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FOREWORD

Within its ongoing series of conferences entitled: Challenges for German
and American Foreign Policy, AICGS provided an opportunity to examine the
dramatic events unfolding in Russia during a meeting held in Washington on
May 10, 1999. Held at the height of the war in Kosovo, the conference a so took
place the same week in which President Boris Yeltsn sacked Prime Minister
Yevgeny Primakov and replaced him with Sergel Stepashin, underscoring the
continuing volatile environment of Russian palitics.

The primary focus of the conference was the domestic economic instability
in Russia, foreign policy directions Russia may take and the continuing efforts
to build democratic ingtitutions in Russian society. A key goal of the conference
was to determine whether and where there may be differences in approach or
similar views toward Russia in Berlin and in Washington.

The overwhelming concern a the time of the conference—and the
continuing worry in western circles—was the shaky economic and political
future of Russia. The enormous challenges of creating an effective tax structure,
banking system and legal controls to fight corruption remain the most pressing
as Russia heads for its next presidential elections. Nine years after the
implosion of the Soviet Union, Russia remains of central importance to the
stability of Europe, but its greatest challenge remains—to secure both economic
reform and political democracy. The collapse of the Ruble in August of 1998
has generated an ongoing debate over how Russia and its western partners can
best assist the transformation Russia must make if it isto avoid a more serious
political collapse. Criticism of the policies implemented by the western
ingtitutions such as the IMF or the World Bank in the early 1990s was
exemplified by the enormous amount of capital flight, which has been estimated
to be somewhere between $200 and $500 billion dollars, and by the appearance
of an oligarchy, which has inhibited the reform efforts throughout Russia.

The plight of the mgority of Russiawho have not seen their livesimproved
since 1991 has led to references of a potential Weimar Russia environment in
which the people have little trust in the government and less trust in western
partners offering aid. The war in Kosovo added ammunition to those who
maintain that Russia and the West have no common interests but rather that
Russia was humiliated by western intervention in Kosovo or through NATO
expansion and by wrongly designed aid programs.

Confronting these problems has not necessarily led to a seamless web of
policies between Berlin and Washington. The dramatic Situation in Russia is
perhaps more tangible to Germans than to Americans. Professor Angela Stent
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of Georgetown University has pointed out in her book Russia and Germany
Reborn: Unification, the Soviet Collapse and the New Europe (Princeton
University Press, 1998),

United Germany is a rising power destined to lead the European
continent once its own process of unification is complete. Russia will
also shape European developments in the next century...whatever
happens, geography and history will ensure that Germany will play an
important role in Russia sfuture . . . Developmentsin Russiawill aso
affect Germany’s security...Between them, Russia and Germany will
do much to determine the fate of postcommunist Europe.

Professor Stent also pointed out in her contribution in this volume that “for
Germans, the contrast between the world of 1989 and that of 1999 is surely
much greater than for those living in the United States.” German dealings with
Russia therefore are often marked by a more explicit emphasis on making
Russia part of Europe than is often heard in the American debate over relations
with Russia

Recognizing this fateful link will have much to do with Germany’s
readiness and ability to contribute to Russian economic stability, Mr. Christian
Meier of the Federd Institute for Russian, East European and International
Studies in Cologne points out in his contribution that Germany is Russia's
leading foreign trade partner and aleading investor. But Germany faces serious
problems if agreement cannot be reached on scheduling payment on the debts
left over from the Soviet Union. The United States may urge Germany to
forgive those debts as they come due in the next few years.

As pointed out by Ms. Lilia Shevtsova, a senior associate for Russian
Domestic Politics and Palitical Institutions at Carnegie Endowment, Moscow,
both Germany and the U.S. invested heavily in the support of President Y eltsin,
for better or for worse. The resultswere to enhance the power of Y eltsinand his
immediate circle without strengthening the institutions and procedures needed
by an emerging democracy.

As the post-Y eltsin period, coming up fast, will require a more diversified
look at Russian leaders and its regions. It will also mean that Germany and the
U.S. should seek more effective ways of helping to build the institutional tools
of democracy.

As Dr. Christoph Bertram, director, Foundation Science and Policy,
Munich, points out in his contribution, “western powers should engage
Russians, not Russia on a much broader basis. . . . Only recently have western
politicians and media become aware of the need to meet Russia not exclusively
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in Moscow but through its regions.” In this connection, the role of NGOs at al
levels will be as important as those of direct governmental relations between
Berlin, Washington and Moscow, as was pointed out in the contribution by Dr.
Falk Bombsdorf, the head of the Moscow Office of the Friedrich Naumann
Foundation.

Remaining problems a so involve developing a common vision of Russiaas
partner and power. While domestic developments in Russia will determine its
direction for the future, the United States and Europe remain uncertain about
several things: To what extent isit necessary for the West to approach Russiaas
an equa partner and when and how must we confront Russiaif differences are
apparent? Kosovo exemplified the difficulties of dealing with crisis with
Russian involvement. But it al so exemplified the fact that NATO was ableto act
asit did in expanding NATO’s membership: The question is. a what cost for
relations with Russia was that accomplished, particularly at this precarious
moment in Russas domestic scene? What tools do we have to assure an
effective dialogue with Russia? With which Russans? And does Germany or
the U.S. have a clear enough picture of our own roles in Europe, let alone that
of Russia?

The lessons to be drawn from the last ten years point in the direction of a
long-term strategy, not driven by concernsfor immediate jump start solutionsto
problemsin Russia. That Russia needs Germany, Europe and the United States
to help it through thistransformation phaseis clear. That Russiamay choose not
to act on that need is not out of the question. Finally, that Germany and the U.S.
will play a particularly important role in influencing those choices is sdlf-
evident. That will require a well designed effort to coordinate German and
American policies now and in the future.

The contributions in this volume present various views on these and other
guestions. | am grateful to Angela Stent who helped coordinate the conference
agenda, and to the all the participants and speakersinvolved in the program. The
Institute also expresses its gratitude to the German Program for Transatlantic
Relations for its support of this event and publication.

Jackson Janes November 1999
Executive Director
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U.S-RUSSIANRELATIONS
SINCE THE END OF THE COLD WAR
Angela Stent

Americans and Germans have perceived and evaluated the end of the Cold
War in somewhat different ways. For Germans, the contrast between the world
of 1989 and that of 1999 is surely much greater than it isfor those living in the
United States. In 1989, there were two German states, 380,000 Soviet troopsin
the GDR, and the United States had occupation rights in Germany,
guaranteeing West German security against Soviet encroachments. 1n 1999,
there is one Germany, there are no occupying powers, Russian troops are a
comfortable 1000-km away, and Germany is a fully sovereign state. In the
United States, however, the end of the Cold War has not been that palpable,
because of the very different geographic and political circumstances. Because
the changes have not been immediate and tangible, the collapse of communism
has not had as great an impact in Americaas it hasin Germany. Nonetheless,
the United States government and population developed a set of expectations
about relations with Russiaafter 1991 that have only been partially met, and the
perceived gap between expectations and reality has increasingly marred the
relationship over the past few years.

When the USSR collapsed, the U.S.’s main interlocutors were those in the
new Y eltsn government who favored a pro-western policy both domestically
and internationally. They promoted the move to a market economy and
democracy and apolicy of cooperation with the West. The Bush administration
welcomed the new government rhetorically, but could arguably have given
more material assistance in 1992 to support the struggling new government
facing the unprecedented and enormous challenge of a political, economic and
post-imperial transition. However, the expectation in both Washington and
Moscow at this point was that the pro-western reformerswould prevail and that
somehow Russia would develop a viable foreign policy that would promote its
integration into Europe.

Once the Clinton administration came into office, the high American
expectations for Russia's transition were tranglated into a multi-faceted policy
of integrating Russiainto a set of internationa institutions. However, Russia’s
role, from the American point of view, could only be that of a junior partner
because of Russia’'s political and economic weakness and because of Russia's
own ambivalence about its foreign policy role. Increasingly, Russia vacillated
between seeking a role as a European power and focusing on its partnership
with the United States and a new global role. Indeed, the question of what
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Russia’s legitimate national security interests after the Cold War are remains
unanswered both in Moscow and in Washington.

After a brief “honeymoon” period between the United States and Russia,
Foreign Minister Andrei Kozyrev came under increasing criticism domesticaly
for what was perceived as a policy that was too davishly pro-western, one that
had produced few results for Russia. U.S.-Russian relations thus came under
critical scrutiny partly because of the increasingly difficult domestic economic
situation in Russia, where doubts about the value of a market economy led to
guestioning of the broader relationship with the U.S. After the U.S. supported
President Yeltsin during his attack on the Russian Parliament in 1993, this
reinforced the debate within Russia about what U.S. intentions redly were.
Within the United States, the growing economic and political reversals in
Russia and questions about the use to which American assistance has been put
led to greater questioning about the wisdom and feasibility of an American
policy of partnership with Russia. Thus, the mutual questioning that began six
years ago has continued and intensified since then. Russia sredlization that one
of maor reasons for U.S. involvement is the fear of the consequences of
Russia's weakness has also caused growing skepticism in Russia about U.S.
intentions.

RUSSIA, THE UNITED STATES, EUROPE AND BEYOND

One of the key questions for U.S.-Russian relations has been what kind of
role Russia should play in Europe. At the time of German unification,
Gorbachev and his advisorswere given to understand that, in return for agreeing
to permit a united Germany to remain in NATO, the USSR would be included
in a new European security system after the collapse of the Warsaw Pact.
Germany would, in the Soviet perception, have taken the responsibility for
shaping the Soviet Union’s new role in Europe. However, the redesigning of
European architecture was derailed by the outbreak of the war in Yugoslavia
and by ethnic conflict in other post-communist countries. In place of a new
security, architecture came a remodeling of existing structures, with NATO
emerging as the major security institution to survive the Cold War. NATO
created a variety of new programs and institutions—including the Partnership
for Peace and the NATO-Russia Permanent Joint Council—to include the
former communist countries, and eventualy extended full membership to
Poland, Hungary and the Czech Republic. But Russiaremained, to use Soviet
terminology, a candidate member of all the organizations, ajunior partner both
in security and economic terms, as it eventually was given partial membership
in the G-8. The only organization in which it is a full member is the
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Organization for Security and Cooperation in Europe (OSCE), whose role in
resolving European conflicts, while important, remains limited.

The enlargement of NATO and the prospect of EU enlargement within the
next decade both reinforce, for Moscow’s perception, Russias role in a
European no-man’s land, standing outside Europe’ s door, with one foot in and
one outside. Yet Russa itself has yet to determine what its role in Europe
should be, and this ambiguity reinforces western doubts about whether Russia
is ready to assume its position as a full European player. The one conflict in
which Russia played an active role was in the Contact Group dealing with the
Bosnian problem and in the Implementation Force and its successors in Bosnia.
Indeed, Russia military cooperation with NATO in Bosnia was quite
productive. Yet, the lack of a defined role for Russia in Europe was a magjor
factor in influencing the Russian reaction to the Kosovo conflict.

While the United States and Russia have cooperated on a variety of issues
in Europe, they have also clashed over other foreign policy questions,
particularly those outside Europe. The lack of a consensus in Washington or
Moscow over what Russia s legitimate national security interests are hasled to
anegative reaction in the U.S. towards Russia' s relations with countries which
theU.S. deemsto be“rogue’ states, particularly Iraqand Iran. Americahasalso
been deeply concerned over Russia s transfer of nuclear and conventional arms
toanumber of states. For itspart, Russiahas complained that the United States,
as the sole remaining nuclear superpower, is trying to create a unipolar world,
and Russia has joined Chinain caling for a multi-polar world.

American involvement with other Commonwealth for Independent States
(CIS) countries, especialy those that share the wealth of the Caspian energy
resources, has also become a source of tension between Russia and the United
States. Not only hasRussialost itsinternal empire, but it hasto deal withaU.S.
that has declared that the Caspian basin is an areawhere the U.S. has legitimate
security and economic interests. The presence of most of the CIS states at the
April 1999 Washington NATO summit—Russia was a notable absentee—and
the formation of the GUAM alliance between Georgia, Azerbaijan, Moldova
and other newly-independent states—reinforced Russian suspicions about the
role of the United States in the post-Soviet space, which is still perceived in
Moscow to be a vital sphere of interest. Nevertheless, the private sector in
Russia has cooperated with U.S. companies in this region at times when the
respective governments have been at loggerheads. Therole of the private sector
in Russian foreign policy complicates a linear view of U.S.-Russian relations
and means that cooperation is more possible on some issues than on others.

Although there have been some achievements in arms control, there have
also been setbacks. The Dumahas so far refused to ratify that START 1l treaty,
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and the Russian government has insisted that the 1990 Treaty on Conventional
Forces in Europe must be renegotiated. The U.S.’s commitment to purse a
Balistic Missle Defense Program has elicited Russian oppostion to
renegotiating the 1972 ABM Treaty. Thedifficultiesin thisarearaise questions
about how much in the U.S.-Russian agenda has changed in the past decade.
Some of the congressional debate about Russia sounds as if it might have
emanated from a prior decade. In response to a 1998 Chicago Council on
Foreign Relations survey question “In which countries does the U.S. have a
vital interest?” Russiaranked second after Japan. In response to the question
of possible threats to U.S. vital interests in the next ten years, “the military
power of Russia’ ranked eleventh out of thirteen, well bel ow the potential threat
from China and economic competition from Japan. Thus, the continued
presence of Cold War thinking and rhetoric in some parts of the U.S. political
spectrum is not reflected in threat perceptions of Russia in this survey of
attitudes.

KOSOVO AND U.S-RUSSIAN RELATIONS

The conflict in Kosovo marked the lowest point in U.S.-Russian relations
since the end of the USSR. The United States and its allies were surprised by
the initially vehement public Russian reaction to the conflict. Russian popular
anger at the NATO bombing of Serbiamanifested itself in street demonstrations
against the United States—despite the fact that this was a NATO operation,
America was singled out for criticism—and constant official and private
criticism of NATO actions against Milosevic. The depth of popular Russian
anger can only be understood as the culmination of a decade of feelings of
frustration and humiliation and impotence against U.S. actions, but it aso
represented a venting of feelings by the Russian population against their own
government, a reaction to their difficult economic situation. Nevertheless, the
popular reaction against the conflict was tempered by a Russian government
that was eager to secure afurther $4.5 billion tranche from the IMF to cover its
interest payments. Thus, the government cooperated in a variety of ways with
the United States and played a role in helping to end the conflict. The
difficultiesin working out an appropriate role for Russian forcesin Kosovo now
that the conflict is over reveals continuing Russian sensitivity to not being afull
partner in decisions over the former Yugosavia, but aso indicates a continuing
Russian willingness to negotiate over these issues.

