
 

 

Russia Balance Sheet Speaker Series  
Emerging Russian Futures: Transformation, Evolution, or Stasis? 

 

“Changing Russia: The Politics of Economic and Energy Development” 

 

April 4, 2012 

 

 

Speaker: 

Vladimir Milov, Leader of the Democratic Choice movement, and Former Deputy Minister of Energy of 

the Russian Federation 

 

 

Moderated by: 

Dr. Andrew Kuchins, Director and Senior Fellow, CSIS Russia and Eurasia Program 

 

 

 

Vladimir Milov began his presentation by outlining the driving forces behind the emergence of the 

Russian protest movement: 

 The most important cause for increasing political instability is economic decline. Many analysts 

have explained the protest movement as a demand by the Russian middle class for dignity and 

respect, but economic conditions are a stronger driver.  

 Vladimir Putin’s most frequently flaunted achievement during his “Golden Age” (2000-2008) 

was Russia’s economic growth. When Milov and Boris Nemtsov published a highly critical book 

on Putin in 2008, they were told that they would have no luck fracturing his support primarily 

because of Russia’s improving material conditions. 

 The 2008 financial crisis provided the spark for the opposition, but instability was setting in 

before that. Russian growth was marred by increasing inequality and over-reliance on oil and gas 

revenues.  

 Macroeconomic indicators are unable to reveal the full extent of Russia’s socio-economic crisis. 

Despite nominally attractive GDP and inflation figures, the crisis has actually brought about a 

decline in real disposable income for most Russians. Real income grew twelve percent per year 

during Putin’s “Golden Age,” but shrunk to less than three percent in 2009-2010 and reached its 

lowest figure since the collapse of the Soviet Union during 2011, turning negative for the first 

ten months before rebounding to zero point eight percent.  

 Russian perceptions of future growth have also turned increasingly sour. Even the Russian 

government is considering a downward revision of its GDP forecast, and the Central Bank 



reported that the first quarter of 2012 witnessed massive capital flight despite the predictions of 

many government-affiliated economics.  

 These economic conditions have impacted a wide range of social groups, and thus the protests 

have been driven by more than just the Russian middle class. Small business owners have been 

hit particularly hard, as poor economic performance has been coupled with a large increase in 

social (non-mineral) taxes. A Levada Center analysis of the Bolotnaya protests found that there 

were actually more pensioners than students in attendance, and that protestors ranged from the 

very rich all the way to the very poor. 

 Warning signs could be seen throughout 2009 and 2010, as protests emerged in regions such as 

Kaliningrad and Vladivostok, driven principally by economic concerns. The Moscow protests 

were not an isolated phenomenon, but rather a continuation of that process. In the regional and 

municipal elections that occurred in the years running up to the presidential campaign, United 

Russia’s support had been consistently declining.  

The causes of Russia’s economic slowdown: 

 Capital inflow, not solely resulting from higher oil prices, was a key driver for economic growth 

prior to 2008, as it provided cheap credit and stimulated investment. Capital is now rushing out 

of the country as Russians lose confidence in the prospects for future growth. 

 In order to stimulate greater investment, the authorities must move away from the traditional 

model of economic centralization and create more room for private enterprise. This will 

necessitate an attack on endemic corruption as well as the creation of regulatory predictability 

 The combination of increasing social taxes with a corrupt regulatory environment is particularly 

damaging for entrepreneurs and innovators. Smaller enterprises tend to be more labor intensive 

and do not have the same leverage as major companies to secure desired outcomes through 

government connections. 

The role of energy in Russia’s new economic and political dynamics: 

 Polling data, even from state-affiliated firms, show that increases in utility prices are one of the 

primary concerns for Russian citizens. The authorities have clearly recognized these concerns. At 

a conference on March 23, Putin openly argued against Gazprom’s proposal to raise domestic 

gas prices further, marking the first time that he had publically challenged Gazprom’s will.  

