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Preface and Acknowledgments


I have been fortunate in my lifetime to have participated in a great Russian revolution that transformed a totalitarian state with a planned economy into a market-economy state grasping for democracy. From 1989 to 1998, I served in various state positions, including as deputy minister of finance, from 1993 to 1995, and as first deputy chairman of the Russian Central Bank, from 1995 to 1998, before moving to the private sector. This perspective afforded me a ringside seat to witness the many traumatic upheavals Russia was undergoing, but by the end of the 1990s it seemed to me that despite all the setbacks, Russia was moving steadily toward its goal of becoming a democratic and prosperous nation.


And then the train went off the tracks. A series of incidents led me to suspect that the reforms that had been enacted were far less durable than I thought. Subsequent events confirmed the uncertain nature of the gains, which had seemed at least roughly capable of continuing. By 2013 the Russian economy had stopped growing and Russian business had lost the will to invest for growth.


This is an unnatural mood for business. If the growth impulse is gone, it means that something well out of the ordinary has happened. And yet it’s impossible to locate the precise moment that things went wrong. The changes in the country happened gradually over the course of the years that Vladimir Putin has been in power, beginning with his very first day in office.


Many books analyzing the developments in Russia in the last two decades have been published recently. And the authors have often put Vladimir Putin at the epicenter of their explorations, understanding well his role in modern Russia. Steven Lee Myers’s biography of Putin takes readers through many episodes of Putin’s life, trying to explain how the personality, views, and environment of the “new tsar” came to be shaped. We watch as Putin meets many of the people who would later become his team in the Kremlin. Meticulous research by Karen Dawisha has fleshed out the details of Putin’s life in the 1990s, during Russia’s and Putin’s own critical years. Then the life of the great country underwent a serious transformation as the future president entered the state bureaucracy, where he faced many temptations and certain previously unknown problems, leading him to make decisions whose rationale remained unclear for many until today. A cheerful book by Mikhail Zygar, written from the perspective of an entrenched Kremlin insider, tries to lift the curtain and shed light on the logic and motivation of many of Putin’s decisions. Fiona Hill and Cliff Gaddy have constructed a deep psychological portrait demonstrating how the outlook of the person shaped through service in the KGB, the Soviet secret police, has influenced Russian domestic and foreign policy. Masha Gessen and Garry Kasparov offer stories of great emotional breadth, whose many actors create an electric, multicolored mosaic of modern Russia.


Each of those books gives us a piece of unique information. Sometimes the authors’ views are very similar, sometimes they present us with different explanations of events and driving forces, but all build their stories around the person of Vladimir Putin, struggling to understand his views and goals, dreams and limitations. I am much less interested in this aspect. Instead, in this book I concentrate on what happened to Russia as a country. It is very important to recognize how weak and unprotected the political system in an emerging democracy can be, as well as in countries with long-established democracies. Today we see the heads of certain Eastern European states following Putin’s path, arrogating increasingly more political power to themselves while limiting the rights and freedoms of their opponents and using the bully pulpit to call them out as enemies of the nation. The demolition of the political institutions and the system of checks and balances does not happen overnight, but the steady trajectory leading toward this disappointing finale is obvious, raising well-founded concern over those countries’ future. Even in the United States, a country with stable and sound democratic institutions, we see a president fighting with the free media and not hiding his desire to bring the law enforcement agencies to heel and make them personally loyal to him. And once again we may find similarities to Vladimir Putin’s early years in power.


In mid-October 2015, Michael McFaul invited me to Stanford University to speak at the Freeman Spogli Institute for International Studies, of which he is director. As usual, I was asked to speak about the Russian economy and why it was in such a sorry state. As I was preparing my response to these seemingly simple questions (the decline in the price of oil, Russia’s main export; Western sanctions), I realized I would also need to speak about politics, about institutions, about what had happened in Russia in the twenty-first century under the presidency of Vladimir Putin. After my talk, Michael asked whether I might consider writing a book to take up these interconnected matters at length. Three years later, this book is the fruit of that conversation.


My purpose was to explore what happened to Russia in the years following the dissolution of the Soviet Union and, especially, from Putin’s first election to the presidency: how Russia went from a country facing the future with hope to a rogue state menacing its neighbors. To do so, it is necessary to examine what, how, and when Putin did what he did during his tenure—how even while declaring good intentions he made decisions that did not seem to fit into any kind of plan or rational sequence and, in aggregate, turned Russia’s course 180 degrees. As the leader of a country with weak institutions and beset with a variety of problems, Putin, like many figures who have gained power in turbulent times and found themselves facing similar situations, followed the well-worn path of strengthening personal power as a seemingly better choice. Step by step, he grabbed additional power, reducing the powers of other branches of government and shifting the balance in his favor. As Russia was just emerging from the extended and painful transition from a Soviet republic and trying to get back on its feet after the severe financial crisis of August 1998, no one could or wanted to resist Putin’s desire to expand presidential power. Regions, political parties, businessmen, and the judiciary watched silently as the president removed his opponents one after the other from the political scene, relying exclusively on brute force and abuse of the law. And all this happened with unusual speed: by the end of his first presidential term, Vladimir Putin could truthfully have said, “L’état, c’est moi.”


We don’t know what sort of country Vladimir Putin wanted to build when he first entered the Kremlin. It’s possible he had no strategic plan at all, or any clear vision for the future for his country. But he did have principles on which he based his decisions, and each of them led him unerringly to increase his personal powers and to restrict the rights and freedoms of Russian citizens. As a politician, Putin has achieved his goal: he has been in power for eighteen years, for fourteen of them as an elected president, and it’s not clear what could keep him from continuing to govern, surpassing Joseph Stalin’s record of staying in power. But as president, Putin has been a failure. Over the past decade, from 2008 to the time of writing, the economy has nearly stopped growing, which means that Russians’ quality of life has stopped improving as well.


The momentum for the transformation that Yeltsin bequeathed to Russia has been completely extinguished by Putin’s many decisions during his long tenure. The country’s trajectory has changed dramatically over that time, and today Russia has lost all sign of the path to prosperity and well-being. Human rights, the rule of law, transparency in government, and basic democratic principles have been sent packing. In this great reversal we can read tidal forces moving against the hard-fought achievements of his predecessor as Putin’s counterrevolution becomes cemented in place.


Recent years have demonstrated how weak and unprotected the political system can be. And it is important to recognize that radical changes may happen not overnight but in multiple minor steps, one small change after another.


____________


I would like to thank the many people who directly or indirectly helped me write this book, and whose support helped me move forward with it. I must start with Mikhail Sergeyevich Gorbachev and Boris Nikolaevich Yeltsin, who led Russia out of its historical dead end and thanks to whom we know the right path forward. I also thank my teacher, Yevgeny Grigorievich Yasin, who not only acquainted me with the foundations of economics as my professor at Moscow State University but also taught me to think critically, to collect and analyze facts, and to draw conclusions.


I am endlessly grateful to all those who took the time to talk with me and tell me much of what helped me to write this book: Aleksandr Voloshin, Andrey Klepach, Mikhail Khodorkovsky, Vyacheslav Brecht, Tamara Morshchakova, Viktor Zhuykov, Ekaterina Mishina, Elena Novikova, Vladimir Radchenko, Valery Kogan, Dmitry Ushakov, Peter Aven, Vladimir Gusinsky, Alfred Kokh, Anatoly Chubais, Sergey Dubinin, Mikhail Kolpakov, Irena Lesnevskaya, Dmitry Zimin, Andrey Samodin, Liz Wood, Harvey Baltzer, Liliya Shevtsova, Fiona Hill, Angela Stent, Tobi Gati, Dmitry Simes, Vladimir Ryzhkov, Aleksey Venediktov, Sergey Petrov, Sergey Zenkin, Boris Zimin, Aleksandr Kynev, Bulat Stolyarov, Mikhail Berger, and Kirill Telin.


I am especially grateful to the Kommersant Publishing House for free access to the wonderful archive of their publications and the high-quality search engine that allowed me to refresh my recollections of many facts and find excellent quotes for my book. I thank Sergey Vasilyev, Viktor Kolomiets, and Video International; Lev Gudkov and the Levada Center; Anatoly Karachinsky and Medialogia; and Sergey Shpilkin and Nikolay Kondrashov for the information they provided to me.


