedonia,	and	Tajikistan	and	0	for	all	other	countries													

c	 significant	at	13%	level



3,	 4,	 5,	 6,	 7,	
n=28	 n=28	 n=28	 n=28	 n=28

5.2***	 5.4***	 5.4***	 5.5***	 5.7***

–.003	 –.006**	 –.007***	 –.007***	 –.007***

–.007**	 –.007**	 –.009***	 –.008***	 –.008***

	 –.19c	 –.36***	 –.37***	 –.45***

	

	 	 –.011***	 –.011***	 –.011***

.05	 	 	 –.02	 .03

–.18***	 –.17***	 –.13***	 –.13***	 –.14***

	 	 	 	 –.003**

.07***	 .06***	 .05***	 .05***	

83	 85	 91	 91	 90
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R2 is slightly lower, but the statistical significance of coefficients remains 
high (with the exception of the initial GDP per capita). The best equation is 
shown below:

Log(Y98/89)=5.8 – .006DIST – 0.005Ycap87 – 0.39WAR – 0.01GOVREVdecline – 0.17logINFL – .003DEM

 [-2.48] [-0.09] [-3.22] [-2.94] [-4.60] [-1.74]

N= 28, Adjusted R2 = 82%, T-statistics in brackets, all variables are shown in the same order as in equation 7 from table 2.1  

(liberalization variable is omitted and DEM is democracy index, average for 1990–98, %).

Once again, if the liberalization variable is introduced in this equation, it 
turns out to be insignificant. 
 Finally, to deal with the endogeneity problem (liberalization affects per-
formance but is also affected by performance — if output falls, liberalization 
very likely would be halted) the liberalization variable was used with the 
democracy-level variable.9 The results are in table 2.2; the main difference 
from table 2.1 is that liberalization now affects performance significantly and 
negatively. 
 At the recovery stage (1998–2005), the impact of distortions on perfor-
mance disappears, but the influence of institutions persists, and the impact of 
the speed of liberalization (the increment increase in the liberalization index) 
becomes positive and significant.10 This is very much in line with intuition: 
after the noncompetitive sector is eradicated at the transformation-recession 
stage, further liberalization (which inevitably becomes gradual at this point) 
cannot do much harm, whereas institutional capacity always affects growth. 
 We end up with the plan that summarizes factors affecting performance 
during transition: the FSU in general (there are some exceptions) and Russia 
in particular had poor initial conditions (allocation of resources by industries 
and regions under central planning was very different from market type; so 
when prices were deregulated and allowed to govern the allocation of capital 
and labor, sizable restructuring occurred leading to a recession). To add insult 
to injury, there was dramatic decline in the institutional capacity of the state. 

Long-term: Institutional Continuity

The scheme leaves us with the frustrating conclusion that the bulk of the reces-
sion of the 1990s was inevitable (initial conditions and institutions are exoge-
nous, given preceding developments) and economic policy (fast liberalization 



equations, number of  1,	 2,	 3,	 4,
observations / variables n=28	 n=28	 n=17	 n=17

Constant	 6.4***	 6.3***	 6.0***	 6.0***

Pre-transition	distortions,	%	of	GDP	 –.01***	 –.02***	 	 –.004

1987	PPP	GDP	per	capita,	%	of	the	US	level	 –.007**	 –.01***	 	

War	dummya	 –.45***	 –.29b	 	

Liberalization	index	in	1995	 –.18**	 –.39*	 –.19***	 –.19***

Decline	in	government	revenues	as	 –.02***	 –.02***	

a	%	of	GDP	from	1989–91	to	1993–96

Log	(inflation,	%	a	year,		 –1.7***	 –.22***	 -.22***	 –.19***

1990–95,	geometric	average)		

Rule	of	law	index,	average	for	1989–97,	%	 	 –.01c	 	

Increase	in	the	share	of	shadow	economy		 	 	 –.02***	 –-.015***	

in	GDP	in	1989–94,	p.p.

R2,	%	 86	 77	 88	 90

Dependent	variable	=	Log	(1996	GDP	as	a	%	of	1989	GDP)

For	China	—	all	indicators	are	for	the	period	of	1979–86	or	similar

*,	**,	***	 significant	at	1,	5	and	10%	level	respectively

a	 equals	1	for	Armenia,	Azerbaijan,	Croatia,	Georgia,	Macedonia,	and	Tajikistan	and	0	for	all	other	countries

b,	c	 significant	at	12	and	16%	level	respectively

Table 2.2 2SLS robust estimates, regression of change in GDP (1989–96) on initial conditions, institutional 

capacity, liberalization, and rule of law and democracy indices (liberalization index instrumented with the 

democracy level variable)
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at early stages of development and poor macro-economic policy) more often 
than not aggravated the recession. Besides, today, after the transformational 
recession, the prospects for the future seem to depend mostly on institutional 
capacity, which is the binding constraint of growth. With respect to distor-
tions, gradual liberalization should have facilitated avoiding the collapse of 
output. But was it possible to preserve strong institutions, as happened in EE 
and China? This is, in fact, the most crucial question — why some former com-
munist countries retained their strong institutions during reforms; whereas 
in other countries, institutional capacity, even if it was strong previously,  
deteriorated?
 Soviet catch-up development looked impressive until the 1970s. In fact, 
from the 1930s to the 1960s, the USSR and Japan were the only two major 
developing countries that successfully bridged the gap with the West (fig. 2.11). 
 The highest rates of growth of labor productivity in the Soviet Union were 
observed not in the 1930s (3 percent annually), but in the 1950s (6 percent). 
The Total Factor Productivity (TFP) growth rates over decades increased 
from 0.6 percent annually in the 1930s to 2.8 percent in the 1950s, and then fell 