It will take some time for Russia s relations with the United Sates and with
NATO to recover from the Kosovo conflict The Russian reaction to Kosovo
underlined the fact that Russiais often a difficult partner for the United States,
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acountry that still hasthe potential to act asaspoiler. For the Russians, Kosovo
symbolized the unpaatable redlity that the United States and NATO will
continue to make decisions about security and take actions in the Balkans—or
in other areas—even if Russia objects. Thus far, the U.S.-Russian partnership
is limited, but it is limited to a large degree by the instability of Russian
domestic poalitics, with a series of changing government since 1996.

For the next year, domestic developments in Russiawill largely determine
how the U.S-Russian relationship develops. A less fractured domestic
situation in Russiawould increase the likelihood of a more viable U.S.-Russian
partnership being structured. Both sides have yet to define more coherently
what that partnership would look like.

The most hopeful scenario would be one in which Russia plays an active
and constructive role in implementing the peace in Kosovo and that this leads
to arenewed U.S.-Russian partnership in Europe and a reconstructed NATO-
Russia relationship. This will, however, also depend on the outcome of the
Duma and presidentia elections over the next year. The U.S.’s wariness over
dealing with aRussia till recovering from amajor financia crisis and beset by
governmenta change will likely last well into both the Russian and American
election seasons. Thus, a revitalization of the U.S.-Russia relationship awaits
the next millennium.
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THE RUSSIAN ECONOMIC CRISISAND ITSEFFECTSON
GERMAN-RUSSIAN ECONOMIC RELATIONS
Christian Meier

1. INTRODUCTORY REMARKS

With the plunge of therublein August 1998, Russia s economy and politics
reached another deep crisis. This crisis caused much surprise in Russia and
abroad, especially since the transformation recession under way since the end
of 1997 seemed to have come to a standstill. In redlity, however, the Russian
economy’s chronic dump had never sopped: Russa has remained an economy
with negative surplus value and growing structura digproportions. It was only a
matter of time until it was no longer be possible to conceal the red economic plight
of the country with the help of financia policy manipulaions. Since then, the
interest of German specidists on Russan affairs has concentrated on three issues:

» firgt, on the evaluation of the Russian economic crisis management
since August 1998;

» second, on the effects of the Russian crisis on private and public actors
in German-Russian economic-financial relations, and

e third, with regard to the ongoing Russian economic crisis, on
reasonable guidelines for a redefined economic partnership with
Russia

2. THEPOLITICO-ECONOMIC CRISISMANAGEMENT
IN RUSSIA SINCE AUGUST 1998

German analysts generally agree that the August crisis in Russia was not
exclusively an economic-financia crisis but also represented a deep crisis of the
political system. Therefore, when trying to find an answer to the question “how
the Primakov government has tackled the problems of the August crisis up to
May 12, 1999 and how the succeeding Stepashin government will try and tackle
it further,” we have to concede that the results are mixed.

2.1 Crisis Management under Primakov and Stepashin

After his appointment as prime minister was approved by the Duma on
September 11, Primakov, a compromise candidate, concentrated primarily on
stabilizing the political situation of the country. The overriding importance of
unity and stability was demonstrated by the compostion of the new
government. Its members included both prominent reformers and leading
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conservatives. The result was a cabinet as disparate as it was indecisive. The
government’s leading economic policymakers, Yuri Madyukov and Mikhail
Zadornov, rarely expressed the same views with respect to any major economic
policy issues. They contradicted each other almost daily in public. Under these
circumstances, the immediate priority of the Primakov government was to get
the country through the winter 1998/99, at virtually any price. In short, the
agenda was redtricted to short-term crisis management which did am at
freezing, not resolving the crisis.

The anti-crisis program adopted by the cabinet at the end of October 1998
was less aclear plan than a package of general objectives and proposals which
were not bundled into a practicable overal concept. Moreover, these were
subject to constant revision, as the government itself acknowledged. As of
October 30, the main objectives included:*

» eiminating the requirement that exporters sell 25 percent of their hard-
currency receipts directly to the Russian Central Bank (RCB), while
raising obligatory sales of hard currency by exporters from 50 percent
of their hard-currency receipts to 75 percent and shortening the period
during which mandatory hard-currency sales must be executed
(currently 180 days);

* guaranteeing full payment of current wages and pensions und ensuring
timely payment of wages and pensions in 1999;

* restructuring of the commercial banking sector; issuing Central Bank
credits to a limited number of commercial banks which have redlistic
programs for restoring operations,

* diminating guarantees on ruble and hard-currency deposits in
Sherbank, the state-controlled savings bank, and commercial banks;
ending the ban on offshore banks opening accounts in Russian banks
and on Russian banks opening accounts offshore;

» depriving regional governments of the power to vary the rate of profit
tax but alocating them two-thirds of profit tax revenue rather than the
current one-third;

» introducing a cap on price mark ups on socially significant goods at 20
percent above wholesale prices,

» reducing the value-added tax (VAT) and exempting some advance
payments to exporters from VAT,

* restructuring frozen state securities and resuming secondary debt
trading in them; creating a unified system to monitor and manage the
state debt, including the debts of regional administrations and of state-
owned enterprises and banks;
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» freezing the prices charged by the so-called natural monopolies (rail,
gas and electricity) for the following two to six months and subjecting
them to controls in future;

» restructuring and simplifying the tax system along the following lines;

» reducing the profit tax rate from 35 percent to 30 percent;

» combining all budget receipts into a single account under the control of
afederal treasury;

» introducing a property tax of 0.5 percent of a property’s market value;

* introducing greater tax relief on reinvested profits;

* ending the taxation of imputed revenue from below-cost sales;

* introducing higher penalties for late tax payments and tax evasion;

» diminating tax breaks for businesses and enterprises;

* sefting tax on a second income at 20 percent; and

» introducing alessrigid, socially oriented tax system starting January 1,
1999.

German analysts were skeptical about this approach to overcomethecrisis.
Time and again they pointed out that a successful crisis-management in Russia
depends on the at least partial fulfillment of several equaly important
preconditions. Among them are first, area and long-term consolidation of the
political authority of the leadership and the establishment of a professionally
competent government acting as a team. Also needed is a combination of all
individual objectives pursued so far into awell coordinated “policy mix” which
is only possible if clear objective priorities and a reasonable sequencing of
measures can be determined. In addition to such a newly designed process-
oriented policy it is of the utmost importance to truly improve the institutional
framework of the Russian economy.

A long-term politico-economic stabilization of Russia aso depends on
whether or not the Russian society, and especidly the politicaly and
economically influential elites, find a new widely accepted socia consensus.
One of themain reasonsfor Russia scrisis after the collapse of communism has
to be seen in the fact that the different elites do not share acommon idea of what
“Russian public interest” is. Instead, the most influential economic actors
proceed with strongly profit-oriented and even exploitative behavior, often
acting against each other rather than with each other. Therefore, one key
guestion has aready come to the fore: Is Russia only a belated or an aready
decoupled transition country?

Despite all critics from western analysts and international organizations
one has to acknowledge that Primakov achieved his short-term political
objectives without either producing another economic collapse or a socia
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explosion. The pursuit of stability required him to win over the representatives
of al major social and palitical intereststo the greatest extent possible, and thus
to cultivate a solid image as a safe pair of hands against whom no major faction
harbored great ill will.

Y et Primakov’s actions, primarily his “peace initiative,” a non-aggression
pact between Y eltsin and the Duma, indicated that he was probably pursuing a
more ambitious agenda. Although he denied any presidential ambitions, the
premier continued to assume presidential functions suggesting that he was
Russia’ s acting president in fact if not in name, and that Y eltsin was destined to
reign rather than to rule for the remainder of his term. Primakov did behave
increasingly like an emerging oligarch. As Russia’'s political center of gravity
islikely to shift Ieftwards in the forthcoming elections, Primakov tried already
to embody Russia’s new political equilibrium.® But he could not avoid getting
caught very quickly between the opposing branches of power while in office
and in the end he was ousted by a deliberate maneuver of the Russian president.

Y eltsin explained the dismissal of Primakov and his government on May 12
by arguing that they had achieved their aim of creating political stability but
lacked a clear policy for further economic reform and recovery. Although
accurate, this was not the true reason for the ouster. Y eltsin’s main motive was
to demonstrate his regained political authority which he felt was being
undermined by Primakov’s popularity among both the elite and the electorate.
Primakov was the first prime minister who was not firmly in the president’s
camp in terms of persona loyalty as well as economic policy.

The summary sacking of the Primakov government, Duma’s failure to
bring the much-heralded impeachment of president Yeltsin, and its speedy
approval of an apparently unlikely candidate, Sergg Stepashin, for the
premiership on May 18 strongly confirmed that the state of Russian politics
continues to remain fairly unstable.*

Whether the new government will be weaker than the previous one remains
to be seen. But there are signs that it is more dependent on the Kremlin’s inner
circle and some of the oligarchs. Thisis especially true with regard to the new
economic supremo, the former railway Minister N. Aksyonenko who tried to
make clear that he enjoyed strong backing from the president by proclaiming
his intention to run the economy. Y et Stepashin has shown some independence
in building his team because other important economic portfolios were filled by
younger moderate reformers: V. Khristenko (deputy prime minister for macro-
economic and financial affairs as well as international financia organizations),
M. Kasyanov (minister of finance), M. Zadornov (negotiator with the IMF).

However, conflicts between Khristenko and Aksyonenko, who had been
appointed head of the department for structural and investment policy,® were
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bound to surface because there are important points of contact between both
areas of responsibility.

Even though mgor economic initiatives which go beyond endeavors for
economic “stabilization of the surface” were not to be expected, analysts
noticed with surprise that from the beginning of his premiership Stepashin
energeticaly pushed for afina agreement with the IMF and has already been
successful in implementing key parts of the IMF-catalogue of prerequisites.

Prior to upcoming parliamentary and presidential elections politics
certainly creates many uncertainties, but one has to take into account the
Russian top leaders great experience in diffusing possible crisis-prone
developments in politics and economy through a permanent process of
adaptation and “muddling through” and to maintain the country on the course of
“there will always be another day.” Or in the words of a German expert for
Russia s banking system: “It seems that no crisis can ruin Russia.”®

2.2 The Russan Economic Scene in Early Summer 1999

In the early summer of 1999, Russia s economy was still inthe middle of its
crisis. Some of the macro-economic indicators point to a probable continuation
of the economic dump, although to a lesser degree. Other factors could be
interpreted as signs for a certain stabilization of individual sectors.

The GDP which fell by 4.6 percent in 1998, further declined by 4 percent
during January-March 1999. There was a new contradiction of investment. FDI
went down by almost 40 percent to less than $3.4 billion in 1998. Real incomes
of the population dropped by 27 percent and average real wagesfell by some 40
percent in the first quarter of 1999. The monthly dollar wage plunged to around
$50 in the first months of 1999 as compared to $180 in July 1998, and living
standards deteriorated accordingly. The devaluation of the ruble by about 74
percent since August 1998 made imports more expensive and demands shifted
from imported to domestically produced goods. Consequently branches of
industry, primarily al chemicals, building materias, and food industry have
recovered since October 1998. After adrop by more than 5 percent in 1998, the
industrial output nearly bottomed out in thefirst quarter of 1999, whilein March
and April the production even started to grow.’

The Ruble devaluation has also brought an improvement in the trade and
current accounts. For all of 1998, exports dropped by 16 percent and imports by
almost 20 percent compared to 1997. The export decline resulted mainly from
depressed energy prices. The estimated export revenue loss was $9 hillion in
1998. The import plunge of the second half of 1998 was a direct consegquence
of devaluation. After adeficit on the current account in thefirst half of 1998 ($5
billion), the result for the whole year was again dightly positive ($2.4 billion
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surplus). These trends continued during the first months of 1999 as well; from
January to April Russiaregistered a trade surplus of $9.1 billion. With atrade
volume of $35 hillion (-29 percent) importsfell by amost one half down to DM
13 billion compared to the previous year while exports declined only by 10
percent to $22.1 billion.®

Russia defaulted on its short-term domestic debt in August 1998. After
protracted negotiations, most disappointed holders of the frozen GKO/OFZ
debt have grudgingly accepted the Russian restructuring offer in March 1999.
Only a tiny fraction of investments will be recovered and a larger part of
outstanding claims will be converted into new longer term bonds. The next and
more serious issue is the looming default on the country’s $150 billion externa
debt and/or its long-term restructuring. On June 2, 1999 Russia failed to make
a second payment to London Club creditors on post-Soviet restructured debt.
Russia’s tactics in the current exploratory debt negotiations is to manifest its
readiness for the timely service of financia obligations incurred after 1992, the
so-called Russian debt of about $50 billion with the Eurobonds included, and to
insist on anew restructuring or even canceling of at least parts of the old Soviet
debts. Difficulties in meeting the outstanding debt service facing Russiaand its
creditors nowadays are not limited to the current year only. Also during the next
decade, with scheduled debt service payments at around $15 billion annually
and persisting economic and ingtitutional weakness (ongoing huge capital
flight), the debt service is quite likely to exceed the expected capacity of the
Russian economy over this period.

With regard to the main international actor in Russia, the IMF, German
analysts point out that it has up to now contributed to the Russian disaster by
exclusively focusing on low GDP deficit ratios and low inflation rates while
failing to emphasize in its approach ingtitution-building and the rule of law.®
Some people at the IMF obviously did not understand that Russia’s economic
opening-up processtook placein aperiod of rapid international capital flow and
that early moves towards capital account convertibility would endanger the
Russian transformation process which made slow progress in redlity. It iswell
known from the economic literature that early liberalization of capital accounts
isirresponsible in an environment of unsound banks and poor real adjustment
mechanisms. One has to agree with the arguments of Joseph E. Stiglitz, senior
vice president and chief economist of the World Bank, who has pointed out that
reform models based on conventional neo-classical economics are likely to
underestimate the importance of informational problems, including those
arising from the problems of corporate governance, of socia and organizational
capital and of the institutional and legal infrastructure required to make an
effective market economy.®
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A preliminary agreement with the IMF—a prerequisite for the opening of
formal restructuring negotiations with Paris and London Club creditors—was
signed on April 28, 1999. It holds out the prospect of IMF-disbursements of
$4.5 billion over eighteen months, of which around $3 billion would be made
available during the next year. The budget law of February 1999 envisaged a
primary surplus of 1.65 percent of GDP which was later raised to 2 percent of
GDP on the insistence of the IMF, and a consolidated deficit of just 2.5 percent
of GDP. At the current exchange rate the federal revenues amount to just $20
billion while the scheduled debt service is $17.5 billion. The budget parameters
should be revised on a quarterly basis, the originally planned tax reductions
were postponed, and new revenue-raising measures are being considered by the
Duma. The budget isfairly restrictive but the IMF isdemanding additional steps
to cut budgetary spending and to raise revenues. The adoption of a bank
restructuring law and the provision of a detailed account by the Central Bank
regarding the use of previous credits are other conditions that should be met
before the IMF resumes its financia support. The envisaged new IMF credit
would enable Russiato roll over its debts to the Fund and thus avoid default on
its IMF obligations during the election period of 1999-2000. A fina IMF
agreement would trigger the release of atwo-year $2.3 billion World Bank loan
and a $1 hillion Japanese government loan, as well as clearing the way for the
rescheduling of Russia’'s Soviet-era debt to the Paris and London Club of
creditors.

