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Introduction  

The world we live in is one of profound and increasing economic inequalities between nations (and 

increasingly also within them). Ever since the beginning of the Industrial Revolution in the late eighteenth 

and early nineteenth century, the use of new energy sources and continuous technological innovation by 

the leading, mainly Western, economic powers has produced a “Great Divergence” in productivity and 

living standards between them and those that have fallen behind. The unprecedented economic success of 

the West (and those countries that succeeded in emulating it) put tremendous pressure on “the Rest” to 

catch up, or else face the consequences of geopolitical marginalization or, in the context of the nineteenth 

and early twentieth century, colonial domination. The Industrial Revolution thus profoundly changed the 

pace of technological innovation, the potential scope of economic growth, and, by extension, the nature of 

geopolitical competition. Being a traditional great power and/or having an ancient civilization – like, for 

instance, China – did not guarantee success in the industrial age.  

Imperial Russia was a more successful early industrializer than Qing China, but Russia’s defeat in 

the Crimean War (1853-56) nevertheless exposed its backwardness vis-à-vis the Western powers. In 

response, Russia launched two major industrial pushes. The first one, during the late nineteenth and early 

twentieth century, was based on the liberalization of labor markets (the abolition of serfdom), the 

expansion of foreign trade, the promotion of private enterprise and foreign direct investment (FDI), and 

heavy borrowing on international capital markets. It was quite successful, although interrupted by the 
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outbreak of the First World War and the subsequent collapse of the Russian Empire.1 After the 1917 

October Revolution, Russia, soon to become the Soviet Union, turned away from this model of economic 

development and embraced an autarkic, statist, and anti-capitalist model of development, and an 

aggressively anti-Western geopolitical stance. Stalin launched a second catch-up push, but the Stalinist 

model ultimately fell short of convergence with the West. Following a brief post-communist interlude, 

Russia has again returned to this pattern of anti-Western geopolitics (albeit more limited in geographical 

scope and political ambition) and statist economic development (though now with a capitalist economic 

system).   

In this paper, I will analyze the economic consequences of this developmental and geopolitical 

strategy in light of the Western, East Asian, and Eastern European experiences, with a focus on the 

second half of twentieth century. I will argue that Russia’s return to this strategy of statist development 

and anti-Western geopolitics has adversely affected its economic development. Rather than pursuing an 

anti-Western agenda, Russia should strive to benefit from economic integration with the West without 

sacrificing its geopolitical autonomy, following the Chinese example. In order to reap the benefits of such 

a Western pivot, Russia’s best bet is to resume the economic liberalization of the early 1990s and early 

2000s in order to develop a competitive manufacturing sector that could serve as the basis for a more 

diversified economy. In order to successfully promote private-sector growth and attract much-needed 

FDI, Russia will, however, have to fundamentally improve its governance. 

 

The Growing Gap  

The Russian economy has been on a rollercoaster ride over the past century. Yet underneath the wild 

fluctuations in its short- to medium-term performance lies a longer-term trend of stagnation and relative 

decline that originates in the 1960s. The goal of catching up to and overtaking the West economically – a 

cornerstone of Soviet policy that still lingers in the minds of Russian political elites today – has moved 
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ever farther out of reach. Indeed, Soviet/Russian economic growth rates have been persistently lower than 

Western for many decades.2 By the 1960s, Soviet growth was beginning to slow down, while the 

capitalist West experienced an economic boom. As a result, many Western economies were growing 

faster than the USSR, and, by the 1970s, the United States had joined their ranks.3 In the post-communist 

era, Russia’s economic growth has also lagged behind that of the U.S., successful post-communist 

“transitioners” like Poland, and the OECD in general.4  

Estimates of the size of the Soviet economy and the level of living standards vary widely, but 

nevertheless present a similar picture. Whereas total and per-capita Soviet output from the mid-1950s to 

the mid-1970s were estimated to be somewhere between one-fourth and slightly above one-half of the 

size of their American counterparts, the economy of the Russian Federation (which inherited about half 

the population, but most of the economic assets of its Soviet predecessor) is nowadays about ten times 

smaller, while its GDP per capita reached only 21 percent of that of the U.S. in 2016. The only period for 

which Russian growth was higher than that of any Western country was Russia’s decade of growth 

