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This brief paper presents a comparative discussidhe economic growth and reform
process in Russia during the 2000s. It also digsudge remaining reform priorities for Russia.
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1. Macroeconomic performance in Russia

The ultimate aim of macroeconomic and structurfarras are not the reforms per se, but
to generate higher long-term sustainable growther@lore, | will start by making a brief
description of Russia’s recent growth performaragally, as pointed out throughout in Vinhas
de Souza, 2008b, any meaningful discussion of padoce (economic or otherwise) must be
made inrelative terms, in which a given country is comparedrgbevant benchmarks. This will
be done throughout this paper.

GDP performance

One thing that should be stated from the stattas the common perception of Russia as
under-performing in terms of economic growth isglly a myth: as one can se in Figure 1
since 1999 Russia’s growth performance has beete qbse to the CIS-fiand BRIC
averages, and has actually surpassed the perfoemainthe European Union’s (EU) New
Member States (NMS-£0n Figure 1).

! The views expressed in this paper are those oftitleor writing in a personal capacity and do netessarily
reflect the official views of the European Commissbr any other institution with which he is assped. All the
usual disclaimers apply. This paper is largely dame my book “Russia: A Different Country”, Vinhde Souza,
2008b (http://shop.ceps.eu/BookDetail.php?item_d52).

“Directorate General for Economic and Financial &§&DG ECFIN), European Commission.

*The groupings’ GDP growth rates in Figure 1 aregivd by the GDPs of groupings’ individual coursrie

“CIS stands for Commonwealth of Independent Stales)oose organisation that includes most of thentiies
form the former Soviet Union, bar the Baltic Statiest became members of the EU in 2004 (namelynémbers
are Armenia, Azerbaijan, Belarus, Georgia, KazakhsKyrgyzstan, Moldova, Russia, Tajikistan, Turkisean,
Ukraine and Uzbekistan: one must note that Turkstanidiscontinued its permanent membership of 18eaS of
26 August 2005, and is now an “associate membleat, Wkraine never actually ratified the CIS Treatd that on
12 August 2008, the Georgian Government announcecbuld leave the CIS, a decision later approvedhsy
Georgian Parliament). | use here the aggregatelC|S-e., without Russia, as otherwise Russia’'$operance —
roughly 75% of the CIS’ GDP- would dominate the aiyrics of the CIS aggregate.

°BRIC stands for Brazil, Russia, India and Chinae@ust note that, as China and India have muchr|@Gz& per

capita levels than Brazil or Russia, their long-term gtiowates are necessarily higher. Also, similarlythe
situation of Russia in the CIS, China, by the ehthe sample used in Figure 1, had come to domitheteBRIC
aggregate, with around 50% of its GDP.

®This stands for the set of ten formerly plannedneaaies that entered the EU in 2004 and 2007, naBelyaria,
Czech Republic, Estonia, Hungary, Latvia, Lithuafaland, Slovakia, Slovenia and Romania.
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Fig. 1. Comparative Weighted GDP Growth Rates (%)

Source: ECFIN, UNECE, IMF.

My choices of benchmarks in Figure 1 obviously gefboth the NMS and especially the
CIS (as the NMS, contrary to Russia and the Clgee&nced much less time under the planned
economy system and benefited from the reform “anobbd provided by the EU Accession
process and related financial and technical sup@stadequate references for the Russian
performance, as both are sets of countries thagreqred a similar process of transformation
from planned to market economy. Additionally, thelB provides another benchmark, that of a
set of large emerging economies like Russia. | ed®99 as the year to start the comparison in
Figure 1 as it excludes both the distortions causethe initial period of ‘transition recessién’
and the 1998 Crisis. One must remember that, oragegthe ‘transition recession’ in the NMS
occurredbefore that in the CIS countries, as they began theorme$ earlier than the CIS did —
some as early as in the 1980s. This reveals anqgth&tlem when comparing growth
performance (or indeed, progress in reforms) betwte CIS and other regionthe time
reference sample. Some works adjust the comparison by basing sen¢ke year reforms started
(termed ‘transition time”).

