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Zarys tresci: Co decydowalo o niestabilnosci mocarstwowej pozycji Rosji w ciagu minionych
130 lat? Analiza, prowadzona dla lat 1890-1913, 1980-1991 i 2000-2019, wskazuje na uderza-
jace podobienstwo strukturalnych probleméw ekonomicznych, prowadzacych kraj do ciezkich
kryzyséw gospodarczych i polityczno-spotecznych. Mimo réznych zrédet, za kazdym razem
byt to niedostatek oszczednoéci w stosunku do potrzeb finansowych zwigzanych z programem
modernizacji i polityki imperialnej, niska konkurencyjnos¢ przemystu oraz uzaleznienie od
eksportu surowcéw. Tworzylo to dla Rosji zagrozenia, ktére ujawnialy si¢ w pelni w warunk-
ach nadzwyczajnych (wojny, blokady gospodarcze, sankcje).

Content outline: What reasons stood behind the instability of the power position of Russia
over the last 130 years? This analysis, covering three periods of time: 1890-1913, 1980-1991,
and 2000-2020, reveals astonishing similarities of structural economic problems that led to
severe economic and socio-political crises. Despite different causes, each time the crisis was
triggered by insufficient savings compared to needs resulting from a program of economic mod-
ernisation and imperial policy, low competitiveness of industry, and dependence on export of
raw materials. These vulnerabilities of Russia became especially apparent under extraordinary
circumstances (wars, economic blockades, sanctions).
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1. Preliminary remarks

The dramatic twists and turns of Russian history during the last 130 years, and
especially its times of trouble and bouts of collapse as a superpower followed by
regaining the lost position, make one wonder about the causes that lie behind such
an instability. In our view, this instability can largely be explained by factors of an
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economic nature that are common for the entire period in question. These resulted

mainly from political economy and economic policy dilemmas. Even today, when

Russian relations with the West take a more hard-line course, and at a time when

the global economy is subject to major crises, it is important to inquire about the

real sources of Russia’s strengths and weaknesses and the country’s resilience to
various economic disturbances. While attempting to come up with an answer it is
well worth to review Russia’s history, as the economic problems of contemporary

Russia are surprisingly similar to those that the country witnessed in the past. The

main weaknesses, as well as the mechanisms that generate them, appear to have

been the same for Tsarist, communist and Putin’s Russia.

This article analyses Russia’s economic strengths and weaknesses in three
periods.

(a) The Russian Empire in the year 1913 and changes observed from 1890 to 1913
(from the beginnings of French-Russian rapprochement to the outbreak of
the First World War).

(b) The Soviet Union in 1980 and changes observed from 1980 to 1991 (from the
invasion of Afghanistan to the breakdown of the USSR).

(c) The Russian Federation in 2020 and changes observed from 2000 to 2020
(from the ascendancy of Vladimir Putin to power to the pandemic crisis).
The choice of these periods is not a matter of coincidence: they were all char-

acterised by intensified attempts to maintain Russia’s status as superpower under-

taken at times of rising tensions in its economy and international political relations.

The first period was characterised by the effort to industrialise and modernise the

tsarist empire, which ended with the Russian defeat in the First World War and

the revolution (both events were mostly caused by the collapse of the Russian
economy: Pipes, 2006). The second period is the culmination of economic and
financial struggle between the USSR and the West in the final decade of the Cold

War that hurled Soviet economy into a deep crisis and led to the breakdown of

the communist bloc (Gajdar, 1999; Ortowski, 2010). Finally, the third period is the

era of Vladimir Putin’s rule, during which the Russian economy recouped some
of the losses suffered in the early years of transformation, while the Russian state
pursued an increasingly hawkish policy towards the West, leading to sanctions

and to the threat of economic war (Sutela, 2012).

Russia’s economic strengths and weaknesses will be compared based on an
analysis of macroproportions of economic development, a crucial element in
growth theory. Obviously, it should be remembered that, in addition to macro-
economic considerations, growth is greatly affected by institutions (Acemoglu,
Johnson, 2005), but this particular factor will be discussed in this article in a much
more abridged form.