Figure 2.11 PPP GDP per capita in the USSR and Russia, percentage of the U.S. level  
[Source: A. Maddison, “Statistics on World Population, GDP and Per Capita GDP, 1-2006 AD, 2008, http://www.ggdc.net/maddison/ 

Historical_Statistics/horizontal-file_09-2008.xls]
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steadily, becoming negative in the 1980s (table 2.3). The 1950s were thus the 
“golden period” of Soviet economic growth (fig. 2.12). The patterns of Soviet 
growth of the 1950s in terms of growth accounting were very similar to the 
Japanese growth of the 1950s to 1970s and Korean and Taiwanese growth in 
the 1960s to 1980s — fast increases in labor productivity counterweighted the 
decline in capital productivity, such that the TFP increased markedly (table 
2.3). However, high Soviet economic growth lasted only a decade; whereas 
in East Asia it continued for three to four decades, propelling Japan, South 
Korea, and Taiwan into the ranks of developed countries. 
 Among many reasons for the decline in the growth rate in the USSR in 
the 1960s to the 1980s, the inability of a centrally planned economy to ensure 
an adequate flow of investment into the replacement of retired fixed-capital 
stock appears to be most crucial.11 The task of renovating physical capital 
contradicted the short-term goal of fulfilling planned targets, and Soviet 
planners therefore preferred to invest in new capacities instead of upgrading 
old ones. Hence, after the massive investment in the USSR of the 1930s (the 
“big push”), the highest productivity was achieved after the period equal to 
the service life of capital stock (about twenty years) before there emerged a 
need for massive investment into replacing retired stock. Afterwards, capital 
stock started to age rapidly, sharply reducing capital productivity and lower-
ing labor productivity and the TFP growth rate.
 If this explanation is correct, a centrally planned economy is doomed to 
experience a growth slowdown after three decades of high growth following 
a “big push.” In this respect, the relatively short Chinese experience with the 
CPE (1949/1959–79) looks superior to the excessively long Soviet experience 
(1929–91). This is one of the reasons to believe that the transition to a mar-
ket economy in the Soviet Union would have been more successful if it had 
started in the 1960s. 
 The inability to make a timely transition to the market, to shift gears 
and move the economy away from a planning trajectory leading to a dead 
end, was perhaps caused by policy mistakes, and the accidental coincidence 
of events, rather than by an intrinsic evolution of the system. But the result 
was the slowdown of growth rates, the loss of social dynamism, the bureau-
cratization of the administrative apparatus, and deterioration of social indi-
cators (increases in the rates of alcoholism, murders, suicides, and mortal-
ity). The economy was still growing until the late 1980s but at a constantly 
declining rate. 
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Table 2.3 Growth in the USSR and Asian economies, Western data, 1928–87 (average annual, %)

	 	 	 	 tpf	 tpf
	 	 	 	 growth	 growth
	 output	 capital	 capital/	 unit	 assuming	0.4	
country/	 per	 per	 output	 elasticity	of	 elasticity	of
period	 worker	 worker	 ratio	 substitution	 substitution

USSR (1928–39) 2.9 5.7 2.8 0.6 

USSR (1940–49) 1.9 1.5 -0.4 1.3 

USSR (1950–59) 5.8 7.4 1.6 2.8 1.1

USSR (1960–69) 3.0 5.4 2.4 0.8 1.1

USSR (1970–79) 2.1 5.0 2.9 0.1 1.2

USSR (1980–87) 1.4 4.0 2.6 –0.2 1.1

     

Japan (1950/57/65/–   2.3 – 3.2 1.7 – 2.5 

85/88/90)

Korea (1950/60/65–   2.8 – 3.7 1.7 – 2.8 

85/88/90)

Taiwan (1950/53/65–   2.6 – 3.1 1.9 – 2.4 

85/88/90)



 However, even if a transition to the market had been carried out in the 
1960s, its success was not at all assured. Most likely, it would have produced 
the same increase in income inequalities and the same weakening of state 
institutional capacity that occurred three decades later. And the USSR/Rus-
sia would look more like Latin America, not like East Asia. 
 To make a transition to the market economy at the right time is a nec-
essary, but not a sufficient, condition for successful catch-up development. 
Manufacturing growth is like cooking a good dish — all the necessary ingre-
dients should be in the right proportion; if even one of those ingredients is 
under- or overrepresented, the “chemistry of growth” will not happen. Fast 
economic growth can materialize in practice only if several necessary con-
ditions are met simultaneously. Rapid growth requires a number of crucial 
inputs — infrastructure, human capital, land distribution in agrarian coun-
tries, strong state institutions, and economic stimuli, among other things. 
Rodrik, Hausmann, and Velasco talk about “binding constraints” that hold 
back economic growth; finding these constraints is a task in “growth diag-
nostics.”12 In some cases, these constraints are associated with a lack of 