Special thanks go to Maria Snegovaya, who helped me during the early stages of writing, and notably to Alena Lavrenyuk for her invaluable assistance in making this book happen.


This book could not have appeared without the support of Evgenia Kara-Murza, Sara Buzadzhi, Leon Geyer, and Daniel Kennelly, who helped fine-tune my English, and the team at the Brookings Institution Press, led by Bill Finan, Elliott Beard, and Marjorie Pannell, who guided me through the unknown territory of moving from manuscript to a printed book. I cannot forget the good work of Patricia Goodman and Paul Ross, who read the very first draft of this book and inspired me to finalize it.


Last but not least, I thank my family, who supported me not only throughout the entire time I worked on this book but also long before it: my parents, Alevtina Sergeyevna and Vladimir Pavlovich, for raising me the way they did; my wife, Ekaterina, who was able to relieve me of daily routine, giving me a chance to focus on my work, whatever it was; my older children, Artem and Sergey, who gently prodded me to move along the chosen path; and my younger son, Alexey, who stoically put up with my long absences.









 


Chronology of Putin’s Russia


BEFORE VLADIMIR PUTIN BECAME PRESIDENT


DECEMBER 25, 1991   USSR ceases to exist. Russia becomes an independent state.


OCTOBER 1993   Political conflict increases in Russia. Attempt at a military coup d’état fails.


DECEMBER 1993   Russian constitution is adopted on a referendum.


DECEMBER 1993   Elections to the State Duma take place.


DECEMBER 1995   Elections to the State Duma take place.


JULY 1996   Boris Yeltsin is reelected president of Russia for a second term.


JULY 1998   Vladimir Putin is nominated head of the FSB, the Russian secret police.


FEBRUARY 1999   The Kremlin starts fighting with Prosecutor General Yury Skuratov, using the FSB as a tool.


MAY 1999   The Kremlin starts fighting with Vladimir Gusinsky, using the courts and the prosecutor general’s office as tools.


AUGUST 1999   Boris Yeltsin nominates Vladimir Putin Russian prime minister and names him his political successor.


DECEMBER 1999   Elections to the State Duma take place.


DECEMBER 31, 1999   Boris Yeltsin resigns as president of Russia. Valdimir Putin becomes acting president.


MARCH 2000   Vladimir Putin is elected president of Russia.


PUTIN’S FIRST PRESIDENTIAL TERM


MAY 7, 2000   Vladimir Putin is inaugurated president of Russia.


MAY 17, 2000   Putin announces a federal reform, assigning himself the right to fire governors and removing governors and heads of regional legislatures from the Federation Council.


JUNE 2000   Gusinsky is arrested. He exchanges his property for freedom.


AUGUST 2000   The Kursk submarine disaster. The Kremlin removes Bere-zovsky from managerial control over TV Channel One.


JULY 2001   The law on political parties is adopted, requiring state registration and establishing quantitative requirements. Regional parties are prohibited.


JULY 2001   A ban on national referenda in the years when federal elections take place is established.


NOVEMBER 2001   The Kremlin’s judicial reform is approved legally. The judiciary comes under the Kremlin’s control. Top levels of the juduciary are purged.


DECEMBER 2001   The United Russia party is established after a merger of the Unity bloc and the Fatherland–All Russia party.


JANUARY 2002   TV-6, a company owned by Berezovsky, is liquidated by court order.


JUNE 2002   Electoral reform is adopted through laws. The vertical subordination of electoral commissions is established.


JULY 2002   The law on resistance to extremist activity is adopted.


DECEMBER 2002   The vote threshold for political parties to have representation in the State Duma is raised from 5 percent to 7 percent (effective beginning in 2007).


JUNE 2003   The independent television broadcaster TVS is liquidated.


OCTOBER 25, 2003   Mikhail Khodorkovsky, Yukos’s CEO and main shareholder, is arrested. (His partner, Platon Lebedev, is arrested on July 2, 2003.) The demolition of Yukos and nationalization of its assets begin.


NOVEMBER 2003   The Rose Revolution takes place in Georgia, frightening Putin.


DECEMBER 2003   In elections to the State Duma, United Russia wins a majority of votes. First massive electoral fraud occurs.


MARCH 2004   Vladimir Putin is reelected president of Russia for a second term.


PUTIN’S SECOND PRESIDENTIAL TERM


JUNE 2004   Freedom of assembly is removed from the constitution and compulsory state preapproval of gatherings is imposed by law.


SEPTEMBER 1, 2004   More than 1,000 people are taken hostage in a school in the North Ossetian city of Beslan.


SEPTEMBER 13, 2004   Putin declares full-scale political reform, including the removal of majority districts from State Duma elections, a ban on electoral blocs, the replacement of gubernatorial elections with presidential nominations, and restrictions on the establishment of political parties.


DECEMBER 2004   The Orange Revolution takes place in Ukraine.


JANUARY 2005   The Constitutional Court accepts waiving of the limitation period for the Yukos trial.


AUGUST 2005   Putin’s crony Yury Kovalchuk obtains beneficial control of Gazprom-Media (formerly Media-Most).


OCTOBER 2005   The Kremlin enforces RAO UES selling its stake in REN-TV (an independent broadcaster); Kovalchuk becomes the final controlling shareholder in 2007.


DECEMBER 2005   The Constitutional Court accepts the removal of direct gubernatorial elections.


JULY 2006   Citizens holding dual passports or residence permits in other countries lose their right to be elected to office.


JULY 2006   Political parties are not allowed to put members of other political parties on their electoral lists.


DECEMBER 2006   A long-term ban on the election of persons previously convicted of a crime is established by law.


DECEMBER 2006   The relocation of the Constitutional Court to St. Petersburg is adopted by law.


DECEMBER 2007   In elections to the State Duma, United Russia wins 70 percent of seats.


FEBRUARY 2008   Putin transfers ownership of the federal television channel Petersburg–Channel 5 to Kovalchuk.


MARCH 2008   Dmitry Medvedev is elected president of Russia.


DMITRY MEDVEDEV’S PRESIDENTIAL TERM


MAY 2008   Vladimir Putin becomes prime minister of Russia.


MAY 2008   Roskomnadzor, the state agency given control of the dissemination of information through media and over the internet, is established


DECEMBER 2008   The length of the Russian presidential term is extended to six years and that of a State Duma seat to five years.


JUNE 2009   The Constitutional Court loses its right to elect the chief justice, who henceforth will be chosen by the president.


JUNE 2010   The state media-monitoring agency is empowered to require media owners to remove information from their websites.


NOVEMBER 2010   The Constitutional Court loses its right to remove the chief justice by a vote.


JANUARY–FEBRUARY 2011   The Arab Spring takes place.


SEPTEMBER 24, 2011   Vladimir Putin announces his decision to run for reelection as president.


DECEMBER 2011   In the State Duma elections, United Russia wins 49.3 percent of votes on universal voting but 53 percent of the seats.


DECEMBER 2011   The streets of Moscow see massive political protests.


DECEMBER 2011   Dmitry Medvedev announces certain political liberalization measures: gubernatorial elections are reestablished and the requirements to establish a political party are eased.


MARCH 2012   Vladimir Putin is reelected president of Russia for a third term.


APRIL 2012   The federal registration agency is granted the right to freeze the process of establishing political parties.


APRIL 2012   Medvedev incorporates a “municipal filter” in gubernatorial elections.


MAY 6, 2012   Police disperse an approved political demonstration in Bolotnaya Square in the heart of Moscow.


PUTIN’S THIRD PRESIDENTIAL TERM


JUNE 2012   Procedures for organizing public assemblies and demonstrations are toughened, with administrative arrest for the organizers of unsanctioned gatherings imposed by the law.


FEBRUARY 2013   The Constitutional Court accepts changes to the law on public demonstrations.


MAY 2013   Citizens owning foreign assets lose the right to be elected to office.


DECEMBER 2013   The prosecutor general’s office obtains the right to request blocking of websites without a court order.


FEBRUARY 2014   Majority electoral districts are reestablished for elections to the State Duma.