The same conclusion holds true for other tradifiomeeasures of macroeconomic

stabilisation (a necessary precondition for suataangrowth) like inflation and external balance

"As a rule,all ‘transition’ countries experienced several yedraamative growth, referred to in the literaturettas
‘transition recession’. This period of negative GBwth is linked to the necessary time to reorggtie existing
factors of production according to their marginedduictivities and the international comparative aattage of the
individual countries (see Vinhas de SouzaH&vrylyshyn, 2006). It is also related to tHepth of accumulated
distortions: as the Soviet Union had been undelaangd economic system for a generation longer Ewstern
Europe, the distortions there (for instance, thgreke of over-industrialisation) were more serious.



(see Figure 2): not only Russia is not an undeopegf in those (and other) criteria, but it
frequently surpasses the comparator groups.

Also, and again contrary to widespread perceptimer 70% of Russian growth in the
post 1998 period is nalirectly related to natural resources (see Ahrend, 208@h)eae has been
strong growth in some manufacturing and servicesose Therefore, growth performance in
Russia is linked, to a very considerable degrethaceffects of liberalisation reforms in the non-
commodity parts of the economy.

Additionally, in principle there are no real reasofor a relatively robust growth
performance not to remain for the long-term, as @tghing-up economy —as Russia undeniably
still is— by definition will have higher sustainable long-term growth satfean mature economic
areas like the EG.
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Fig. 2. CPI* (left pane) and Budget Balance (right pane)

Source: ECFIN, UNECE, IMF.*HIPC for the NMS-10.

Finally, beyond sheer catching-up dynamics, Russidd be on the verge of switching to
a more sustainable growth model, driven by highmneistic investment and FDI inflows (see
Vinhas de Souza, 2008b)To take full advantage of this situation, makingwgh truly
sustainable in the long run, tmecessary macroeconomic frameworks and structural reforms

have to be in place. These are dealt with in the sections.

®Beck, Kamps and Mileva (2007) estimate the curfest, without any additional growth-enhancing stusal

reform) long-term growth potential of Russia tovkiehin the 4-6%per annum interval.

°0One could also point out that the high endowmertiwhan capital in Russia is potentially supportiWehat: the
secondary and tertiary enrolment rates are verilagino high-income countries and far above the iatthe BRIC
countries. On the other hand, indicators of spandin education remain below the BRIC average. Ruakio

produces a much greater share of graduates incgcemd engineering subjects than higher-incometdesnThe
number of persons in R&D per million of populatisrcomparable to Germany and much higher thandBRICs:

in 2005, Russia had almost 1 million persons engiag®&D activities. This figure is similar to Clars, and about
half of the EU 27 figure.



2. Russia’s Incomplete Reform Agenda

As exemplified in the previous section concerningwgh, when evaluating Russia’s
overall performance in economic reform, it is esisério use adequate benchmarks. A simple
comparison with the NMS is not fully correct, ag tBU Accession both implied and anchored
binding structural reforms. For the CIS, no such strontereal anchor exists. Therefore,
Russia’s reform process is better compared witstets of countries that do not benefit from
such external constraints, like the CIS.

Using a traditional index of reform —thEansition Indicator, or Tl, of the European
Bank for Reconstruction and Development (EBEB)}o compare Russia with clusters of other

“transition” countries reveals several things (Begire 3).
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Fig. 3. EBRD Transition Indicators for Russia and RegionalGroups
Source: EBRD.
First, Russia outperforms the CIS average and dineeearly 2000s with increasing

distance (in other words, Russia is reforming fagitan the CIS —here non-GDP weighted—

average, which includes some very slow reformé&sgond, Russia is very close to the average

% or a description of the indicator, see EBRD (saMissues). The choice to present here first théoBls not imply
any preference for this indicator, or any belieftsysuperiority: it merely has the longest corgisthomogeneous
series available for Russia and the chosen congracatintriesAll indexes of reform imply a degree of subjective
judgement and a not necessarily transparent agigpagend weighting procedures by its producerslitesAuthor,
who has build reform indexes before in his lifen gersonally attest to: see Vinhas de Souza, 2004).



of all so-called “transition countries®! Third, progress in structural reform in Russia as

measured by the Transition Indicator resumed irs2WDafter a hiatus in 2004—&5Finally, the
NMS-10 clearly outperforms all the other groupings, one should expect. It is possible to
identify the specific reform areas in which Russmaerperforms (not shown in Figure 3 above):
these are competition policy, corporate governance and enterprise restructuring (i.e.
microeconomic and structural areas, arguably moffecudt to reform; conversely, Russia
performs better in macro areas of reform).