Figure 2.12 Annual average productivity growth rates in Soviet economy, %

2.1

1.9

11.4

2.9

8.3

5.8
5.4

4.1

1.4

3

2.1

3

1928–39 1940–49 1950–59 1960–69 1970–79 1980–87

oªcial statistics alternative estimates

 The Long Road to Normalcy 65



66 Popov 

market liberalization; in others, with a lack of state capacity or human capital  
or infrastructure.
 Part of the answer to the question of why institutions started to weaken 
during the late-Soviet era and then even more rapidly in the 1990s, during 
the transition to the market, is associated with the impact of democratization 
on the quality of institutions. As argued in previous papers,13 democratiza-
tion carried out in a poor rule-of-law environment (weak state institutions) 
is associated with further weakening of institutions and with worsening of 
macro-economic policy, which has a negative impact on growth and does not 
facilitate the building of a stable democratic regime, especially in resource-
rich countries.14 
 This is only part of the answer, however, because there are a few exam-
ples of fast catch-up development under democratic regimes ( Japan after the 
Second World War, Botswana and Mauritius after gaining independence in 
the 1960s). Besides, democracy is an institution unto itself, and it remains 
to be explained why some countries adopted it at earlier stages of develop-
ment, whereas others stayed authoritarian or returned to authoritarianism 
after short-lived experiments with democracy. And finally, differences in the 
institutional capacity of the state in countries with authoritarian regimes (for 
example, China, the USSR, and Russia) are huge and need to be explained. 
 Yet another reason is the different trajectories of the genesis of the institu-
tions in colonized and non-colonized countries. All countries had traditional 
community structures in the past; everywhere before Reformation, under the 
Malthusian growth regime, the law of the land was what we now call “Asian 
values” — the superiority of the interests of the community over the interests 
of individuals.
 Colonization of sub-Saharan Africa, South America, and, to a lesser 
extent, South Asia led to complete or near-complete destruction of tradi-
tional (community) structures that were only partially replaced by the new 
Western-style institutions. Among large geographical regions, only East 
Asia, the Middle East and North Africa (MENA), and, to an extent, South 
Asia managed to retain traditional community institutions despite colonial-
ism. It could be hypothesized that those countries and regions that preserved 
traditional institutions in difficult times of colonialism and the imposition of 
Western values retained a better chance for catch-up development than the 
less fortunate regions of the world’s periphery, where the continuity of the 
traditional structures was interrupted.15 Transplantation of institutions is a 



tricky business that works well only when tailored to the local traditions, such 
that it does not interrupt the institutional continuity.16 Otherwise, it leads 
either to a complete elimination of the local structures (the United States, 
Canada, Australia) or to a nonviable mixture of old and new institutions that 
is not very conducive to growth (Latin America, sub-Saharan Africa ). 
 In short, premature dismantling of collectivist institutions, even when 
allowing to overcome the Malthusian trap, does now allow for healthy 
growth. It leads to an increase in income inequalities and to a weakening of 
institutional capacity, defined as the ability of the state to enforce it rules and 
regulations.17 “The frequent claim that inequality promotes accumulation 
and growth does not get much support from history. On the contrary, great 
economic inequality has always been correlated with extreme concentration 
of political power, and that power has always been used to widen the income 
gaps through rent-seeking and rent-keeping, forces that demonstrably retard 
economic growth.”18

 This explains differences in the long-term development trajectory of 
institutions in China and Russia. China’s 1949 liberation was similar to the 
Russian Revolution of 1917 not only because communists came to power in 
both countries but because traditional collectivist institutions, ruined by pre-
ceding Westernization, were reestablished and strengthened. However, the 
Russian communist regime of 1917–91 merely interrupted the process of the 
transplantation of Western institutions that had been going on at least since 
the seventeenth century; whereas in China, the liberation of 1949 returned 
the country to a long-term institutional trajectory that was briefly (and only 
partly) interrupted after the Opium Wars. 
 To put it differently, Russia already had been westernized before 1917, and 
collectivist institutions that were introduced in Russia by the Revolution of 
1917 had been largely alien to previous long-term institutional development. 
If not for the Revolution of 1917, Russia would probably have followed the 
trajectory of Latin America and sub-Saharan Africa, becoming a “normal” 
developing country right away. On the other hand, China has aborted an 
unsuccessful westernization attempt (1840s to 1949) and returned to collectiv-
ist (Asian values) institutions. What was a passing episode and a deviation 
from the trend in Russia was a return to the mainstream development and 
a restoration of a long-term trend in China. Hence, economic liberalization 
from 1979 on in China, though accompanied by growing income inequalities 
and crime and murder rates, has not resulted in institutional collapse.
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Conclusions