																																																								
2 Soviet economic data are problematic, given that the official output statistics are notoriously unreliable (i.e., 
overstated) and measuring the value of that output in the absence of market prices is complicated. The best available 
estimates – and the ones upon which I rely here – seem to be the ones by the CIA and Grigorii Khanin, which, 
though separately produced on the basis of different methodologies, are quite similar. See Mark Harrison, 
“Economic Growth and Slowdown,” in Brezhnev Reconsidered, ed. Edwin Bacon and Marke Sandle (Basingstoke: 
Palgrave Macmillan, 2002), 38-41.   
3 Gertrude E. Schroeder, “Reflections on Economic Sovietology,” Post-Soviet Affairs 11, no. 3 (1995): 207. 
4 The average annual growth rate for the Russian Federation in the period 1992-2016 was about 1 percent, compared 
to an American annual growth rate of 2.5 percent, Polish average annual GDP increases of 3.7 percent (for the 
period since 1991), and the OECD average of 2.1 percent. However, the data for the post-communist era are, again, 
disputed. One major objection has been that the rapid growth of the informal economy during the transitional period 
inflated the output decline. However, an often-used proxy for economic output that supposedly corrected for the 
increase of the informal economic, namely electricity consumption, works poorly for countries like Russia where 
electricity was extremely cheap during the 1990s and most industrial production used other energy sources. See 
Steven Rosefielde, “Russia: An Abnormal Country,” The European Journal of Comparative Economics 2, no. 1 
(2005): 8. Moreover, analysts arguing for taking into account the increase of the informal economy during the 
transitional period have tended to forget that, if they were correct, they also inflated the subsequent economic 
growth, as much of that informal economic activity proved transitory. Another objection to the official data has been 
that the output decline during the 1990s was exaggerated because the communist-era data were inflated, while the 
post-Soviet data were understated in order to evade taxation. This is very plausible indeed, although, again, it also is 
likely to have inflated Russian growth rates during the 2000s, as tax reforms and increased state capacity diminished 
the amount of tax evasion. Both these factors, moreover, also affected the post-communist countries in East-Central 
Europe, although maybe to a lesser extent. But even if we allow for a very generous halving of the decline in 
Russian output between 1991 and 1996, its growth would only rise to an annual average of 1.9 percent, which is still 
lower than the comparator countries and the OECD. The growth figures presented here are the author’s own 
calculations on the basis of the data provided by the World Bank. See https://data.worldbank.org. 
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between 1999 and 2008. However, even in 2008 Russia still stood at less than a ninth of the U.S. 

economy and only 28 percent in per-capita terms.5 The numbers, however, tell only part of the story.  

 

From Zastoi to Zastoi 

While the Stalinist model of economic development had proven to be capable of achieving growth (albeit 

at the cost of tremendous human suffering) by using coercion to restrict consumption (in order to boost 

investment) and shift labor from agriculture to industry, it proved much less successful at increasing the 

productivity (rather than simply the volume) of factors of production and adapting to new technological 

regimes. By the time Leonid Brezhnev came to power in 1964, the sources of extensive growth through 

high accumulated were already being depleted, which triggered the first major Soviet attempt to reform 

the planned economy (the so-called Kosygin reforms, launched in 1965). Soon, however, the impetus to 

reform the system died out, as the reforms did not succeed at improving productivity, while provoking 

substantial bureaucratic resistance. Moreover, the discovery of the West Siberian oilfields during the 

1960s transformed the USSR into a net oil exporter just in time to profit from the oil shocks of the 1970s. 

However, even despite the oil windfall, economic growth stagnated and the Brezhnev period came to be 

known as the era of zastoi (“stagnation”).   

While the West in the wake of the oil shocks moved away from heavy industry and developed 

new service and high-tech industrial sectors, the Soviet Union doubled down on its massive, energy-

wasting heavy and military industrial base, and the technological gap between East and West broadened. 