 Energy exports are no longer capable of serving as the lifeline for Russia’s economy. Gazprom’s 

lack of competitiveness is undermining its access to European markets, culminating in a situation 

where the company only managed to export 117 billion cubic meters (bcm) of gas outside of the 

former Soviet states in 2011. For comparison, Gazprom was able to export 154 bcm as recently 

as 2008. European countries are increasingly turning towards the spot market for gas, rather than 

signing new long-term contracts with Gazprom. As a result of these developments, Gazprom will 

never be able to return to its pre-crisis gas export levels. 

 Russia needs to develop new fields, especially offshore, for both oil and gas. Russian companies, 

however, lack the proper expertise and training to develop many of these new fields. Russia 



requires investment from Western oil companies in order to bring in foreign technology and 

expertise, but the government continues to maintain restrictions on foreign investment in 

“strategic industries.” The combination of these restrictions, along with Russian companies’ 

history of reneging on deals (such as when Shell was forced to sell a majority stake in Sakhalin-

2), will make it exceedingly difficult to develop these new fields. 

Milov concluded his remarks with a more general reflection on Russia’s political economy. Milov 

argued that each of the problems outlined previously stems primarily from the increasing size and 

centralization of the Russian government. The situation in Russia today is much like it was in the late 

1980s, when a growing state bureaucracy tried to squeeze more out of major industries such as oil and 

gas with taxes rather than stimulating the necessary investment to increase long-run production. That 

strategy ultimately brought about the decline in production witnessed in 1992-1994. In facing all of 

these aforementioned problems, both economic and political, it will be important for the authorities to 

fundamentally shift their approach to governance. The important question for Russia, then, is: will the 

new government be willing and able to learn the necessary lessons from Russia’s changing 

environment? 

 

Discussion 

Dr. Kuchins began the question and answer session by asking Milov to comment on his party’s strategy 

for moving from street protests to sustained political engagement. 

 The main lesson to be drawn from the presidential elections is that Putin did not win, as much as 

the opposition lost. The opposition was unable to present a viable candidate seen by the Russian 

population as truly capable of governing. The failure to do so demonstrates the disconnect 

between professional activists, whose focus was almost entirely on electoral fraud, and the rest of 

the Russian population, who were far more concerned about their material conditions.  

 There have been some promising examples of success by the opposition, such as the recent 

victory by the opposition candidate in the Yaroslavl mayoral elections. Politics in Russia is 

ultimately local, and opposition activists must be responsive to specific local needs—such as 

roads, environmental issues, and housing—rather than simply pursuing a generic agenda of 

“electoral fairness.” People in Russia demand good governance, and are suspicious that the 

opposition is unable to produce professional politicians.  

 Taking part in regional and municipal elections can give the opposition an opportunity to 

demonstrate their effectiveness, build momentum, and show that they can appeal to voters 

outside of Moscow. The reason that the protest movement stayed primarily contained in Moscow 

was not that the regions genuinely supported Putin, but rather than the opposition was not willing 

to do the necessary ground work to generate a presence in local Russian politics. 

The next participant asked how the emergence of unconventional gas, such as shale, will impact 

Gazprom. The emergence of liquid natural gas (LNG) has already jump-started Europe’s shift towards 



the spot market for gas, which has been one of the primary challenges to Gazprom’s traditional model of 

long-term contracts. It is unlikely that development of unconventional gas in Europe will be particular 

expansive, with Poland and Ukraine as the likely main contributors, but the availability of imports from 

the United States will continue to put pressure on Gazprom by making the market more competitive. 

These developments are also likely to spur the creation of new pipelines and other infrastructure, helping 

to offset dependence on the Russian network. Gazprom continues to pretend as if these problems do not 

exist, but the importance of shale gas and LNG will eventually be undeniable.  

The next question was a follow-up on the strategy of prioritizing regional and municipal elections; how 

can the opposition ensure those elections will be fair? Obviously it is impossible to be certain those 

elections will be fair, but the only possibility for victory is to work hard and fight against the 

administrative resources. The uproar over fraud coming from the most recent federal election has helped 

bring attention to strategies for defending votes with observers and other techniques. The fact that 

opposition candidates have been able to win in some previous elections, including a significant victory 

in the Moscow municipal elections, demonstrates that corruption can be overcome. 