After allowing for differing initial conditions, it turns out that the fall in out-
put in transition economies was associated mostly with a poor business envi-
ronment, resulting from institutional collapse. Liberalization alone, when it 
is not complemented with strong institutions, cannot guarantee good perfor-
mance. Institutional capacities, in turn, depend to a large extent on the com-
bination of the rule of law and democracy: the data seem to suggest that both 
authoritarian and democratic regimes can have strong rules of law and can 
deliver efficient institutions; whereas under a weak rule of law, authoritarian 
regimes do a better job of maintaining efficient institutions than democra-
cies. To put it more succinctly, the record of illiberal democracies in ensur-
ing institutional capacities is the worst, which predictably has a devastating 
impact on output. 
 Why do illiberal democracies emerge? Why did Russia become one of 
these? It has been argued that the first group of countries that willingly and 
unwillingly (colonialism) transplanted Western institutions (Latin America, 
FSU, sub-Saharan Africa) ended up with high income inequalities and an 
apparent lack of institutional capacity. On the other hand, the second group 
of developing countries — regions that have never really departed from the 
collectivist institutions and have preserved institutional continuity (East 
Asia, India, MENA) — succeeded in maintaining low income and wealth 
inequalities. This second group of countries may have stayed in the Malthu-
sian growth regime longer than others, but once technical progress allowed 
them to exit from the Malthusian trap, their starting conditions in terms of 
institutional capacity turned out to be better than those of the first group. 
 If this interpretation is correct, Russia unfortunately has fewer reasons to 
be successful in its catch-up development than other regions of the develop-
ing world. After East Asia’s impressive breakthrough, the next growth mir-
acles are likely to occur in MENA Islamic countries (Turkey, Iran, Egypt, 
etc.) and South Asia (India), while Latin America, sub-Saharan Africa, and 
Russia would be falling behind. 
 From 1999 to 2008, when oil and gas prices were high, Russia enjoyed 
relatively fast but not very healthy growth. Windfall fuel profits led to per-
sonal consumption, not to investment and public consumption, which were 
exactly the bottlenecks of the growth process. Personal incomes were growing 
faster than productivity, while investment, even in 2008, amounted to only 50 
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percent of the 1989 level, and government spending on infrastructure, educa-
tion, health care, and research and development as a percentage of GDP did 
not rebound to the levels of the late USSR. 
 The weaknesses of the Russian economy — an overvalued exchange rate, a 
poorly diversified industrial and export structure, low spending for investment 
and public goods, and high income inequalities — were partially concealed by 
high oil and gas prices in 2003–08, but were revealed in 2008–09, as world 
fuel oil prices fell. No wonder, the reduction of output in Russia (GDP fell by 
8 percent in 2009) was greater than in all other countries of similar or larger 
size. The paradox is that the need to deal with these weaknesses becomes 
more acute exactly at a time when financial resources dried up. If Russia was 
unable to deal with structural weaknesses during favorable years, there is vir-
tually no hope that investment and public services will be repaired in the lean 
years. This inability to operate with a longer-term perspective is a sign of poor  
institutional capacity.
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The Sovereign Bureaucracy  

in Russia’s Modernizations
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Ever since 1553, when the enterprising Englishman Richard Chancellor found 
Archangelsk, instead of a northern bypass to India, Russia has been described 
as Europe’s eccentric other. The familiar tropes of comparison persisted over 
the centuries: a gigantic frozen realm of fabulous natural riches, a different 
tradition of Christianity, the subserviently fatalistic populace under mighty 
autocratic rulers. The stress on otherness became a matter of faith for many 
Russians themselves, from stolid conservatives to messianic subversives and 
liberal Westernizers appalled by the “Asiatic” backwardness of their native 
land. Today, the focal point is once again on natural resources and authoritar-
ianism associated with Vladimir Putin’s push to regain the position of Mos-
cow vis-à-vis its provinces, the near neighbors, and the West. This chapter, 
however, does not seek to join the debate on Russia’s otherness. Its goal is 
rather to situate the cumulative cycle of democratizations and de-democrati-
zations in the macro-historical perspective of Russia’s long-running modern-
izing efforts. The exercise is not purely theoretical insofar as it helps to clarify 
the country’s dilemmas at the turn of the new century.
 The current Kremlin image-makers sought to excuse the renewed 
authoritarianism as “sovereign democracy.” This expression might be poor 
propaganda. Nevertheless, it seems to reflect a certain reality. Putin’s main 
achievement was a considerable degree of political sovereignty. The Russian 
state after 2000 became autonomous from a spate of possible contenders: lib-
eral intelligentsia and domestic private capitalists, middle-class voters and 
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political parties, multinational corporations and foreign “imperialist dic-
tates,” let alone the proverbial workers and peasants. This state is, indeed, 
nobody’s servant except its own. Sovereign bureaucracy might serve a more 
realistic definition.
 One could stop here, at an indictment verging on satirical caricature. 
Arguably, this has its own long tradition in the Russian political culture, from 
the scathing letters of émigré prince Andrei Kurbsky directed to Ivan the 
Terrible during the infamous oprichnina terror in the 1560s to the masterful 
postmodernist prose of Vladimir Sorokin’s A Day in the Life of an Oprichnik. 
 Beyond the polemical élan of Russian intelligentsia, this chapter devel-
ops an alternative argument, which in the main derives from the geopolitical 
and organizational theories of historical macrosociology.1 In this perspective, 
Russia appears an uncertain, yet also quite-successful modernizer ever since 
the unexpected arrival of Richard Chancellor had proven the opportunities as 
well as dangers of being “discovered” by enterprising (and often smug) West-
erners. In the Russian case, centralized despotism, an extreme expression of 
the state’s relative autonomy, has been the traditional strategy of mobiliz-
ing resources to remain a serious player in world geopolitics. The strategy of 
despotic mobilization, however, had been exhausted shortly after 1945 along 
with the once huge demographic pool of resilient peasants. This historical 
transformation not once but twice led the ostensibly totalitarian Soviet colos-
sus into democratizations, those of Khrushchev and Gorbachev. The ruinous 
(albeit perhaps not the worst possible) outcome of Gorbachev’s perestroika 
formed the domestic and international landscape inherited by Putin. If the 
present recovery of state power becomes a platform for another moderniza-
tion, in a consequential historical irony Mr. Putin might yet prove a contribu-
tor to Russia’s future democratization.2 
 At the moment, this prospect seems uncertain. Russian modernizations 
had a checkered history replete with false starts. In fact, the half-century since 
the Khrushchev Thaw could be viewed as the single lasting period of faltering 
attempts to find the formula of robust socioeconomic development minus the 
terror and coercion that had characterized the past efforts to catch up with 
contemporary world powers. In a more materialist formulation, that’s what 
is usually called Russia’s “damn question.” The hope today is that something 
important could be learned from the past, and this calls for a systematic and 
theoretically disciplined inquiry rather than circular ideological polemic. This 
does not mean an Olympian detachment in discussing Russian matters. To 
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the contrary, making good use of macro-historical theory means bringing 
heftier arguments into the fray. A polemical name-calling is just a slap in the 
face; a robust theoretical argument made accessible to broader public could 
deliver a sweeping blow and, hopefully, change the very terms of debate.