Until the beginning of July 1999, and thanks to its resolute efforts the
Stepashin government had succeeded in obtaining the consent of the Duma as
well asthe Federation Council to aseries of reform laws. Among them was aso
alaw on the restructuring of the Russian banking sector. According to the IMF,
most of the preconditions will be met in the nearest future so that the rel ease of
the agreed upon loan billions of dollars can begin.*t

3. GERMAN-RUSSIAN ECONOMIC RELATIONS

Three spheres of bilateral activities have to be considered concerning the
effects of the Russian crisis on private and public actors in Russian-German
economic and financia relations: trade, economic cooperation and financia
relations.

3.1 Trade

When at the turn of 1997/98 world market prices for petroleum,
petrochemica products and metals started to fall observers predicted for the
entire year not only a decline in growth rates for Russian commodities exports
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to Germany but also a marked reduction of the high increase rates of German
processed industrial exports, since the Russian economy was still struggling
with considerable growth problems. But with the Russian financia crisis and
the strong ruble devaluation since August 1998 all these predictions became
irrdlevant. In fact, the crisis caused a drastic cut in German-Russian trade. In
1998, the overdl trade volumefell by 12.9 percent to DM 29.2 billion. German
exports declined by 11.7 percent to DM 14.5 billion while German imports fell
asmuch as by 14.1 percent down to no more than DM 14.7 billion (seetable 1).
With 10 percent of Russia's foreign trade Germany was till the country’s
biggest trade partner. But seen from the German point of view, Russid sforeign
trade importance continued to decrease. In the ranking list of German trade
partnersin the East, the Russian Federation slipped to number four after Poland
(DM 40.6 billion/+15.8 percent), Czech Republic (DM 35.8bn/+18.2 percent)
and Hungary (DM 29.8bn/+32.3 percent). It isto be expected that in 1999 east
central Europe will further increase its leading position among Germany’s
eastern trading partners.

It looks asif the downward dide of German-Russian trade has not yet come
to a hat. Already in the first quarter of 1999, German exports to Russia
amounted to no more than DM 1.819 bhillion, or 58.6 percent less than in the
previous year when exports reached the sum of DM 2.884 billion. During the
same period of time, imports from Russia, too, decreased by 15.9 percent, from
DM 3.636 billionto DM 3.138 hillion.*? It istrue that German circles concerned
with eastern trade do warn not to dramatize thisbig drop in exports. Still, overall
prospects for German-Russian trade in 1999 are generally considered not to be
very promising. A genera reduction of German exports to Russia by probably
20 percent is expected for the current year. As amain reason for these negative
trends concerning German exportsto Russiait hasto be stressed that alarge part
of them are consumer goods and food stuff which are especialy at risk during
economic and currency turbulences. Foods and luxury foodstuff, medicines and
clothing registered aslump of 70-80 percent in the first two months of 1999. On
the other side, exporters of machines and equipment making, who provide a
little more than 20 percent of German deliveries to Russia, had to cope with
losses of no more than 40 percent. Another proof that the Russian economic
crisis leaves painful marks in the bilateral flow of commodities is the increase
in barter deals. The Bundesverband des Deutschen Grof3- und Einzelhandels
(BGA: Federal Association of Wholesale and Retail Sale) shows a clear
increase in such barter transactions and believes that at present as much as one
third of al trade is conducted on this basis.
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Table 1: Trade Exchange between the Federal Republic of Germany and Russia 1997-98

Imports from Russia

1997 Quota 19982 Quota changes
Mill. DM in percent Mill. DM in percent in percent

Overall* 17164.6 100.0 14746.5 100.0 -14.1
Food Industry 359.8 21 485.1 3.3 34.8
Industrial Economy| 16709.8 97.4 14175.9 96.1 -15.2
Raw Materias 5754.6 335 4114.6 27.9 -28.5
Semi-finished

Goods 9954.2 55.9 8520.7 57.8 -11.2
Finished Products | 1361.0 7.9 1540.6 10.4 13.2
Primaries 695.8 4.1 843.3 5.7 21.2
Endproducts 665.2 3.9 697.3 4.7 4.8
Important Goods

Fuel, Natura

Gas, Lubricants | 5869.5 34.2 5156.6 35.0 -12.1
Oil (crude) 5544.1 32.3 3896.6 26.4 -29.7
Non-ferrous

Metals and Goods | 2957.3 17.2 2548.9 17.3 -138
Chem. a. pharm.

Raw Materials and

Products 693.1 4.0 698.4 4.7 0.8
Tron and Steel

Goods 559.5 3.3 479.1 3.2 -14.4
Fish and Fish

Products 248.3 14 396.6 2.7 59.7
Textiles/Clothing | 206.4 1.2 193.2 1.3 -6.4
Wood/Wooden

Products 190.0 11 171.2 1.2 -99
Machines 90.6 0.5 111.1 0.8 22.6
Vehicles 73.8 0.4 60.6 0.4 -17.9
Oil-bearing Fruits

for Consumption | 71.4 04 56.8 04 -204

and

Cardboard 71.0 04 144.8 1.0 103.9
Synthetics,

Synthetic Goods | 61.1 0.4 59.2 0.4 -31
Electrotechnical

Products 55.5 0.3 87.1 0.6 56.1
Precious Stones,

Jewelry, Pearls

(processed) 7.8 0.0 30.0 0.2 284.6

Gold for

commercial use 19.2 0.1 155.7 1.1 710.9

1 Including returned goods and parts supply; 2 Provisional results

Source: Statistisches Bundesamt.
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Exportsto Russia

1997 Quota 19982 Quota changes in
Mill. DM in percent Mill. DM in percent percent

Overallt 16433.5 100.0 14513.0 100.0 -11.7
Food Industry 3040.7 185 2202.7 15.2 -27.6
Industrial Economy 13376.9 81.4 12299.6 84.7 -81
Raw Materials 36.0 0.2 36.8 0.3 22
Semi-finished Goods 222.8 14 191.8 13 -13.9
Finished Goods 13118.1 79.8 12071.0 83.2 -80
Primaries 1390.5 85 1270.1 8.8 -87
Endproducts 11727.6 714 10800.9 74.4 -79
Important Goods

Machines 3173.0 19.3 3419.3 23.6 7.8
Electrotechnical Products|2229.1 13.6 1944.6 134 -12.8
Vehicles 2206.5 134 1836.0 12.7 -16.8
Chem. a. pharm. Raw

Materials and Products |1520.9 9.3 1267.6 8.7 -16.7
Synthetics, Synthetic

Goods 879.9 54 766.4 53 -12.9
Other Vegetable Foods |777.5 47 587.1 4.0 -245
Iron/Steel Goods 615.8 3.7 575.2 4.0 - 6.6
Milk/Butter/Cheese 541.6 39 322.1 22 -40.5
Cacao Products 484.3 29 185.4 13 -61.7
Textiles/Clothing 478.2 2.9 502.8 35 5.1
Products of Precision

Mechanics and Optics | 382.6 2.3 371.7 2.6 -28
Meat/Meat Products 349.7 2.1 306.9 2.1 -12.2
Wood/Wooden Products |338.7 21 267.4 18 -12.2
NF-Metals and Goods ~ |273.7 17 246.7 17 -9.9
Tobacco Products 199.9 12 165.8 11 -17.1
Vegetable Oils and

Fat for Consumption 196.2 12 226.0 16 15.2
Leather Shoes 112.6 0.7 104.3 0.7 -74
Vegetable, Fruit

Preserves and Juices 109.7 0.7 89.7 0.6 -18.2
Spirits 47.2 0.3 271 0.2 -42.6
Beer 452 0.3 33.9 0.2 -25.0
Wine 27.7 0.2 18.9 0.1 -31.8
Sugar 20.4 0.1 17.8 0.1 -12.7

1 Including returned goods and parts supplies; 2 preliminary results.
Source: Statistisches Bundesamt.
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Degpite this painful dump of German-Russian trade relations the Federal
Republic of Germany was able to maintain its position as Russia's leading
foreign trade partner in 1998 with a quota of 9.8 percent (1997: 9.5 percent).
Next on thislist were Ukrainewith 8.1 percent (7.7 percent), the U.S. with 8.02
percent (6.2 percent). Belarus with 7.99 percent (6.8 percent), Italy with 4.4
percent (4.5 percent), the Netherlands with 4.2 percent (4.2 percent), the PRC
with 3.8 percent (3.8 percent) and Kazakhstan with 3.3 percent (3.8 percent).

3.2 Bilateral Economic Cooper ation

The Federa Republic of Germany is not only Russias main trading
partner. It has aso the largest foreign business community in the Russian
capital. In December 1998, there were 940 company offices registered in
Moscow, 694 German-Russian joint ventures, 394 subcompanies with 100
percent German capital according to Russian law as well as thirty-three
subsidiaries.* The German industry concentrates most of al on consumer
goods, foodstuff and the building sector. And in contrast to most of the other
foreign investors, German business people increasingly enter the country’s
economically interesting regions. Moreover, Germans tend to switch from
supply to local production which is especialy true for the consumer goods
sector.

The financial and economic crisis of August 1998 was a serious blow for
German businessin Russia. But there was not much of a panic because German
firmswere well aware of the difference between short-term crisis and long-term
chances for deliveries to a chronically under-supplied market, as the German
economy’s delegation office in Moscow believes. At the same time, the recent
change of government from Primakov to Stepashin in the midst of a continuing
critica situation has caused new irritations making it ever more difficult to
develop business plans in Russa This event was used by leading
representatives of the German economy to repeat their well-known demands to
the new Russian government, namely the demand for a reasonable taxation
policy, for transparent administrative procedures, medium-term calculable
framework investment conditions and for a solid financia and currency
policy.'®

Since drastic changes cannot be expected, German enterprises are trying to
develop crisis management strategies according to the motto “necessity is the
motehr of invention.” They hope to thus avoid further losses of market shares
and to position themselves anew in the Russian market. Among measures taken
are for example the use of Russian instead of imported raw materias, or to
withdraw partially or on the other side to place new investments. Some simply
hope for better times and adopt the “wait and see” attitude. One cannot help
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noting, however, that recently fewer and fewer newly interested German
business men among the middle-class entrepreneurs ask for information on how
to do businessin Russia. Inquiries concerning Russiaamount at the moment to
no more that 10-20 percent of what camein at the beginning 1998, according to
the DIHT (Deutscher Industrie- und Handel stag).

The Hannover biscuit producer Bahlsen has for the time being closed its
representation in Moscow and withdrawn lesser know products from the market
because in these times of empty pockets Russians switch to comparatively
cheaper local products. Those who, in contrast to Bahlsen, possess their own
production facilities in Russia try to at least reduce the high costs of imports.
The chemical giant Henkel, which has its main factory for the production of
washing and dish washing powder and liquids in Tosno near Saint Petersburg,
is dready replacing between 85 percent and 90 percent of the raw materials
originaly imported from Germany with Russian ones. In another factory for a
new production line of industrial gluesin Engels near Saratow at least half of all
foreign ingredients are to be replaced by local onestill the end of 1999.2¢ Still,
one should not overlook the fact that despite numerous difficulties there are new
enterprises coming to Moscow. lkea-Germany plans to open its first furniture
store early in 2000 in Moscow and expects the latest change of government not
to influence the current business activities.

Contrary to original reports of Goskomstat according to which German
direct investment in the first half year of 1998 presumably rose to $244.5
million, or to more than the total amount of 1997 ($228.4 million), the latest
caculations come up with only $213.2 million till the end of September 1998.
But al signs point to the fact that despite the recent financial and economic
crisis German enterprises have not invested less but rather dightly morethan in
1997. At the basis of the still valid German-Soviet treaty on investment
promotion and protection, the German government has granted German
investors in Russia capital investment guarantees (Hermes) amounting to DM
1.310 billion until June 30, 1998. More applications with a capital cover of DM
996 million have been submitted for approval.

To which extent parts of the German economy orient their commitment in
Russia despite continuing financial and economic crisis towards strategic
obj ectives becomes apparent with the Ruhrgas AG of Essen. Before Christmas
1998, it bought 2.5 percent of Gazprom shares to become a partner of the
enterprise which dominates 90 percent of Russian gas extraction. At the
auction, Ruhrgas had offered $660 million for the block of shares (DM 1.09
billion) and made the deal againgt its French competitor Interoil Finance Ltd
which was only willing to pay $651.5 million, dightly more than the minimum
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offer of $651 million.r” As the result of a Primakov order, Ruhrgas was even
allowed to take the shares, which must not be sold for five years, out of Russia.