JANUARY–FEBRUARY 2014   The Euromaidan is launched in Kyiv. Ukrainian president Viktor Yanukovych is ousted from power and flees to Russia.


MARCH 2014   Russia invades Ukraine and annexes the Crimean Peninsula.


APRIL 2014   Military conflict in eastern Ukraine begins.


MAY 2014   Regional legislatures receive the right to eliminate direct elections of city mayors and heads of municipal units.


JULY 2014   Criminal penalties are legally approved for the organizers of unsanctioned marches, demonstrations, and picketing, with the possibility of administrative arrest for participans in nonsanctioned public events.


AUGUST 2014   The Russian Supreme Arbitration Court is liquidated. Justices are purged from the Supreme Court.


MAY 2015   The law on undesirable organizations is approved, allowing extrajudicial liquidation of international and foreign organizations.


JULY 2015   The Constitutional Court assigns itself the right to block the execution of European Court of Human Rights decisions in Russia.


JULY 2015   Restrictions on internet search systems are imposed.


JUNE 2016   Restrictions on the activity of news aggregators on the internet are imposed (verification requirements and removal on request of the government control agency).


JULY 2016   Electronic messaging systems are required to provide their decryption instruments on request of the FSB.


SEPTEMBER 2016   In elections to the State Duma, United Russia wins 75 percent of seats.


NOVEMBER 2016   LinkedIn is blocked in Russia.


MAY 2017   BlackBerry Messenger, Line, and VChat are blocked in Russia. The messaging systems IMO and WeChat are temporarily blocked.


JULY 2017   Restrictions are placed on messaging systems’ activity, to include identification by phone number and blocking on request of the governmental control agency.


NOVEMEBER 2017   “Lugovoy’s law” is extended.


MARCH 2018   Vladimir Putin is reelected president of Russia for a fourth term.


APRIL 2018   Telegram is blocked in Russia.


PUTIN’S FOURTH PRESIDENTIAL TERM









 


One


ECONOMIC ROLLER COASTER: 2000–17


Vladimir Putin was fortunate as a politician. He became Russia’s prime minister in August 1999, when the country’s economy had just emerged from the serious financial crisis of August 1998 and was entering a lengthy period of rapid growth. From 1999 to 2008, the Russian GDP grew 94 percent, or an average annual growth rate of slightly less than 7 percent. In dollar terms, the Russian economy grew 8.5 times. Had Russia been able to maintain similar growth rates for another ten to fifteen years, we would now be talking about the “Russian miracle.” After the start of the worldwide recession in mid-2008, however, the Russian economy lost its momentum and essentially stagnated, growing just 5.5 percent in aggregate over the next ten years (see figure 1-1).


Many attribute Russia’s economic achievements during the period of 1999–2008 to Vladimir Putin and his economic policies, with the “lost decade” that followed explained away as the result of various unfavorable external factors, such as the global recession of 2008–09, the decline in oil prices from more than U.S. $110 per barrel in 2011–13 to an average of $52 per barrel in 2015 and $43 per barrel in 2016, Western financial sanctions against Russia imposed in response to the Russian aggression against Ukraine, and the slowing Chinese economy. Others add changes to Putin’s economic policies to this list of causes. These explanations are not entirely convincing, nor do they suggest what should be done to get the Russian economy growing again. If the economic policy of 1999–2008 was right, then a return to the methods of that decade should have given the Russian economy a fresh start. Even if the economy grew at only half its former rate of 7 percent, that would still constitute a decent achievement.


FIGURE 1-1. Russian Economic Growth, 1998–2018


[image: ]


Source: Rosstat, “Ofitsial’naya statistika. Natsional’nyye scheta. Valovoy vnutrenniy product” [Official statistics. National Accounts. Gross Domestic Product] (http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/statistics/accounts/#).


An analysis of Russia’s economic policy during Putin’s entire eighteen-year reign, however, reveals no major differences in the principles and instruments the government applied to the economy in different periods. Nor was there anything particularly liberal about the economic policy of Russia during 1999–2008 that could account for the rapid economic change of that period.


During his first term as president, Vladimir Putin supported the passage of several laws that significantly changed the rules of the game—but their actual contribution to the growth spurt was secondary. The new Tax Code, for example, simplified the tax system and established a flat 13 percent personal income tax, a standard subsequently adopted by many Eastern European countries. The Land Code institutionalized private ownership of land, a move that no doubt spurred economic activity in the Russian agricultural sector, which has been growing at an average rate of 3.5 percent a year since 1999. But the agricultural sector accounts for just 2.5–3.5 percent of Russian GDP, so its annual contribution to economic growth is insignificant. The Duma—the lower house of parliament—adopted a new Labor Code that made the labor market a little more flexible. Energy reform infused the energy sector with additional investments. Social service benefits were monetized, and pension reform introduced the saving component that initially gave a substantial boost to the domestic corporate bond market (though this part of the pension reform subsequently was terminated by the government in 2013).


However important all these decisions were individually, they did not add up to a coordinated reform package.1 Therefore they did not seriously contribute to Russia’s economic growth gains during Putin’s first eight years as president. Moreover, none of these reforms were rolled back in 2008–17, nor were any economic counterreforms adopted in 2008–17 that could have weighed significantly on the Russian economy.


Instead, a detailed analysis of the Russian economy from 1999 to 2008 paints a picture of uneven growth affecting disparate sectors rather than a steadily rising tide lifting all boats. Annual growth rates ranged from 2.5–3.0 percent in the second half of 2000 to more than 10 percent growth in some periods. The growth was not distributed equitably across all economic sectors: different sectors acted as the drivers of growth at different times. Within this ten-year period of growth, three different stages can be ascertained, each having its own factors promoting economic growth: 1999–2001, 2001–05, and 2005–08.2


RISE AND DECLINE OF GROWTH RATES


The first stage, 1999–2001, bore the characteristics of a classic export and import substitution boom brought on by a sharp devaluation of the national currency in the financial crisis of August 1998.3 The ruble’s devaluation significantly increased the competitiveness of many Russian products on domestic and especially foreign markets. It’s not an accident that the sectors that grew most during this period, such as the automobile industry, had unused capacity reserves or else were export-oriented, thus benefiting from lower costs in dollar-equivalent terms. Some examples of the latter were the chemical, metallurgy, and fertilizer production industries.


By 2001 the effects of the devaluation had tapered off as a factor contributing to economic growth, but already by 2000 a new growth-enhancing factor connected to the delayed effects of privatization had kicked in. The post-Soviet redistribution of property was completed by the late 1990s, and the new owners had survived a difficult time of political and economic upheaval. However, the foundations of the new economic system remained unchanged, and businesses realized that nothing threatened their interests and property rights. This realization led to a drastic improvement in managerial efficiency at privatized enterprises, giving rise to a class of efficient owners. Improved efficiency was especially noticeable in the raw materials export sector. A 50 percent increase in oil production for the period 2000–05 illustrates the success of that sector, at a time when privately owned companies were responsible for 80 percent of Russian oil production. In contrast, gas production—95 percent of which was controlled by the state-owned Gazprom holding—grew less than 10 percent. Increases in coal, iron ore, aluminum, steel, and copper production ranged from 17 percent to 29 percent between 1999 and 2005, while nickel production at Norilsk Nickel increased 35 percent between 2000 and 2007. In addition to raw materials production itself, the internal demand generated by the raw materials sector also served as a positive economic driver.


But this period came to an end with the breakup of the oil and gas company Yukos, which had been acquired from the state during the privatization push by Mikhail Khodorkovsky’s Menatep Group. The politically motivated arrest of Khodorkovsky and the subsequent forced bankruptcy and nationalization of Yukos undermined the trust big businesses had in political structures—the same trust that had served as a basis for long-term economic forecasting and development programs in the early to mid-2000s. Moreover, once global oil prices began rising rapidly in 2003, the Russian Finance Ministry changed the taxes on oil revenues: since 2006, most of the oil revenue surpluses (up to 85 percent) have gone to the federal budget and have been allocated to fiscal reserves, where they cannot stimulate economic activity. Thus the contributions of the raw materials sector to economic growth has declined steadily since 2005 even as the prices of raw materials have continued to increase.