The basic data about the scale of Russian economy in the periods selected for
analysis can be found in Table 1.
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Table 1. The economy of Russia in 1913, 1980 and 2013

Russian Empire, USSR, Russian
1913 1980 Federation, 2020

Population (in millions) 175.1 265.9 146.8

- share in world population 9.8% 6.0% 1.9%
Share in global GDP 9.6% 8.5% 3.0%
GDP per capita

- as % of global average 98% 142% 159%

- as % of Western Europe 40% 46% 59%

1890-1913 1980-1991 2000-2020

Average annual growth rate

- population 1.8% 0.8% 0.0%

- GDP (in constant prices) 3.2% 0.8% 3.4%

Note: GDP was measured using the purchasing power parity of currencies
Source: International Monetary Fund (IMF), Maddison 2001, Kennedy, 1989 (detailed information on the sources
of data used in tables and charts can be found at the end of the article).

2. Economic strengths and weaknesses
of the Russian Empire in 1913

In 1913, the Russian Empire spanned an area of 22.4 million square kilometres
and was inhabited by 175 million people. Its economic strength, however, was
not on a par with its size. In the mid-19th century, Russia’s GDP was still the
largest in Europe (but it must be remembered that the empire also covered huge
areas of Asia). During the two subsequent decades, Russia was overtaken in this
respect by the United States, Britain, and Germany (Kennedy, 1989; Maddison,
2011). This was because Russia, unlike her rivals, did not receive substantial ben-
efits from industrialisation. Although at the beginning of the 20th century, Russia
accounted for 9% of global GDP, more than a half of her contribution came from
agriculture, while industry and modern transport were still in the early stages of
development (Gregory, 1982). An enormous obstacle for modernisation was the
low level of education: in 1897, the illiteracy rate of European Russia’s population
over the age of nine exceeded 70% (Mironov, 2001), while at the same time this
figure stood at 16% in France, less than 11% in the United States, and was close
to zero in Germany (UNESCO, 1957).

In the late 19th century, Russia began its vigorous industrialisation, which
is mostly associated with the long-term minister of finance and prime minister
Sergei Witte. His objective was to transform Russia into a “greenhouse of capi-
talism” by providing investment incentives, fighting socialist movements, intro-
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ducing currency based on the gold standard, and significantly expanding railway

infrastructure (Heller, 2000; Kennedy, 1989). As a result, the country witnessed

a rapid growth of industrial production of about 7% per annum (Fischer, 1994),

while the share of investments in GDP rose to about 15-20% (Cheremukhin et al.,

2013). Increased industrial production, especially in heavy and machine industry,

bolstered the power of the state: on the eve of the First World War its large army,

intensely modernised after the humiliating defeat in the Russo-Japanese War, was
considered the most powerful in Europe (although slow to mobilise because of
the country’s inefficient transport network). The total military potential of Russia
was considered equal to Germany’s and much higher than that of Britain and

France (Wohlforth, 1987). These estimates were, however, exaggerated, which

became evident after the defeats that Russia suffered at the hands of the Germans

in 1914-1915 (Cornish/Karachtchouk, 2001).

Despite a high dynamic of GDP growth, Russia’s economy failed to make

a quality leap that would allow to defend the country’s position as superpower

in the global conflict. The development was affected by numerous tensions that

led to a collapse:

(a) The costly industrialisation was not accompanied by a radical modernisation
of the country; in particular, there was no suitable increase in the level of edu-
cation (in 1907, 65% of the population of European Russia were still illiterate),
nor were the institutions of the state properly modernised (Pipes, 2006).

(b) Industrial growth was fuelled by a protectionist policy that put up artificial
barriers for imports, reducing the efficiency and competitiveness of produc-
tion (Gregory/Stuart, 1986).

(c) The systematic agrarian reform launched by prime minister Pyotr Stolypin,
which could have roused Russia’s countryside from apathy, reducing poverty
and mobilising more resources for the country’s modernisation, ended in
failure (Heller, 2000).

