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Economy: 

- Since 2000, the economy has picked up.  
- Oil prices have increased. 
- Growth has been consistently and surprisingly high. During the 2000-2006 period, 

GDP growth averaged 6.7% in real terms, which sounds like the norm today. This 
year, GDP growth is expected to be close to 7%. 

- While the Russian economy is heavily dependent on the energy sector, it is not a true 
petrostate and far more diversified than economies such as the Gulf states. 

- The oil and gas sector accounts for 22% of GDP, and is expanding because of the high 
oil prices. This expansion is a key driver of the Russian economy. However, it is less 
than 15% if the price effects of high oil prices are not included. 

- GDP is just short of $1 trillion in 2006. Russia is among the world’s leading 
economies, and is placed 10th in the world in terms of PPP. 

- The trade account with the U.S. and Europe is unbalanced.  
- Foreigners are bringing money into Russia, resulting in a net capital inflow of FDI. 

This capital inflow has picked up in recent years.  
- The assets of Yukos have been auctioned off.  
- Every year the finance ministry tries to control the growth in federal expenditures 

below the GDP growth rate, but this trend has been reversed in the last two years. 
- The Russian government has not done enough on the social side and oil wealth has not 

done enough to improve the lives of the population as a whole.  
- Putin prepares for elections by spending more, for instance on housing and agriculture, 

and he has also been spending more on railroads, toll roads, and on the military.  
- The consumer sector is booming and the share of services in the economy is 

increasing.  
- Growth is consistently driven by sectors other than oil and gas (e.g. financial services, 

retail, construction), and the consumer sector. 
- The economy is becoming more and more American-like, and less and less like the 

Soviet industrial-centered economy. 
- A third of income is saved each year. 
- Two thirds of industry is in the processing or manufacturing sector (e.g. electrical 

goods, machine building), although there is still a widespread perception that the 
economy is still predominantly based on oil and gas.  

 
Weaknesses of the Russian Economy: 
- High inflation. Inflation was at 7.7% in May 2007. 
- Weak, inconsistent industrial performance.  
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- Weak financial sector. 
- Recent fiscal loosening. 
- Bleak demographics.  
- Shrinking population. 
- The number of people between 15 and 64 (the official employment age), is declining, 

unlike the East Asian economies during the boom years, so there is an increasing 
reliance on inward investment as a driver of growth.  

- Gross investment amounts to 21% of GDP, but ought to be higher. 
 
Inflation/ Monetary Policy: 
- The Russian Central Bank does not want to tighten monetary policy too much because 

of the lessons of the ill-effects of 1998 when monetary policy was over-tightened.  
- This results in a lot of liquidity in the market leading to high inflation. 
- It is surprising that although the money supply is expanding, inflation, although high, 

is declining.  
- The Central Bank is still taking its time to bring inflation down to where it should be.  
- Ukraine took 2-3 years to bring inflation down.  
- Real inflation rates are probably higher than the official figures, but a lot has to do 

with perception, and official rates are probably quite accurate nonetheless (e.g. real 
inflation rates of around 8% as opposed to official inflation rates of around 7%). 

- Monetary policy to control inflation is not done through interest rates (the worldwide 
practice), but through the exchange rate (like Japan, Malaysia, and Singapore). 

- This mechanism is transparent, and has been done for many years.  
- The appreciation of the ruble controls inflation by making imports cheaper and exports 

more expensive.  
- The Central Bank has been willing to substantially move the exchange rate to attain its 

goals. For instance, the ruble appreciated a significant 9.3% in 2006. 
- On the whole, one-third of inflation is determined by the exchange rate which the 

Central Bank controls, and the remaining two-thirds from market expectations which 
the Central Bank does not control.  

- There are three ways to control inflation: 1) use interest rates (this process is slower 
and takes two years to send signals through the economy) 2) use the exchange rate 
(this process is more rapid whose effects can be seen within 3 months of 
implementation), or 3) to close borders and implement financial controls. 

- The reason why the Central Bank has used and will continue to use exchange rate 
policy to control inflation is because the foreign exchange mechanism has been the 
heritage of the bank. 

- A stable monetary policy is needed to control inflation. 
- High inflation adversely affects competitiveness, and erodes the purchasing power of 

ordinary Russians.  
- 2007 is the last year for Putin to show that he is trying to control price growth and 

inflation. 
- Inflation is the number one problem for Russians in polls, not alcohol, not 

unemployment, so the number one economic priority is to control inflation.  
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- Fiscal (spending) policy is not helping to control inflation. Consequently, we are going 
to see even more appreciation of the ruble this year. 