In mid-May 1999, Ruhrgas had exercised the agreed upon option of another
1.5 percent Gazprom shares and will then have paid atotal of DM 1.6 billion for
a 4 percent participation. The announced joint venture with VEP Gazexport,
Gazprom's foreign trade subsidiary, has already been established by Ruhrgas
and will receive 0.5 percent of the quota. Ruhrgaswill directly acquire 1 percent
but will not leave a seat on Gazprom's board of directors. Ruhrgas had with
foresight arranged this deal when in May of 1998 it extended a series of gas
supply agreements until the year 2020 and agreed on additional supplies worth
about DM 25 hillion. Apart from the present participation in Gazprom shares
Ruhrgas managers signed a long-term supply contract until the year of 2030.
With this contract, the agreed upon supply volume currently about 1,400 billion
cubic meters of natural gas, will increase by another 25 percent.®

The enlargement as well as intensification of the cooperation between
Ruhrgas AG and Gazprom apparently served as starting signal for the
conclusion of along prepared strategic-operative cooperation treaty at the end
of March 1999 between the German chemical concern BASF (Ludwigshafen)
and Gazprom. Accordingly, the BASF subsidiary Wintershall Gas GmbH
(Wingas) will take part in three projects of the Gazprom group to explore and
extract, transport and sell natural gas and petrol in the regions Timan-Petshora
and western Siberia.'® The project’s investment volume could amount to about
DM 4.5 hillion which BASF and Gazprom have invested since the beginning of
their partnership in 1990 in the construction of a common pipeline network.
These investments in pipelines and storage capacities will soon riseto DM 5.5
billion and lengthen the network from 1,600 to 2,000 km. The Wingas Gmbh
(Kassdl), in which BASF participates with 65 percent and Gazprom with 35
percent, wants to enlarge its share of the German gas market from 12 to 15
percent in the next two years and even reach 25 percent in the medium term.%

Againgt the background of political disputes over the exit from nuclear
energy and the expected loss of cheap atomic electricity, at the end of March
1999, the Bayernwerk AG (Miinchen) together with the Osterreichischen
Verbundgesellschaft (Vienna) concluded a basic agreement on the supply of
Russian electricity to Germany with the shareholding company United
Electroenergy System of Russia (RAO EES Rossj), headed by Anatolii
Chubais. After the completion of the technical preconditionsfor alinkage of the
currently incompatible Russian and West European electricity nets for which
not date is yet set, Russia could deliver eectricity amounting to up to ten billion
kwh per year.
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Apart from these enterprises of the energy sector there are a'so a number of
top companies of the automobile industry which are ready to firmly commit
themsealvesto businesswith Russia. The VVolkswagen AG (Wolfsburg) has been
ableto doubleitssalein 1998 to 4.536 cars. In mid-June 1999, the company has
concluded a preliminary agreement with the armament factory Tekmash in
Orjol to establish a an assembly plant for the model Bora with a yearly
production total of at least 25,000 and at most 100,000 cars and to invest up to
DM 500 million in this enterprise.? Of lesser dimension is BMW's project
(Bayrischen Motorenwerke AG - Minchen). On the basis of a contract with the
Russian salescompany VITAL and the car factory AVTOTOR, BMW wantsto
build its own assembly plant in Kaliningrad by the end 1999 with an annual
capacity of up to 10,000 cars of the Five-Series as well as Landrover off-road
vehicles, to be achieved by the end of 2002. Thisyear aready 1,200 unitsareto
leave the assembly lines2 BMW has been represented in Moscow since 1994
by one office only. Together with its Russian partners, it plans to invest in the
next three years DM 50 million in the production and DM 75 million in sales
activities. The decision for the Kaliningrad location was explained by the fact
that it lies within a specia zone guaranteed by Russian law and thus offers tax
advantages, has a good infrastructure and an ice-free sea port.2*

3.3 Aspects of Bilateral Financial Relations

Consequences of the Russian crisis have proven especially serious for
bilateral financial relations. German investors bought in the first half of 1998
alone GKO- and OFZ-papers to an extent of $2.39 billion (39 percent) which
have practically been frozen since August 17, 1998, and for which a mutually
acceptable rescheduling of debts has aready been presented. The
implementation of a first partial agreement on repaying the debts to German
enterprises from the times of the former USSR has been endlesdy delayed by
the Russian government. As of autumn 1998, Russia was de facto insolvent
since it was unable to pay back arrears of DM 735 million due in 1998 for
Hermes debts totaling DM 1.6 hillion. This fact has drawn the attention to the
extent of Russian debts payable to the Federal Republic of Germany.

According to figures provided by the Federa Ministry of Finances, the debt
total Russia has to pay to the federal government amounts to DM 77.4 billion;
55 hillion are old debts of the USSR which, in effect, have been completely
taken over by the Russian government. These debts have been rescheduled in
four rounds and haveto be repaid starting with 2002. The repayment period then
runs until 2020. Russiaitself hasto pay DM 22.4 billion which are divided into
DM 15 hillion for Hermes export credit guarantees, DM 5 billion for untied
financia credits and DM 2.4 billion for capital investment guarantees. The
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overall amount of debts to be repaid by Russia as of 1992 is due in the next
eleven years. If both the Russian government and also the Russian banks and
enterprises fail in their obligations and deals covered by Hermes guarantees as
well as investment agreements will not be honored, the federa government
would have to pay for all damages. In the worst case of Russias total
insolvency, the German government would have to take over al of those DM 77
billion. These sumswould have to be paid until 2020. The federal budget would
be debited with an average of DM 3.6 billion per year. Germany’s level of
indebtedness on a yearly average could then rise by 0.1 percent.?® The federa
budget of 1999 has taken the precaution to reserve the sum DM of 3.6 billion to
service the loans of German banks and credit institutes in case Russia can not
pay.
For 1999, the financing question will become the central problem of
German-Russian economic relations. It has two main aspects. Firgt, thereisthe
guestion to which extent new export credit guarantees could be made ready in
order to prevent the bilateral flow of goods from declining further. At present,
covering transactions are on a backburner. Of the 1998 platfond totaling DM
1.5 hillion and exclusively meant for medium and long term covering, there
were ill about DM 130 million left in mid-February. But the value of the
prepared business deals was higher than the leftover sum of money. For the
time being, there is therefore practically no possibility to finance medium and
long-term projects. Short-term trading deals, however (up to 180 days), were
covered and the agreements concluded amounted to DM 400-500 million for
the second half of 1998. But even for these short-term business deals arrears are
now increasing. Seen in this light, it will hardly be possible to establish new
export credit guarantees to the same extent as in the previous year.%

On his part, President Yeltsin decreed on August 28, 1998, to no longer
grant any more state guarantees and thus destroyed the basis for Hermes
coverages on the ground of state guarantees. Before the beginning of the
Russian financial crisis, about a dozen banks were recognized as guarantors for
Hermes coverages. At the moment, there exist only three banks in Russiawhich
could be considered for this: Sberbank, Vneschtorgbank and the Moscow
International Bank.

Then there is the question of how to respond to the Russian government’s
desire to reschedule old obligations from Soviet times and of new ones
accumulated since the foundation of the Russian Federation. It has become a
fact that the Russian government is not in the position to service obligations it
has with western creditors which are due in 1999 and amount to $17.5 billion.
It has therefore unilaterally and without consulting with its creditors announced
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areduction of payments to $9.5 billion. Some experts even believe this sum to
be much too high in view of the catastrophic financia situation in the country.?

It comes then as no surprise that the Russian government is secretly hoping
for apartia release from 75 percent of its old Soviet debts, namely $75 billion,
and it can even count on U.S. support.? Thiswill be of great harm to the German
government which in 1999 has to shoulder old Soviet debts amounting to DM
3.2 billion. At the same time, the repayment of new Russian debts of atogether
DM 2.6 hillion is due.?® In order to save at least a minimal financia reliability
a international credit markets, the Russian government should at least honor
these obligations, according to Finance Minister Hans Eichel %

4. OUTLOOK

However difficult it may be for any Russian government to fulfil the
already mentioned internal preconditions to overcome the economic criss,
there is another problem simultaneously facing the country, namely to redefine
its economic partnership with the community of western states and their
international economic organizations. From a German point of view severa
reasonable guidelines should be given special attention:

1. stop viewing Russia as a convenient test-field for unrealistic
transformation concepts. There are hopes that the latest agreement between
Russia and the IMF marks the beginning of a new IMF approach towards
Russiaasheavy stressislaid on basic institutional reformsasaprecondition
for stability and growth;

2. therefore consulting and technical assistance should primarily be aimed
at indtitutional restructuring for promoting institutional stability;

3. new loans should mainly be granted primarily for banking reform and to
allow restructuring of the Russian debt;

4. the European Investment Bank should beincorporated into the financing
of Russian infrastructure projects for enlarging trade and cooperation,

5. more emphasis should be put on economic cooperation with the Russian
regions which should be included in decison-making processes of EU-
TACIS and be encouraged to open a representation, a “House of Russian
Regions,” in Brussels; and

6. the political basis for a comprehensive dialogue on restructuring of
Russia should be enlarged in order to increase public acceptance of and
support for democracy and market economy;
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* it isimportant to maintain Russia s supportive attitude towards the
EU enlargement. Specia attention should be paid to potential negative
effects from the establishment of the Schengen border regulations in
the accession countries—in particular in relation to Kaliningrad. The
trade status of Kaliningrad could aso be an important topic for EU-
Russian cooperation;

* Russia needs to be pressed harder to create a more favorable
investment climate. While working on the implementation of the
Partnership and Cooperation Agreement (PCA) and a possible free
trade regime, focus on future WTO accession—an issue that very much
concerns Russia's future role in the international community—must
not be lost; and

* Russia should be encouraged to play a more active role in
organizations for regiona cooperation in Europe which are linked with
the EU.

These by no means complete guidelines which are to be or may already
have been incorporated partly into a new common strategy of the EU on Russia
approved at the EU-summit mid-June in Cologne, make it clear that the future
concept of German policy towards Russia is meant to be a committed but
always pragmatic and redlistic partnership. The scenario of Russia’s
“marginalization” on account of its serious state, economic and financia crisis
can neither be in German nor in America' s interest for foreign and security
policy reasons.
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DID THE WEST INFLUENCE THE TRANSFORMATION PROCESS
IN POST-COMMUNIST RUSSIA, AND, |IF SO, WHAT WERE THE
RESULTSOF THISINFLUENCE?

Lilia Shevtsova

After eight years of post-communist development, the main results of
Russia’'s transformation have been obvious. In the minds of the majority of
Russian observers these results are far from comforting. The planned economy
was liquidated in Russia, and state regulation of economic processes was
curtailed. But the new economic relationships that arose (which some call “the
virtual economy”), although they include some elements of a market economy,
in practice served as the basis for predatory nomenklatura capitalism. The
formation of this system has not only spawned a deep and socially dangerous
polarization in society; it has become the source of the deterioration of the entire
economic system.

The political system that arose in Russia has, in the fina analysis,
degenerated into an “elected monarchy.” The Russian government is formed
through the democratic process, by general eections, but it functions as a
monarchy, with amost al the attributes of the tsar’s court. The only thing it
lacks is the institution of the hereditary transfer of power (although it is worth
noting that Yeltsin and his family constantly bring up the question of the heir
and the successor). This form of government is preserved largely due to the
fragmentation of the ruling class and of society itself, and to the absence of redl
aternatives to the current ruling group. Moreover, the constant personnel
shakeups (over the past twelve months, from March 1998 through June 1999,
Russia has had four governments) are witnessto the fact that the Y eltsin regime
has become the primary source of political instability.

The government system that has evolved under Yeltsin has perpetuated
irresponsibility among the chief political ingtitutions and actors; it precludesthe
possihbility of forming a genuine multi-party system, a responsible parliament
and an effective executive branch. This system, in essence, is a mechanism for
the realization of the narrow, self-centered interests of the small ruling group
which has formed around the president’s family, the “family corporation,”
which identifies its own personal interests as matters of state. Even confirmed
optimists have a difficult time defining Russia's political formation as a
democratic system. More common are terms like “nomenklatura capitalism,”
“oligarchical capitalism,” “mixed, hybrid regime,” etc.

The question naturaly arises: Was such a course of transformation
historically inevitable given Russia straditions and the Soviet legacy, or isit the
result of lost possibilities, or of mistakes, by the dlite that came to power in
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19917 These questions remain to be analyzed. But one thing is clear: The type
of undivided, personified power which keeps perpetuating itself in Russiaiis by
no means afatal inevitability. In a number of other formerly totalitarian states
(Germany, Japan, Spain) the historical past was aso not conducive to the
development of liberal democracy. But the political elite in the transition period
was able to reach a consensus on the demoacratic rules of the game, and to
implement them in practice even without sufficient experience in democracy.

It is obvious that Russia's transformation was primarily the result of
internal developmental factors. The influence of the externa world, primarily
the West, on the course of events in the new Russia was not decisive. In this
Russia differs from many other countries, for example, from postwar Germany
and Japan, from Spain and Portugal, from formerly communist countries which
made the transition to democracy with considerable support from the West.

Russa's ruling class chose a system of coordinates for further
development, a model of economic reform, and created a political regime
primarily under the influence of its own interests, and under pressure from
internal preconditions. But one cannot totally negate the influence of the West
in Russig, even if it was, in most cases, indirect. Mainly this influence involved
stimulating tendencies in Russid s development that had aready emerged. At
timesthe West' sindifference, silent assent or tolerance played a definiterolein
Russia’s transformation, in the resolution of certain problems, for example,
during the war in Chechnya. This was taken by the Russian leadership as carte
blanche, or even approval for certain actions.

But even given the minimal influence of the West on the development of the
new Russia, we can conclude that this influence was, unfortunately, not aways
positive. We will try to identify those aspects of the West's attitude toward
Russiathat, in our opinion, have played a negativerole, reinforcing the negative
tendencies in Russia' s development. The first thing that comes to mind is the
clear preference the West has had for supporting individual leaders, at times to
the detriment of institutions and procedures, which only intensified the
personalization of Russian power. An example of this is the nearly total,
unquestioning support the West gave to Boris Yeltsin, in spite of his limited
democratic vision, hissupport of the clans and of oligarchic forms of rule. Even
the dissolution of parliament, which led to numerous victims, and the war in
Chechnya, which according to some estimates cost 100,000 lives, failed to
change the Wedt's attitude toward Y eltsin.

In principle, no matter how paradoxical it sounds, the leaders of countries
that are used to institutionalized political life supported aregime in Russia that
was based on the personalization of politics and that ignored the necessity for a
stable system of checks and balances. This can only lead to the conclusion that
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western leaders were trying, in Russia, to support not so much democracy as a
leader who would conduct a pro-western policy.

Even the mgjority of those non-governmental western organizations that
are active in Russa placed their emphasis from the beginning on the
organization of elections, the formation of parties, not always demonstrating a
desire to help ingtill new political rules, primarily a system of checks and
balances, under which parties and elections could play a significant, rather than
merely decorative, role. In short, for various reasons, the West's support in
Russia was primarily for electora democracy, without giving sufficient
attention to the development of liberal constitutionalism and respect for the law.
Under the regime which has formed in Russia, both the party system and the
electoral mechanisms are, unfortunately, more a democratic facade, which aids
the clans in preserving their dominant role and has little to do with genuine
democracy.