Fortunately for the Russian economy, the third stage was also a time of wide-open foreign capital markets. Investors recovered from their 1998 losses; the Russian budget was running surpluses, thanks to rising oil prices, and the country’s credit ratings improved dramatically. From 2005 to the middle of 2008, Russian external corporate debt (for the financial and real sector combined) increased by almost $400 billion. The financing for foreign mergers and acquisitions to bring Russian companies to foreign markets accounted for approximately half of that amount, leaving about $55–$60 billion annually to finance domestic economic growth (an average of 4.3 percent of GDP for 2006–08).


Much as in other emerging economies, external financing primarily went to nontradable sectors of the Russian economy, such as construction, trade, finance, and market services. These were the key economic growth drivers at this stage, against the backdrop of increased raw materials prices, which overheated the Russian economy. However, the global financial crisis drastically curtailed access to external financing; moreover, some of the previously received loans had to be repaid (this was especially painful for banks), which stemmed the growth these loans had supported.


Two related conclusions can be drawn from all of the above. First, the rapid economic growth in the decade of 1999–2008 did not apply equally to all sectors and was sustained by a succession of unconnected factors over a long period. Hence the idea entertained in some quarters that Putin masterminded the economic growth of the 2000s through certain policy changes simply is not supportable. Second, the factors propelling the Russian economy forward between the 1998 financial crisis and the global recession of 2008–09 were unique and unlikely ever to be repeated in the same form.


The upheavals in the global economy that triggered the crisis in Russia in 2008 were so profound, however, that the government had an easy time attributing all its problems to external factors. And to some extent, this attribution was correct. The dramatic decline in demand for raw materials was indeed a powerful factor in the crisis (railroad shipments declined more than 20 percent in two months at the end of 2008 compared to the previous months; oil and gas shipments fell 7 percent and 20 percent respectively in the fourth quarter of 2008 relative to late 2007; and gas exports fell as much as 60 percent in the first quarter of 2009 relative to 2008 levels). But the decline in demand proved to be short-lived. The global financial system rebounded in the spring of 2009, boosting the global economy as a whole. Russia felt the change as well. After hitting its nadir in April 2009, the country’s economy gradually began to improve.


The recovery was slow and uncertain. From mid-2008 to the spring of 2009 the Russian economy fell by 10 percent. Only in early 2012 was it able to surpass its precrisis maximum from mid-2008, but the growth rate soon fell below 2 percent, even though oil prices consistently topped $100 a barrel after January 2011 and the Russian invasion of Ukraine and the Western economic sanctions were not yet in sight. The decline in oil prices beginning in mid-2014 dealt a painful blow to the Russian economy. Export revenues fell precipitously, which drastically reduced contributions to the federal budget, which relied heavily on oil production and export proceeds.4 Declining oil prices and Western financial sanctions imposed in August 2014 led to a devaluation by half of the ruble by the end of 2014. Russia’s countersanctions against the West—specifically the food imports ban—had an adverse impact on the Russian population, driving inflation up to 18 percent.


In the midst of a new crisis, the Russian economy was in a slump, although a much less profound one than in 2008: the drop from the precrisis maximum in mid-2014 to the crisis minimum in mid-2016 was “merely” 3.6 percentage points, as opposed to the ten percentage point drop during the 2008 worldwide financial crisis. Several factors accounted for the gentler fall. First, in contrast to the 2008 crisis, the demand for Russian raw materials continued to grow,5 and the Russian mining industry grew at an annual rate of 1.5 percent. Second, in contrast to its 2008 practice, the Central Bank of Russia refrained from selling currency reserves at the beginning of 2015, which sent the right signals to the economy, allowing it to make less painful adjustments to the changed environment. Third, in 2012 Russia embarked on a massive campaign to rearm its military, which was financed from the country’s fiscal reserves. As a result, arms production grew 12–15 percent annually, propping up the whole manufacturing sector. Fourth, agricultural harvests were at record highs three years in a row (2015–17), lending momentum to food industry and grain exports. But while the 2014–16 economic slump was less profound than the 2008–09 one, it lasted for eight successive quarters—much longer than the earlier recession. The average annualized growth rate that Russia has struggled to achieve since the second half of 2016 remain below 1.5 percent, indicating that the forces that slowed the Russian economy from 2012 to 2014 are still in effect. Moreover, moving from an economic decline to a growth trajectory is not a sign of recovery per se, since growth is the normal state for any economy.6 As Russia is an emerging economy, a full-scale economic recovery can be expected only when its economic growth starts running ahead of global economic growth indicators. But only the most hopeless optimists could promote this scenario now.


THE LOST DECADE


From a financial perspective, the Russian economic slowdown that first clearly manifested in 2012 can be attributed to a decline in investment activity, and that in turn has a significant political dimension. Private investment has been steadily decreasing, and the statistical totals have been sustained by means of grand-scale infrastructure projects paid for out of the federal budget; some examples are the APEC summit in Vladivostok in 2012, the Sochi Olympics in 2014, the 2018 soccer World Cup, the Crimean infrastructure, including the Kerch Strait Bridge, and the modernization of the defense industry. These investments indeed improved the statistics and hence the optics for investing, but they did nothing to expand economic potential or sustain growth.


Business requires investment. Private enterprise inherently gravitates toward expansion into new markets and increased efficiency. To realize these goals, businesses have to invest in growth. It’s abnormal for businesses not to do so; nevertheless, such abnormal behavior often appears quite justifiable and rational in Russia.


Businesspeople contemplating growth and investment want to guarantee that they will be the ones to reap the benefits of their investments (whether by profit-taking or by enjoying the company’s rising value). To protect their property, businesspeople need independent courts to secure equal protection for all, regardless of power or position or wealth. And to protect their interests, business owners need political competition to ensure that elected officials represent their interests. For political competition to work, business owners should have the opportunity to support politicians who are willing to protect their interests. And to do that, there must be a system of political checks and balances preventing narrow interest groups from monopolizing state power or resources. Business owners also benefit from independent media capable of revealing the malfeasance and corruption of politicians and government officials.


Today’s Russia lacks all these things, but just twenty years ago the country seemed as if it had broken the communist deadlock and begun to build political institutions that would eventually yield a stable democracy. The lost decade for the Russian economy is a logical outcome of the political processes that have been unfolding in Russia since 2000. The country’s movement toward democracy has stopped. The system of checks and balances was replaced by President Putin’s power vertical, in which the president and his administration assign themselves the majority of government powers. Basic state institutions such as political competition, separation of powers, an independent judiciary, a federative state structure, and independent media have been virtually eradicated in Russia. This has created an unfavorable investment climate and has undermined property rights, which are at the basis of all economic activities. As a result, businesses were unwilling to invest in growth, bringing about the economic slowdown and stagnation.


Instead, Russia ended up with a nigh-omnipotent secret police, the FSB, whose permissiveness significantly exceeds that of the KGB, its Soviet predecessor. It ended up with a ruling political party eerily reminiscent of the Soviet Communist Party, with the presidential administration playing the role of the Central Committee and a circle of Putin’s lieutenants and cronies acting as the Politburo. It ended up with a parliament where discussions aren’t supposed to happen and whose future composition is known long before the elections. And finally, Russia has ended up with a parallel justice system that is prepared to sustain any charges against any individual if that’s what the higher-ups want. Once again, Russian jails are home to hundreds of political prisoners, and Russian courts prosecute people for dissenting opinions.


____________


Vladimir Putin is both author and beneficiary of this gradual evolution of the country. In the course of his eighteen years in power, Vladimir Putin and his administration, the Kremlin, have made a plethora of choices, each of which has pushed Russia a little bit farther from the goal pursued by Putin’s predecessor, President Boris Yeltsin.


In his brilliant memoirs Albert Speer, Hitler’s architect and later Reich minister of armaments and war production, described his personal transformation by quoting the British physicist Sir James Hopwood Jeans: “The course of a railway train is uniquely prescribed for it at most points of its journey by the rails on which it runs. Here and there, however, it comes to a junction at which alternative courses are open to it, and it may be turned on to one or the other by the quite negligible expenditure of energy involved in moving the points.” This metaphor fits perfectly the history of Putin’s Russia: none of his decisions were radical or energetic enough to upend the country’s transformation all at once, but Putin’s actions have moved enough points along the way to shift the train gradually onto a track going in the opposite direction. This book is about those junctions—about the decisions that changed Russia and undermined its transformation and its economy. The early buds of democracy were first frozen and finally destroyed, to be replaced by authoritarian rule.


