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Stanislav Menshikov

Are Putin’s Plans
For Real?

Concluding his presentation of a $570 billion five-year trans-
portation infrastructure development program for Russia,
Prime Minister Viadimir Putin said May 20 at the Russian
Transport-2008 show in Sochi, “We worked on this program
for a long time, and those were difficult discussions for essen-
tial reasons, not only technical ones. But we understand that
the future of the Russian economy largely depends on its im-
plementation, because you cannot build a modern econonty
without infrastructure. ... Without developing infrastructure,
there is not and will not be any economic development.... If
we do not develop infrastructure, we have no future. And the
development of infrastructure is an exceedingly important
task, which falls precisely to the government. In many other
sectors of industry, we can merely provide support to private
business and be confident of success, but here, that is abso-
lutely inadequate. The development of infrastructure is the
direct obligation of the government.”

The article we publish here, by Prof. Stanislav Menshikov,
which appeared May 25 in the Moscow weekly Slovo, looks at
the tension over economic policy between two wings of the
new Russian cabinet, which was formed on May 12 with
former President Putin as prime minister. Different policy ap-
proaches—one traditionally monetarist and the other state-
interventionist—are contending within Russia, in the midst of
the financial and economic crisis unfolding on a world scale.
Speaking at the XII St. Petersburg Economic Forum on June
7, President Dmitri Medvedev took note of the utter failure of
the existing “global financial architecture.” While welcoming
Medvedev’s recognition that the current crisis is “systemic”—
the Russian leader used this term with regard to the role of
derivatives contracts in driving food and raw materials
prices—EIR founder Lyndon LaRouche characterized Med-
vedev’s proposals for “new rules of the game” as not just in-
adequate, but “rotten,” because they would attempt merely to
reform the current, disastrous system.

Professor Menshikov’s report, showing that Putin’s best
intentions to modernize the economy are already threatened
by rampaging inflation, illustrates how high the stakes are for
Russia, and all Eurasia, in the matter of creating a new, devel-
opment-oriented monetary system. Rachel Douglas trans-
lated the article from Russian.

Now that the new Russian government has been formed and
has taken its first steps, the question might be asked with
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Prof. Stanislav Menshikov, shown here speaking at a Schiller
Institute conference in Kiedrich, Germany, in September 2007,
identifies the tension over economic policy within the new Russian
cabinet, between neoliberals and state-interventionists.

some perplexity: Are they really going to try and implement
the Putin Plan, and make a shift to an innovation economy?

As prime minister, Vladimir Putin himself now has the
reins in his own hands, giving him the ability to manage the
economy, whereas earlier he could only exert his influence
indirectly, not through hands-on management.

Are the Neo-Liberals Too Strong?

At the same time, the composition of the government is
striking. Although Putin chose its members, the make-up of
the cabinet does not cohere with the announced goal. The
economic section of the government remains essentially the
same, with Alexei Kudrin as minister of finance and Elvira
Nabiullina as minister of economics. Then there is the addi-
tion of First Deputy Prime Minister Igor Shuvalov, which
only compounds the problem, since he, too, is a monetarist
and a neo-liberal. These people are opposed, as a matter of
principle, to active intervention in the economy, to the pur-
suit of an industrial policy, and to financing innovation in-
vestments out of the Stabilization Fund.' It would be difficult

1. Russia’s over $150 billion Stabilization Fund, formed from duties on oil
and gas exports since 2004, was divided early this year into a Reserve Fund
($125 billion) and a National Welfare Fund ($32). While monetarist doctrine
says these monies must be kept out of circulation within the Russian econ-
omy, for fear of their driving inflation, their investment is a matter of intense
debate. The term ““Stabilization Fund” continues to be used for this whole cat-
egory of assets.
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As President, Vladimir Putin, now prime minister, projected that Russia would emerge as
one of the world’s top five economies by 2020. The current economic slowdown contradicts
that projection, Menshikov writes. Putin is pictured here (center) at the Kurchatov research

institute in Moscow, April 2007.

to imagine a worse team.