International financia help for Russia aso comes in for its share of
criticism. The noble intentions of the western and international institutions
which provided this help are obvious—they were trying to support reform and
ease the burden on the socially vulnerable sectors of society. But, as they say,
the devil isin the details. The fact is that a significant portion of western aid,
especialy financial, went primarily to support the regimeitself, at times making
it possible to postpone long, overdue structura reforms. It is unlikely that
western politicians were so naive that they did not suspect where their aid was
going and for what purpose it was being used. There is serious evidence that
western credits were not only frivoloudy wasted by the Russian government,
they were aso directed to the support of the war in Chechnya and to Yeltsin's
presidential campaignin 1996. In short, the West was drawn in to supporting the
Yeltsin regime, a regime that could hardly be called democratic and acting in
the interests of Russia

Therole of some western circles during critical turning pointsin the history
of the new Russa must also be examined—including the process of
confrontation between Y eltsin and the parliament in 1992. According to Yeltsin
himsdf, in his memoir “View from the Kremlin,” he met severd times with
Chancellor Kohl before embarking on the armed dissolution of the parliament,
and he proceeded only after he thought he had the approva of the West. The
forcible liquidation of the parliament, which caused many deaths, was aturning
point in the history of the new Russia, making it easier to form a quasi-
authoritarian, clan-type regime. Russian observers are of the opinion that the
Chechen war was a direct sequence of this show of force in Moscow, which
convinced the Russian leader that he could get away with anything.
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Thus, on the one hand, the end of the Cold War provided favorable
international conditions for Russid' s transformation, but on the other hand, the
West’srather simplistic attitude toward the Y eltsin regime and its perception of
politica events in Russa solely through the prism of a struggle between
communists and democrats, its desre to ignore complications and
contradictions in Russia's transformation, aided the formation of Russa's
“elected monarchy.” This is a regime that is adept at manipulating public
opinion, in the West aswell as at home, and which uses market and democratic
rhetoric while in practice implementing the narrow interests of the “family
corporation” and the sectors of society, often criminal, that serve it. Such a
system, if it is not reformed, will inevitably lead to the strengthening of
oligarchy rule, or to attempts to establish an authoritarian regime. The
congdtitutional system itself, which ensures the power of one leader, merely
serves to make this more possible.

It also must be noted that the West has an inconsistent “double standard” in
its attitude toward Russa. Western leaders, while openly declaring their
support for Y eltsin and accepting him into their “presidents’ club,” nevertheless
made the decision to expand NATO. Thisdecisionisseenin Russaasasign of
mistrust and suspicion on the part of western leaders, who, in spite of their
friendly talk, apparently continue to view Russia as a threat.

In the final analysis, relationships founded mainly on the personal feelings
of leaders and on rhetoric, but not sufficiently supported by a commonality of
interests, and, what is more important, by an adherence to the same political
principles, cannot be stable or constructive. So the cooling in relations between
the West and Russia, which occurred after NATO’s expansion, was not at all
unexpected. The events in Kosovo have strengthened the elements of suspicion
in these relations.

Of course, we should note here that Russia' s position, its sharply negative
attitude toward the means chosen by the western alies to resolve the Kosovo
problem, can be explained not so much by its concern for internationa
problems and the principle of Yugodavia's territoria integrity as by its own
complexes. The West'sinitial lack of attention to Russid s position on Kosovo
just reignited nostalgia among the ruling class for Russia's lost status as a
superpower, and reinforced aready existing feglings of helplessness and
humiliation. Russia's reaction to the Kosovo crisis demonstrated that Russia
has not yet been able to find either a new role in the international community,
or to bring its ambitions, which to a great extent have historical roots, into line
with its new, limited possibilities.

The Kosovo crisis has strengthened the desire among part of Russia sruling
class to resolve its complexes and problems by reinstating old mechanisms of
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consolidation, rather than through a pragmatic search for anew rule and a new
concept of national-state interests. These attempts have, fortunately, not yet
become the officia policy of the Kremlin, which during the Kosovo conflict
was able to remain within the bounds of pragmatism, avoiding Russia's
isolation and becoming involved in the peaceful regulation of the Kosovo
conflict.

But there are no particular grounds for optimism regarding the future of
relations between Russia and the West. These relations have sustained damage.
Part of the blame for this rests with the West, with its idealistic and ill-
considered policies, which tried to draw Russia into its orbit, and when it
became apparent that Russia s transformation into anew state could not happen
quickly, begantowall itself off with anew Iron Curtain, trying to ignore Russia.
Russia sruling class also bearsits portion of the blame. It has not yet been able
to design a new system of coordinates, and is trying to find someone to blame
for itsfailures, in the West as well as at home.

TheWest's palitical circles must still derive the lessonsfrom itsformer and
not always successful experience of cooperation with Russia, and find new
forms for this cooperation, which would he in the interests of the majority of
Russians, and not of a narrow group of small clans.
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HOW TO DEAL WITH RUSSIA?
Christoph Bertram

Dealing with Russiais no longer the challenge it once was during the period
we have cometo call the Cold War. Then, any misstep could have led to aworld
war, however robust the balance of deterrence proved to be in the end. Today,
mishandling the relationship has less severe but nevertheless disturbing
conseguences. It could increase Russia’s nuisance power. It could block joint
efforts for regiona and international order. And it could slow the process by
which, one day, Russa can find her way to a cooperative and trusted
relationship with the democracies of the West.

How to deal with Russiaremains, therefore, one of the major challengesfor
western policy over the next decades, despite the fact that Russia's power has
shrunk so dramatically. Russiaisno longer capable of threatening the West with
military force. But the long-term political and democratic strength of this huge
country with elght time zones and thousands of nuclear weaponsis so obvioudly
amgor western interest that any effort must be made to define and pursue a
policy which can help bring this about.

A MARGINAL POWER

To devise such a palicy, it is, first and foremost, essential to realize what
kind of Russia we are facing now and in the foreseeable future.

Western assessments on Russia now and tomorrow are ill largely
influenced by the Soviet past. Russiamay be weak today, but, it isbeing argued,
we have to assume that she will be strong again tomorrow and hence should
treat her accordingly. Western rhetoric al too often suggests that if the West
only continues to treat Russia as a great power sheis likely to behave like one.
Many in the United States still pay tribute to the centrality of the bilateral U.S.-
Russia relationship, many in Europe till like to declare that without Russia
there can be no functioning structure of security on the continent.

Such views are, of course, politicaly convenient and enjoy wide political
support in many western countries. Although the Cold War is memory,
continuing to regard Russiaasamajor power helpsto convey asense of order
and hierarchy in today’s often opague international multilateralism. It also
attracts those who resent America’ s current international predominance; calling
for more respect for Russiais a subtle way of criticising American superpower
arrogance as well as to suggest that the U.S. status of today of the lone
superpower is not (and should not be) permanent.
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But assertions that Russia remains a major actor and must be treated as a
true partner are indicative less of careful anaysis than of old prejudices and
wishful thinking. Not Russia's power but her weakness and vacillation make
her a problem for European stability and international security, and her
uncertain evolution from instability to consolidation render her, for the
foreseeable future, unpredictable and hence unfit to be a reliable and resilient
partner for the common order.

To recognize this does not mean either to neglect the damage that Russia
can still doto international order or to advocate awestern policy of isolating that
big and troubled country. But it does mean to realize that, as long as Russia
remains in the doldrums of stagnation and drift she is not truly capable of
underpinning international stability in a sustained way. That stability has to be
provided by the West without relying on Russian support.

Since it is Russid s internal condition, not her external power which pose
the central problem, her greatest relevance for international order lies in her
ability to overcome the immense domestic problems ahead of her. The
prospects for thisto be achieved soon remain dim. While the ability of the post-
Soviet system to muddle trough has been impressive, its ability to build
domestic consolidation and renewal has been poor indeed. Only a year ago,
there were many in the West willing to look for more hopeful signs. But the
collapse of Russias financia system on August 17, 1998 revesled the
brittleness of economic reforms in the absence of fundamental structural and
societal renewa. There are no indications that Russia's present or future
leadership, whatever leadership, will have the vision, the patience and the
strength to complete such renewal for a very long time to come.

This, therefore, has to be the baseline from which western strategy towards
Russia has to proceed.

UNRELIABILITY ABROAD, INSTABILITY AT HOME

Since Russian internal instability is the chief challenge, that strategy has to
try both to limit the damage that a weak Russia can wreak abroad as well asto
encourage her internal consolidation, structural renewal, and democratic
resilience.

To limit the danger that Russia can do abroad and to encourage the building
of a modern society and functioning state from the outside requires a high
degree of interaction and cooperation—more than the West has undertaken so
far. At the same time, western policy will have to avoid reenforcing illusions of
grandeur on Russia's part and encouraging the foreign policy elites of the
country in their preferred attitude of demanding great power status without
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being able to honor it. Significantly, those Russians who claim loudest a place
for Russia at the head-table for old times sake are aso generaly those least
prepared to promote significant reforms in the country.

The danger of Russia causing damage to international order is most marked
in the field of weapons of mass destruction and the export of the means to
deliver such weapons. Because Russia was a military superpower, she is also
today potentially one of the most effective proliferators. And her nuclear
arsenal represents her sole claim for still being treated as a world power.

Should western policy therefore humor the Russian status-love in order to
make progressin non-proliferation? Thisis, after all what Russian negotiators,
particularly those outside the military, insist on. But it is doubtful that the
pretension of power can provide a strong basis for coping with proliferation.
After dl, it is precisely theloss of state power and cohesion in Russiawhich has
produced the Russian aspect of the proliferation challenge: Because the state
has lost control, the danger of “loose nukes’ exists. Moreover, if nuclear
weapons were once the status symbol of a great power, they have lost the
significance with the end of the Cold War. To pretend otherwise vis-avis
Russa would not discourage but, on the contrary, encourage nuclear
investments in states hoping for status gains from such a move.

If Russiais to reduce her nuclear arsenal, to agree to export constraints, to
maintain tight control on weapons of mass destruction she will only do so if she
deemsit to be in her own security interest. It isto thisinterest that the West has
to appeal. Signaling that Russia is a big player because of her WMD arsenal
would scarcely promote a sober, interest-related attitude in Russia to these
weapons and their control.

To encourage democratic consolidation and economic modernization in
Russia is an even more difficult task than restraining Russian international
damage capability. As experience with development assistance in the Third
World has repeatedly shown, foreign assistance is only effective when
domestic elites are firmly committed to domestic change. In this respect,
Russig, too, is a developing country.

Public affairs are run for personal gain, the policy processis not based on
ingtitutions but on a network of personal relations, lubricated by material
incentive. Taxation is discretionary, long-term investment is discouraged by
uncertainty and the temptation of short-term gains. The very condition for
effectively encouraging domestic renewal and democratic progress do not exist
and will not exist for decades.

This is bound to effect Russia not only internally but also internationally.
Domestic uncertainty will undermine credibility abroad and make international
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commitment hostage to domestic upheavals and leadership changes. Russiais
thus structurally incapable of acting as areliable partner for the West.

The scope for western policy is, therefore, highly limited. It must avoid
isolating Russia in order to encourage a habit of cooperation. It must not
humiliate her because doing so would strengthen the forces of Russian self-
isolation and xenophobic nationalism. At the same time, the West must be
careful not to appease Russian delusions of grandeur so as not to undermine the
realism needed for serious reforms and for a sober assessment of Russia s true
international interests. The West must both engage Russia to encourage a spirit
of shared interests and, at the same time, avoid relying on her cooperation.

WALKING ATIGHT ROPE

Thisis atal order. How can western governments respond?

For one, the West should engage Russians, not just Russia, and on a much
broader basis than so far. Official contacts, even in institutions set up
specifically to promote them such as the NATO-Russia Council or the
partnership arrangements with the EU, have in practice been restrained in
number and depth. They should be expanded to include the whole range of
issues and personnel involved in their respective fields, including
parliamentary groups, NGOs, cultural groups, political parties, teachers and
students etc. Only recently have western politicians and media become aware of
the need to meet Russia not exclusively through Moscow but through the
regions as well. Exchange programs for students and teachers, for communal
workers or civil servants have never attained the density with which the United
States conducted such programs towards West Germany after World War 1.
Y et efforts of such magnitude and ambition are needed. For Russiansto redlize
that they can and should become part of the West, they have to learn to feel
comfortable with western society and western vaues.

For another, western policy should not refrain from promoting stability
merely for the sake of not upsetting Russian sengitivities. The invitation of the
young democracies once controlled by the Soviet Union into western
ingtitutionsis acase in point. After al, the best western instrument for effective
crisis prevention in Europe is the progressive enlargement of NATO and the
European Union. It makes no sense to forego improving regiona stability
because an unstable Russia opposes it. Delaying the enlargement of NATO
because official Russia might be offended taints enlargement with what many
Russians suspect anyway, namely that it is directed against Russa—whichitis
not—rather than to produce greater stability in Europe—which it is.
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Acting if necessary without Russian consent has, of coursg, its difficulty
where Russia has a legal blocking capacity. In the UN Security Council, her
representative can veto any resolution. Y et even here the West must make clear
that if action is deemed to be of vital interest, it will not be stopped by Russian
lack of cooperation. While clearly it is preferable to intervene in a crisis with
force legitimated by a united Security Council, there can and there will be
exceptional circumstances—such as Kosovo—where such unity cannot be
achieve.

The case of Kosovo, of course, may have helped Russia to be more
forthcoming next time. She now knows that blocking a vote in New York does
not necessarily prevent the West from intervening where it sees a need. If this
were to become a precedent, both the authority of the Security Council as well
asRussia sinfluenceinits affairswill suffer. Just asin the European Union the
introduction of majority rule in the Council of Ministers has facilitated
consensus decisions, so the eventuality of western action without a mandate
will reduce the temptation for Russia of vetoing a Council resolution.

Third, the West rather then trying to placate Russian sensitivities over the
loss of empire should base its policies on Russian self-interest. In the short run,
Russia cannot survive without western credits; in the long run, thereis no future
for Russia that is not of one of close relations, even integration with the West.
A growing number of Russians are fully aware of this. A sober, not a resentful
assessment of Russia s interests is essential for the country to leave the ghosts
of its past behind. Emphasizing interests rather than nostalgia is a contribution
to building a civil society in Russia.

The notion, therefore, that Russia needs to be spared the humiliation of its
now marginal role is deeply flawed. It is even counterproductive. It leads
Russians to believe that there will get a better bargain if western governments
treat them to what they want to be than what they are. It encourages them to
posture rather than to reflect, to resent rather than to reason. Once Russians are
forced to identify their true interests, they are taking the first step to becoming
responsible partners.