____________


In the closing days of 1999, a little-known figure became the acting president of Russia, and many of his later actions and decisions were shaped by his experiences during a very brief political maturation period.


Though Vladimir Putin easily won the presidential elections of 2000, he saw himself as fighting multiple enemies to do so. In battling real or imagined threats to his rule, Putin destroyed, piece by piece, Russia’s unstable democracy, as well as its foundational checks and balances. Free speech fell first before his repressive tactics. Putin undermined the formation of the federative state in Russia by depriving the regions of any real power or finances and by depriving the Russian people of the ability to elect regional governors and city mayors. He put the judiciary system in Russia under his personal control and created a dual-track legal process in the country in which the courts are prepared to do the bidding of the government. He obtained control of the Russian parliament and regional legislatures. Block by block, Vladimir Putin built his “vertical of power”—the hierarchical management system that concentrates all powers in the hands of the president.


An important term that appears in many contexts is siloviki, from the Russian root “sila,” whose meaning combines “power,” “force,” “might,” and “violence.” The siloviki are a very important group in modern Russia that has colonized multiple governmental agencies, usually denoted by “law enforcement,” that are empowered to use violence on behalf of governmental bodies—the police, the prosecutor general’s office, the Investigation Committee, the Antidrug Service, and, most powerful of all, the FSB, or secret police. In general, siloviki make up the military-security services and promote a narrative of Russia under attack from internal and external forces, against which Russia must defend itself. This narrative has contributed strongly over the years to the formation of Russia’s current defense posture, economic weakness, and an absconded rule of law. Vladimir Putin, lacking any public political experience before becoming president, looked for other ways to defend his authority, and settled on the exercise of raw power to deal with his opponents. In Putin’s Russia, siloviki have de facto free rein to use their agencies’ resources for personal benefit or violate the law to put pressure on ordinary people, political opponents, or business competitors; in many cases they do so not just for personal benefit but to fulfill orders handed down from the Kremlin or a local boss. Thus the history of Putin’s Russia in the twenty-first century is very much aligned with the rise to power of the siloviki, replacing the oligarchs as Putin’s inner circle of associates.


Doing business in Russia is risky. It’s easy to lose one’s property. In the final two chapters of the book I reflect on the effects of Putin’s counterrevolution on Russian business and try to explain why Putin himself is powerless to defend business owners in Russia, even in cases in which he understands the injustices to which they are subject.


The stories recounted in this book speak to the enormous pressure placed on business owners by the Russian government: in all but one case, the business owners lost everything. Some of the companies in this narrative were big, others were small. Some were owned by Russian businessmen, others were major international companies. In all cases the Russian courts accepted the actions of the government agencies and provided no relief to the business owners; the imprisonment of the owners of private businesses became a standard means of seizing the business. All of these losses transpired during the rule of Vladimir Putin, who was personally involved in some of them. No parallel situation arose in the 1990s under Boris Yeltsin as president.


What these changes bode for the future of Russian economy is to some large degree unknown but can be speculated about, a task taken up in the conclusion.


One important disclaimer: I do not discuss Russian foreign policy, including the annexation of Crimea, the military conflict in eastern Ukraine, or the influence of Western sanctions on the Russian economy. I omitted discussing this face of events not because the events are of no importance but because doing so would have amounted to a distraction from my analysis of what happened with Russia.





Notes to Chapter 1


1. Such a comprehensive reform plan was prepared in the first half of 2000 at Putin’s request by the task force headed by later economic minister German Gref. In 2010 Gref’s deputy, Mikhail Dmitriev, said the plan was implemented by fewer than 40 percent, while its ideas on political reforms were not even included in the final version. Dmitri Krylov, “Progamma-2000 — Chto sdelano” [Program-2000: What was done] (https://iq.hse.ru/news/177674728.html).


2. Of course, no periodization is completely accurate; various factors come into play and stop working at different times, and many factors can be in play at the same time. Nevertheless, it is possible to highlight the most powerful factors in operation at a given time.


3. The crisis of August 1998 came about as the result of several economic factors that influenced the Russian economy at the same time: the Asian crisis, which exploded in the fall of 1997; the decline in oil prices, which started at the beginning of 1998; and the inability of the Russian government to impose tax discipline and collect taxes. As well, a couple of political factors affected the situation: parliament was controlled by the left opposition and rejected many legislative initiatives of the government, which blocked the IMF program, and in March 1998 President Yeltsin replaced his longtime political partner, Prime Minister Viktor Chernomyrdin, with the unknown Sergey Kirienko, who failed to get the support of parliament and public opinion.


4. In 2013, revenues from the production and export of hydrocarbons amounted to 50 percent of the overall revenues of the Russian federal budget, while VAT and excises on imported goods amounted to another 13.3 percent. See Federal Treasury of Russia, “Information on the Execution of Budgets of the Budgetary System of the Russian Federation” (http://roskazna.ru/en/budget-execution/the-information-on-execution-of-budgets-of-budgetary-system-of-the-russian-federation/6884/).


5. Crude oil exports grew 10 percent and coal exports grew 21 percent in physical terms in 2015–17.


6. History reveals only a few examples of a country’s economy declining for more than two years in a row when it was not subjected to powerful factors such as wars, falling prices for major exports, debt crises, or a loss of macroeconomic stability.









 


Two


TRANSFORMATION DERAILED


The Decline of Democratic Reforms and the Ascent of Putin


In the 1990s, Russia was going through the economic, societal, and governance transformation that had been set in motion even before Yeltsin became president of Russia and before the dissolution of the Soviet Union.


To be successful, leaps from totalitarian systems toward democracy must be supported by structural reforms accepted by the electorate, not merely procedural changes. Boris Yeltsin worked on a very large stage: he sought to bring Russia in line with other democratic polities by relying on market reforms as the principal lever of transformation. His drive to change the very basis of the society also meant building from scratch the institutions by which society operates. The newborn institutions were weak, and their interactions were accompanied by friction occasionally severe enough to paralyze the process of governance. Nevertheless, by the end of Yeltsin’s era the institutional framework in Russia had been created that procured the stability of the political system after the devastating financial crisis of 1998.


THE GRADUAL OPENING OF RUSSIA


While Boris Yeltsin is the towering figure most often associated with democratic reform in a Russia newly independent of a defunct Soviet Union, the actions of his predecessor, Mikhail Gorbachev, the last general secretary of the CPSU and the first and only president of the Soviet Union, to a large degree set the course. Looking for a way to accelerate economic growth and improve social conditions, Gorbachev introduced perestroika, or restructuring, an umbrella policy approach whose specific provisions included the limited private ownership of certain businesses; political reforms, including the first multicandidate elections; greater democratization; and the all-important glasnost, or openness, which increased personal freedoms enormously. Gorbachev’s radical political reforms destabilized the balance of political forces and opened the door to strong nationalism while simultaneously paving the way to a true multiparty system. At the same time, his hesitations in effecting an economic transition resulted in the downward spiraling of the economy, which actually collapsed. The putsch attempt in August 1991, implemented by the proponents of the old system, accelerated the political process and de facto resulted in the demolishing of the Soviet Union. Conditions were thus at hand for the presidents of Belarus, Ukraine, and Russia (Yeltsin) to sign in December 1991 the accords dissolving the Soviet Union. Gorbachev resigned December 25. His efforts toward democratization and reforms would be picked up and further implemented by Yeltsin in a society gripped by rancor and nationalist fervor and elated by the continuing experience of freedoms so recently unknown.