(d) Since 1897, when the gold standard of the rouble was introduced, the nec-
essary increase in money supply depended on the capacity of the State Bank
to maintain sufficient gold reserves, which in turn could only be secured by
a trade surplus. A decisive majority of Russia’s export revenues came from
selling agricultural products and wood, which in 1890 accounted for 74% of
all revenues; the exports of industrial and mining products, while rapidly
evolving, did not reach a 10% share by 1913 (Gregory, 2003). Consequently,
Russian economy remained dependent on exporting raw materials (mainly
grain and wood) to ensure a surplus in trade (up to 3% of GDP per annum);
this policy was upheld even in years of poor harvest (Gregory, 1982). It should
be added that a policy providing a developing country with a necessary stream
of foreign currency through the forced export of raw materials, was nothing
out of the ordinary: a similar strategy was pursued at the same time by rap-
idly industrialising Japan.
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Most importantly, however, Russia did not solve the fundamental issue: the
shortage of necessary resources (both in the hands of the state and the private sec-
tor) that could be used to finance the modernisation of the country. Such a short-
age was a result of insufficient level of domestic savings, resulting from the very
low income of most of the population and from the low appetite for investment
evinced by the upper classes (who preferred relishing in luxury goods rather than
saving). This phenomenon is typical for relatively underdeveloped economies that
are mostly based on agriculture and characterised by extreme income disparities
(Loayza, Schmidt-Hebbel, Servén, 2000). It had, however, a special meaning in
the case of Russia, a country which tried to maintain its superpower status, but
was economically falling backwards compared to its swiftly developing rivals. This
meant the need to simultaneously finance the costly program of imperial policy
(especially the expansion of army and navy) and industrialisation (both infrastruc-
ture development and a radical increase of investment in the industrial sector).
The scale of this challenge can be illustrated by comparing Russia’s estimated
military spending, which rose by 167% between 1885-1889 and 1910-1913, the
increase of public investment (mostly in infrastructure development) by 188%,
and the surge of investment in industry by 195%, with GDP growth of 117% only
(Gregory, 2003). Although the calculations are based on current prices, they do
not deviate strongly from calculations based on constant prices (the gold standard
guaranteed that prices remained stable).

Solving the dilemma of resources falling short of needs was of crucial impor-
tance for a country that faced huge challenges of an economic, social, and political
nature. Although some of the Russian political elites were aware of the scale of the
challenge, the tsarist government was not ready to implement radical reforms that
could have helped to mobilise the necessary resources (Heller, 2000). The Russian
authorities, pursuing a conservative socio-political doctrine, avoided increasing the
taxes levied on the upper classes, and especially the great landowners, although
the income of these groups did not contribute sufficiently to the domestic invest-
ment but was spent primarily on luxury consumption. At the same time, with
the low income of the peasants making up 80% of the population, their taxation
(mostly through excise duties on spirits, sugar, and tobacco) failed to provide
sufficient resources that could ensure the financing of the state’s basic develop-
ment needs (Plaggenborg, 1995). The government allocated the limited resources
mostly to the priority armaments: the amounts spent on the military were six times
larger than on education and health combined (Kennedy, 1989). As the resources
were insufficient compared to modernisation needs, the financing of the invest-
ment had to be secured by importing the foreign capital. This happened mostly
in two ways:

(a) The Russian government borrowed money abroad, issuing bonds (mostly on
the French market) to finance armaments and development of railway infra-
structure. As a result, by 1913 Russia’s foreign debt rose to about 40% of GDP
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and the costs of its servicing (interests paid to investors) was eating up the

majority of the trade surplus (Gregory, 1982).

(b) Foreign direct investment (FDI) was used as the main tool of financing indus-
trial investments. While this allowed for a provisional solution for counter-
ing the shortage of capital in the private sector, Russia’s balance of payments
deteriorated over time due to the growing transfer of profits abroad (dividend
payments). This was inevitable given that in 1913 almost all mines and oil
wells, as well as 40% of heavy industry were in the hands of foreign capital
(Fischer 1994).

Due to the coexistence of a trade surplus (from exporting raw materials),
maintained with tremendous effort, with three systematically growing expenditure
categories (costs of foreign debt service, transfer of profits, and foreign spending
of the upper classes on luxury consumption), Russia’s balance of payments began
to show a growing current account deficit that reached 3% of GDP in 1913 and
was financed with the further increase of debt (Figure 1).
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Fig. 1. Current account of Russia, 1885-1913 (annual average in millions of USD).