Using other indicators that cover these “transittonntries”, Russia also shows a mixed
performance in improving its business environmeatuélly a microeconomic/structural
concern). For instance, according to the resultt®@EBRD-World BanlBusiness Environment
and Enterprise Performance Survey (BEEPS), between 2002 and 2005, private sector
perceptions of theevel of effectiveness of the judiciary, the extent of corruption and labour
regulation worsened — substantially in the case of corruptiirthe same time, the perceptions
concerning customs and trade regulations, business licensing and permits, and tax
administration improved. Significantly, Russia is below the Clgemage inall these latter
categories, but tellingly its performance therstrgingly similar to the other resource-rich CIS
economies, Azerbaijan and Kazakhstan.

Going beyond the set of “transition economies”, hdees Russia compare with other
large emerging markets? This question has particalavance given that, for instance, when a
foreign investor is evaluating the decision to eyggan an FDI operation in Russia, his or her
comparator country will not necessarily be EstoSkvenia or even Poland, but rather other
resource/endowment-rich BRIC giants like Braziljr@hor India.

One can do that sort of comparison using the glddatld Bank survey of business
regulations and their enforcement, entiti2oing Business 2008 (which refers to 2007 data: see
Figure 4). There, Russia ranks 106ut of 178 countries, above countries such asiBaazl
India but behind China (this is a relative deteatimn compared with its 2006 ranking of"96ut
of 175 countries, although the changes in the indethodology and in the sample of countries
it covers make inter-year comparisons rather diffic¢his last point is valid for most indexes bar
the EBRD’s TI). Russia is close to the average mantke CIS countries, and above EU-leaning

countries like Ukraine.

YAn increasingly outdated concept, in spite of tfieres of some international institutions to keéplive.
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Fig. 4. Doing Business 2008 Rankings for Russia and Others
Source: World Bank.

The areas in which Russia performs worst when coedpavith the CIS average are
licensing requirements, dealing with workers (its stands at roughly the EU and OECD averages
in the latter) andrading across borders (export and import costs are comparatively high in
Russia, which igartially related to the sheer size of the country). Onather hand, it ranks
above the OECD and the EU on items likeforcing contracts (19"),%° registering property
(45" andstarting a business (50").

According to another set of global World Bank indgx its so-calledGovernance
Indicators, between 2006 and 2007, Russia improved in halitsofsix criteria, namely, in
political stability, government effectiveness and regulatory quality, whereas voice and
accountability, rule of law and control of corruption worsened. Using the average of the six
Governance Indicators, Russia is exactly at the @&l8rage, but slightly below the BRIC
average —which is due to the focus of this pariicuhdex, as it excludes macroeconomic
components— and, as one should expect, far beleths NMS 10 average.

2This hiatus was linked to an expansion of the oflthe state in the economy, as demonstrated biakteover of
Yukos. That move led to a reduction of the privegetor share in GDP from 70% to 65% between 20042805.
In 2006, the share stabilised at 65%. This figuile muts Russia above the CIS average of 56%, atnithe same
level of other large CIS economies such as Kazakhatd Ukraine, and just above the South-Easteropéan and
overall transition economy average of 64% (but m®rably below the NMS average of 73%).

Y¥This ranking admittedly may come as a surprise Xt&K-BP, BP, Shell or Yukos investors. On the othandh a
recent survey of foreign investors Russia indicates that the country, as a market, is cenalaly more profitable
for FDI than the other BRICs (see FIAC, 2008).