As Russia’s first president, Boris Yeltsin brought a complex mix of training and character traits to the business of moving Russia along the path of democratic reform. Though instinctively inclined toward reform, and perhaps the one figure capable of attracting and uniting like-minded, competent younger technocrats to oversee the different ministries, he was also the product of the Soviet nomenklatura system, an apparatchik, for whom personal connections were paramount to political advancement, but no one could be trusted very long, and the authority of a leader at any level went unchallenged. The result was a highly personalized presidency with uncertain, volatile, and temporary power-sharing arrangements. When Yeltsin first came to power, he relied not on the more senior representatives of the Soviet nomenklatura but instead on democratically oriented individuals who arose out of civil society. Though they had little to no experience with state or economic management, a deficit that later led to many problems with long tails, they were idealists: their beliefs and actions were motivated by the imperative of breaking sharply from the communist past and creating a new, democratic Russia.


Under Yeltsin, Russia saw the consistent (though largely intuitive and situational) development of a democratic (republican) government, based on checks and balances. The regions, or oblasts, acted as a counterweight to the federal center, as they were in control of the upper chamber of parliament, the Federation Council. The State Duma, the lower chamber of parliament—where Yeltsin never had a stable majority—acted as a counterweight to the president and the government. The judicial system, which enjoyed more power and freedom under Yeltsin, could challenge the decisions of the president, the government, and parliament. The media were released from state control to compete with one another and to support various political forces in the country. Though Yeltsin wielded great presidential power, he did not try to acquire more by restricting the authority of other institutions or branches of government.


The transformation of the Soviet Union was an unprecedented phenomenon in human history. The largest country in the world by territory and third largest in population disintegrated into fifteen parts. Of course, the collapse of major states had occurred in the past—ancient Rome, the empire of Genghis Khan, the British Empire—but these processes took years to decades. The collapse of the USSR in a historical sense occurred almost instantaneously—within several months. But in addition to its speed, the transformation of the USSR was distinguished by the fact that at the same time, enormous changes were taking place in other areas of life, all part of the transformation of a totalitarian Soviet state into a relatively democratic republic and the emergence of a market economy on the ruins of a planned one.


Russia, as well as other post-Soviet countries, could hardly inherit any part of the Soviet Union’s governance system. Having chosen the path of democracy, Russia had to build from scratch all pillars of the new system, from its constitution and legislation to the parliament, federation, and judicial system.


Russia did not inherit from the Soviet Union any political structuring of society, and Yeltsin considered it appropriate to maintain factionalism within the power system, in both the legislative and the executive branches. Sure that Russia had to move forward on the path to democracy but uncertain of the steps, he solicited opinions from different aides he knew to be vehemently opposed to each other’s views. During the Yeltsin era the Kremlin actively sought to build situational coalitions and use different combinations of partners to accomplish its political objectives. As an intuitive politician, however, Yeltsin could tolerate minor losses so long as he was consistently driving toward a larger strategic goal.


The factionalism Yeltsin actively encouraged worked against stability of personnel and policy, while his poor health and a disinclination to become directly involved in day-to-day decision-making allowed power to leach out of the center and into the hands of his political opponents. One by one, the first wave of democrats left the inner circle of the Russian president. Those departing included the acting prime minister and leader of the economic reforms Yegor Gaidar; Secretary of State Gennady Burbulis; presidential chief of staff Sergey Filatov and his deputy, Sergey Krasavchenko; Yeltsin’s legal adviser and one of the main authors of the new constitution, Sergey Shahrai; and the long-serving foreign minister, Andrey Kozyrev, leaving none of the early architects of Russia’s post-Soviet policies in place. They were replaced by more pragmatic functionaries who were focused more on defending their own political positions than on transforming the country.


The December 1995 parliamentary elections underscored the declining popularity of Yeltsin and his reformist efforts. Despite having adequate resources, the pro-reform, democratic factions in the Duma failed to unify and were unable to fend off strong challenges from conservative factions. The top vote-getter was the Communist Party of the Russian Federation, refreshed under the leadership of Gennady Zyuganov, leader of the opposition to the reforms. The CPRF took 22 percent of the seats, while the Liberal Democratic Party of Russia under the leadership of the ultranationalist Vladimir Zhirinovsky took almost 12 percent of the seats in the Duma. The various communist factions and their allies could now muster a vote total in Duma approaching a majority.


Yeltsin entered the June–July 1996 presidential contest at the back of the pack. His approval rating stood at around 4 percent at the beginning of the campaign, and many experts believed victory was practically guaranteed for the leader of the communist forces, Gennady Zyuganov. Fears of the communists coming to power in Russia and of the subsequent rollback of reforms led Russia’s top figures in the business world to unite in support of Yeltsin, acting as sponsors and organizers of his campaign. This group included most prominently Vladimir Gusinsky, founder of the Media-Most empire of independent newspapers and television stations, and Boris Berezovsky, whose wealth came from seizing control of assets during the flawed privatization process. Through control of the media, they were able to present the electoral choice as one between Yeltsin and totalitarianism. Driven by these tailwinds in the popular press, Yeltsin, only slightly ahead of his rivals on the first round of voting, significantly widened the gap on the second round, taking 54 percent to Zyuganov’s 40 percent, and was reelected president for a new term.


The intense election campaign, which stretched on for several months, undercut the health of the Russian president; he suffered a heart attack and underwent a quintuple bypass procedure in November 1996. After that, Yeltsin began to step back from an active role, transferring a significant part of his responsibilities into the hands of an informal association known as “the Family,” which included most notably his daughter, Tatyana; presidential chief of staff Valentin Yumashev; his deputy, Alexander Voloshin, who became presidential chief of staff in 1999; and businessmen Boris Berezovsky and Roman Abramovich.


Shortly after the 1996 election, it became clear that Yeltsin would not run for a third presidential term in 2000, and the main political actors quickly set their eyes on the prize. By the spring of 1997 the field had consolidated into four political camps:


	The communists retained their strong position in the State Duma, where, together with their allies (the Agrarian Party), they controlled about half of the seats.1


	The governors of the largest and most economically powerful Russian regions, headed by Moscow mayor Yury Luzhkov, wanted to obtain more power in the federative country and to secure a bigger slice of the budget. By then the governors and chairs of the regional legislatures were members of the Federation Council, the upper chamber of the Russian parliament.


	The government, headed by Viktor Chernomyrdin, which relied on the support of the CEOs of the biggest industrial enterprises.


	The “liberals,” led by Anatoly Chubais and Boris Nemtsov, who had been nominated by Boris Yeltsin as the two first deputy prime ministers of the Russian government and to a large extent shaped the reform agenda.



None of the camps was powerful enough to defeat its opponents and consolidate power in its own hands. It was in the fight to gain traction that the country’s political resources, distributed among counterbalancing institutions, came under the control of these groups as they pursued their personal goals. Individuals were able to seize control over institutions and thus personally determine those institutions’ conduct. A major institution captured early by the oligarchs was the media, whose content was tilted to reflect the competing interests of different powerholders. As a result, conflicts, negotiations, and agreements between institutions became personalized, and democracy in Russia became very fragile. The seeds were sown for the derogation of the democracy-building effort in Russia.


REMOVING ALLIES


Several months after Yeltsin’s victory in the presidential race, Russia’s political and economic life was in a stable mood. Inflation was going down and the economy had started recovering, which allowed the government to concentrate on structural reforms. The business tycoons who had helped secure Yeltsin’s second term got their prizes as well: under Anatoly Chubais’s privatization regime, the government implemented a dubious loans-for-shares scheme that transferred into their hands the most lucrative pieces of state property. In exchange, the two major television channels, controlled by Gusinsky and Berezovsky, were supportive of the Kremlin and the government.


But this normalization did not last long: in the summer of 1997 the oligarchs, who had previously been united, were riven over a tasty prize. The triggering event was the privatization of a 25 percent stake in the national telecommunications holding Svyazinvest, one of the last big chunks of property the government intended to privatize. As was customary for the large privatization auctions in Russia between 1995 and 1996, the results were agreed upon in advance by the oligarchs, who avoided competing with one another. The government knew about this collusion, but Chubais, a free-market advocate and the person in charge of the privatization process, felt it was a price that had to be paid to obtain the support of Big Business in fighting “the hydra of communism.” Gusinsky and Berezovsky allied (joined by Alfa group and Spanish Telefonica), forming a front company to purchase the Svyazinvest shares, but their rival, Uneximbank chief Vladimir Potanin, whose own consortium included the international financier George Soros, violated the agreement and outbid them.