In a nutshell, Russia attempted to simultaneously pursue a costly imperial
policy program and accelerated industrialisation, while facing a chronic short-
age of domestic savings due to political limitations. Over time, the stopgap solu-
tion of increasing debt and inviting FDI began to fail due to the growing trans-
fer of profits and interests (a natural occurrence when investments do not lead
to a rapid increase in competitiveness and trade surplus; Japelli/Pagano, 1994).
Industrialisation did not greatly affect the structure of Russian exports by 1913,
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and the gold reserves necessary to increase the money supply could be secured only
through exporting raw materials at low prices. This means that, despite accelerated
growth, Russian economy was incapable of securing a sustainable development,
modernisation, and structural change. As a consequence, when the First World War
cut the country’s access to export markets and supplies from allies, the economy
proved unable to operate efficiently. While the British GDP increased by 13% dur-
ing the war, and in France and Germany declined by 10-15%, in Russia the GDP
fall reached almost 40% by 1918 (agricultural production fell by 40% and indus-
trial production by 60%; Markevich/Harrison, 2011). As production collapsed and
transport was paralysed, neither the army could have been properly supplied, nor
food distributed efficiently to the population. This in turn led to military defeats
and social unrest that toppled the empire of the tsars and paved the way for the
Bolshevik takeover (Pipes, 2006).

3. Strengths and weaknesses of the Soviet economy in 1980

At first sight, the situation of the USSR in 1980 was totally different from that of
the Russian Empire in 1913. The country, with a population of 266 million, was
a global superpower, and according to multiple views, during the 1970s its military
potential overtook that of the United States (Collins/Severns, 1981). At the same
time, the country ranked second behind the US in terms of GDP, although techno-
logically it was falling considerably behind its rival (Orfowski, 2010). Another Soviet
asset were the world’s largest reserves of energy resources, whose prices reached
historical highs in 1980 following the two oil shocks of the 1970s (US Energy
Administration Information, 2020). Considering the inflation of other goods, the
real level of oil prices in 1980 was more than seven times higher than a decade
earlier (a similarly high level was later reached in 2008 and 2011-2013; in 2021
the real price of oil is lower by almost a half compared to 1980).

Paradoxically, in the early 1980s the Soviet economy was facing exactly the same
dilemma the Russian Empire did in 1913. The USSR also encountered the growing
problem of shortage of resources necessary to maintain the country’s position as
a superpower while modernising the economy. Struggling to retain this position,
in the 1980s the Soviet authorities were forced to pursue three objectives that com-
peted for the same limited pool of resources: (1) stimulating and modernising the
economy, which required a high level of investment expenditures (Fischer, 1994),
(2) maintaining the quality of life of an increasingly restless population, which
required spending more resources on producing consumption goods (Gajdar,
1999); (3) upholding a strategic military advantage over the US, which required
high expenditures for armaments (the accurate level of USSR military spending
is not known, but is assumed to have been 15-19% of GDP per annum, Collins/
Severns 1981). During the 1980s, especially since Mikhail Gorbachev came to power



148 Witold M. Ortowski

and attempted to introduce necessary reforms, it turned out that an attempt to
finance development and imperial policy simultaneously caused the Soviet Union
to suffer from the same malady that led to the collapse of Tsarist Russia, and the
pace of its GDP growth was steadily slowing down.

In Western analyses, it is commonly assumed that the Soviet economy was
characterised by continuously high rates of savings and investment. Thus, the
slowdown of the growth is attributed to: (1) enormous microeconomic inefficiency
that led to a sharp decline of investment efficiency and decreasing marginal pro-
ductivity of capital (up to a negative value in the 1980s, which is an economic
absurd; Fischer, 1994; Allen, 2001), and (2) extraordinarily low (for unclear rea-
sons) elasticity of substitution between labour and capital (Easterly/Fischer 1995).

The argument about high rates of savings and investments is undoubtedly true
with respect to the Stalinist era. The communist authorities (unlike their tsarist
predecessors) managed to mobilise internal resources necessary to finance forced
industrialisation and enormous expansion of the military potential (Allen, 2001;
Kennedy, 1989). According to some estimates, during the first Five Year Plan
(1928-1932), the investment rate was successfully raised from 15% to 25-30% of
GDP, while resources were concentrated on a colossal expansion of heavy and
defence-related industry (Cheremukhin et al., 2013). The poor, agriculture-based
Soviet Union could have achieved it only thanks to the incredibly brutal exploita-
tion of the countryside (leading, in extreme cases, to confiscation of food and
millions dying of hunger), forcing urban residents to save (by refusing to provide
adequate supplies of consumer goods), and using slave labour on a massive scale
(Davies, 1980).