On the other hand, when one uses the World EconBoriem’sGlobal Competitiveness
Report, another global benchmarking index, Russia rankg008 as 58 out of 131 countries,
which is the highest rank of all CIS countries aed¥" and slightly below the EU’'s NMS and
BRIC averages. Russia’s main weaknesses hermgitetions (it fares close to the bottom in
‘usual suspect’ categories liggotection of minority shareholders and property rights) and in
goods market efficiency (where it ranks much lower on some items relabelell).

Another indicator, theBertelsmann Transformation Index, this one a benchmark for
“emerging economies” in general, places Russfa & of 125 countries in 2008, comfortably
above the CIS average in both the “economic” andlitipal” components of this index, but
below the NMS and BRIC averages (for the BRICs, lihlk of the difference arises from the
“political” items of the indeX).

The overall conclusion from this section is thatsBla, albeit far from being a model
reformer, does not necessarily do badly when coetpawith adequate benchmarks.
Furthermore, the perception of an overall slowdowneven stagnation in reforms is not
necessarily accurate, at least not in all areadstt shows that the reform areas in which Russia
lags are mostly, albeit not exclusively, microeamimmand structural ones, related to business
climate, rule of the law and competition policy.€féfore, the following section will look at

those remaining specific components of the reforotgss in the Russian Federation.

3. Remaining Reform Challenges
Macroeconomic I nstitutions

On one hand, Russia has clearly significantly imptbthe overall robustness of its
macroeconomic framework, and especially offissal component (see Figure 2, right pane).
2007 saw another important development in this ggscin the form of the decisions taken in
April 2007. The Russian Oil Stabilisation Fund {&tand), having been established in 2003 and
which remains the main fiscal restraint framewaorlRiussia, was divided in February 2008 into
a fiscal stabilisation (so called “Reserve Fundiddaan investment component (so called
“Welfare Fund”). The fiscal stabilisation part wderform the current StabFund functions (i.e. to
shelter fiscal policy from swings in oil prices)damwill be fixed at 10% of GDP, while the

investment component ixpected to have some functions akin to a Sovereign We&lihd

“This index does not cover Belarus and Turkmenidtahone can safely assume Russia would outperfoose
two countries too.

*Those are: 1) Stateness, 2) Political Participat®rRule of Law, 4) Stability of Democratic Instiions and 5)
Political and Social Integration.



(SWF). A medium-term expenditure framework was d&smally introduced by the April 2007
reforms. This three-year budgetary framework addélly encompasses separate oil and non-oil
budgetary systems (to be phased in progressiwehigh include a cap on the transfers from the
oil to the non-oil budget, and a limit for the noih-deficit.*®* Moreover, in a gradual move
towards performance budgeting, the government le&sdeld to start including performance
indicators that will cover an estimated 70% of éxpenditure in the federal budget. This last
change is especially relevant given the traditignliw effectiveness of public spending in
Russia.

On the other hand, the recent inflationary spile® (Sigure 2, left pane) —even if it is part
of a worldwide trentf largely outside the direct control of the Russiaonetary authorities and
even if the Russian inflation is below the CIS aggr (and below the one in some NMS too)-—
shows the limitations of the current and still Elggaccommodative Russiamonetary policy. Of
course, this policy was accommodative mostly duthévery large trade surplus —admittedly
largely sterilised by the fiscal framework— andhags also to the pre-emptive policy reactions
to the instability in global financial markets iaied in the summer of 2007. Additionally, the
limited effect of the several increases in the @driBank of Russia’s reference interest rate
during the first half of 2008 also show the probdeassociated with the implementation of a
monetary policy based on interest rates (for morghat, see Esanov, Merkl and Vinhas de
Souza, 2005 and Vinhas de Souza, 2007).

Nevertheless, this inflationary spike is likely hog-term concern, and as indicated
above, largely outside of the direct control ofipplmakers. How to cope with threduction
and eventual disappearance of the budget and current account surpluses are likely the most
important medium-term macroeconomic policy chalengrhese changes, which are part of the
medium-term scenarios of the Russian Governmelff,ita/ill necessarily imply aneed for
continued positive net capital inflows, and the only way to assure that is to credtels reliable

investment climate,*® which is a structural reform challenge.