The Russian Tradition of Modernizations

The great leaps forward in emulation of best foreign practices have been an 
intrinsic part of Russian historical dynamics ever since the emergence of the 
Muscovite state in the late fifteenth century. Emulation in modern times was 
actually the norm for successful states as well as businesses. Innovation is by 
definition sporadic and unique, while diffusion is the game in which the rest 
are catching up as soon as they can on the pain of being pushed to the mar-
gins. The pattern of modern geopolitics was in fact the relentless expansion 
of large territorial states that concentrated all four sources of social power: 
military, economic, religious/ideological, and the fourth, the quintessentially 
modern kind of power provided by bureaucratic coordination.3 In the pro-
cess, the West has scored a victory of planetary proportions, which is only 
now being balanced by the resurgence of Asia.4

 During the last five centuries, Russia was reasonably successful in holding 
its ground. From the low start in the wake of medieval nomadic devastations, 
the rulers of Muscovy turned their realm into the rapidly expanding gunpow-
der empire capable of reversing the secular vector of nomadic raiding and 
emerging alongside the preeminent powers of its epoch: the post-reconquista 
Spain, Poland-Lithuania, Ottoman Turkey, the Safavi Iran, and Ming China. 
At that early stage, the models of success were still found mainly in the East. 
For Muscovy, this was Ottoman Turkey. The autocracy coalescing in the reign 
of Ivan the Terrible, complete with a rather developed bureaucracy of prikazy, 
the musketeer army of streltsy, the official church, and the dvoriane corps of 
aristocratic cavalrymen, was not at all traditional but rather an adaptation of 
advanced Ottoman practices.5 The same, of course, was even truer of Petrine 
reforms informed by the contemporary examples of Holland and Sweden. 
 For the sake of brevity, I will limit this historical reconstruction to 
three observations. First, Russia rose impressively through the sixteenth- 
and the eighteenth-century rounds of modernization, eventually leaving 
behind many contemporary states in its class: Poland, Turkey, Iran, China, 
and even Spain and Austria. This was not a race toward any idealistic  
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evolutionary goal, such as civic modernity, let alone human freedom.  
Modernization so far meant catching up with the advanced levels of  
war-making capacity tested in the ongoing geopolitical confrontations  
with rivals.6 

 Second, tsarist Russia was an explicitly statist, coercion-intensive mod-
ernizer. In this, Russia was hardly unique — need one be reminded of Swe-
den’s Gustavus Adolphus, Louis XIV and his intendants, Friedrich the Great 
of Prussia, or Japan’s Meiji Restoration? Culturally and geographically, how-
ever, Russia stood at a relatively greater distance from the core of emergent 
capitalism. On the one hand, the distance plus sheer size helped to insulate 
Russia from geopolitical pressures and unequal economic exchange (which 
had long plagued the Poles and the Turks). On the other hand, cultural and 
geographic distance made it difficult to monitor Western advances. The Rus-
sian reactions seemed slow. In such phases, the country appeared slumbering 
to its critics. And then the long overdue change arrived in “rapid bursts of 
creative destruction,” to use Schumpeter’s famous expression. 
 In each instance, Russian modernizations were led by state rulers, not 
capitalists. And every time, the leap forward began with the ruler creat-
ing a new corpus of cadres outside the old established elite, the sover-
eign weapon of choice. The reforms of Ivan, Peter, and Stalin amounted 
to revolutions from above that invariably started with the ferocious 
attacks on established social hierarchies, institutions, classes, and mat-
ters of faith. Terror cannot be blamed on psychology alone, because in all 
three instances madness had a discernible method. Extreme coercion 
served to undo the domestic sociopolitical obstacles, to wrestle and cen-
tralize the material and human resources to feed the modernizing efforts. 
The human costs to the established elites were horrific, and still greater  
for commoners. 
 Last but not least, in all three modernizing cycles there emerged similar 
patterns of resistance: conservative in the beginning, when peasants, clergy, 
and older nobilities desperately fought to defend their vanishing worlds; 
later turning into the progressive variety of criticism escalating into political 
resistance by the new classes and groups emerging from the modernization 
itself. This mechanism was already discernible in the seventeenth-century 
church reformation, which provoked the movement of Old Believers. The 
most famous examples of progressive resistance, however, emerged with the 
intelligentsias — both the nineteenth-century noblemen and middle-class 
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raznochintsy, and the socialist intelligentsia of specialists produced on a vastly 
greater scale by the Bolshevik state.

