PUBLIC POLICY AND CURRENT ISSUES

The first few years of the Russian Federation were very difficult ones, characterized by a great deal of un-
certainty regarding the regime’s future. Any regime change creates legitimacy issues, but Russia’s case was
extreme, with public policy directed at some very tough issues and seemingly intractable problems. The
abrupt change in leadership goals and style between Yeltsin and Putin also has made it difficult to follow
continuous threads in policy over the years, although alternating between reform and authoritarianism is an
old theme that goes back to the days of the tsars.
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THE ECONOMY

The Soviet Union faced many challenges in 1991, but almost certainly at the heart of its demise were insu
mountable economic problems. Mikhail Gorbachev enacted his perestroika reforms, primarily consistig
of market economy programs inserted into the traditional centralized state ownership design of the Sovi
Union. These plans were never fully implemented, partly because dissent within the Politburo led tot
attempted coup that destroyed the state.

Today leaders of the Russian Federation face the same issue: How much of the centralized planning econon
should be eliminated, and how should the market economy be handled? Yeltsin’s “shock therapy” creaté
chaotic conditions that resulted in a small group of entrepreneurs running the economy. In 1997 the botto
fell out of the economy when the government defaulted on billions of dollars of debts. The stock market 10§
half of its values, and threatened to topple other markets around the globe. Meanwhile, the Russian peopl
suffered from the sudden introduction of the free market. Under the Soviet government, their jobs we
secure, but now the unemployment rate soared. The ruble — once pegged by the government at $1.60 — los
its value quickly, so that by early 2002, it took more than 30,000 rubles to equal a dollar. The oligarchs an
mafia members prospered, but almost everyone else faced a new standard of living much worse than wha
they had had before.

Between 1997 and 2007, the Russian economy steadily improved, particularly in the new areas of privatizet
industries, but it suffered a tremendous blow when oil prices plummeted in 2008. In 2004 the economy hat
show strong indications of recovery, with a growth of about 7%, and the standard of living was rising evei
faster, although real incomes improved more rapidly in neighboring countries, such as the Ukraine. Fo
example, very few people, rich or poor, had running hot water for several weeks in the summer of 2007 in
Moscow because the plants and network of pipelines shut down for maintenance every year. Although Rus:
sia ended 2008 with GDP growth of 6% — down only slightly from 10 years of growth averaging 7% annus
ally — many economic problems presented themselves after the global economic crisis in September 2008,
The Russian stock market dropped roughly 70%, as Russian companies were unable to pay loans called in as
the market fell. The government responded with a rescue plan of over $200 billion for the financial sector,
and also proposed a a $20 billion tax cut plan for Russian citizens. Even so, the ruble fell in value, while
unemployment grew and production dropped. Many people are still disillusioned with the new regime, and
question the wisdom of current policymakers.

Today Russia’s economy is fueled by its huge oil and gas reserves, and the corporations (mostly state run)
that own them. With recent decreases in oil and gas prices, these companies have been challenged, and the
decreasing value of the ruble against the dollar and the euro has presented even more problems. To prepare
for the eventuality of a price drop in oil, Russia put a significant amount of oil money into a Stabilization
Fund as reserves for state spending, but even that has not kept the economy from declining. In 2009, Med-
vedev outlined a number of economic priorities for Russia including improving infrastructure, innovation,
investment, and institutions; reducing the state’s role in the economy; and reforming the tax system and
banking sector. One priority is to diversify the economy further, since energy and other raw materials still
dominate the country’s earnings.

FOREIGN POLICY

The Soviet Union held hegemony over huge portions of the world for much of the 20" century, and when it
broke apart in 1991, that dominance was broken. The 1990s were a time of chaos and humiliation for Russia,