The assumption that this state of affairs continued also after 1950s is, however,
erroneous, and commonly accepted estimates showing the investment rate in the
1980s at the level of about 30% (Gregory/Stuart, 1986; WIIW, 1991) are misleading.
The issue here is the imperfection of the statistical measurement in conditions in
which prices are artificially fixed rather than determined by the market. It should
be noted that since the early 1960s the Soviet Union pursued a policy of freezing
the prices of basic consumer goods; the officially reported consumer goods index
in the period between 1960 and 1989 was rising by just 0.4% annually (actual
inflation was higher because of hidden price hikes, but still remained far behind
the cost pressure; the resulting shortages and inflation overhang led to hyperin-
flation after liberalising the prices in the 1990s; Filatochev/Bradshaw, 1992). As it
appears, such policy was motivated by the desire to avoid irritating the society,
especially since the bloody suppression of the 1962 worker riots in Novocherkassk
(Gajdar, 1999). Paradoxically, therefore, the communist authorities, so effective
and ruthless in suppressing all individual opposition to the system, grew increas-
ingly powerless with respect to the entire society (and especially the worker class
which it purported to represent). The result was an economically irrational policy
of avoiding the necessary increase of consumer goods prices.
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In a non-market system, price relations may permanently and considerably
deviate from the level which would otherwise be set by the market, which distorts
economic relations calculated on the basis of statistical data. The result of the three-
decade-long Soviet policy of avoiding the increases of prices of consumer goods
was that the consumer expenditures reported in statistical data became increas-
ingly undervalued over time, and the value of investment expenditures overvalued
compared to what would have occurred had price relations evolved like in free
market economies (Ortowski, 2010). Using a correct statistical method for meas-
urement (based on comparing the size of investments and GDP in international
prices) leads to the conclusion that the actual investment rate in the USSR grad-
ually fell from 30% in the 1950s to less than 16% in the 1980s (Orowski, 2010).
The relationship between declining investment rates (calculated in international
prices) and weakening growth dynamic, obvious from the economic point of view,
is shown in Figure 2.
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Fig. 2. GDP growth and actual investment rate in the USSR, 1950-1991.

There is no doubt, of course, that the declining pace of investment was accom-
panied by the growing inefficiency and the widening technological gap vis-a-vis the
West. Low competitiveness and technological backwardness of industry (except for
some sectors of defence-related industry) compelled the seemingly industrialised
country to rely on exporting raw materials and semi-finished products in order
to obtain foreign currencies (Gajdar, 1999). In the 1980s, such exports accounted
for almost 70% of all export revenues (WIIW, 1991).
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It was low savings rate and shortage of capital, therefore, that led to a deficit
of resources necessary for the USSR to simultaneously achieve its objectives; due
to political decisions, investment expenditures suffered the most. Just like in the
late nineteenth century, the only chance for this policy to continue was finding
additional financial resources abroad. Given the ideological struggle with the West,
Soviet authorities were extremely wary of increasing national debt and banned
foreign investments in the economy (Fischer, 1994). As a result, the problem could
have been solved only by a sharp increase of revenues from exporting oil and
gas. This, however, required the construction of new, more efficient pipelines, an
undertaking impossible without technologies to which only the West had access
(Norquist, 2003).

The new economic strategy planned by the USSR was accompanied by half-
hearted attempts to introduce pro-efficiency reforms and to limit the scale of
military spending as part of Gorbachev’s “perestroika” initiative. These plans fell
through, however, for several reasons:

(a) Systematically growing social frustration and irritation, mostly due to eco-
nomic conditions, created challenges to the effective hegemony of the commu-
nist party in economic affairs and caused the unravelling of the bureaucracy
apparatus (Gajdar, 1999).

(b) A rapid decrease in world prices of energy resources limited export revenues.
Due to a collapse in oil prices, which declined in real terms by 72% between
1980 and 1988, the USSR’s foreign currency revenues from exporting oils and
gas contracted between 1984 and 1988 by more than a half. The price collapse
was accompanied by growing issues with maintaining production volume due
to underinvestment in the gas and oil industry (Fischer, 1994).

(c) The factor that ultimately killed off the Soviet economy was the intentional
US policy of undermining its financial foundations. This policy, launched in
the early 1980s by the Reagan administration, featured a number of carefully
chosen moves: (1) forcing the USSR to increase military spending by opening
a new arms race, (2) hindering access to new technologies, and (3) preventing
increased exports of energy resources by blocking advanced plans of build-
ing oil and gas pipelines to Japan (cutting off loans and imposing sanctions
on Western companies supplying the necessary technologies to the USSR;
Norquist, 2003).