Fourth, since there is by now, at least in major parts of Russia, arelatively
free press, there is aso an audience to which the West can appeal. Russians
reading in their own media about the atrocities in Kosovo will be less inclined
to believe that by going in without Russia s consent NATO wanted to humiliate
their fatherland. Arguments made by western governments on common issues
can now get across to Russian citizens, provided they are carefully advanced
and fairly presented. The audience for western statements is no longer limited
to the government and Duma of Russia but includes those that have a vote in
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electing them. So far, western governments have not made a serious effort to
reach them.

FOR THE LONG HAUL

Dealing with the real Russiawill imply less cosmetics and more directness
on the part of the West. Much of officia western policy seemsto be based on the
somewhat cynical view that if Russia is only constantly reassured of her
undiminished importance, she will accept more easily that she has in fact
become marginal. That, however, is a highly questionable approach.

Paying lip-serviceto Russian clamsfor status entailsadoublerisk. It could
make the West dependent on Russian cooperation, and it fosters delusions of
Russian power. That price may have to be paid in some exceptiona
circumstances. But it should be carefully considered beforehand. While it is
wise to consult with Moscow as widely as possible, it is unwise to offer to the
Russian government the power of veto where its cooperation is not essential.

Western policy towards Russia needs to be both more engaging and less
diplomatic—tough, straightforward and positive al at the same time. Russia’s
transformation will take generations. It requires from the West both along view
and alot of patience. The challenge is no less than the one the West had to face
a the beginning of the Cold War—to develop a strategy for the long haul.
Western governments will remain tempted by quick fixes and tactical devices
in dealing with Russia. They will have to resist that temptation if they want to
influence Russia positively on her long and difficult road ahead.
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BUILDING CIVIL SOCIETY IN RUSSIA
Dr. Falk Bomsdorf

GERMAN POLITICAL FOUNDATIONSIN RUSSIA:
TEN YEARS OF WORK

The German political foundations, well known al over the world in
particular for their work in developing countries and states in the process of
transformation, started their activitiesin Eastern Europe in 1989. That year the
Friedrich-Ebert-Foundation, which is close to the Socia-Democratic Party of
Germany (SPD), opened an office in Moscow; its partner was the Institute for
Marxism-Leninism affiliated with the Centra Committee of the CPSU. The
Konrad-Adenauer Foundation, close to the Christian-Democratic Union
(CDU), followed in 1990, the Heinrich-Seidel Foundation, close to the
Bavarian Conservatives (CSU), in 1991 and the Friedrich-Naumann
Foundation, which is close to the German liberals (FDP), in 1992, all of them
staying without a principal partner because this is no longer required. In the
meantime, the Heinrich-Béll Foundation from the Green part of the political
spectrum has also come to Moscow. And in the future we will probably see the
Rosa-L uxemburg-Foundation of the German postcommunists (PDS) opening
an office of their own in Moscow.

All the German foundations working in Russia have their specific concepts
and their specific goals according to the political concept of the parties they
represent if not de jure, then de facto. They are funded from the same sources,
mainly from the Ministry for Economic Cooperation and only partly by the
German Foreign Office. Although there is, of course, some rivalry between
them they do not really compete with each other. Russia leaves room for all
foundations. Instead, they meet regularly and, at least to a certain extent,
coordinate their activities. In away the German foundations practice in Russia
what they are used to in Germany: pluralism. Thus, their activities as such serve
as a very valuable example for Russian society: The foundations display a
diversity of views as well as create a feeling of common ground and tolerance
vis-&Vis each other which the Russian side has come to regard as one of the best
parts of what might be called “civility.”

GENERAL APPROACH: COOPERATION, NOT HELP

Very many foreign organizations working in Russa—and they are very
numerous indeed, Russia probably being the country with the largest density of
these organizations—regard their work and, consequently, their organizations
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as being altruistic in character. This belief is not shared by the Naumann
Foundation; indeed, it is believed to be a gross misperception with virtualy
important consequences. The Naumann philosophy is just the opposite: While
atruistic motivations in one area or the other are not been negated the main
thrust of the Foundation's work goes in a different direction: that of national
interest. Germany as a country heavily dependent on foreign trade needs a
congenial security environment, security understood in a broad sense. It needs
stabletrading partners atousazimuts. It needs, among other things, astable, and
if not aflourishing then at |east not afurther deteriorating Russia. To paraphrase
Hans-Dietrich Genscher’s ceterum censeo about the interdependence of
western and eastern Europe: Germany’s well-being cannot continue while
Russia' s situation continues to deteriorate. A weak, internaly fragile Russiais
not in Germany’s interest. On the contrary: Germany is interested in a strong,
flourishing and, it should be added, democratic Russia. In genera, the West
should not fear a strong Russia, provided its strength is kept in check by a
democratic regime; it has, however, every reason to fear a weak Russia.
Germany’ s foreign and security policy aims at furthering conditions which
are favorable for the development of a civilized Russia. The German political
foundations being an unofficial part of Germany’'s foreign and security
policy—security again understood in a broader sense—by definition share
these goals. They get their funding from the federal budget precisely because
with their work in Russia (and other parts of the world) they are aiming at
promoting stability. Thus, in trying to overcome the legacy of the past in Russia
and cooperating in building a civic society there the German political
foundations act in Germany’s national interest and, it should be added, in the
interest of the West as a whole. Consequently, their work is not motivated by
motives of altruism but what one can call enlightened egoism. That their work
is, in the final instance, adso in the interest of Russia itself only highlights the
fact that in the interdependent world of today, particularly in Europe, thereisa
common interest in stability and the well-being of the old continent as such.
Againg this background, it is not accidental, as the Soviets were fond of
saying, that every event organized by the Naumann Foundation, be it a seminar,
a conference, a colloquium or a discussion in the framework of the Liberal-
Club-program is ushered in with words explaining the Foundation’ s concept. It
is constantly pointed out that it is not help that the Foundation hasto offer. The
reason for that, apart from what has been said above, issmple: Russianeeds no
help. It has everything necessary to build a modern society. It isacountry rich
in resources. Thisholdstruein thefirst instances for the vast amount of mineral
resources including oil and gas and other raw materials where Russia in some
areas possesses up to 60 percent of all known world reserves. But, so the
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argument goes on, Russia' s main resources are its human capital, the large
numbers of talented people which can be found al over the country. Thisisthe
real wedlth of Russia. The principal question, however, is how to use these
resources, how to set them freein the interest of the well-being of Russia. Asthe
classical Russian question goes, what is to be done? Until today this question
has not been really answered by Russian society. Quite a few words about
reforms have been heard, but the country has not seen any of them redlly carried
through. This is the answer the Naumann Foundation gives in its work in
Russia: cooperation. This word, which in Russian as in English means work
which is done together forms the basis of the Foundation’s concept. The
Naumann Foundation wants to work together with its Russian partners in
creating elements of a civic society in Russig, in taking steps which lead to this
godl. In this process of cooperation the Naumann Foundation acts as a sort of
catalyst which contributes to the beginning of specific developments inside
Russian society with the aim of instigating these processes and enhancing those
already under way. From this perspective it becomes evident that the concept of
the Naumann Foundation does not and cannot consist of help. Consequently,
this notion and the underlying connotations do not belong to the vocabulary the
Foundation uses in the framework of its work in Russia. Every other
organization and, by the way, also every government would be well advised to
follow thisexample. It is, in any case, embarrassing to hear western officialsin
the highest echelons of power time and again advocate help for Russia. These
people do not know what they are talking abouit.

WHERE TO WORK? CENTER VS. REGIONS

When the Naumann Foundation began to think about starting work in
Russia it went without saying that the office had to be in Moscow. There were
some who wanted to have the office in St. Petersburg (then still Leningrad) but
that was more the result of the fact that liberals sometimes just want to do things
differently than use arational approach. But an officein Moscow did not mean
that the Foundation’s activities would mostly take place in the capital. On the
contrary, it was clear from the very beginning that most of the work of the
Foundation had to bedonein the provincesor, asit started to be calledin Russia,
“the regions.” As subsequent years shoed, this approach was justified—it
corresponds to the needs of Russian society. Looking back on Russian history
one can see that every undertaking to move Russia towards modernization was
conducted from above: Moscow gave orders, and the provinces had to follow.
This top-down approach has almost totally failed, Mikhail Gorbachev’'s
Perestroika being the last in the long series of blunders. It has become clear that
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in order to have a profound and lasting effect reforms have to go the other way,
from the bottom up. One cannot reform Russia per ordre de Mufti. Y ou haveto
rely on the sdlf-interest of the many subjects which are active inside Russian
society, most of al inthecitiesand thevillagesaswell asin theregionsand their
respective administrations, but also in the manifold non-governmenta
organizations which started developing in the Russian provinces at the
beginning of the 1990s. This bottom-up approach is al the more needed as the
Russian regions have become more and more independent of Moscow. It should
be stressed that this fact was not the result of separatist ambitions but because
Moscow’ s power over the regions and in the regions (not to talk about its hold)
has been diminishing since the beginning of the decade. Againgt this
background it is correct to say that Russia will survive and again become a
respectable and respected power not because of Moscow but because of the
regions and, as many Russians tend to think, in spite of Moscow.

Of course, this does not mean that the Foundation works exclusively in the
Russian provinces. The capital with its ministries and headquarters, with its
political parties and associations of all kind, with its manifold NGOs keeps its
important place. And it goes without saying that seminars, conferences, and
round tables of strategic significance are organized and held in Moscow as are
al events where participants from ingtitutions based in Moscow are
indispensable. But even here the regional dimension should not be left out of
sight: participants from the regions should be included wherever possible
because their views are of utmost importance; consegquences of the respective
topic for the regions should be put on the agenda; any attempt made so often by
Moscow participants to take Moscow for the whole of Russia should be
counteracted.

But on thewholethe gist of the Foundation’ s program is concentrated in the
Russian regions. While at the beginning the ratio between capital and provinces
was fairly balanced, the move to the regions intensified in 1995 when the
Naumann Foundation in pursuit of its regiona approach opened an office in
Y ekaterinburg in order to cover the mid-Urals. This office, after some initial
difficulties, has flourished since then and contributed to the opening up of this
region which until 1991 was closed to foreigners. In the meantime, around 90
percent of all events of the Foundation are organized in the Russian regions the
Urds, the Lower Volga region (Astrakhan, Volgograd), and, most recently,
Central and Eastern Siberia (Novosibirsk, Krasnoyarsk, Irkutsk) and the Far
East (Khabarovsk) have been the scene of a large part of the Naumann
Foundation’s activities. Here, sometimes literally at the grassroots of Russian
society and statehood, the Foundation's work is taking part in the secular
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process of transforming the country and moving it dowly but steadily into the
direction of modernity and civility.

PARTNERS

In the Russia of today it had become possible for a foreign organization to
plan events totally on its own. It may choose the subject it wants to present or
to discuss, invite those people it wants to see there, address the part of the
political or social spectrum it is aming at. The German foundations as well as
its counterparts from other countries have in part been doing this, provided the
respective events lend themselves to this kind of organization. However, in
order to communicate its message and to reach its goals the foundations, as do
all the other organizationsin thefield, asarule need partners. Only then can one
be rather sure that one reaches the desired audiences and meet their demands
instead of relying solely on one's own ideas of what the country needs, which
may very well be off the mark. The ideal solution would beto find partners who
share one's own approach as wel as one€'s own philosophy: These
organizations could then conduct seminars and other events on their own
behalf, the foundations restricting their role to that of financial sponsors and
cooperation partners. In some respect this is the way the Heinrich-Bdéll
Foundation close to the German Green Party has traveled, their principal
partner being “Memorial,” the Russian human rights organization (although the
Boll Foundation has other cooperation partners, too.). The other German
foundations, including the Naumann Foundation, have chosen a different path,
mainly because their goals can hardly be achieved by cooperating with one or
two principal partners. For that reason they prefer to cooperate with various and
changing partners, in particular in the regions, where one depends on reliable
partners.

A specific point is cooperation in the political field. In this regard the social
democratic Ebert Foundation has the widest spectrum: it cooperates with all
parties and political organizations from the demacratic spectrum and includes
also eements from the Communist Party deemed to be progressive. However,
asarule, they do not cooperate with these organizations as such but rather with
individuals who are affiliated with them. The Adenauer and Seidel Foundation
restrict themselves to the more conservative spectrum and cooperate mainly
with representatives from “Our Home is Russia,” “Democratic Choice of
Russia’ or “Russian Regions,” and partly also from “Y abloko.” The Naumann
Foundation has chosen a somewhat different approach. In pursuit of its
mission—to promote the development of organized liberalism in Russa—the
Foundation in its political work has concentrated its efforts on one principal
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partner, namely “Yabloko.” In recent years this left-liberal or social-liberal
grouping around the economist Grigoriy Yavlinskiy has more and more
become what could be called a political party, while al the other political
forces—with the exception of the communists (who ill form the only real
party in Russia)—are only electora blocks in character and as such are in a
congtant state of flux as are the various blocks being formed once elections to
the State Duma approach. Moreover, “Yabloko” has assembled a group of
talented deputies who are united by their wish to contribute to the
modernization of Russiaand who are prepared to work hard for the achievement
of this goal.

The Naumann Foundation’s cooperation with “Yabloko” is strengthened
by the fact that the National Democratic Institute (NDI) works closely together
with this party, too, which in its turn has led to the development of a fruitful
partnership between NDI and the Naumann Foundation and to asort of tripartite
cooperation. Naumann’swork with “Y abloko” has resulted in awhole series of
conferences, seminars and round-tables in Moscow as well as in the provinces.
At present, efforts are being made to extend this cooperation to the regions by
directly connecting the regional organizations of “Yabloko”™ to the
Foundation’s work and in particular to the European liberal network. As has
been the case with the opening of aregiona officein Y ekaterinburg the knitting
of close ties with a political partner, i.e.,, “Yabloko,” shows that once you
concentrate on one place or one partner the results of your work are greater. The
Foundation has achieved goas in this respect it could never have attained had
it relied on various locations and changing partners only.