The discussion then moved to the issue of independent gas producers. The only significant independent 

producer is Novatek, which has been bought up by Gennady Timchenko, head of Gazprombank. Prior to 

that purchase, Gazprom had contained the expansion of Novatek by blocking access to pipelines and 

other infrastructure. In a clear demonstration that Novatek is no longer truly independent, Gazprom has 

allowed the company to expand markets and receive subsidies, ultimately turning the firm into another 

tool for the government. This experience reveals that no truly independent gas producers exist in Russia. 

Did the economic crisis of 2008 prompt the Russian leadership to recognize that they could no longer 

rely on high oil and gas revenues to drive economic growth 

 Even if prices do not collapse again, they will certainly not continue to grow on the same 

trajectory as during the 2000-2008 “Golden Age.” 

 Higher oil prices can no longer help Putin anyways, as the enormous growth in the size of the 

government overwhelms export revenues and drags down growth. In 2003, non-interest 

expenditures were equivalent to only 13 percent of GDP, while in 2011 that figure rose to 21 

percent. This massive expansion occurred even under the watch of Alexei Kudrin, the former 

finance minister who touts himself as a fiscal discipline hawk. 

 This increase in government expenditures has been largely unrelated to social spending. Instead, 

the increase in spending can primarily be attributed to growing subsidies for strategic enterprises, 

which accounted for less than eight percent of the budget in 2005, but almost 20 percent in 2011. 

This situation has forced the government to increase taxes on small businesses, putting a further 

chokehold on economic growth. 

 Even rising oil prices could not help Russia out of this situation, as the rapidly expanding 

government will only continue to require more sources of income. It is also notable that, unlike 

during the “Golden Age” period, higher oil prices have not brought with them a positive capital 

flow. 



What specific reforms could the new government implement in order to rectify this situation? 

 A massive sell-off of state-owned companies, significant tax breaks, and the removal of the 

government from strategic sectors in order to spur private investment. 

 Reform of the pension system along the lines of proposals made by Mikhail Dmitriev to create a 

system modeled on Norway. This would mean, specifically, that some revenues from oil and gas 

exports should be filtered directly into the pension fund. 

 Military reform focused on creating a modern and efficient army. 

Milov re-iterated that Russia’s primary economic and political issues derive from over-centralization, 

which creates monopolized enterprises and drives up prices.  

The next question centered on the new law on political parties, and whether or not it could actually serve 

as a hindrance to the opposition by ushering in a wave of tiny parties that would  fracture the opposition. 

Milov was unconcerned by this prospect, making two main arguments: 

 Any increase in competition would be beneficial in comparison to the existing political system. 

In the late 1980s, many Soviet dissidents refused to participate in what they saw as fake 

elections, arguing that they should boycott these farces and wait until genuine elections were 

introduced. In the end, these groups were sidelined while other opposition figures managed to 

fight through the system. 

 Even if the existence of numerous minor parties could create complications in federal elections, 

they are unlikely to be particularly problematic during lower-profile regional and municipal 

campaigns, where only large, organized parties will have the infrastructure to compete across 

Russia. 

The next topic was Eurasian integration; is Putin pursuing a political or economic union with the former 

Soviet states? And will such a union be beneficial for Russia? Putin’s goal may be to pursue Eurasian 

integration, but Russia has actually been losing strategic ground to China in Central Asia. Putin is 

preoccupied with the idea of restoring the Soviet Union—he called its collapse the greatest geopolitical 

tragedy of the 20
th

 Century—and sees that as his personal mission. Putin’s Eurasian goals conflict with 

the wishes of the Russian population, however. One of Putin’s main integration priorities is to keep 

borders with the Central Asian states open, but some 80 percent of Russians support the imposition of a 

visa regime with those countries. The opposition is certain to exploit this rift between Putin’s goals and 

the popular will. 

Would the repeal of the Jackson-Vanik amendment assist or hinder the opposition? 

 The United States does not play a very important role in the process of Russian democratization. 