'®n mid-August 2008 the Russian Finance Ministrypag of the draft “Fiscal Strategy to 202®bposed to raise
social security taxes and further reform Russid'sand wealth funds, essentially to support thespmm system.
According to this draft, the Reserve Fund will fldl6% of GDP from its current 10%, with this dié@ce being
transferred to the Welfare Fund, the main functiérmvhich will be to shore up the Russian pensiostey: under
the “Fiscal Strategy”, the Welfare Fund will cobtrte 0.6 % of the GDP per year towards the persjstem, with
this amount to be partly covered by the returntherfund’s SWF-like investments.

Y"An upcoming ECFIN paper looks at the ongoing iidlaary upsurge in Russia, placing it within a globa
commodities-related trend (see Peeters and Stral2i®8). Another upcoming ECFIN paper (see Vinta$ouza,
2008a) questions the claim that Russia might haemn foverheating” in 2007-early 2008, which woukd dnother
inflationary factor.

%/inhas de Souza, 2008a and 2008b look at the 2008-ihcrease in foreign investment and, more ingmuly,
net positive foreign investment into Russia, but ta# in inflows observed during the first half of @ and the



Microeconomic and Structural Reforms

Microeconomic and structural reforms are not onhpaortant in and of themselves, but
given the systemic nature of many of the outstamdjnestions, the deficiencies in those also
affect areas in which Russia’s performance is reisagl as having been largely successful,
notably in the macroeconomic sphere.

Part of the strategy to address the remaining stimings includes the definition of a
comprehensive economic strategy that sets an ¢w#r@ttion to the long-term reform process,
similarly to what the “Gref Plan” did in the ear®)00s, as this will anchor the expectations of
economic agents. The “Long Term Concept for Soaral Economic Development of the
Russian Federation”, know as “Russia 2020 StrategyConcept”, published in August 2008
and updated with comments from the Russian camr@ttober 2008, has exactly such function
(see Ministry of Economic Development, 2008). T8isategy openly recognises many of the
weaknesses that may prevent Russian growth frorontieg sustainable and proposes clear
policies and aims to overcome thém.

Those weaknesses include how to address the uhdesi@ortcomings of the legal
system and of the broader state apparatus in Russia. There is a widespread perception thnest
courts provides only a limited protection of prdyerights, and that the checks and balances
among institutions in Russia needs strengtheffiRussia clearly requires both a more efficient
and truly independent legal system and a qualiied professional civil service capable of
delivering the services that its population andnemoic agents need.

Russia also needs #trengthen its competition framework. The relatively limited overall
degree of competition in Russia has some structtaakes (the sectoral composition of the
economy, with a significant share of industries i@ monopolistic in nature, the sheer size of
the country, which makes some firms enjoy closeitimal regional monopolies), but there are
also other reasons related to past choices thanaemable to corrective policies. Those include
strengthening the legal and institutional framewgotikat deal with anti-competitive behaviour

and by a further multi-vector (i.e., geographicatlifferentiated) integration of the Russian

return of net negative foreign investment show Hoagile that development is, and how sensitive ¢gative
shocks in investment climate.

YAlbeit some analysts may question the achievabilitythe Concept’s focus on a growth model driven by
“knowledge economy” sectors for Russia. In any cdtseunderlying logic of a diversification of thHeussian
economy away from natural resources is clearlyrdbkg.

“Famously, even the Russian President, Dmitry Meelvedalled Russia a “country of legal nihilism”anspeech

in January 2008.



economy into the World economy,thereby opening-up the country to a greater degfee
external competitio? Greater competition (both from domestic and exteatonomic agents)
also speeds-up and increases the degree of adabti@w technologies, thereby enhancing the
overall competitiveness and growth potential of Russian economy. The same is true for a
policy that explicitly supports small and mediumtezprises, underrepresented in Russia’s
economy. The recent strengthening of the Federémmopoly Service (FAS), and the greater
opening-up of some sectors of the Russian econdmyirstance, the financial industry— to
foreign participation, are positive signs that sacpolicy is being at least partially pursued in
some areas.