- Because money supply is growing so rapidly, inflation might top the 8% target rate.  
- Most of the price increases comes from inflation, not from changes in the exchange 

rate.  
- The government plans to gradually reduce its fiscal expenditures, but this depends on 

the next president.  
 
Labor shortages/ Demographics: 
- Labor shortages have been felt throughout the economy in all enterprises and are due 

to the high death rate and low birth rates in Russia today.  
- The solutions the government favors such as financial incentives for a second child 

have not worked well in other countries. 
- A better solution would be to encourage immigration to increase the population. 
- There is a problem of matching the skills of the immigrants with the needs of the 

economy, but the expectations of the market mechanism will be efficient in managing 
this.  

- The government has the tools to change the migration flows quickly and easily, but it 
has so far been discouraging migrants.  

 
Conclusion: 
- Investment and demographics are the major issues. 
- Russia is still short of money, despite the oil bonanza, as evident by the lack of skilled 

management and infrastructure.  
 
Politics: 
- The main issue is who will replace Putin as opposed to the composition of the Duma 

because of the highly centralized structure of the Russian political system, with power 
centered on the Kremlin.  

- Putin’s successor is expected to be a weaker politician. 
- Sergei Ivanov and Dmitry Medvedev are the front-runners. 
- But the final selection will be decided by the top, and legitimized by the masses, with 

a voter turnout of greater than 50 percent.  
- Putin opened the floor for contenders to gather support for themselves in order to be 

put on the ballot. 
- Whoever gets the most support will also get Putin’s support.  
- Medvedev is closer to the oligarchs and has more public support, but Ivanov has a 

slightly higher chance of winning.  
- Russians want a strong president.  
- Putin will not go away even after 2008. He will continue to run the country from 

behind the scenes as a puppet master.  
- Whoever wins the presidency cannot take away the support Putin has.  
- However, political history worldwide has only shown two instances of puppet-masters 

continuing to exercise power after stepping down, Deng Xiaoping and Lee Kuan Yew.  
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- The Russian elite is comprised of only a small handful of around 200, include around 
40 oligarch billionaires.  

- Growth will slow in the next few years to 5-7%, but this will depend partly on oil 
prices.  

- Most of the GDP growth comes from inflation and exchange rate appreciation, as 
opposed to real GDP growth.  

- Hydrocarbons contribute about a third of Russian GDP. 
 
Question and Answers: 
 
Question: How is the stabilization fund used to help the economy? 
 
Answer: The fund is used to invest in European and American government treasuries to soak 
up excess liquidity from an already over-heated economy.  
 
Question: What industries or companies could a private investor look at in Russia? 
 
Answer: From a fundamental standpoint, construction, metal-related, blue chips would 
perform the best over the next few years (long-term). Next in line would be consumer 
markets, and then telecom companies. It is better to buy oil stocks today because they are 
under-priced.  
 
Question: The elites in the U.S. comprise a vast group of people, especially people with 
wealth. There are close to 100,000 dollar millionaires in Russia today, so why is the number 
of elites in Russia so small? What is the role of wealth and money in affecting the succession? 
 
Answer: Whoever has the most backing from the elites will get the nod from Putin. 
Economically, the few hundred making up the Russian elite controls over 50 percent of the 
economy. Politically, Russia is a very politically concentrated country, with power centered in 
the Kremlin. Both factors restrict the elite who wield power to a very small group of people.  
 
Question: Comment on the prospects for WTO membership for Russia. 
 
Answer: WTO membership might be achieved by 2008. There are no political barriers put by 
the U.S. to Russia joining the WTO. But there are a lot of technical regulations that Russia 
needs to comply with that the Russians might not be comfortable with or understand. 
 
Comments by Kingston Kwek, CSIS Intern
 
1) Andrew Kuchin’s point about Deng Xiaoping and Lee Kuan Yew continuing to wield 
power and influence from “behind the scenes” is worthy of thoughtful re-examination. It 
might be an over-simplification to treat the cases of China and of Singapore as one and the 
same. There are notable differences between the two, and Putin’s wielding of power and 
influence will be more similar to Singapore’s model rather than the Chinese model in many 
ways.  
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The most important point is that Deng Xiaoping continued to wield power because of the in-
built characteristics of the Chinese political system while Lee Kuan Yew created a patronage 
system for retired prime ministers that had not existed prior. Unlike Lee Kuan Yew, Deng 
Xiaoping did not continue to wield influence after stepping down because he chose to, he 
continued to wield influence because of the system. It was not Deng Xiaoping, but Mao 
Zedong before him, who started the system of multiple (usually two) leaders in the political 
scene, usually during the transition period of a few years during the handing over of power 
from the previous leader to his successor. This system has been in place ever since the 
founding of the PRC in 1949. 
 