At the very first full cabinet session, on May 14, Putin
criticized these ministers for the inadequacy of their proposed
innovation program and for their inability to deal with infla-
tion. That was a bad sign. Coming from these officials, such
failures are caused not merely by inefficiency or incompe-
tence. They are a kind of quiet sabotage, which reflects their
covert rejection of the fundamental principles underlying the
prime minister’s program. These neo-liberal ministers are
neither allies nor helpers for Putin, and he won’t get very far
with them.

The opposite tendency, that of the active gosudarstvenniki
[officials oriented toward a strong role for the state], was pre-
viously represented in the cabinet by Sergei Ivanov. Now he
has been joined by Igor Sechin, Putin’s former right-hand
man at the Kremlin. Sechin and Ivanov, as deputy prime min-
isters, are in charge of industry, while First Deputy Prime
Minister Victor Zhukov oversees agriculture. Their direct role
in determining macroeconomic policy, however, would
appear to be relatively small in comparison with that of the
neo-liberals.

This division of responsibilities is already producing its
first negative effects. The Ministry of Economics has stated an
average expected growth rate of 6 to 6.5% of GDP annually,
whereas 7%, or even 8% annual growth was achieved in
recent years. The projected slowdown contradicts Putin’s
long-term program, since such growth rates would not allow
Russia to emerge as one of the world’s top five economies by
2020. Whether or not this growth rate will be corrected, is not
yet known.
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Another striking piece of news came
out in the press: The government will
abandon the fight against inflation, hand-
ing this task entirely to the Central Bank.
At first, I found this report hard to be-
lieve, since Putin has by no means sus-
pended the fight against the explosion of
prices. But then it became clear that what
was meant is the abandonment of things
the neo-liberals don’t like, such as any
anti-monopoly measures or restrictions
on excessive price hikes by retailers and
other middlemen. This is all the more
surprising, in view of President Medve-
dev’s having spoken in favor of such re-
strictions, during the electoral campaign.
But it appears the neo-liberals are stick-
ing to their line, without meeting the kind
of resistance that should be there.

It may be noted that the prime minis-
ter himself, intentionally or not, aided the
neo-liberals with several of his state-
ments. During his confirmation hearings
before the State Duma, Putin mentioned
only one way of fighting inflation: increased agricultural pro-
duction. But our inflation has many causes, of which protect-
ing domestic food production is only one. The inflation fight
requires systematic efforts on several fronts at once.

The prime minister is correct to emphasize the urgency of
boosting agriculture and reducing food import-dependence.
But agriculture did not collapse in a single year, and it will
take a long time to restore it. Meanwhile, double-digit infla-
tion is an immediate problem that must be addressed without
delay. By not moving to limit the actions of monopolies and
middlemen, the neo-liberals are only delaying a solution.

The price increases Russia is experiencing are not solely
a monetary phenomenon. Therefore the Central Bank alone
will not be able to deal with them. The monetarists propose,
for example, to fight inflation through an upward revaluation
of the ruble, which would cheapen imports for Russian con-
sumers. But the anti-inflationary effect of such an action will
simply be wiped out with the next round of price mark-ups.

Another proposal is to increase bank lending rates, thus
restricting market demand. But tightening credit will slow
down the entire economy, contradicting one of the main ob-
jectives of Putin’s program.

Another indication of the government’s priorities is the
recently announced steep hike in rates charged by the natural
monopolies [natural gas, electric power, and railways—ed.],
which are scheduled over the next three years. This decision
was taken by the Zubkov cabinet at its final session, with Putin
expressing complete agreement with it, and issuing a special
statement to refute criticism of this step. He was not at all
bothered by the fact that an effective doubling of the cost of
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While President Dmitri Medvedev has spoken in favor of anti-monopoly measures and
restrictions on excessive price hikes, it appears the neo-liberals are sticking to their line,
says Menshikov, without meeting much resistance. Here, Medvedev visits the Chelyabinsk

Electrometallurgical plant, January 2008.

electric power, gas and railway freight charges will make all
other goods and services more expensive, driving overall in-
flation even higher.

