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Putin’s Return to Economic Issues

Anders Aslund assesses the economic outlook in Russia now that Viadimir Putin has signaled his intention to return

to the presidency.
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In Russia, Vladimir Putin appears headed toward an easy return to the presidency. What
does this mean for the Russian political situation and its economy? Anders Aslund,
senior fellow at the Peterson Institute for International Economics, is here with me, Steve
Weisman, to answer that question. Anders, what does it mean?

First, it’s interesting that Vladimir Putin has spoken a lot about economic affairs. Now, I
would say, more in the last three weeks than he has spoken about it for the last year, al-
though he’s been prime minister, and the prime minister is effectively the Chief Economist
in Russia. But, the content of the politics can be summarized in three points: reasonable on
the fiscal side, no real structural reforms, and much better foreign economic policy.

How is it better?

For the first time since the early 2000s, Vladimir Putin has now come out strongly in favor
of WTO [World Trade Organization] accession. And what we are seeing on the ground is
that Russia is now doing everything to join before the end of this year.

Resolving apparently an impediment with Georgia.

Yes. Here I think that we will hear the day that Russia now accepts the Swiss mediation
proposal about how to solve the survey of imports and exports from these two disputed
territories: Abkhazia and South Ossetia.

The quotes from Putin suggest that he’s still saying the advantages and disadvantages of WTO
accession are mixed, slightly on the positive side. Why is he not more muscular about it?

Because he has effectively sabotaged Russia's WTO accession for the last three years. So he
has to explain why he had such a lack of enthusiasm before, and now he’s clearly saying
“We are joining the WTO.” And my guess would be that he didn’t want President [Dmitry]
Medvedev to get the benefit of WTO accession, showing that there was a real competition
in spite of what they now say.

Was Medvedev known to be more in favor of accession than Putin?
Absolutely. And Medvedev was persistently talking about WTO accession as one of the
great aims of his presidency from before his election in March 2008. And now, it will be

Putin who does it.

With oil prices not as high as perhaps the Russians need, what are they doing about that?
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Essentially Putin is just betting on a high oil price, at least $100. The budget for next year
balances at $117 per barrel. Of course, you can have a small deficit; Russia is not in a fiscal
crisis by any means. But Former Minister of Finance Alexei Kudrin, who effectively resigned
in protest against Putin’s current fiscal policy, wanted the budget to balance at $90 per barrel.

What's the price now?

Right now, it’s $111 per barrel; that is the Urals and the Brent [Russian and North Sea
standards) oil, while the American WTT [West Texas Intermediate] price is now about $25
lower most of the time then the Brent and Uralsoil prices.

It’s a risk that they could absorb.

Putin thinks so. Alexei Kudrin did not think so. But you can also say that Alexei Kudrin had
been fiscally very conservative, and been running up big budget surpluses for many years. So I
think that Putin has drawn the conclusion “Kudrin was too conservative; I don't need that.”

At least until after the election.

Yes, and after the election, there had been big expectation of two things: a big cut in public
expenditure that has simply been allowed to increase with higher oil price, and a pension
reform, because the Russian pension system is seriously underfinanced. And now the
assumption is that Putin has said “no” both of them.

Is there any chance that he'll change his mind once he returns to office?

Yes, sure, there is. But, in January 2005, Putin tried to undertake a substantial reform

of social payments. And it backfired with pensioners going out in masses in the January
cold, in Moscow and around. And this was clearly a shock to him, so I think that he’s very
reluctant to repeat that. And also, with global financial markets being so uncertain as they
are now, I think that Putin’s reflex is to sit still and not to do anything. The big change from
2008 that has happened is that Russia is now basically [on a] floating exchange rate. So it
will not be caught out, as happened in 2008, with an overvalued exchange rate.

And in the West, what are the prospects for political cooperation? The Georgia Agreement
suggests some flexibility there.

Yes, if you look up what Putin has said, he has said a lot about foreign policy. He has, for
example, been much more positive on Europe than he has ever been before in the last few
weeks, and he’s effectively saying that Europe and Russia can only succeed if they hang
together. Sounding like Benjamin Franklin.

He said something about “Europe now extends all the way to Siberia.”

He said that Russia pertains to the European culture, so the European culture goes all the
way to Vladivostok.

Thanks, Anders.

Thank you. '::