Meanwhile, the end of Stalinist terror and Brezhnev’s “stability of cadres” policy resulted in the 

																																																								
5 The various estimates of the size of the Soviet economy are taken from Schroeder, “Reflections on Economic 
Sovietology,” 212-14. (See also, for estimates for a later period, Harrison, “Economic Growth and Slowdown,” 42.) 
Given the fact that the Soviet population was larger than that of the U.S., Soviet per capita output must have been a 
smaller share of its American counterpart than total output, although the estimates vary so widely that no clear, more 
detailed pictures emerges from them. The post-Soviet figures were calculated on the basis of U.S. and Russian data 
from the World Bank (GDP and GDP per capita in constant 2010 U.S. dollars). See https://data.worldbank.org. 
(Russia’s reported GDP per capita at purchasing power parity is substantially higher, but also, given Russia’s greatly 
distorted price system and widely varying consumer baskets across social groups and regions, highly unreliable. See 
Andrey Movchan, Decline, Not Collapse: The Bleak Prospects for Russia’s Economy (Carnegie Endowment for 
International Peace: Moscow, 2017), 4-5, 11, 31, 
http://carnegieendowment.org/files/CP_Movchan_2017_web_Eng_2.pdf, accessed on January 7, 2018.) 
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entrenchment of political machines and interest groups, and an increase in corruption. Then, in the 1980s, 

oil prices began to falter. A second, more radical, attempt at economic reform, now combined with 

political liberalization, under Mikhail Gorbachev unhinged the planned economy, destroyed the 

Communist Party hierarchy, and led to the break-up of the Union itself.  

The collapse of communist rule and the onset of market reform initially brought little relief, as the 

country entered a protracted period of economic depression and erosion of state capacity, which 

ultimately culminated in the financial crash of 1998. However, in the wake of the crash, the Russian 

economy started growing again rapidly, spurred on by a devaluation of the ruble, a rebuilding of central 

state capacity, further (economic, legal, and tax) reform, and, perhaps most importantly, booming global 

commodity prices. But then, the Russian economy collapsed again when the global financial crisis of 

2008 exposed Russia’s heavy dependence on oil, gas, and metals exports. Russia’s decade (1998-2008) of 

economic growth (at an impressive annual average of almost 7 percent) had gone hand-in-hand with a 

further relative decline of its manufacturing industries (i.e., deindustrialization). Recovery growth in 

subsequent years quickly stagnated, and, when oil prices collapsed again in 2014 and Russia was hit by 

economic sanctions from the United States and European Union in response to the annexation of Crimea, 

the Russian economy plunged into depression again.  

Although the Russian economy recorded modest growth again in 2017, its prospects are bleak. 

The public sector has ballooned again, undoing much of the mass privatization of the 1990s, and stifling 

entrepreneurship and competition.6 The increasingly state-dominated banking sector remains weak and 

access to foreign capital markets has become more restricted. Political machines have become entrenched 

and corruption levels have been steadily rising.7 Meanwhile, the labor force is shrinking and a large-scale 

																																																								
6 The size of the Russian public and private sectors remains hard to measure. According to the Russian Federal 
Antimonopoly Service, the share of the state sector in Russia’s GDP increased from 35 to 70 percent between 2005 
and 2015. See “Gosudarstvo i goskompanii kontroliruiut 70% rossiiskoi ekonomiki,” Vedomosti, September 29, 
2016, https://www.vedomosti.ru/economics/articles/2016/09/29/658959-goskompanii-kontroliruyut-ekonomiki, 
accessed on December 29, 2017. 
7 According to Transparency International, Russian corruption now equals Ukraine’s – a country which, as George 
Soros once remarked, gives corruption a bad name. See Transparency International, “Corruption Perceptions Index 
2016,” https://www.transparency.org/news/feature/corruption_perceptions_index_2016, accessed on June 14, 2017. 
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emigration of highly educated people has swiftly taken off in recent years.8 The country has become ever 

more dependent on oil and other commodities with high price volatility.9 Moreover, as Russia’s West 

Siberian oil fields are in decline, the country will struggle to keep production level (let alone increase 

output), while the very real possibility of long-term low oil prices due to stagnating or even declining 

demand would seriously disrupt the Russian economy.10 All the while, there does not seem to be a 

comprehensive reform plan to increase the competitiveness of the Russian economy. Russia under 

Vladimir Putin has thus, in a way, come full circle since the Brezhnev era – from zastoi to zastoi. What 

can Russia do to reverse the trend of economic stagnation and relative decline?   