Most Russians perceive the U.S. as an adversary, rather than a friend, and these feelings exist 

largely independent of the propaganda created by Putin and the state-run media outlets. 

 Jackson-Vanik should nevertheless be repealed without preconditions; Gary Kasparov and Boris 

Nemtsov were incorrect to argue that a repeal of the amendment would be a victory for Putin. In 



fact, as long as the amendment stays in place, it only provides more fodder for domestic 

propaganda, as Putin can portray the United States as discriminating unfairly against Russia, 

confirming the population’s suspicions. 

 The Magnitsky Act is also an unhelpful tool. The officials responsible for Magnitsky’s death 

should be brought to justice through the system of due process, rather than having punishments 

applied on the basis of subjective, political calculations. Given that opposition activists have 

differing lists of who should be held accountable in the Magnitsky case, blindly imposing 

sanctions on anyone accused of complicity would set a dangerous precedent that could prompt 

asymmetric action by Moscow. 

The next topic related to the influence of oligarchs on the emergence of the protest movement and new 

political parties. Milov responded by clarifying that there are essentially two classes of oligarchs: the 

“Old Guard” that accumulated wealth during the chaos of the 1990s, and then the close friends of Putin 

and his associates who have profited under his watch. The individuals in the second group may not even 

actually own the businesses that they nominally operate, but may instead be acting as proxies for 

government officials. For example, a former associate of Moscow Mayor Yuri Luzhkov testified that he 

did not actually own the property attributed to him, but instead kept it under his name rather than that of 

Luzhkov’s wife. There is some evidence that this is a popular system to conceal the corruption of 

government officials. The older oligarchs have been hesitant to engage in the political arena since 

Khodorkovsky’s arrest and subsequent imprisonment. For this reason, most of the money received by 

the opposition has come from small business owners, rather than wealthy oligarchs.  

The next participant asked Milov to outline his party’s view on the Russia-China relationship, and also 

on the situations in Iran and Afghanistan. As far as China is concerned, Putin has been pursuing an 

increasingly close relationship, but the Russian population has been concerned by the lack of 

transparency surrounding many key agreements. For example, the 2004 border demarcation was hugely 

unpopular, and many suspected that the deal favored China. The details of the recently signed long-term 

oil contracts also remain opaque, and rumors have spread that Beijing received huge discounts relative 

to Russia’s normal markets. These suspicions have been magnified by the fact that, in discussions over 

natural gas contracts, China has demanded incredibly low prices. The opposition has questioned Putin 

about these decisions and exploited Russians’ suspicions of China to help deflect the authorities’ 

accusations that opposition leaders are American spies. In regards to Iran and Afghanistan, Russia is 

most concerned about the potential consequences of instability in the Muslim world. In 1996, Russia 

was freaked out when the Taliban took Kabul, as it raised the specter of an Islamist infiltration further 

into Central Asia. Iran also poses a threat to Russia, as it is developing nuclear weapons and has 

deployed ballistic missiles that could potentially reach Moscow. Most of the Russian population views 

both of these threats in those terms. 

The final topic related to the role of Putin as the “devil we know.” Most American analysts have only a 

vague understanding of the motivations behind the Russian opposition, and are consequently unsure 

what the implications would be for U.S.-Russian relations if Putin lost power. No matter how frustrating 

Putin may be for Western policymakers, they at least have figured out how to deal with the obstinate 



Prime Minister. Milov noted that the West has often been unable to accurately assess internal Russian 

dynamics, which pushes policymakers towards maintenance of the status quo. George H. W. Bush 

wanted the Soviet Union to remain intact, and French President Francois Mitterrand was prepared to 

recognize the August 1991 coup as legitimate. Western countries should recognize their limitations in 

understanding Russian developments and allow the Russian people to direct the course of change. At the 

same time, Western analysts and policymakers must keep themselves from falling into the inertia trap 

and failing to prepare for what a new Russia could look like. While Russia will eventually become 

democratic, Russian democracy may not resemble the Western-style liberal democracy that most 

Americans are familiar with. The experiences in Turkey and during the Arab Spring have demonstrated 

clearly that Western observers have difficulty understanding these processes.  