The Short Twentieth Century, 1917–91

Traditions are essentially the practices that have worked more than once. But 
traditions, for better or for worse, become counterproductive as conditions 
change. In the middle of the twentieth century, Russia underwent changes no 
less profound than the rest of Europe or East Asia. Until the 1940s, one could 
reasonably argue that despite the socialist veneer, it was still the same ever-
recognizable imperial Russia, Lermontov’s “country of slaves, masters, and the 
blue uniforms” of secret police. But things obviously changed in the 1950s with 
the historical passage of peasantry and the emergence of new urban educated 
classes on a scale of contemporary mass society. The dispositions of Soviet 
middle classes and proletarians now resembled their Western European coun-
terparts more than their own not-too-distant peasant ancestors. Ever since, 
the vector of domestic struggles in the USSR pointed toward updating the 
state structures and social practices according with the vastly increased role of 
educated specialists. This epochal shift ended the brutal modernizing strate-
gies that had worked for Ivan the Terrible, Peter the Great, and Stalin. 
 Let me summarize somewhat differently what we all know about the 
Soviet experience. It is not too surprising that in October 1917, a party of radi-
calized intelligentsia (which is what the original Bolsheviks were in reality) 
seized power in a state profoundly shattered by war. It is truly surprising that a 
year later they were still in power.7 Unlike the Paris communards, the Bolshe-
viks survived by building an extensive and ideologically inspiring apparatus of 
revolutionary dictatorship. They emulated and reinvented the organizational 
practices borrowed from the leading innovators of the early twentieth century. 
While their ideological lodestar was Karl Marx, in practice the Leninists fol-
lowed other Germans: Bismarck, General Lüdendorf, the visionary planner 
Walter Rathenau, and that most “Germanic” among the American captains of 
industry, Henry Ford. The resulting Leviathan was what Max Weber himself 
could not have imagined — a “charismatic bureaucracy.”8 
 The Stalinist drive to industrialize and rearm the post-revolutionary state 
bore resemblance to the ebullient reformism of Peter the Great. The most 
glaring and puzzling contradiction of the Soviet 1930s is the coexistence of 
mass terror and mass enthusiasm. The now-prevalent focus on terror and the 
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daily fear that permeated the epoch relegates its apparent enthusiasm to the 
effects of propagandistic brainwashing. Yet for all its despotic power, Stalin-
ism could never achieve the totalitarian completeness.9 The mass enthusiasm 
finds a more robust explanation in the educational élan of intelligentsia and 
the mass promotion of commoners into the military, industrial, and scientific 
ranks. Industrialization was rapidly transforming the society along with its 
physical conditions. 
 The great test arrived with the Second World War. The splendid fighting 
machine of the Wehrmacht could not be stopped by Russian climate and piles 
of dead bodies. It had to be the newly created Soviet industrial base, which 
overproduced the Third Reich in tanks, warplanes, and munitions. It also had 
to be the newly acquired technical skills, discipline, and, yes, the ideologi-
cal determination of Soviet men and women of many different nationalities, 
who, despite grievous losses, privations, and frightening uncertainty in the 
first years of war, continued to work and fight. On this count, Russia’s third 
historical modernization must be recognized as a huge and unlikely success. 
 And then comes another puzzle. Why did the Stalinist state begin to 
democratize shortly after the death of a dictator? The explanation must be 
sought in the same profound transformation of Soviet society. Two class 
interests emerged. First, the nomenklatura bureaucratic elite sought to secure 
their positions, families, and livelihoods from the scourge of purges and the 
inhuman work pressures dictated by industrialization and war. Like any oli-
garchy desiring to enjoy and protect the fruits of power, they envisioned no 
more than a relaxation. Democratization threatened the elite with new polit-
ical and economic competitive pressures coming from below. The bulk of 
nomenklatura could go along, cautiously as any bureaucrats, with denouncing 
Stalin’s cult and reigning in the secret police under the slogan of “socialist 
legality” — but no further. 
 This proved, however, enough to unleash growing expectations in the rest 
of society. Second and more consequentially, the Soviet proletarian work-
force, including educated specialists, began displaying attitudes and demands 
quite unlike those of peasants. Personal apartments and cars, vacations by 
the seaside, varied and sophisticated consumption, and higher remunera-
tion for higher skills might all seem pretty Philistine urges. In fact, they were 
denounced as such by official propaganda. Yet these were the manifestations 
of nascent middle classes whose numerous members would soon also expect 
more autonomy in cultural expression and a greater say in the formulation of 
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policies and the appointments of bosses at their factories, universities, and 
the government itself. In the Soviet command economy, middle-class pro-
fessionals as well as shopkeepers, farmer producers, and artisans were state 
employees who (at least in official theory) subsisted on wages alone. Ironi-
cally, in a very Marxist sense these middle classes were actually proletarians 
alienated from the means of production. Such groups in various ways sought, 
in effect, to de-proletarianize in order to become autonomous actors or at 
least to make their bureaucratic bosses more generous and accountable. 
 A return to terror was out of the question. This move threatened the 
newly gained serenity of the officialdom itself. It remained to use coercion 
selectively and instead to tame the popular expectations with the significantly 
increased provision of consumer goods and, in general, to keep up appear-
ances. Such a response became exceedingly costly. 
 During the conservative stabilization of the Brezhnev period, Moscow 
incurred three kinds of growing costs: geopolitical, administrative, and social. 
The prestigious arms race against the much wealthier West — plus the grow-
ing subsidies to East European allies and the multiplying number of Third 
World clients — perhaps helped to maintain the ideological impression of 
world success, yet it was beyond the Soviet’s means.10 
 Brezhnev’s trademark internal policy of “cadre stability” granted the 
nomenklatura virtually a life tenure of their positions. This suppressed fac-
tionalism and rendered the ruling elite very conformist. At the same time, 
the central government lost the means to monitor subordinates, punish inef-
ficiencies, and control wastes, let alone introduce any meaningful economic 
and technological change. The command economy, forgive the tautology, 
needs a supreme commander. Moscow became instead the supreme site of 
bureaucratic lobbying and bargaining.11 The “Center” was losing sovereign 
power to the mid-ranking bureaucrats.
 Last, the paternalistic workplace disbursement of consumer goods (much 
of them now imported for petrodollars) created a perverse variety of shop-
floor bargaining. Workers and specialists, denied the legal right to organize 
yet no longer subjected to Stalinist coercion, engaged instead in the tacit low-
ering of work effort. Hence the infamous joke, “They pretend to pay, we pre-
tend to work.” 
 Gorbachev’s perestroika, strange as it might seem, is best interpreted in 
the terms of modified Marxian class analysis. The reform faction at the very 
summit of Soviet hierarchy allied with the liberal intelligentsia, professionals, 
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educated specialists, and advanced workers against the conservative majority 
of nomenklatura who paternalistically controlled the masses of lower-skilled 
workers and rural sub-proletarians. The promotion of public debate through 
glasnost in effect became a purge of obsolete cadres and practices, the neces-
sary prologue to Schumpeterian “creative destruction” wrought on the state 
and the state-directed economy. The newly promoted cadres were becoming 
an alternative lever to the vested interests entrenched in the old apparat. The 
next stage envisioned the gradual introduction of competitive mechanisms 
in politics and economic management. This implied the democratization of 
decision making processes domestically and opening the way to importation 
of best practices and technologies from abroad. 
 For the latter reason, Gorbachev’s faction sought from the outset another 
class alliance — primarily with the corporativist, capitalist establishment of 
continental Europe (rather than the Anglo-American neoliberals), whose 
technocratic and paternalistic ethos stood the closest to the habitus of Soviet 
reformers. America still had to be placated with concessions in nuclear arms 
negotiations and Third World conflicts. The main bargain, however, was 
offered to Europeans. Historically, continental Europe was a kindred zone of 
bellicose absolutist states, not unlike the Russian Empire. After 1945, conti-
nental Europe became durably divided and pacified. The practice of corpo-
rativist bargaining institutionalized within states and supported by the regu-
larized alternation in power between the moderately conservative and social 
democratic parties ended the destructive class conflicts.12 Now Gorbachev 
essentially offered to vastly extend the pan-European bargain in exchange 
for nullifying the Soviet geopolitical threat, burying ideological tensions, and 
equitably sharing access to the human and natural resources of the Soviet 
bloc. The conversion of the Soviet geopolitical-ideological position into 
socioeconomic European inclusion appeared the only honorable and profit-
able way out of the long-exhausted state socialist dictatorship of develop-
ment. In fact, it so remains to this day. 