These actions of the US quickly drained the sources from which Soviet econ-
omy was financed. This forced the authorities in Moscow to look for further sav-
ings that directly impacted the quality of life of citizens, definitively disorganised
central planning and led the Soviet Union to the brink of insolvency. The result
was a severe economic crisis, followed by the breakdown of the USSR and the
collapse of the communist system (Orlowski, 2010).
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4. Economic strengths and weaknesses
of the Russian Federation in 2021

Following the stormy transformation of the 1990s, the last two decades brought
considerable changes in the way the Russian state is run. According to Western
appraisals, once Vladimir Putin took power, Russia “shifted toward a centralized
authoritarian state” (CIA, 2020). At the same time, the country became more
aggressive in its foreign policy and, to some extent, managed to halt the decay of
its military power (Kuzniar, 2011).

In the economic domain, the period 2000-2021, and especially its first half,
brought an improvement in economic conditions compared to the very hard 1990s.
The recession that accompanied the transformation was so deep and persistent
that between 1989 and 1996 Russia’s GDP fell by as much as 42%. The decline in
production went hand in hand with peculiar structural changes, fundamentally
different from those observed in Central Europe (Orlowski, 2020; Chaplyuk et al.,
2016). First and foremost, a group of oligarchs, under the guise of privatisation,
took hold of the country’s most valuable assets, especially natural resources. This
led to huge income inequality, discouraged investments by foreign capital and
slowed down desirable changes in competitiveness and transformation of produc-
tion structure, making the economy heavily dependent on exporting oil and gas
(Gregory/Lazarev, 2004). The rapid decline of oil prices revealed the weakness of
Russian finances and led to the 1998 crisis (Ortowski, 2020).

Putin’s coming to power in 2000 coincided with improved situation of the
Russian economy. The tenfold nominal rise in oil prices from 1999 to 2009 helped
to radically improve the finances and accelerated economic growth. The close
relationship between the global oil price and the pace of growth of the Russian
economy is shown in Figure 3.

As the data show, exporting energy resources is today the most important factor
on which Russia’s growth and macroeconomic stability depends. This phenom-
enon remains, however, in direct opposition to the objectives found in the 2008
National Security Strategy, which said that the economy’s dependence on export
of oil and gas is a threat to growth and should be eliminated by 2020 (Tsygankov,
2011). It is also obvious that relying too much on exports of oil and gas hinders
structural transformation in the economy, causing the symptoms of the “Dutch
disease”: as the rouble exchange rate is excessively appreciated, the manufacturing
industry loses its competitiveness. The mechanism of the “Dutch disease” explains
the apparent paradox of the so-called “natural resource curse,” i.e. the negative
impact of huge revenues from exporting natural resources on long-term economic
growth (Algieri, 2011).

Estimating the current economic strengths and weaknesses of Russia is not easy.
As of 2021, the Russian Federation is the world’s sixth largest economy (eleventh
according to current exchange rates due to the relative weakness of the rouble),
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Fig. 3. Increase of Russian GDP (bars) and changes in oil prices (line) 1996-2020.

it has the fourth largest foreign exchange reserves (560 billion USD), the largest
documented deposits of natural gas, and eighth largest deposits of oil. It should
be noted, however, that the percentages showing Russia’s current share in world
economy (see Table 1) are markedly lower than in either 1913 or 1980, both due
to the breakdown of the empire and global changes which caused new economic
powers to arise. The economic results of 2000-2020 are ambiguous. Following
a period from 2000 to 2008 of rapid GDP growth (by 7.8% per annum on aver-
age), falling inflation and appreciation of the rouble, since 2009 the economy
has remained in stagnation, with GDP rising annually just by 0.6% on average
as a result of the global financial and pandemic crises, decline in oil prices and
Western economic sanctions. In 2000-2008, Russia pursued an economic policy
that restricted the use of revenues from resource exports for current consumption
in an attempt to counteract the effects of the “Dutch disease” (Orfowski, 2010). This
policy was realised mostly through ensuring budget surpluses and accumulating
high foreign exchange reserves to serve as padding against potentially declining
oil prices. Such course was, however, abandoned after 2009.

In parallel with the rising GDP of Russia, the international position of the
country improved as well. Following considerable erosion of the state institutions
in the first years of transformation, the Putin government managed to regain con-
trol over the most profitable branches of the economy, formerly dominated by the
oligarch class, creating a system of “state capitalism” characterised by voluntary or
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coerced cooperation between the state and oligarchs (Goldman 2008). As a result,
the financial situation of the state improved, allowing to intensify imperial policy
and partially restore Russian influence in the majority of former Soviet republics
(Kuzniar, 2011).