Putin believes that these rate hikes are proper, since there
is supposedly no other source of financing for capital invest-
ment in these industries. If the rates were not raised, in his
view, such investment would have to be financed out of the
federal budget, at the cost of reductions in spending on social
programs.

Such arguments would be fair, if the natural monopolies
were operating at a loss, having neither profit nor depreciation
allowances from which to form their own sources of financ-
ing. According to the corporate reports of [the national elec-
tricity utility] United Energy Systems (UES), Gazprom, and
Russian Railways, however, such internal sources of financ-
ing do exist. There are also such potential sources as the Sta-
bilization Fund.

Whether or not such resources would be sufficient is an-
other question, but in answering it, certain other factors ought
to be considered, such as the spending these companies do
outside of their main areas of operation—for things like ac-
quiring mass media outlets, paying outsized bonuses to their
executives, and other administrative extravagance. Substan-
tial resources could be found here by economizing.

It would appear that the prime minister underestimates
both the true size of the investment sources that exist, and the
real danger of inflation. Evidently he is using official statis-
tics, which seriously understate the price rises that have oc-
curred. The more thorough calculations, done by the Statis-
tics Institute on the basis of the household budgets of tens of
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thousands of families, show that the cost
of living rose by around 30% in 2007,
rather than the 12% claimed by the Fed-
eral Statistics Service. This means that a
significant segment of the population
continues to live in abject poverty. Com-
parison of the prices for food staples in
Russia and in Western Europe reveals
that prices in Moscow are currently
double the West European levels, and 2.5
to 3 times greater than U.S. prices, while
most of our population has incomes that
are only a fraction of the household in-
comes in those countries. A few more
years of refusing to combat inflation, and
the government will confront a rising
level of public protests.

One more danger, from an unexpected
quarter, is that the comparison of Russia’s
GDP with that of other countries is based
on the relative purchasing power (RPC)
of the ruble and other currencies. Our rate
of inflation is already diminishing the
RPC of the ruble. If this continues, there
is no way Russia will be among the world’s top five econo-
mies in 2020.

The Industrial Policy Is Alive!

It may well be, however, that what we are seeing here is a
tactical maneuver by the gosudarstvenniki, who are regroup-
ing for an offensive in the most important area: implementa-
tion of the industrial policy, announced earlier, and a shift of
the economy into an innovation-based phase of develop-
ment.

The prime minister’s own activity points in this direction.
Putin is not sitting in the Moscow White House [government
headquarters—ed.] and governing from there, but has gone on
the road to visit major economic facilities. During these tours,
he is drawing public attention to the most important compo-
nents of his long-term program.

Alongside agriculture, transportation infrastructure
quickly took center stage. Visiting new port facilities that are
under construction on the Gulf of Finland, Putin emphasized
the importance for Russia of the Baltic pipelines system.
Even more important, and fundamentally new, was the high-
way, railroad, and airport expansion program announced in
Sochi [May 20]. This five-year program is to receive 13 tril-
lion rubles of financing [see EIR, May 30, “New Russian
Leaders Turn to Economic Security, Eurasia”], of which 4.7
trillion rubles will come from the federal budget. In dollar
terms, this $570 billion program is the largest in Russia’s
modern history.

The story behind the transport project is quite telling. It
began to be developed a year and a half ago, but its adoption
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was constantly postponed, due to objections from several
government ministries. It was unveiled at the Sochi trans-
portation event over the objections of Finance Minister
Kudrin. At the beginning of the session, there was an un-
usual incident. Deputy Prime Minister Sergei Ivanov, who
was chairing the meeting, proposed that everyone opposed
to the program leave the room, thus making it clear that he
was not prepared to tolerate further objections. Only then
did he turn the microphone over to Putin to make his
report.