The Political Economy of Collapse

Gorbachev’s perestroika ran into the classical pitfall of authoritarian reform-
ers ever since the fateful decision of a French king to convene the Estates 
General: the promise of reform unleashed the clashes of revolutionary and 
counterrevolutionary forces that destroyed the center of previous politics. 
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Not all revolutionary situations, however, lead to revolutionary outcomes. If 
none of the forces can prevail, the result could be lasting gridlock and state 
fragmentation fraught with multiple conflicts. This is when bureaucrats, in 
the most perverse of emancipations, can gain their sovereignty.
 Commentators typically blamed the catastrophe on ethnic conflicts, the 
bickering in newly elected parliaments, the virulent “Russian” mafias, the 
corrupt barter schemes controlled by regional governors in opposition to free 
market reforms (read bankruptcies).13 These were not the causes but, rather, 
the chaotic consequences of Gorbachev’s failure to follow the route of Euro-
pean integration similar to that of Spain after the death of Franco. Admit-
tedly Gorbachev had to deal with a far more complex federal state and less 
organized civil societies. The Europeans themselves felt too baffled at the 
scope of troubles that suddenly engulfed their partner in Moscow. Notice 
by contrast that ethnic irredentist wars were prevented in the former social-
ist countries of Central Europe and the Baltic republics. There, the mature 
civil societies that had been continuously organized by oppositionist intel-
ligentsias ever since the symbolic dates of 1956, 1968, and 1980 could offer 
sustainable bargains to the technocratic factions of national nomenkla-
tura. Critically important, these bargains were secured by the promise of  
European accession.
 The derisive Russian pun “prihvatizatsia” (grab-and-run privatization) 
captures the essence of what happened elsewhere. The networks of nomen-
klatura entrenched in regional administrations and economic enterprises, 
often acting in opportunistic alliances with various interlopers, hastened 
to build safe landing strips by deploying the newly legitimate ideologies of 
nationalism and market reforms. The luckier among them privatized the 
assets that they had already controlled by bureaucratic appointment. National 
republics thus became independent states under the semi-authoritarian pres-
idents; the enterprises with exportable assets (above all, primary commodi-
ties) offered the best opportunities for turning their bosses into billionaires. 
This kind of transition was facilitated by the inherently corrupt and unstable 
collusion bargains that Weberian scholars call neopatrimonialism — the pri-
vate appropriation of ostensibly public offices. 
 The results proved disastrous at all levels. The former Soviet edifice simply 
fell apart along the lines of bureaucratic control. In the absence of function-
ing legal guarantees, the short-term concerns and most predatory practices 
acquired limited rationality. The locus of accumulation shifted abruptly from 
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public production to haphazardly privatized exchange. Social inequalities 
grew to the levels of South America. The nascent civil societies became numb 
along with the abruptly marginalized intelligentsia, workers, and technical 
professionals (especially in state-supported health care, science, and higher 
education). Instead of joining Europe, the majority of former Soviet repub-
lics in the 1990s recoiled to the world’s periphery. 

From Nadir to Another Rise?