 

A New Geopolitics 

Finding a model for Russia to economically converge with (rather than diverge from) the West in the 

twenty-first century has to start with rethinking the country’s relationship with the American-led Western 

world. Russia’s attempts to regain superpower status by carving out a sphere of influence for itself at the 

expense of the West’s have proven to be counterproductive to the country’s economic development. 

Massive sums of money have in recent years been allocated to modernize, reorganize, and expand the 

Russian military, while infrastructure and education have been neglected for decades. Meanwhile, the 

benefits of the deployment of these modernized armed forces (in Georgia, Ukraine, or Syria) for the 

welfare of the people living in Russia remain unclear. Even more so, this strategy is particularly harmful 

																																																								
Soros is quoted in Stephen Kotkin, “Trashcanistan: A tour through the wreckage of the Soviet empire,” The New 
Republic, April 15, 2002.  
8 On Russia’s recent brain drain, see “The Problem With Russia's Best and Brightest,” Stratfor Worldview, June 29, 
2016, https://worldview.stratfor.com/article/problem-russias-best-and-brightest, accessed on December 29, 2017; 
“Brain Drain Is Sapping Russia of Its Talent,” Stratfor Worldview, June 30, 2016, 
https://worldview.stratfor.com/article/brain-drain-sapping-russia-its-talent, accessed on December 29, 2017. 
Moreover, real emigration rates are probably even significantly higher than those reported, because many people are 
leaving quietly, without informing the Ministry of Internal Affairs. See Elena Mukhmeshina, “Iz Rossii uezhaet v 
razy bol’she liudei, chem uchityvaet statistika,” Vedomosti, October 6, 2016, 
https://www.vedomosti.ru/politics/articles/2016/10/06/659896-iz-rossii-uezzhaet, accessed on December 29, 2017. 
9 As one scholar has noted, “The Soviet Union was not a petro-state; but post-Soviet Russia is increasingly taking on 
the characteristics of one.” Thane Gustafson, Wheel of Fortune: The Battle for Oil and Power in Russia (Cambridge, 
Mass.: Belknap Press of Harvard University Press, 2012), 482. 
10 Gustafson, Wheel of Fortune, 449-79, 484-88. 
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to Russia because the country is heavily dependent on the West. The EU is Russia’s largest trading 

partner and source of FDI. Furthermore, due to the shallowness of domestic Russian capital markets, 

Russian businesses (have to) rely heavily on Western capital markets to finance many of their major 

capital investments. Moreover, Western technology transfers are crucial to modernize the Russian 

economy and to exploit new oil fields. Indeed, as former Minister of Finance, Alexei Kudrin, has argued, 

Russia is in desperate need to lower geopolitical tensions. Russian hopes that China could (and would) 

function as a substitute source of trade, corporate finance, and investment proved to be unfounded.11 

Russia’s short-term geopolitical ambitions thus harm its economic development and, by extension, its 

long-term geopolitical ambitions. After all, Russia cannot be a great power in the twenty-first century 

without a modern, dynamic, and globally competitive economy. 

The challenge for Russia’s political leadership is to figure out a geopolitical strategy that would 

enable Russia to pursue its own interests in the international arena, while also coming to terms with this 

dependence on the West, and, indeed, enabling the country to take advantage of the existence of the West. 

In fact, all the major “economic miracles” of the post-World War II period – Germany (and Western 

Europe in general), Japan, Korea, China, and post-communist East-Central Europe – were achieved 

through integration with the American-dominated world economy.12 Granted, Russian political elites will 

not be willing to limit their geopolitical independence to the extent that, for instance, Germany and Japan 

have done, but the Chinese case illustrates that there are ways to reap the benefits of economic integration 

with the West without giving up one’s own geopolitical autonomy. There is no denying, however, that 

this is a difficult challenge, because American grand strategy (denying regional dominance to any of the 

other powers and promoting liberal democracy) clashes fundamentally with Russia’s (dominating the 