That incident could set the tone for deliberations within
the new government. The neo-liberals will have their say,
but only if the prime minister permits it. Under such a
system, the neo-liberals’ position in the cabinet may be sig-
nificantly weakened.

Nonetheless, although the infrastructure project was ad-
opted in Sochi and approved by Putin, much about it remains
unclear. First of all, the relative shares of highway and other
infrastructure construction were not spelled out. That opens
the gateway to rivalry among various agencies, which will
inevitably delay implementation of the project.

There are various opinions about who will oversee these
construction projects. Minister of Transport Igor Levitin
quite correctly believes that specialized state companies
should be created, since the private sector has no road-build-
ing capability ready to swing into operation. The neo-liber-
als, naturally, believe that all construction contracts should
go to private companies. There are intense battles ahead on
this account, as well.

Financing for the transport program remains murky. The
4.7 trillion rubles that are to be earmarked from the federal
budget, constituting a little more than one-third of the 13
trillion ruble total, appear to be solid. All the rest, almost
two-thirds, of the investments will have to be raised from
private sources. It is proposed to issue government-backed
transportation bonds for this purpose at fairly high rates, like
9% per annum.

Will there be an adequate influx of investments from the
private sector? There are grounds to doubt that. As a rule,
investing in infrastructure is not a high-yield proposition.
Nor is it clear what the government’s source of money for
paying interest on the new bonds will be. Most likely these
payments will become a new burden on the budget. There
was some discussion in Sochi of investing a portion of long-
term pension fund resources in these bonds. It is hard to
avoid the impression that at a certain point, the project will
encounter an acute shortage of financing.

A number of other difficulties and obstacles can be an-
ticipated. Still, an important first step has been taken at the
very outset of the new government’s work. It will be good if
the bold, energetic style that can break through the bureau-
cratic morass becomes the hallmark of Putin’s work as prime
minister.

Another positive sign that the long-awaited Superjet-
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100, a regional airliner developed by the Sukhoy Design and
Test Bureau under the state-owned United Aircraft Corpora-
tion (OAK), made its first flight in May. The development of
this new aircraft took several years, and has been seen as a
turning point in the revival of the Russian civilian aircraft
industry. The delays were connected with insufficient fi-
nancing. The establishment of OAK [in 2006] sped things
up. Within a few months, mass production will start, and
there are customers lined up to place orders. This is a first for
the post-Soviet period.

In Sochi, Putin expressed his pleasure over the Super-
jet’s success. His plans include boosting the Russian civilian
aircraft industry to third place in the world. Initially, the
target date for accomplishing this was 2015, but it has been
set back to the mid-2020s. Nonetheless, the objective re-
mains of creating an entire new aircraft fleet. Sergei Ivanov
is in charge of the industry.

Another of the new deputy prime ministers, Igor Sechin,
is handling shipbuilding, in addition to some defense sec-
tors. Another unified state corporation is to be created for
shipbuilding, but the organizational preparations have not
been completed. Sechin is known as a talented administra-
tor, though he has not yet proved himself as an economic
manager. The subjective factor is just as important for eco-
nomic leadership, as in politics.

This English
THE translation of
ANATOMY the worl of
OF . Russia’s
RUSSIAN » authorit.atiue
P 1 economist,
CAPITALISM presents a

Stanlslay M. Menshikow

critical analysis
of the complex

\ economic

processes in

Russia during

the last 15

years.

Available through EIR

Order by calling 1-800-278-3135, or at the
EIR online store, at www.larouchepub.com.

$30 plus $2.50 for shipping and handling

International 43



What About Innovation?

While progress in the industrial policy is visible, there
is not yet much motion in the direction of an innovation-
based economy. Great expectations are connected with the
person of Sergei Chemezov, who has become head of a
state-owned corporation called Russian Technologies. A
substantial portion of Russia’s machine-building capacity
is concentrated in this organization, leading to hopes that it
might become the driving force for a powerful technologi-
cal surge.