In one swoop, oligarchic unity was destroyed. Gusinsky did not accept that the process had been conducted fairly, for Potanin, who had stepped down from his position as deputy prime minister to enter the auction, had access to budgetary resources unavailable to other bidders, a result of significant federal customs funds being held in an account at Uneximbank. Chubais, for his part, decided to roll back his previous policy, declaring that businessmen had to begin living according to the new rules, and refused to revise the auction results.2 Humiliated, Gusinsky threw his support to Moscow’s mayor Yury Luzhkov, who held conservative views and had been speaking openly of his presidential aspirations. At the same time, Gusinsky’s media holdings, which included the highly influential television channel NTV, changed its attitude and started regularly criticizing the government. In the autumn of 1997, the Russian media published financial documents proving that Chubais and some of his colleagues, also members of the government, had received large payouts for an unwritten book about the history of the Russian privatization effort. This situation was untenable for Yeltsin, who fired Chubais from his post as finance minister, leaving his position as deputy prime minister untouched, and dismissed others involved in the scandal from the government. Although Yeltsin himself continued to trust Chubais, the latter’s political position was severely weakened by the episode. The public support for the “liberal camp,” led by Chubais, fell off, and its political influence has not been restored in the ensuing years. The liberals were the most pro-democracy political bloc in Russia supportive of Yeltsin’s policies. As they lost their role in checking and balancing the aggressiveness of the three other camps, the consolidation of power moved forward.


When Boris Yeltsin, anticipating leaving the Kremlin in 2000, began to look for a politician to succeed him, there were no best choices. Although he had close and friendly relations with Prime Minister Chernomyrdin, whom many saw as Yeltsin’s natural successor, the Russian president in the spring of 1998 began to have doubts about Chernomyrdin’s ability to consolidate the government; at the same time, Yeltsin was becoming more and more jealous of Chernomyrdin’s rising political popularity. In March 1998 Yeltsin decided to cut the knot and opted for another unpredictable decision: he fired Chernomyrdin’s government, removing the second powerful piece from the political chessboard, a figure who had played an important role in building political stability in the country. After that he had no allies but only opponents in the political arena—communists and governors—who started the hunt for the top position in the country.


Yeltsin’s authority was further weakened by the severe economic crisis, which owed partly to the decline in world oil prices but mostly to weak fiscal discipline. In August 1998 Russia devalued its currency and defaulted on its debts. This caused a severe political crisis, as a result of which Yeltsin made significant concessions to the leftists, appointing Yevgeny Primakov the next prime minister. Primakov, a former member of Gorbachev’s Politburo and inner circle, strongly criticized the economic reforms of 1990s and was supported by the communists. As it turns out, Yeltsin in choosing Primakov unwittingly contributed to an alliance between the government and the Duma.


By the end of 1998 it had become clear that the economy was swiftly emerging from the crisis: first, the bitter pills swallowed in August 1998 finally proved to have been good medicine, and second, Primakov’s government didn’t veer from the path laid down by his predecessors, steadily implementing the painful measures. Contrary to expectations, Primakov did not advocate a return to a more Soviet-like economic policy but instead undertook strong macroeconomic stabilization efforts both conventional and unconventional, such as the freezing of wages and pensions, significantly reducing the budget deficit, and restructuring both domestic and foreign state debt. Although Primakov’s policy looked more like that of the technocrats, the left-wing majority of the Duma saw it as a victory for their side. The need to make significant decisions on a daily basis to address the consequences of the financial crisis, as well as Yeltsin’s diminished role, made Primakov an even stronger political figure. At a certain point, Primakov himself began to consider the possibility of becoming the next Russian president, and mentioned that idea to Yeltsin and others. “I’m prepared to act as president for two years, and then maybe Stepashin could replace me,” he said.


Intentionally or not, he attracted opponents of the current president, who came to view him as a potential replacement for Yeltsin. By the beginning of 1999, the Federation Council had joined the alliance of the left-wing Duma majority and the government. Regional governors, being members of the Federation Council, were looking for solutions to many of their regions’ problems in Moscow. In a country where the budgets of most of the regions depended on transfers from the federal budget, the principle of “he who has the gold makes the rules” was in full effect. The governors were visiting the Kremlin less and less often, turning instead to the prime minister.


In the fall of 1998, the Russian prosecutor general Yury Skuratov secretly opened an investigation into charges of corruption against the head of the Administrative Department of the Presidential Administration and Yeltsin’s daughter.3 The investigation was based on documents provided by a Swiss official, but as the Russian prosecutor general’s office asked its counterpart in Switzerland to conduct searches, the media learned of the case. The Kremlin decided to fire Skuratov. The presidential request to dismiss the prosecutor general had be approved by the Federation Council, which had come together in opposition to the president and was strongly against this idea—only six out of 178 voted to approve Skuratov’s dismissal, while 142 voted against it. That was one of Yeltsin’s most stunning rebukes. Recognizing favorable political winds, Skuratov addressed the Duma, looking for more political support. The lower chamber passed a resolution (lacking any legal force) supporting him, with 233 deputies (out of 450) voting in favor.


On April 21, 1999, Aleksandr Voloshin, then presidential chief of staff, addressed the Federation Council on Yeltsin’s behalf, arguing for the prosecutor general’s dismissal, but his speech was unconvincing, and he was unable to give clear answers to questions.4 The Federation Council vote against the president once again (79-61). The following day Voloshin accused Prime Minister Primakov, the Federation Council chairman, and Yury Luzhkov, Moscow’s mayor, of orchestrating the president’s defeat in the matter of the prosecutor general’s dismissal. Voloshin blamed Primakov, saying he had begun an open campaign for power: “The failure to remove Skuratov from office strengthens Primakov, who is already transparently working on his own behalf.” He promised “to take serious measures” against the Duma and the government if they continued to “destabilize the situation.”


Voloshin was right. Luzhkov and most influential regional governors had definitively turned against Yeltsin. The day after the Federation Council vote they established their own political bloc.5 The governors openly declared their intentions: to form a party capable of winning the State Duma elections in December 1999. “We want to become a shield [protecting Russia] that will gain a majority in the Duma, and then be able to form a government,” said Tatarstan’s president and regional heavyweight Mintimer Shaimiev.6 Personal ambitions and jealousy prevented the governors from elevating one person from among their ranks (they had eighteen co-chairs), and they couldn’t pass over the current prime minister in their search for a new leader. In the evening of the day the governors’ bloc was established, Luzhkov held a two-hour meeting with Primakov, forging an alliance that would pose the greatest threat to the Kremlin in the following months.


In parallel with the consolidation of regional elites in opposition to Yeltsin, in the spring of 1999 the left-wing majority in the Duma launched another offensive against Yeltsin, attempting to impeach the president. The impeachment process was initiated in the Duma in May 1998; five accusations, largely political in nature, were made against Yeltsin.7 This may have been why the left-wing majority hesitated for a long time before bringing the matter to a vote, being unsure it would receive the necessary support. By April 1999, these doubts had begun to fade. On April 21 the State Duma overcame the resistance of the presidential administration8 and adopted changes to its regulations governing the voting procedure. This gave the green light to officially discuss impeachment in the Duma session on May 13, 1999.


The political situation was strained to the breaking point. A confrontation between the president and the coalition of both chambers of parliament, the government, and the governors was inevitable. There was now a loaded pistol on the political stage, and it would have to go off.


WINNER TAKES ALL


It was a decisive moment in the political struggle between the two sides, with both prepared to wage a final battle. Nevertheless, it was the Kremlin that emerged victorious, using tactics that its opponents had failed to foresee. From that point on, first the political initiative and then the support of the population began to turn in favor of the Kremlin.