																																																								
11 Pavel K. Baev, “Russia's pivot to China goes astray: the impact on the Asia-Pacific security architecture,” 
Contemporary Security Policy 37, no. 1 (2016): 99-101. 
12 See, for instance, Aaron Forsberg, America and the Japanese Miracle: The Cold War Context of Japan’s Postwar  
Economic Revival, 1950-1960 (Chapel Hill: University of North Carolina Press, 2000); Girijesh Pant, “Political 
Economy of ‘Korean Miracle’,” Social Scientist 13, no. 5 (1985): 19-30; Odd Arne Westad, “The Great 
Transformation: China in the Long 1970s,” in The Shock of the Global: The 1970s in Perspective, ed. Niall 
Ferguson et al. (Cambridge, Mass.: Belknap Press of Harvard University Press, 2010), 65-79. 
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post-Soviet region and keeping liberal democracy at bay). Russo-American relations are thus inevitably 

going to be problematic, but Russia has much more to lose from letting those relations deteriorate 

severely, because it is more dependent on the West than the West is on Russia.  

 

Structural Economic Reform 

Secondly, in order to reap the benefits from its deeper integration with the West, Russia needs to follow 

the example of other successful developers and implement structural economic reforms that liberalize its 

economy. Even China – by far the most statist of the economic miracles – has grown its economy for 

many decades now by moving away from statism and towards market mechanisms and private ownership, 

not the other way around, and by increasingly opening up its economy to international competition and 

foreign investment.13 Meanwhile, the Russian state has actively protected Soviet-era factories (even 

unprofitable ones) from the onslaughts of international markets, while resorting to nationalization in cases 

where private enterprise has failed to build viable companies out of Soviet-era industrial assets and 

creating large state corporations to advance high-tech industry. In addition, the liberalizing market 

reforms of the early 1990s and early 2000s have come to a halt. The result, as mentioned, has been a 

stifling of entrepreneurship, competition, and opportunities for foreign investment, which could not only 

be a vital source of capital, but also of much-needed foreign technology transfers. By obstructing the 

diversification of the economy, the current regime’s pursuit of economic autonomy has ironically made it 

more heavily dependent on volatile global commodity markets. 

A more productive manufacturing sector could diversify Russia’s international trade and produce 

a more balanced pattern of economic growth (compared to the boom-and-bust pattern that characterizes 

resource-dependent economies). The post-communist countries of East-Central Europe could serve as a 

model for Russia, since they, while inheriting similar economic structures from the communist era, have 

																																																								
13 This is arguably even more necessary in Russia, which, unlike China, cannot draw on easy growth by moving 
surplus agricultural labor into industry, but rather has to upgrade the productivity of its existing production capacity 
and move industrial labor into new, more productive industrial or service jobs. 
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successfully modernized and restructured numerous important manufacturing industries, while reorienting 

them towards export markets. Given the limitations of Russia’s domestic capital markets and R&D 

potential, it seems that relying on FDI, as Eastern Europe did, is Russia’s best bet at modernization in the 

near future.14 The main political challenge will be to get the Russian people behind a liberalization policy 

that will further open the Russian economy up to international competition and investment, and will lead 

to the shrinking or dismantling of many large Soviet-era factories located in monotowns. Even the 

Chinese communist regime has come to terms with the fact that marketization necessarily produces 

losers. Russia’s accession to the World Trade Organization in 2012 was a positive development in this 

regard, but more needs to happen. Again, structural reforms will support this process by facilitating job 

growth in other sectors. In the long run, Russia needs to invest substantially in domestic R&D potential 

(including education in general) and infrastructure, in order to enable the country to keep climbing the 

technological ladder, as the East Asian countries have done.  

Those advocating structural reforms (like Alexei Kudrin and German Gref, alongside many other 

Russian economists), however, have been politically sidelined in the wake of the Yukos Affair. Statism 

has seemed particularly attractive to Russia because economic (and political) liberalism is widely 

associated with the chaos and economic crisis of the 1990s, while the statist turn under Putin has, initially, 

coincided with tremendous growth and the attainment of unprecedented living standards. However, the 

Russian post-communist crisis was primarily the result of the continuation of the collapse of the Soviet 

state and economy that began under Gorbachev, which inhibited the government from creating an 

effective institutional infrastructure for a market economy and from halting the inflation caused by the 

shortages and monetary overhang inherited from the Soviet era.15 So-called “shock therapy,” often 

blamed for Russia’s economic woes, was not implemented in Russia. Tight monetary and fiscal policies, 