GOALS,BACKGROUND, DILEMMAS

What does the Naumann Foundation want to accomplish in Russia?
Generally speaking, it intends to take part in the creation of a modern society,
which is absent there in important aspects. There are many reasonsfor thisvoid.
The main reason, as the Foundation seesit, isthat Russia, seen from ahistorical
perspective, has mainly developed in the dimension of space and not in the
dimension of time, asit were. In other words: instead of limiting itself to agiven
area and developing within this area over time and with time, Russia has
congtantly developed spatially, enlarging the territory it occupied while not
developing temporaly. Instead of intensive growth, there has been extensive
growth. We have the results before us today: An enormous country with
immense resources, but with insufficient strength and capability to use these
resourcesin its own interests. As a consequence the country which could be one
of the richest on earth, producing stability in the Eurasian region, rather
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producesinstability and has the potential to cause serious harm to the rest of the
world.

Thus, the task which has to be tackled today is the promotion of the
development of Russia in the dimension of time, is the intensive growth of
Russia. This raises the question of belated devel opment: how can Russia make
and undergo developments in a short period of time, say ten to twenty or even
fifty years, which the other, more fortunate countries underwent over a period
of centuries? Or more specificaly, is it possible in Russia to create those
institutions necessary in a modern society out of thin air, so to speak? And can
this be accomplished by means of external influence without basis in
experiences of Russian society—since, to a great extent, such experiences are
lacking?

This brings us to the first dilemma facing the Foundations' work in Russia
in general. Belated development is time-consuming, because things have to
develop organically, so to speak, to be purposeful and permanent. Time,
however, is exactly what Russia lacks. And no one in Russia or the rest of the
world can afford to have Russian society make the same mistakes that other
societies have made in their developmental processes, sometimes with terrible
consequences. The solution to this dilemma is to transfer western social and
economic know-how to Russian society by way of a sort of socia engineering,
and to anchor it there firmly. This is essentially the way chosen by foreign
foundations working in Russia, and the Naumann Foundation too first went this
way.

There is reason to assume that thisis not the right way. It is based on the
belief that the Russian society—like all societies—simply needs to be
organized in a sensible manner in order to transform it into a modern society.
That is to say, the belief that changes in Russian society can be planned. This
belief, however, does not take into account the laws which govern socia
systems. In redlity, as German sociologist Niklas Luhmann has stressed time
and again, such systems, for example government or the economy, are more apt
to come about and function according to internal laws. These lawsand rules are
difficult to influence. Thus, they are immune to changes that are planned from
above or from outside. That is, a system can only be controlled by itself.
Systems develop, preserve and change themselves not so much through rational
planning and decision-making, but rather through evolution. And this evolution
is accomplished according to its own laws through a certain self-organization.
It is these laws, this self-organization, that must first be anayzed and
understood. Once you understand these laws, you can begin to act within this
self-organization and contribute to the evolution of the system.
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Applying this knowledge to Russia brings us to the second dilemma.
Foreign foundations working in the country know a lot about Russia and the
system which Russia represents. But seemingly they still know too little about
Russia s self-organization, about “what makes Russiatick.” Thisis, by theway,
not only true for the foreign foundations, but partly also for the Russians
themselves. Large parts of the political dlites, probably its vast majority, have
either no or no sufficient understanding of the internal mechanisms of Russia’'s
political and social life.

Therefore, not infrequently, foreign organizations work in Russia on terra
incognitain both the figurative and literal senses. Whilethey are not completely
in the dark, they are in a world in which there are many things which are
perceived only by their silhouettes, and many things which cannot be seen at all,
not to mention seen clearly or fathomed. Rather often the basis for the
foundations' work in Russiais therefore the concept of “learning by doing.” In
this respect quite a few examples may be cited to make it clearer how this
process of learning by doing is going on, how in particular the Naumann
Foundation has gradually begun to understand the self-organization of Russia.
In this connection other dilemmas should be pointed out which the Foundation
constantly has to face.

In 1993 the Naumann Foundation began working in Russiain afield which
at the time was considered to be decisive, namely federalism. The Foundation
was one of the first to work in this field, based on the consideration that this
gigantic country cannot be governed from a single, central point, and that
democracy in Russia can only come after or with decentralization. Seminars,
conferences, colloquia etc. with the Foundation's Russian partners were
conducted in Moscow and in particular in the Russian regions, with the aim to
explain federalism, its principles, its ams, its philosophy. German and Swiss
federalism was explained; the asymmetrical Spanish federalism and federalism
in the United States were included.

Since then, the Naumann Foundation has scaled down the intensity of its
work in the area of federalism, because the Russian version of the federdization
of a dtate is completely different from the Foundation’'s model of federalism
which is based on a twofold compromise: firstly, between the centre and the
subjects of the federation, secondly between the subjects of the federation
themselves. In Russia there is a sort of “robber-federalism” developing, in
which the stronger regions take what they can get as far as competences and
privileges are concerned, at the expense of the center and of the other regions as
well as at the expense of towns and villages, i.e., of local self-government.
Furthermore, the Russian president has time and again used federa
competences and privileges as bargaining chips in his power struggle with the
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Duma: Those subjects of the federation that support him have got abigger share
of the federal cake, so to speak, from President Y eltsin, even though such deal-
making is clearly not compatible with the Russian Constitution.

At the sametime, we see that authoritarian forces have cometo power inthe
Russian regions. Where once we had an authoritarian centralism in the form of
the Soviet Union, we now have a “decentralized authoritarianism,” a regional
authoritarianism, which in part presents even more of a threat to democracy
than Moscow’ s centralism. As Nikolal Petrov of Moscow’ s Carnegie Center so
aptly putsit, by first quoting Montesquieu and his dictum that states can either
develop as tyrannies or as federations, and then adding that “true to its habit of
choosing both evils, Russia has taken the path of building a ‘federation of
tyrannies.””

The result of this development isweak regions and an even weaker center—
which, initsturn, leadsto aweak society. And, it should be added, thisleadsto
regiona governments, governors or presidents, who only think about
themselves, about the needs of the regional nomenklatura. In this situation there
is not much room for western foundations to hold lectures about modern
federalism—except in those few regions where more or less enlightened
governors know that their respective regions do not have a future unless they
leave the boundaries of authoritarian rule.

The same thing basically holds true on the local level. The development of
local self-government is, as all the foundations see it, essential for progress of
society in Russa But what is happening in Russia? The Constitution
guarantees local salf-government, but does not create the necessary framework
to make local sdalf-government truly function also and with few exceptions,
those in power in the various regions do al they can to hinder and repress the
development of local sdlf-government. Here, too, the traditiona lectures and
seminars on the purpose and character of local self-government are of no use.

Another area in which the Naumann Foundation is working is the regiona
media. Here, too, the classical approach makes little sense today. It hardly is
useful to have seminars and discussions on free speech and freedom of the press
like at the beginning of the Foundation’s work years ago. Those concepts are
familiar; moreover, it is only a shift exaggeration to say that freedom of the
press in Russia ends at the Moscow city limits and is also endangered in
Moscow itself. In Russia sregions, thelocal oligarchs and othersin power have
ultimate authority to decide what is to be written in the newspapers and shown
on regional televison. How a journalist in Russia can nevertheless make free
use of hisprofessiona rightsand publish what he wantsto seein the press, show
what he wants to be shown on television, is a question which hardly can be
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addressed by the foundations because they lack the social know-how necessary
to adapt to Russian circumstances.

Finaly, two other areas should be mentioned where a new approach is also
needed. Firgt, the Naumann Foundation is works extensively with the younger
generation. Here it has become more and more obvious that the classical
political-education lectures, such as seminars about democracy and the rule of
law, are no longer asked for to such an extent as was the case some years ago.
On the one hand, these concepts, too, are, at |east to a certain extent, familiar to
the young generation. On the other hand, in light of the actual situation in
Russia, al of thisisoften seen as something that may work in the West, but does
not suit Russia. Thisleads ultimately to aview of democracy and rule of law as
something exotic. Additionally, lectures on these subjects if not presented in a
very skillful way are often boring for the younger generation. Second, the
Naumann Foundation works very closely with “Yabloko,” the left-liberal party
run by Grigoriy Yavlinskiy. Here too, it can be seen that the perceived need for
expertise on substantive matters has dwindled, at least on concerns the central,
the Moscow branch of the party. There, “Y abloko” deputies only rarely ask for
the Foundations's specific know-how. However, with regard to the regional
branches of “Yabloko” it is somewhat different. In the provinces, the
Foundation’s services are therefore more directly being requested.

All this leads to the conclusion that Russia’s development has made the
original work of western foundations—providing information and offering and
transferring socia and economic know how—aobsolete in important aspects.
Either their traditional services are no longer needed or the political redlity in
Russia has made them partly obsolete. In other words, the self-organization of
Russian society and of the foundations' partners has come to the point where a
different strategy must be developed. How can this dilemma be solved?

SOLUTIONS:
ADVICE, STRATEGIES, DEMOCRATIC PRACTICE

The solution the Naumann Foundation has found, its answer to the
problems mentioned above is twofold. On the one hand, it consists of offering
advice by assisting in designing reasonable political strategies on various
levels. For example, the Foundation has in the area of federalism begun to
advise administrations of the regions on the question of how a sensible regional
economic and industrial policy can be pursued. This obvioudly is much more
useful than the usua seminars on federalism which today are of only academic
value. And the Foundation has begun to advise Russian cities and communities
on the question—constantly asked by them—of how to expand on€e's financial
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base, how economic and social strategies can be developed and applied at the
local level. That is to say, the Foundation contributes to Russian communities
first understanding their needs and then devel oping strategies to put these needs
into practice politically.

The same is essentidly true of the Foundation’s work with *Y abloko.”
Here too, advice is being offered. In the framework of what is alowed by
Russian law the Foundation takes part in the development of a strategy. The
strengths and weaknesses of the party are analyzed, possible strategies of
“Yabloko” are elaborated—with the ultimate aim of supporting “Y ablokok’s’
self-organization and expanding the social basis of the party. At the same time,
with regard to the party’s branches in the provinces the Foundation is, as has
already been mentioned, continuing on its previous track of offering know how
in the form of seminars and other events.

On the other hand, the Foundation's revised approach consists of
attempting to promote a certain type of behavior which conforms to democratic
norms. In other words, the attempt is to create conditions in the framework of
which all that the Foundation’s Russian partners have acquired in theory can be
applied in a specific socia setting, i.e., in practice. Democracy, pluraism, rule
of law no longer are just to be taught, but are to be practiced. The Foundation’s
work with the regional media in the Urals may serve as an example in this
respect. Here, instead of giving seminars and lectures on the essence of
pluralism the Foundation is trying to establish and practice pluradism in
Y ekaterinburg and the Central Urals. For this purpose several forums have been
established where pluralism can best be practiced. In particular journalists
clubs were founded together with local partners, among others the faculty of
journalism of the University of theUrals (“MassMediaClub,” “Club of Liberal
Journalists’). These clubs meet on a regular as well as on a ad hoc basis and
provide aforum in which the political public of Y ekaterinburg along with local
journalists can discuss questions which are of importance to local society and
would not otherwise be discussed. Important political figuresintheareaareaso
invited. Thus, the Foundation has—to name but one example—brought to life
a series of discussions known as “ Journalists ask—politicians answer.” These
events take place on aregular basis, but are, of course, more in demand in times
of election campaigns. Thus, before the gubernatorial eections which took
place in the summer of 1999, a whole series of discussions of this type were
organized where most of the candidates for this office attended and answered
journalists questions. This sort of exercise in pluralism is not an everyday
occurrence for the Russian regions and their authoritarianism, this all the more
so0 if one takes into account that Yekaterinburg, because of its military
importance, was a closed city until 1991.
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Another example for the Foundation’ s revised approach isitswork with the
younger generation. In this regard the Foundation is trying to do one thing
above al, namely not so much to teach young people something about
democracy or the rule of law, but to practice democracy together with them and
thus assist them in their becoming truly independent, in forming individual
views on political and social questions. So the Foundation has embarked on a
major effort to give the younger generation aforum for the discussion of current
topics. So called “Liberal Clubs’ have been founded. These are discussion
clubs, designed (although with much less ambition) on the British model of
debating societies, where young people, the young dlites, discuss topics of their
choicein accordance with rules set by the Naumann Foundation. These*“Liberal
Clubs’” were started in 1994, now they are active in over twenty-five cities in
Russia: from Archangelsk in the north to Rostov in the south, from Bryansk in
the west to Khabarovsk in the east. And, to give an idea of the topics discussed,
here are afew: “Isthere aresponsibility for the past?,” “Does a security service
have a place in a democratic state?,” “Should the Dzerzinskij Monument be
rebuilt?” “Where is Sibiria going?,” “Should Lenin be buried?.”

The importance of these “Liberal Clubs’ for the development of a civic
society in Russia can hardly be overestimated. First, these clubs and their
discussions contribute to breaking up the old bolshevist mind set which is still
existent in Russia. According to these old convictions, thereis only onetruth in
society; consequently, in discussions you are either right or wrong. In thismind-
set there is no place for pluralism and tolerance. The discussions taking place
within the “Liberal Clubs’ teach another lesson: that what we have is not the
truth but only a certain reflexion of the truth, something which may be called
“reality,” and that in democratic societies various realities—in thefinal instance
everything has its own redlity, according to its specific type and way of
communication—are struggling with each other to become the essentia redity,
asit were, i.e, thereality from which society and state procedein their dealings.
And that, in order to establish your own redlity, you have to convince the others
of the validity of your arguments. In other words, the discussion clubs teach
those taking part in them that you cannot rely on quoting old or new authorities
but that you have to use arguments of your own in order to gain something. They
teach them, moreover, that once you do this and improve the quality of your
arguments, fine-tune them and put them forward accordingly, success is
guaranteed. Second and in connection with that, the clubs teach tolerance. Once
the participants see that their discussion partner—a new notion for Russian
society—with whom they share the same knowledge of the same facts—
nevertheless comes to a different assessment, to a different “reality,” and hence
to adifferent argument, they get afeeling for the nuances, for the inadmissibility
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of traditiona black-and-white-thinking and, in the final instance, for tolerating
different views. Third and very important in Russia, where the autocratic and
authoritarian system relieved the big and small rulers on al levels of the
necessity to provide their decisons and their views with a factua and
argumentative base: discussion rules make everyone taking part equal, and
nobody is “more equa” than others. In other words, the youngest first grader
has the same voice as the full professor. What is decisive is the power of the
respective argument. For very many participants this insight was a revelation,
and to hear one young student express her joy at the end of a session in one
Liberal Club by pointing to the fact that she had the same opportunity to explain
her views, to present her argument as the dean of her faculty and that she, unlike
him, had even won the approval of the audience for her argument.