Two days before the impeachment vote,9 Yeltsin dismissed Prime Minister Primakov and appointed Sergey Stepashin, first deputy prime minister and former interior minister, in his place. This step marked the beginning of the transfer of power to the political successor of the incumbent Russian president. The main problem was that the Kremlin had no clear successor, and the range of potential candidates was small. Boris Yeltsin’s popularity was at an abysmal level. Most politicians and experts believed that, with the Luzhkov-Primakov alliance gaining strength, Yeltsin had lost the will to continue the political struggle and intended to quietly retire from power at the end of his term in mid-2000. The only candidates Yeltsin and the Family could look to were two men under direct command of the president, the head of the police and the head of the secret police—Sergey Stepashin and Vladimir Putin.10


In his memoirs, Boris Yeltsin said he chose Putin from the very beginning and that the promotion of Stepashin was a ruse. Yeltsin’s daughter draws a different picture: after his nomination as prime minister, Stepashin turned out to be weak and indecisive. Though Stepashin was a longtime ally of Yeltsin who had served in various positions, Yeltsin was unpleasantly surprised by his poor arguments when asked to guess “what the boss thinks.” Putin seemed much sounder, with clear views that he was ready to defend, and was not afraid to contradict the president. It was the latter who won the sui generis primaries and thus became prime minister in August 1999, when Boris Yeltsin named him his political successor. On the same day, Vladimir Putin announced his acceptance of Yeltsin’s proposal and declared he would run for president in 2000.


PUT YOURSELF IN PUTIN’S SHOES


As Russia’s first democratically elected president, Yeltsin had both to introduce democratic reforms to a country that had not known democracy in living memory and to show the populace what the presidency of a democratic country should look like. But after the severe political crisis of 1993, the presidency in Russia was overly strengthened in the new constitution, which gave the incumbent additional powers and provided fewer checks and balances for other institutions. But as the strategic goal for Yeltsin was to lead Russia out of its communist past and transform it into a normal democratic country, facing resistance from the parliament, regions, judiciary, or media, Yeltsin did not try to redistribute political power in his favor, being prepared to make concessions and compromises and even accept tactical defeats to achieve his strategic aims.


The Russian president has a constitutional right to nominate and fire siloviki, including heads of the police and secret police services, at his own discretion, as well as to change the structure of the governmental firing and nominating of ministers and deputy prime ministers in agreement with the prime minister. This change represented perhaps the most significant fault line in the system of checks and balances under which the newly democratized country was struggling to get on its feet. Yeltsin’s practice of seeking countervailing opinions from his ministerial and administrative appointees also led to shifting or absent policies, weakening any sense of a coherent policy. In his second presidential term (starting in mid-1996) Yeltsin introduced an unofficial exercise of presidential power by unelected people—family members and advisers—that became the default way of running the country whenever he was incapacitated.


By May 1999, Yeltsin and his inner circle had been backed into a corner. The president had no support from either chamber of parliament; the regional leaders had all come together to disparage him and his politics; and the prime minister and the mayor of the country’s capital had joined forces to create a political group that sought total victory in the upcoming parliamentary and presidential elections. Yeltsin was left with two choices: he could either accept the appearance of a political opponent who would come to power, or he could try to transfer power to a successor. Yeltsin saw the first option as a personal political defeat—a communist revenge that would erase everything he had done to transform the country. What is more, the sharp criticisms his opponents leveled at him and members of his family raised serious concerns about their physical safety. Being a man unaccustomed to defeat, Yeltsin chose the second path. He believed that the transfer of power to his successor would ensure the continuance of his transformation of Russia.


In the spring of 1999, Vladimir Putin was the director of the Russian secret police, which was just emerging from the fog of the post-Soviet period. The future president was right in the thick of things and, of course, took part in heated discussions in the regnant atmosphere of hostility and hatred for one’s opponents; he considered real and imaginary threats, developed plans to fight his opponents, and sought methods to defeat his enemies.11 As the head of a powerful agency, one with expertise in spying, gathering compromising information, and intimidating, blackmailing, and pressuring targets, Putin was confident that the ends justified the means. He therefore used the power of the secret police to attack the opposition from all sides. The Kremlin, seeing no other effective means of fighting back, accepted these methods and decided to build victory on the basis of violent suppression of its opponents.


In accepting Yeltsin’s offer, Putin clearly began to consider his future position. An almost random confluence of events had brought Putin to the top of the political pyramid—in three years he had climbed the Russian bureaucratic pyramid from a lowly position as ex-deputy mayor of the second-biggest city in the country to the prime ministerial position. He had never been a politician, participated in elections, or sought a political career. His limited experience in public politics was not a success: in 1996 he was in charge of the election headquarters of his boss, St. Petersburg mayor Anatoly Sobchak, who failed to win a second term in office. The political consultants surrounding Putin, and Yeltsin himself, assured him he wouldn’t have to do any campaigning. But for Putin, this was a cause for even greater concern: if as an unknown functionary he could become president of the country, what were his battle-hardened opponents capable of? And how would he be able to hold on to power, surrounded by so many enemies and threats?


Putin didn’t like losing any more than Yeltsin did. With a clear understanding of who his opponents were, and who could threaten the stability of his presidency when he came to power, Putin immediately began to fight them, attempting to co-opt or weaken competitors and eliminate former allies who posed credible threats. His use of power against his opponents was not constrained by any boundaries. Putin had limited understanding of the art of political life and negotiating skills but good knowledge of how to fight his adversaries. He started using a stick-and-carrot policy, along with credible threats to his chief rivals, to secure his position, and he succeeded in part because of the absence of an effective anchoring of the presidency in other institutions of governance. In each of his actions against adversaries, Putin limited their independence and constrained their constitutional rights while extending his presidential authorities. All that contributed to eroding the institutions of the republic and the federation, loosening the supports for democracy and undermining the basis for sustainable long-term economic growth.
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3. At the same time, in January 1999, the prosecutor general’s office initiated a criminal case against Boris Berezovsky on suspicion of embezzling funds from Aeroflot, thereby acquiring yet another powerful and influential opponent.


4. Inertia drew out the business of the prosecutor general’s dismissal for several more months, but it was no longer a key element of the political process. The Kremlin appointed Yury Chayka acting prosecutor general, and Skuratov was banned from entering his workplace or making any official decisions (though he continued to receive a salary, which was delivered by courier to his house each month). On October 13, 1999, the matter of Skuratov’s dismissal was again brought up for a vote in the Federation Council, and the Kremlin lost again: even fewer senators voted aye than in April—52 in total. But this no longer seemed of great concern to anyone. On December 1, 1999, the Constitutional Court of Russia ruled that the president had the right to temporarily remove the prosecutor general from office without the approval of the Federation Council if a criminal case was opened against him or her. Three weeks after Vladimir Putin was elected president, the Federation Council approved the dismissal of Skuratov (133-10 in favor).


5. “Kto ob’edinyaetsya” [Who is uniting], Kommersant 69, April 23, 1999, p. 3.


6. Irina Holmskaya, “Vot i ‘Vsya Rossiya’ ” [That’s “All Russia”], Kommersant 69, April 23, 1999, first page.


7. The disintegration of the USSR, the dissolution of the parliament in 1993, the war in Chechnya, the collapse of the army, and the genocide of the Russian people.


8. According to Aleksandr Voloshin, the Kremlin had no chance of achieving a positive outcome for itself through a vote on this issue, but, thanks to the situational majority in the Council of the State Duma, for several weeks it was able to block the imposition of this issue at the general meeting of the chamber. A YouTube video of Voloshin speaking at the Moscow School of Civic Education in 2013 is available at www.youtube.com/watch?v=9ijsxdfe0hq.


9. Impeachment failed. Five charges were presented for a vote by the Duma. The maximum number of aye votes went to the war in Chechnya—283, which was seventeen fewer than required.


10. In Russia, the police come under federal authority; regional and local police are structural units of the Ministry of Interior (MVD). Later in this book, “police” is used as a synonym for the MVD or “militia” (the name for the Russian police before 2011). “Secret police” is used synonymously with “FSB” (Federal Security Service), whose Soviet predecessor was the KGB.


11. At a certain point, according to Yeltsin’s daughter, Prime Minister Primakov did attempt to remove Putin from his position as director of the secret police for his refusal to intercept the telephone conversations of the leader of the opposition party, but he couldn’t gain Yeltsin’s support on the matter. Tatiana Yumasheva, “Kak Primakov pytalsya uvolit’ Putina” [How Primakov tried to dismiss Putin], LiveJournal.ru, March 15, 2010.
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