																																																								
14 Historically, as mentioned, there has been a precedent for such a strategy in the late nineteenth and early twentieth 
century. In fact, despite the Soviet Union’s pursuit of autarchy, even Stalin’s industrial push was largely based on 
imported Western production technologies. 
15 See, in particular, Stephen Kotkin, Armageddon Averted: The Soviet Collapse, 1970-2000 (Oxford: Oxford 
University Press, 2001).  
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though proclaimed, were initially not observed, while bureaucratic intervention in the economy remained 

substantial.16 Moreover, various East-Central European countries (including the formerly Soviet Baltic 

states) achieved tremendous economic successes with economic policies very similar to the ones 

promoted in Russia at the start of the 1990s, and despite not having Russia’s vast natural resources. A 

turn in economic policy may thus require a reevaluation of the lessons to be drawn from the 1990s.  

 

Ruling or Governing Russia 

Lowering geopolitical tensions with the West and liberalizing the economy can facilitate investment and 

technology transfer, increase efficiency, and lower corruption to a certain extent. However, in order to 

fully reap the benefits of these policy changes and reforms, and truly start closing the gap with the West, 

Russia will have to improve its governance. There is now a widespread consensus among economists that 

institutional arrangements like substantial checks on executive power, impartial civil services, and secure 

private property and contract rights under the rule of law are prerequisites for joining the world’s 

economically most highly developed countries, as they reduce transaction costs and provide strong 

incentives for efficiency-enhancing investment and restructuring.17 Indeed, the richest countries in the 

world are all (with the exception of Singapore) liberal democracies with high governance scores and a 

handful of petrostates.18 Even countries with non-Western cultures that have economically converged 

																																																								
16 M. Steven Fish, Democracy Derailed in Russia: The Failure of Open Politics (Cambridge: Cambridge University 
Press, 2005), chapter 6; Kotkin, Armageddon Averted, chapter 5.	
17 See Dani Rodrik, Arvind Subramanian, and Francesco Trebbi, “Institutions Rule: The Primacy of Institutions 
Over Geography and Integration in Economic Development,” Journal of Economic Growth 9 (2004): 131-65. Some 
of the key theoretical works in this literature are Daron Acemoglu and James A. Robinson, Why Nations Fail: The 
Origins of Power, Prosperity, and Poverty (New York: Crown Business, 2012); Mancur Olson, Power and 
Prosperity: Outgrowing Communist and Capitalist Dictatorships (New York: Basic Books, 2000); Douglass C. 
North, Institutions, Institutional Change and Economic Performance (Cambridge: Cambridge University Press, 
1990); Douglass C. North, Understanding the Process of Economic Change (Princeton: Princeton University Press, 
2005); Douglass C. North, John Joseph Wallis, and Barry R. Weingast, Violence and Social Orders: A Conceptual 
Framework for Interpreting Recorded Human History (Cambridge: Cambridge University Press, 2009). The major 
challenger to this Western model of economic development is obviously China, but it is not at all clear whether the 
Chinese model will actually be able to catch up with the West, as opportunities for extensive growth are increasingly 
exhausted and environmental challenges become ever more acute. Expert opinion is hopelessly divided on the issue 
of China’s future economic development potential. 
18 North, Wallis, and Weingast, Violence and Social Orders, 4. 
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with the West, like Japan and Korea, have done so by adopting core Western institutions and political 

values.  

Building a strong, effective state, capable of securing Russia’s interests abroad and facilitating 

economic development at home, has been one of the major objectives of Putin’s political project. While 