Even if the current strategy seems to be one ehgtheninghe role of the state in some
sectors of the economy, there are ways to limipittentially negative effects of this policy. For
instance, by opening up the governance structutieoske state-owned or participated companies
(SOE), which can be done by the increasing theaiypand independency of regulatory bodies
(like the FAS itself), by listing those companiesstock markets, and also by bringing external
members to their boards and professional managauntthe companies themselves, therefore
incorporating private sector governance elementsthiose SOEs. As a stated intention from the
Russian Government is a&mentual (re)privatisation of some of those companies, Wilkalso
have the effect of facilitating such a future spt

Clearly, thenatural resources sector will remain for the short-and medium terms one of
the most important drivers of Russian growth, andan also provide resources to fund an
economic diversification strategy. Therefore, ggdl framework is of particular importance.
Unfortunately, soméurther recent episodes, plus some features of the “$iatectors Law”,
which incorporates the relatively restrictive “SatbsLaw”, may cast doubts on the current
willingness of the Russian Government to open upldoeralize this sector, even in the face of
reduced output levels of oil and gas and the relatkear need for more (productive)
investment?

This recognition of the importance of the primaegter does not in any way negates the
potential benefits of aeconomic diversification strategy, including into higher technology areas,

but any successful diversification of the Russiaonemy will have to be based on a clear

“IAlso necessary simply because the financing needRiissia’s development cannot be fully met neithethe
domestic financial system nor by the Russian Gawemnt (nor by both together), even under the stther benign
(for Russia at least) current environment.

“nvesting in upgrading and expansion of the physitfeastructure that links Russian regions woulbzbe a part
of this strategy (beyond, of course, the sheer tir@ffects of investment in infrastructure), bustis a more long-
term policy.
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understanding of the true potential strengths efabuntry, and not merely rely on the allocation
of large amounts of public resources into a fewgelected industries (some even of unknown
economic potential). Those strengths include aeladgmestic market, a highly educated
population, an extensive network of (mostly goveenifunded) research institutésand many
unexplored possibilities for the creation of compahclusters among the country’'s extensive
industrial basis (and not only in higher technoldgy also in traditional and natural resources-
based sectors, see Porkal, 2007).

Another truly fundamental structural challenge Rwssia is its currentlemographic
trend: the Russiarofficial resident population continues to age and sHrinkithough life
expectancy seems to have started to increase agah@gs fertility. Mortality rates are still very
high in Russia, particularly among working-age mEme rate of population increase in Russia is
the world’s second lowest: -0.6%, just above Uke&n0.8%. In order to fully compensate for
this decline, a very significant annual inflow obking-age migrants would be necessary, with
all the known challenges related to the integratérsuch large immigrant populations. The
further reduction of working-age men mortality saghall play a role too, with measures like an
increased investment in health being part of tHatism (an increase in birth rates may be less
amenable to direct policy measures —including tarabnes— but sheer macro economic
stabilisation and growth resumption may naturalépalay a role in changing this trend). In any
case, even if a deliberate policy to enhance imaigm is chosen, the questioninfreasing the
labour productivity of the domestic Russian labour force will alsoéhéty be addressed, and this
passes through a reform of the educational system.

Related to this is the question afiequality: albeit growth resumption has very
significantly reduced poverty, income inequalityeses to have increased, especially in older
segments of the population. r&form of the pensions system that both address the inequality
question while at the same time assuring its l@mgitfinancial sustainability is also necessary
(see Gurvich, 2007), and this lies behind the refoof the fiscal framework proposed in August
2008.

“For an extensive analysis of the economic struaifitbe energy sector in Russian and in the oth8rdduntries,
see ECFIN, 2008.