On the other hand, however, the Russian Federation economy is riddled with

serious weaknesses that radically undermine its position in case of a more or less
serious economic conflict with the West. Such factors are discussed below.

(a)

(b)

(c)

(d)

Despite the ambitions initially declared by Putin, no reforms were introduced
that would permit the emergence of a normal, modern free market economy,
based on a growing middle class, popularisation of mass ownership and devel-
opment of entrepreneurship. Such a change would have required rooting out
the crooked system in which the oligarchs control the most profitable branches
of the economy. Instead, the government contented itself with agreeing on
a share of profits from activities of oligarchs, battling only those who refused
to bow down (Sutela, 2012; Goldman, 2008).

Additionally, the flat income tax (which reinforces income inequalities) was
introduced in 2001, while the rich were given blanket permission to transfer
their capital abroad. Although Russia’s cumulative current account surplus
was over USD 1.2 billion in the entire period from 2000 to 2019 (due to trade
surplus), the foreign currency reserves increased only by USD 476 billion,
which means that surplus in current account was accompanied by a net out-
flow of capital equal to USD 755 billion (the average annual drain of capital
from Russia was over 3% of GDP). This is unlike Central European countries,
which recorded a considerable net inflow of capital during the transformation
period due to the high attractiveness to foreign investors (Orlowski, 2020).
Russia’s relatively low investment attractiveness, resulting mostly from the
unfavourable economic environment (corruption, no guaranteed rule of law,
and government actions to protect domestic oligarchs, especially when invest-
ing in the highly profitable oil and gas sector), means that despite having
a huge market the country did not attract foreign investments large enough
to balance the drain of domestic capital. Although the cumulative value of
direct investments made in Russia from 2000 to 2019 reached USD 600 billion,
it was still less than the value of Russian investments abroad (USD 671 bil-
lion). Moreover, about one half of foreign investments in Russia were made
by companies from countries commonly classified as “tax havens” (Cyprus,
Jersey, Bahamas, British Virgin Islands), which arouses the suspicion that they
are really reinvestments of some part of Russian capitals previously funnelled
out of the country (Ledayeva et al., 2013).

The low taxes levied on oligarchs’ income and permission for mass exodus of
capital made Russia suffer from a shortage of domestic private savings, and
therefore the capital necessary for development, despite huge profits from
exporting oil and gas. At the same time, the high income of the government
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sector that could partially bridge the gap in private savings is treated as a tool
of imperial policy and not used for economic development (Tsygankov, 2011;
Chapliuk et al., 2016).

At the same time, a strong manifestation of the “Dutch disease” (excessive real
appreciation of the rouble due to high revenues from exporting oil and gas),
combined with a distorted privatisation policy, corruption, lack of incentives
for investors and widely employed protectionist practices leads to slowdown
in structural changes, low competitiveness, reduced innovation and techno-
logical backwardness of the manufacturing industry (Gregory/Lazarev, 2004).
The general effect is Russia’s dependence on exporting resources and semi-fin-
ished products, which in 2018 accounted for 68% of all export revenues (of
which 52% were due to energy resources alone) and allowed to generate a huge
trade surplus (Figure 4). Russia’s export structure is therefore typical for an
undeveloped country that exports unprocessed and low processed goods while
importing investment and consumption goods (which total 75% of imports).
It is worth adding that in 2000 the share of resources and semi-finished goods
in export was lower, below 60%.

It should also be noted that while oil production in Russia is managed by
a number of large companies with some involvement of foreign capital, the
natural gas market is dominated by the state-run giant Gazprom. Together
with control over oil and gas pipelines, this makes oil and gas exports a con-
venient tool for pursuing imperial policy. On the other hand, the effect of this
setup is underinvestment of the energy sector whose profits are partly gobbled
up by the state and partly funnelled abroad by oligarchs (Goldman, 2008).
The influx of foreign capital to the resources sector is strictly supervised and
regulated (US Energy Information Administration, 2014).
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Fig. 4. Structure of Russian exports and imports by groups of products, 2018.
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To wrap up, therefore, it should be noted that despite the ambitious plans laid
by Vladimir Putin in his early years in power, in the years 2000-2020 the Russian
Federation not only failed to modernise the economy and increase the competi-
tiveness of non-resource sectors, but indeed achieved the reverse - the unfavoura-
ble structural change, shortage of domestic savings and dependence on exporting
resources became even more acute than before.