Putin managed to restore central state authority, his success has not translated into the creation of strong, 

balanced, impersonal institutions that facilitate modern economic development.19 Russia continues to 

suffer from weak parliamentary and judiciary checks on executive power, a corrupt legal system, and 

arbitrary or, at best selective, law enforcement. All this has weakened incentives to invest, inhibited the 

development of private (in particular small and medium-sized) enterprise, given rise to corruption, and 

increased the cost of economic transactions.20   

Indeed, the obstacles to building good governance in Russia seem substantial. Russia has no 

strong liberal or democratic tradition, and it inherited a Soviet legacy of unchecked executive power and 

poor legal and economic institutions. Nor does Russia have realistic prospects of joining the EU, which 

was an important pull factor for institutional reform in Eastern Europe. Moreover, as in any illiberal 

system, the creation of the rule of law is obstructed by the simple fact that political elites personally 

benefit from its absence.21 Incumbent elites are particularly well-positioned to counter democratizing 

forces in resource-rich countries, where it is easy for them to capture rents from resource (in particular 

oil) exports, which enables them to keep taxation (and, thus, representation) to a minimum, as well as to 

																																																								
19 Personalist or, as it is often called (following Max Weber), “(neo)patrimonial” rule is of course very common in 
the world even today, and has been the dominant mode of political organization in human history. Indeed, as Francis 
Fukuyama argues, this is not a cultural phenomenon, but a biological one. See Francis Fukuyama, The Origins of 
Political Order: From Prehuman Times to the French Revolution (New York: Farrar, Straus and Giroux, 2011). A 
challenge for political scientists is to determine to what extent the post-Soviet forms of “(neo)patrimonialism” 
resemble or differ from other forms around the world. In other words, what is specifically “Soviet” about this most 
commonly identified Soviet legacy? 
20 Consider, for instance, corporate finance. Russian entrepreneurs are caught between two fires. On the one hand, 
they often opt for concentrated ownership to minimize risks stemming from a weak legal system, which precludes 
them to adopt the American model of equity financing through dispersed ownership. On the other hand, Russian 
corporations cannot rely on the banking system to the extent that German and Japanese corporations (also with 
concentrated ownership) have done, because of the weakness of the domestic banking system.  
21 See Acemoglu and Robinson, Why Nations Fail, chapter 12. 
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fund patronage networks and security apparatuses.22 It is probably no exaggeration to state that 

institutional reform, building good governance, is going to be the biggest challenge for Russia in the 

twenty-first century.  

 

Conclusion 

I have divided the main challenges of economic development for Russia into three categories: adopting a 

geopolitical strategy that facilitates Russia’s economic development (in particular through economic 

integration with the West), pursuing liberalizing structural economic reforms, and building good 

governance. These challenges are interconnected in various ways. Thus, for instance, Russia’s great-

power aspirations have facilitated the personalization of politics and statization of the economy. 

Economic statism and personalist rule, in turn, have increased corruption, degraded institutional 

performance, and further weakened the ruling elite’s incentives to pursue economic and political 

liberalization. This, in turn, has made it difficult for private enterprise to restructure and modernize, 

which, in turn, has provided an argument for increased statism. In other words, there are serious lock-in 

effects that obstruct Russia from pursuing the policies and reforms advocated here. On the other hand, 

low oil prices (especially if persistent) might jolt political elites into action, as has happened before in 

recent Russian history. The challenges of economic development for Russia are, primarily, political ones 

for which there are no easy, technocratic solutions. Overcoming them will require political leaders not 

just with the right ideas, but also capable of harnessing political forces and popular support to implement 

such difficult reforms and policy changes. Only Russia itself can provide such leadership. 

																																																								
22 There is a large literature on this so-called “resource curse,” which has both a political argument (resource wealth 
inhibits democratization) and an economic one (resource wealth negatively affects economic development). See, for 
instance, Michael L. Ross, “Does Oil Hinder Democracy?,” World Politics 53, no. 3 (2001): 325-61; Terry Lynn 
Karl, “Understanding the Resource Curse,” in Covering Oil: A Reporter’s Guide to Energy and Development, ed. 
Svetlana Tsalik and Anya Schiffrin (New York: Open Society Institute, 2005): 21-26. For Russia specifically, see 
Rudiger Ahrend, “Can Russia Break the ‘Resource Curse’?,” Eurasian Geography and Economics 46, no. 8 (2005): 
584-609; Clifford G. Gaddy and Barry W. Ickes, “Russia after the Global Financial Crisis,” Eurasian Geography 
and Economics 51, no. 3 (2011) 281-311; Prateek Goorha, “The Political Economy of the Resource Curse in 
Russia,” Demokratizatsiya 14, no. 4 (2006): 601-11. 