Furthermore, it is not just Deng Xiaoping and Lee Kuan Yew who have continued to wield 
influence in China and in Singapore after having stepped down, but Jiang Zemin in the case of 
China (who retained his post as military chief commander for two years after stepping down 
from 2002-2004), and Goh Chok Tong in Singapore (who assumed the post of Senior 
Minister since he stepped down in 2003), and Lee Kuan Yew (who created an additional new 
post of Minister Mentor for himself after he gave his Senior Minister position to Goh Chok 
Tong after his son assumed power in 2003).  
 
Power in the Chinese political system is like a tripod, with the three top positions being the 
country’s President, the Communist Party (CCP) General Secretariat, and the Chairman of the 
Central Military Commission (CMC), representing the head of State, the head of the Party, 
and the head of the Military respectively. Whoever controls the CCP General Secretariat post 
automatically controls the Presidency, but not vice-versa, so the CCP General Secretariat is 
superior to the Presidency, although the President is the person who is treated by the foreign 
media and by many foreign leaders as the leader of China, but the reason why he is the leader 
is because of his leadership of the Party, not because of his leadership of the State.  
 
In Deng Xiaoping’s case, Deng Xiaoping surrendered his post as CCP General Secretariat and 
State Presidency primarily because of the fall-out from the Tiananmen Incident in 1989. Deng 
instead chose Jiang Zemin to succeed him to please his Western critics. This was a smart 
strategy, because Deng still continued to exercise influence behind the scenes, including his 
determination of Hu Jintao as Jiang Zemin’s successor, whilst at the same time putting on a 
clean façade and break with the bloodshed of Tiananmen with Jiang Zemin as his proxy.  
 
Because the Communist Party General Secretary is always and without exception China’s 
paramount leader, whenever he is forced to surrender one of the three top positions (until the 
day he dies in the case of Mao, but at a mandatory age of 70 today), he will always first 
surrender his position as the country’s Presidency, only after which would he surrender in the 
order: the Secretary General of the Communist Party, and last, and usually under enormous 
pressure to do so, his CMC Chairmanship.  
 
For instance, during Mao Zedong’s era (1949-1976), there was a period when Mao held both 
the posts of CMC Chairman and CPC General Secretary, but the post of PRC President went 
to Liu Xiaoqi. During the Deng Xiaoping era, Jiang Zemin and Yang Chang Kun had filled 
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the role of PRC President, with Deng keeping the CMC Chairmanship and CPC General 
Secretariat posts.  
 
Because of this tripod political system, China has an inbuilt tendency of having 2 or even 3 
Supreme leaders exercising influence all at the same time, although 3 is just a theoretical 
proposition that has not yet occurred. Nevertheless, usually as a rule of the thumb, the 
Paramount leader is understood to be the most influential (although not necessarily the most 
powerful) politician until the day he surrenders his CMC Chairman post. (As mentioned, the 
most powerful position goes to the CCP General Secretary).  
 
This is because of the close linkages between the military and the party in China today, 
arising from the central importance of the military in defending not the state, but the party, in 
Chinese political history. Furthermore, because the Central Military Commission is not 
subordinated to the state (it holds the same rank as the highest power organ in the political 
apparatus- the Politburo Standing Committee, one of whose six or seven members invariably 
includes the CMC Chairman), neither can issue binding orders on the other, with the 
implication being that the political leaders must always first elicit the support of the CMC 
Chairman (and his two vice-Chairmans, both usually four-star generals) in support of its 
foreign and security policy. Foreign policy is usually under the purview of the Paramount 
leader, creating in turn a vicious cycle in the exercise of leadership. This is especially salient 
in times of warfare, or at times when there is an anticipation that war might break out at a 
moment’s notice, as is the case today over Taiwan, and will be the case until the day 
Taiwanese independence is no longer a possibility.  
 
2) Contrary to some assumptions about the primacy of the use of interest rate policy as a tool 
of monetary policy to control inflation, the use of exchange rate policy to control inflation is 
quite widespread, and its use is evidently seen in the case of many East Asian states like Japan 
holding down the value of the yen to boost exports and increase its competitiveness.  
 
However, it is mistaken to assume that China uses exchange rate policy as a monetary tool. 
While it is true that the yuan has been appreciating against the dollar, the magnitude of the 
yuan appreciation is very small (around 8% over the past 2 years), compared to be cumulative 
magnitude of the many revisions of the interest rates upwards. Hence, China primarily uses 
interest rate policy as an instrument of its macroeconomic policy, and not exchange rate 
policy.    
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