Yeltsin’s presidency went successively through three phases that all ended in 
debacles. In 1991–93, the near-messianic hopes vested in the neoliberal shock 
therapy delivered instead demoralizing and destructive hyperinflation. The 
subsequent shift to neoimperial grandeur in the absence of a functioning 
state soon led to the humiliating defeat in Chechnya. Beginning with the 
reelection campaign of 1996, Yeltsin became hostage to financial oligarchs 
whom he himself had created. In its turn, the reign of oligarchs ended in the 
financial meltdown of 1998 and the concerted bid for power by regional gov-
ernors that threatened Russia with further fragmentation. 
 A countervailing tendency emerged in the early 2000s from the elite fac-
tions who became losers in the previous decade because their assets could 
not be profitably privatized. On the one hand, they were the former ideolo-
gists who banded into the formidable but hopelessly oppositionist Commu-
nist Party of the Russian Federation (KPRF). On the other hand, consider 
the plight of public servants whose status and skills are nullified without a 
strong state (the diplomats, old-school bureaucrats, professional educators), 
the managers of state monopolies (such as those vitally important for Rus-
sia railways and the suppliers of urban utilities), and especially the cadres 
of former KGB — an organization that in privatized mode degenerates into 
organized crime. 
 Their return to power amounted to a bloodless coup (except, tragically, 
in Chechnya). The new regime, centered on the unexpectedly charismatic 
Colonel Putin, marginalized oppositional parties, bought over the fabulously 
corrupt governors, exiled or imprisoned the more assertive economic oli-
garchs, and wrestled control of their business and media empires. Against 
the background of “colored” revolutions in Ukraine and Georgia, the Rus-
sian state restorationists then clamped down on NGOs that harbored the 
remaining nuclei of radical intelligentsia. Less noticed was the fact that since 
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approximately 2003–04, the once-infamous Russian criminality has signifi-
cantly subsided.14 
 The revanche of state centralizers has indeed amounted to a massive de-
democratization. One should soberly ask, however, what the social character 
and vector of Russian electoral democratization was in the previous decade. 
And then one might try to evaluate the present dilemmas and future pros-
pects in the perspective of Russia’s past, asking what in it remains alive and 
what has long been less alive, serving mostly as bogey. This might actually 
lead us to guarded optimism.
 Putin’s recovery so far has strengthened the state at the expense of all 
other claimants to power and its fruits. In a pessimistic scenario, the pres-
ently ruling elite could now simply relax to enjoy these fruits at the gargan-
tuan scale of office corruption that became common in the nineties. Yet some 
indicators point in a different direction. In politics, there is Putin’s decision 
not to become president for life, which would have placed the Russian politi-
cal system squarely in Central Asia. 
 Second, Russian social indicators show a recovery since the nadir of 1998. 
This appears a largely autonomous demographic and quotidian movement  
of the people, who have learned, at great price, how to cope with new reali-
ties. Nonetheless, it arguably contributed to the renewed sense of normaliza-
tion and therefore extended the social time horizon beyond the immediate 
survival. 
 Third, the post-depression economic recovery, notwithstanding the huge 
influx of petrodollars in the early 2000s, was also driven by the return to life 
of the basic economic sectors, especially those where the investment and 
technological thresholds were relatively low: agriculture and food process-
ing, home construction, consumer services. The fledgling economic recovery 
could choke in the world crisis, exhausted by limited growth potential, or, 
as many economists point out, because the exceptional energy earnings of 
previous years were allowed to trickle down into consumption rather than 
being invested in a more conscious and disciplined manner into restoring 
infrastructure and the provision of public goods. 
 Still, the result is that today, unlike the 1990s, the majority of Russians have 
jobs with clearly identifiable owners and managers. The class conflicts of the 
late-Soviet period died out after 1991 precisely because the wage-earning pro-
letarians so suddenly lost the identifiable subjects to whom they could address 
their demands. That is no longer so. Any economic downturn now threatens the 
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rulers and owners with social upheaval. Overt coercion for whatever stabiliz-
ing or modernizing purposes has been unavailable to Russian rulers ever since 
the de-Stalinization. What remains is bargaining on multiple fronts, which 
points again in the direction of continental European patterns of politics and  
welfare provision.
 In a fundamental sense, Putin’s restoration brought back the old Soviet 
dilemmas. If the enormous geopolitical costs of the Cold War and the exter-
nal empire are now gone, the costs of bureaucratic self-serving inefficiency, 
paternalistic consumerism, and perverse class bargaining leading to subter-
fuge and corruption stand as huge as ever. Besides its sheer ongoing material 
and moral cost, bureaucratic arbitrariness renders futile any innovative eco-
nomic initiative or an autonomous class organization. 
 This is now a major obstacle to the next technological modernization. 
Having re-centralized power, Putin and his successor Medvedev now face 
the question of what can be done with this power, or even how much power 
they can effectively deploy for any purposes besides the routine reproduction 
of bureaucratic privileges. Despite their political demonstrations intended to 
remind everyone that Russia still matters, as well as the more recent openly 
critical pronouncements, both so far refrain from serious action. Evidently, 
they must fear repeating Gorbachev’s errors. Yet, whatever their subjective 
feelings and intuitions, objectively the Russian rulers now face another per-
estroika that must begin with making the ruling bureaucracy more account-
able and thus less sovereign. In the past, concentrations of power at the top 
served as prologues to great leaps forward. What made it move was the cha-
risma of a great tsar or dictator and his sovereign deployment of terror. In 
the present, such concentration by itself appears useless unless supported by 
the alternative charisma of a publicly trusted politician and the institutional 
strength of a modern publicly accountable state. The state is now back there, 
but will it move?
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