*The main weakness of the Russian R&D complex seeni® in the rather weak linkages between Russian
industries and these government-funded researctrese(peculiarly, foreign companies seem to useentbe
domestic Russian R&D capabilities —as measuredhéyntmber of patents— than Russian companies therase
“Russia’s official resident population fell to 142x@lion in 2007, from 148.5 million in 1993, bube estimates

of immigration (official and unofficial) put thedure as high as 14 million. Nevertheless, it isalear how much of
this is permanent or merely temporary/seasonal atiaggr, which is aided by the lack of visa contrbistween
Russia and most of the other CIS countries.
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The enhanced episode of financial instability sduring the summer of 2008, which,
contrary to what happened in the summer of 200Tckyuspread to emerging markets like
Russia, also point out to another weaknessfitiaacial sector: the (net) reliance of the Russian
banking system on foreign finance, which, at aroliB% of assets at the latest available data, is
still relatively limited and concentrated is a ssgi-of bank$® but which grew 4 fold between
2003 and the first half of 2008. This indicates fludbust deposit growth has been insufficient to
fund the very significant lending expansion obsdriveRussia in the past few years: the average
nominal deposit growth rate since between 2003 ted mid of 2008 was 44%, but the
equivalent value for loans was 47%, and the imlza@dras been growing 2006. This reliance on
foreign resources is apparent too in the counsigsk markets, and together with the worldwide
shock to investor confidence largely explains theny significant falls during 2008. This points
out to the need of reforming the supervisory stimebf the Russian financial system, and to a
larger mobilisation of domestic resources (esphiciahger-term ones) to finance investment in
Russia.

It must be pointed out that the use of externalharg for reform (WTO accession,
OECD membership, the future EU-Russia “New Agredihéna necessary and important part
of this overall reform process, and that this soalecognized by the long-term development
strategy of the Russian government itself (see sttipiof Economic Development, 2008).

4. Conclusions

This brief paper has shown that Russia’s macroopednce does not underperform that
of other genuinely similar countries. The lengtid antensity of its “transitional recession”
during the early to mid-1990s was related to therlatart of reforms in the CIS countries, the
depth of distortions accumulated by the three gamers of a centrally planned economy and the
lack of a binding external anchor, such as the Etéssion process. Even in terms of structural
reform, when benchmarked against broadly similanemies (either other CIS countries or the
other emerging giants of the BRICS), Russia’s perémce is respectable. All the fundamental
structures of a market economy have been establlisfrequently at considerable social and

economic cost— and the macroeconomic frameworkesly much more robust than it was in

“Namely, they are largely concentrated in the fardignks in Russia, who have a share of foreigrilitias,
which is twice as high as their share of assetd,ads0 in some state-owned banks (who seem to inse@ the
opportunity to exploit an implicit or explicit soregn guarantee to attract foreign funding at loveges) with the
very significant exception othe systemically important —and conservatively run— r8aek: there they are
estimated to be as low as 2% of assets.
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the mid-1990s. Additionally, despite the perceptimmveyed by some analyses, structural
reform —albeit slower in certain areas— has nqisd.

That is not to say that a substantial, unfinishefdrm agenda does not remain: it does,
and it includes some macro components, but mostyo@conomic and structural ones.

In terms of the macro challenges, how to cope i inflationary spike and the
reduction and eventual disappearance of the bumlgtcurrent account surpluses are the most
important matters for medium-term policy. These nges will imply a need for continued
positive net capital inflows, and the only way tsare that is to create a reliable investment
climate. The renewed financial instability and ¢alpoutflows over the summer of 2008 also
shows the clear need for reform in this area.

These issues are tightly linked to the wider refaifrhe Russian state institutions and
policies. | single out here the (interdependenBaarthat are more pressing: those include
reforming the legal system (“rule of the law” vesstlegal nihilism”) and the civil service,
strengthening the competition framework while mypidi§ the role of the state in the economy
and changing the framework of the energy sectoppering a sustainable economic
diversification strategy, deepening and diversiyintegration into the world economy while
increasing the overall competitiveness of the cgunand finally dealing with the current
demography trends and related budgetary consequembes is a long and challenging, but
nevertheless necessary, reform agenda.

As a final remark, to assure the consistent andessful implementation of those
reforms it is essential to make a clear, coheradta@nvincing case demonstrating that they will
be beneficial for Russia and its population.
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