5. Summary: three key weaknesses

Despite a number of huge assets, the economy of the Russian Federation today

is ailing in a way surprisingly akin to that the Russian Empire did more than

a century ago and the Soviet Union four decades ago. Key importance should

be assigned to three weaknesses of a macroeconomic nature that were apparent

in all three periods, although each time they were arising from different causes.

(a) The first and most important weakness is the shortage of savings compared
to needs, combined with an attempt to simultaneously finance economic
development and imperial policy. In all the three periods, the shortage of sav-
ings had different causes (although always related to internal policy choices),
yet similar consequences. In Tsarist Russia, it resulted from a conservative
social and economic doctrine that favoured landowners; in the USSR, from
the extreme costs of pursuing superpower policy while trying to avoid social
unrest and banning foreign investments; in the Russian Federation, from the
oligarchic model of capitalism and the massive evasion of the Russia’s capital.

(b) The second key weakness is the low competitiveness of non-resource sectors
of the economy. Once again, this should be attributed, although with dif-
ferent intensity and for a variety of reasons, to persistent lack of sufficiently
deep reforms of a technologically backwards economy. In Tsarist Russia, this
stemmed from protectionism and the general civilisation backwardness; in
the Soviet Union, from the ineffective system of communist economy; in the
Russian Federation, from effects of the “Dutch disease,” protectionism and
inconsistently pursued economic transformation.

(c) The third key weakness is the huge dependence on export of resources (in
Tsarist Russia grain and wood, in the USSR and Russian Federation mainly
oil and gas), which is a consequence of the two previous weaknesses. What is
common for the three periods is a foreign trade structure typical for under-
developed countries, as well as the resource export dependence on foreign
technology and capital. This makes the country especially vulnerable to eco-
nomic blockades and technological change that may affect the operation of
energy markets.

At the same time, the three periods have in common a drive to maintain the
position of a superpower while being economically weak compared to Russia’s
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main rivals. The impasse could be broken by undertaking sufficiently deep reforms
to modernise the country and economy. Each time, however, the rulers failed to
take this decision, mainly for reasons related to internal policy. The inability to
solve basic problems by bold political decisions was therefore a common trait of
the Russian state, regardless of the reigning political and economic system.

It should be pointed out that over time these three key weaknesses of the
Russian economy remained relatively little recognised by contemporaries and
manifested themselves fully only in times of economic blockade (in the case of
Tsarist Russia) or economic war (the USSR). Nevertheless, as these weaknesses
were revealed, Russian economy collapsed during the First World War and dur-
ing the breakdown of the Soviet Union.
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Fig. 5. Changes of GDP level in three periods of Russian history

Obviously, the disrupted economic development of the Russian Federation
observed after the annexation of Crimea and the imposition of Western economic
sanctions, while painful, does not lead to as disastrous consequences as was the
case in the two earlier historical periods, due to the limited scale of the shock.
Nevertheless, considering the specific weaknesses of the Russian economy, one could
formulate a hypothesis that if the Russian Federation decides to head towards full
economic war with the West, or if market and technological changes lead to con-
siderable, permanent limitation of revenues from exporting oil and gas, the existing
weaknesses could even now plunge Russia into a deep economic crisis. The eco-
nomic, social, and political consequences of such a crisis are difficult to foresee.
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Abstract

The article seeks to answer, from the economic point of view, the question about sources of
instability of Russia’s superpower status over the last 130 years. The analysis of economic
strengths and weaknesses of Russia is based on a comparison of three periods: the Russian
Empire in 1890-1913, the Soviet Union in 1980-1991, and the Russian Federation in 2000-
2020. In spite of different sources of the problems, in all the three periods the Russian economy
shows astonishing similarities that led to severe economic and socio-political crises. The three
most important common problems are: (1) insufficient domestic savings to simultaneously
finance economic modernisation and imperial policy, (2) low competitiveness, (3) dependence
on the export of raw materials. Although the causes of these weaknesses were different in the
analysed periods and rooted in dilemmas of internal policy, their occurrence always represented
a major vulnerability for Russia that manifested itself fully during the trade wars and economic
blockades. In the case of the Russian Federation, the vulnerability may be reinforced by both
a confrontational policy towards the West and the technological and economic changes which
could transform the functioning of global energy markets.
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