Chemezov, however, unexpectedly put forward the idea
of establishing a state-owned mining and metallurgical con-
cern. The logic behind this proposal is puzzling, to say the
least. The Russian steel industry is well-developed and
there is sufficient private capital engaged in it, to make sup-
plementary state investment a matter of no special urgency.
The same cannot be said for machine-tool production,
where private capital is less eager to invest.

Furthermore, the steel industry is not the main sector for
the development of new technologies at the present time. It
would seem that Chemezov’s project might deflect atten-
tion from the most import areas for technological innova-
tion.

To date, it is almost exclusively the government and the
state-owned corporations that are doing anything about in-
novation, while the private sector is less interested in devel-
oping and producing new technologies and new, improved,
and high-quality types of products.

When Russian private companies need new machines,
they prefer to buy them elsewhere, preferably abroad, than
to produce them themselves. That is understandable, since
the development and production of new equipment and
technologies requires special R&D departments, which
most of our private firms lack. This is why our industry has
a systemic problem of technological backwardness. The lag
can be overcome, only if we establish our own capacity to
generate and produce innovative technologies. There is no
other pathway than for companies to set up their own design
bureaus, testing facilities, experimental plants, and other
institutions for the development of science and technology.

This would be something entirely new for them, and
very expensive. The private sector will not do it without
special tax incentives. Merely an overall relaxation of the
tax regime, such as lowering the value-added tax, will not
help, if it is not linked to making investments in new tech-
nology. There are not yet any indications that the govern-
ment is prepared to adopt special tax breaks, expressly de-
signed to promote technological progress.

But it makes no sense to wait for favors from neo-liberal
Minister of Finance Kudrin in this area. Prime Minister
Putin will need to take the initiative here. With regard to
technological advance, as well as other in areas of the econ-
omy, there will be no motion without his decisive interven-
tion.
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Russia, India, China

The Strategic Import
of Eurasian Relations

by Ramtanu Maitra

A series of high-level discussions on global issues among
Russia, India, and China in recent weeks, although blanked
out by the Western media and most political leaders of the de-
veloped nations, has provided an opportunity to prevent a
worldwide conflict, in the face of the financial meltdown, eco-
nomic collapse, and irregular wars that threaten the world’s
people.

The three-nation combination—Russia, India, China,
known as the RIC group—and representing a strategic trian-
gle encompassing nearly half the population of the world, has
begun to come to grips with deteriorating world situation,
caused by the financially devastated and militarily over-
stretched United States, and the consolidation of the colonial-
ist policies embodied by Britain. In other words, the RIC has
come to realize that, if the present trend is allowed to con-
tinue, the nation-states will be torn apart by the pro-colonial
forces, as they were in the 18th and 19th centuries, which led
to two world wars in the 20th Century.

RIC Meeting

The first message on this new Eurasian combination was
sent out from Yekaterinburg in Russia, where the foreign min-
isters of the RIC nation held a day-long discussion on May 15,
followed up with a first-of-its-kind meeting with the foreign
minister of Brazil, discussing the world situation at length.
This meeting was followed by the May 23 visit of the newly
elected Russian President Dimitri Medvedev to China and the
June 4-7 visit of Indian External Affairs Minister Pranab
Mukherjee to China. In addition, Syrian President Bashar al-
Assad is scheduled to visit India in mid-June. One of Assad’s
prime objectives is to infuse the strategic triangle’s input into
the worsening Middle East situation.

The RIC meeting, the fourth annual meeting of this kind,
the last having been held at Harbin, China in 2007, took place
only a few days after Vladimir Putin had stepped down as
President of Russia, and handed his mantle to Medvedev. EIR
(May 23, 2008) reported on the importance of that meeting,
but it is worth noting that in Yekaterinburg, the three foreign
ministers dropped from the communiqué of their 2004 meet-
ing, a reference to their nations’ “divergent interests,” and in-
stead “reaffirmed the commonality in the approaches of the
three countries” to global and regional problems.
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