Againgt this background it can be said that the Foundation with itswork is
contributing to the gradua development of new thinking, and therefore also
new action in the younger generation. This seems at least to be an important
investment in Russia's future, as it is the younger generation that will decide
this future. And when one looks at the young people that take part in our
discussions and even organize them themselves there is reason for optimism. At
the same time the Foundation’ swork is a contribution to the development of the
individual in Russia. The Foundation is thus taking part in a secular task,
because it has aways been the individual who is most been needed in this
country, the individual who thinks independently and feels responsible for
himself as well as for his country.

OBSTACLES. MYTHS, POLITICAL CLASS

The Foundation in itswork is constantly facing a vast number of obstacles.
They are different in character and range from difficulties in obtaining a legal
status suited for the Foundation’ swork to customs problems of various kind and
harassment of partner organizations, not to mention broken promises and the
frequent no-shows of participants or—although this has improved during recent
years—the endless contributions and speeches of quite afew of the participants
who are used to the old style. The main obstacles, however, are provided by the
present character of Russian society as such. In this respect two factors are
detrimental to the Foundation’swork as well asto Russian society itself: oneis
the creeping remythologization of Russian socia life, the other is the role the
Russian political classis playing in the process of modernizing the country.

At present, we are witnessing in Russia the progressive re-emergence of a
belief in myths, which Russian society has been experiencing since the
beginning of the 1990s and which acts as an obstacle to the enlightenment of the
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population. The Russian intelligentsia has, after the orientation demanded of
them by the communistsfor so many years, begun to think again, in the classical
Russian manner, about their origins and the direction in which they are going,
about Russia's identity and objectives and about the nature of Russian people
and the meaning of their lives. In the process, a strange mixture of mythsisre-
emerging, some of which have their origins in pre-revolutionary Russia,
especidly the 19th century, and some of which came into being during the
period of Soviet rule. They are being supplemented and strengthened by the
myths that are in the process of development. Both old and new Russian myths
have two functions in particular, namely that of providing an identity and a
sense of direction and that of a defense reaction against external influences and
of pursuing a policy of separation.

“Russia is something special,” “Russia is going its own way”—it is with
this basic myth that Russia is being recreated, as it were, in these turbulent
times. Russiaexists. More than that, when considered from this point of view
it exists as something distinctive that cannot be compared to any other state.
Themyth, the“Russianided’ that is supposed to guideall action and all thinking
in Russia, does not say what is “specia” about the country or what its “own
way” is. However, the “Russian idea” does not have a fixed meaning either.
Everyone seesin it what he or she wants to see. For some it means autocracy
and orthodoxy and for others it embodies Russian messianism. Sometimes the
“Russianidea’ isthebond that linkstogether al the nations of aRussian empire,
and sometimesiit is an expression of Russian nationalism and imperialism. The
“special Russian path” is most likely to become a meaningful concept through
what is, according to the myth, a particularly—or, indeed, solely—Russian
characteristic, namely “dukhovnost,” the approximate meaning of which is
“spirituality.” Russians are characterized, the myth goes, by the fact that their
actions are based on spiritual principles, on moral laws. Westerners, on the
other hand—and it is here that the myth’'s function of resisting externa
influences begins to take effect—act predominantly for materia motives,
especiadly for the sake of persona benefit (“profit”), i.e, basicaly, it is
suggested, for immoral reasons. The last in the chain of myths, and one that is
only hinted at here, isthe purefiction that the “West” is something deeply alien,
amyth that functions as a defense reaction. Although “the West” isadmired in
many areas and its products are used, it is ultimately rejected.

There are thus two opposing processes under way in Russa
“enlightenment” and “counter-enlightenment.”  The diversity of opinion
outlined above reflects these two processes. the “modernists,” which we shall
cdl them herein order to avoid the term “westernizer,” are with their values and
ideas a product of the Russian enlightenment and its supportersin the same way
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that the opposing group—revisionists, nationalists, imperialists and those who
glorify power—embody and promote counter-enlightenment, i.e., the return to
abdief in myths. Both processes and both groups interact with and influence
one another. A specific mechanism seems to be at work here : it is of course
primarily those who are enlightened, the modernists, who are being influenced.
Almost imperceptibly, some of them are also being affected by thisreturn to a
belief in mythsthat istaking placein Russia, with the result that their values are
changing and becoming adapted because of the process of counter-
enlightenment. The bad ideas are beginning to eclipse the good ones, resulting
in a strange mixture: the endorsement of modern values and ideas coupled with
the pursuit of ideas that, if anything, hark back to the past. Market economists
who demand an authoritarian state at the same time, modernizers who glorify
power, and democrats who regard “the West” as the source of all evil—these
and similar individuals are the consequence. The result is a precarious one: in
Russia the forces of counter-enlightenment are threatening to force back the
supporters of enlightenment.

In this situation particular responsibility is born by a group that is very
important for Russia’ s future: the country’s political class. At times of radical
change the inhabitants of every country need people who can explain the new
age, interpret its signs and inform them of the aims and tasks of this new order.
This applies al the more to a state like Russia, in which the masses—as the
people, using Soviet terminology, are still called—hardly know the meaning of
the word “modernity” and hardly possess what goes to make up a civil society.
They are unreasonably expected to familiarize themselves in a short time with
things that people in other countries have been able to get used to gradually.
More than that, the people in Russia must catch up on and undergo a
development in a short period of time for which the luckier societies have had
centuries at their disposal. Russia's political classthusfacesabig task. It will
depend to a decisive extent on these people whether the modernization process
is successful or not.

Russia spoalitical classisnot very well-prepared for thistask. Thisisnot to
say that it lacks intellectua abilities—on the contrary, in this respect it can
rarely be denied that its members possess a brilliance often characterized by its
formality. Nor do its leading representatives in any way lack political
imagination and a wealth of ideas. However, the Russian palitical classis an
obstacleto its own development. It issuffering from ahandicap that it will only
be able to overcome with difficulty, especially as it does not recognize it as
such, namely the socialization of the Russian political class at the time of Soviet
Russia (this term has been consciously chosen because it applies to the actual
Situation better than the term Soviet Union). The current Russian elites are in
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many cases still under the formative influence of Soviet Russa This means
they have been inculcated with theideathat Russiaisa*great power” (velikaya
derzhava), they still think in the imperialistic categories that they have been
taught and, in particular, they are used to the fetishism of power, the
conseguences of this being the most serious of al. There are other ingredients:
the view that the lives of states are characterized by a struggle that is solely
determined by individua interests; the didike of abalanced compromise, which
can at most be accepted if thereis no dternative and if one has aso been ableto
promote one's own position so far that it is hardly possible to speak of a
compromise; the amost complete lack of any thought categories involving the
concept of historical responsihility; and, finally—a crucia legacy—the view
that “the West” in general and the U.S. in particular isarival, indeed an enemy,
whose aim it is to keep Russia permanently weak.

To be sure, this characterization of the Russian political class is somewhat
exaggerated, and it certainly does not apply to all its members. However, by
and large it does appear to be correct, with the following modifications:
although a new phenomenon called “regional authoritarianism” seems to point
tothe contrary, it islesstheregional eliteto which this categorization refersthan
the palitical classin Moscow. The magjority of the latter’ s members have ideas
that have little in common with modern ideas and the principles of a civil
society. The receptiveness for Soviet Russian ideasis al the greater the closer
one gets to those not involved in business, to put it that way. Conversely, the
more the members of Moscow’'s political class are integrated into the new
private economy, especially the numerous new enterprises run exclusively
according to economic principles, there appears to be less danger that they will
succumb to the mental temptations of Soviet Russian sociaization. It should,
however, be added that some of the leading Russian bankers and financiers
seem to have a nationalism of their own. Generdly, the possible joining of
forces of Russian big business with Russian nationalism seems to be one of the
most severe dangers emerging in Russia. Finally, unless al appearances are
deceptive, it istrueto say that the younger aperson istheless susceptibleto such
ideas he or she is—because the socialization process has ceased to be Soviet in
nature and has not yet begun to include ideas of a Great Russia, which does,
however, by no means exclude the existence of nationalist myths within the
younger generation in Russia.

Againgt this background one thing becomes clear: the Russian political
class, in the shape of alarge part of the Moscow dlite, is not very well suited to
carrying out its task of leading the population of Russia in the process of
modernizing the country, in the best sense of the word. It lacks the essentia
requirements for this. Those who ought to provide enlightenment need to be
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enlightened themselves. Those who are only caled upon to criticize the
myths—the essential feature of any enlightenment process—are themselves
involved in the return to those myths, i.e, in the process of counter-
enlightenment. Those who are supposed to show the Russian population the
world and interpret it for them, with all its contradictions and al its variety, in
order to make it comprehensible do not understand this world themselves, or
else they misunderstand it because they are only able to look through the prism
of their own prejudices and false perceptions.

Nevertheless, Moscow’ s political classis getting down to the task, which it
certainly recognizes, of leading the Russian people. However, this is not
happening in the spirit of a well-understood responsibility towards the
population. Rather, as so often in the history of Russia, the political classis
turning to the people in order to promote its specific political aims. It wantsto
make its (false) ideas those of the Russian population, who cannot ask critical
guestions about them but take at face value what the elite groupstell them. The
people who are shaped and influenced in this way can then be used as excellent
political instruments: reference is made to their opinion—to the opinion of “the
people’—and nothing is said about the fact that they had first been manipulated.

This does not serve the interests of the people in Russa. As a Polish
observer expressed it, as was the case in the immediate and distant past, the
Russian dlite in no way represents the aspirations and expectations of the
majority of the population. Rather it represents only itself and demonstratesin
particular—as Liliya Shevtsova, one of the most enlightened Russian analysts,
has put it—its inability to adapt to alife in a more modest dimension, to a new
status and to a new system of values. The Russian population is currently
becoming a victim of the great power thinking of those who do not understand
that it is not the repeated reference to greatness that will make Russia a “great
power” but only its unrelenting efforts to put the country back on an even keel.
To use Max Weber’ s phraseology, the Moscow elites are, with few exceptions,
not well suited to drilling holes in the thick planks of economic and socia
reforms. Instead, they are drilling holes in the thin boards of cheap big power
rhetoric. All this has little to do with politics and a great deal to do with
agitation.

All of thisisnot hel pful for the Foundation’ s approach. M ore than that—the
work of the Foundation in the political field, in particular in the area of political
education, more often than not runs into specific difficulties caused by the two
principal obstacles mentioned above which are, moreover, mutually enhancing
each other: remythologization and the political class. The only way to
overcome these obstacles consists in the constant effort to convince the political
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public present at the events organized and offered by the Naumann Foundation
of the validity of the concepts of liberalism, pluralism and the rule of law.

These efforts run into even bigger obstacles when the political Situation is
growing worse. Thelatest examplein thisrespect was NATO' sundeclared war
against Serbia. The entire Russian—and not only Moscow—political class
with very few exceptions as well asthe majority of the Russian population were
united in their opposition to NATO’ s actions against Serbia. The political class
considered these actions as the latest proof that the West was no longer willing
to treat Russia as a major power in times of weakness, and felt marginalized.
The population was beginning to share this feeling of humiliation and took the
side of the Serbs, whom they considered to be the victims. It became apparent
that the Russians had been systematically misinformed by the media, television
in particular, and presented a world where there were NATO attacks on
innocent Serbs, but no burning villages in Kosovo, no murdered or displaced
Albanians. Furthermore, the aliance's actions confirmed a view of NATO
which the Soviet leadership had presented to the public throughout decades of
indoctrination: NATO is an aggressive aliance and an instrument of the U.S,,
ultimately directed against Russia. As a consequence, aconsiderable part of the
Russian population received arenewed enemy image: The enemy is“the West,”
the United States. There was the perception of the West, NATO, and its
arrogance posing adirect threat to Russia: “ Today Serbia, tomorrow Russial”.
This development had given back to the Russians a crucial element of their
previousidentity. Now they could define and identify themselves again through
their rejection of the West.

In the aftermath of the war against Serbiait can be said that the anti-western
sentiment inside Russian society has to a great extent receded. This does not
mean that Russians now think or feel otherwise. On the contrary, these
sentiments have not really gone away. Rather, they have been internalized and
can erupt again at any given time provided the political circumstances lend
themselves to that. At the seminars and round tables conducted by the
Foundation inthefield of political education one can still see and feel the impact
the war has had on amost al participants. And it needs pedagogic skill and,
most of all, frankness to overcome this impact and, among other things, assure
the participants of the benign goalsof NATO’ swar against Serbia. For Russians
molded for decades or even centuries in great-power thinking and geopolitical
categories it is till inconceivable that NATO fought a war for humanitarian
goas. Later events, however, helped to clear somewhat the Russian mind,
athough they were in no way similar to what NATO undertook in Serbia. The
case in question is the war unleashed by the Russian government against
Chechniya in the autumn of 1999 under the pretext of fighting terrorists.
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Starting with thiswar many Russians viewing methods and aims seem to get the
feeling of a sort of complicity with the West. This feeling was in no way
judtified, but it mitigated or even muted the critica Russian stance vis-a-vis
NATO. Itisvery much to beregretted that it obvioudy needed awar to havethis
effect. And it shows how far the confusion of the Russian mind has gone. In
reality, things were of course quite different than perceived by most parts of the
Russian public: In thiswar, as one Moscow wag put it, the Russian government
was using NATO methods to achieve Slobodan Milosevic’ s ends. The wag may
well turn out to have been a farsighted analyst: His bon mot provided the best
(and shortest) explanation of what was going on in the Caucasus in the autumn
of 1999—with consequences not foreseen at that time.

CIVILITY FOR RUSSIA: AN UPHILL FIGHT

To sum up what the Naumann Foundation is currently doing in Russia
Naumann provides socia know-how when it is asked for specificaly by its
Russian partners. Otherwise, the Foundation concentrates its efforts on the
guestion of how the participants in Russia's political and social life can assert
their interests, and on the practical application of behaviors characteristic of
democratic societies: pluralism and discussion, tolerance and responsibility, in
aword, that which is known as “civility.” These are, in the final instance, the
same goals that other German foundations as well as organizations from
western Europe and the United States are striving at. In thisrespect there are no
differences in principle, but only in style and technicdlities. All organizations
from the western world aiming at making life better in Russia are in the same
boat; they travel the same sea. If wetakeall their effortstogether, thereisreason
to believe that these small and large, well or not so well funded, mostly
understaffed foundations and associations have to a considerable extent
contributed to the process of bringing about a civil society in Russia.

Nevertheless they are fighting an uphill battle. As does Russia itself, they
are struggling not only with 70 years of bolshevist rule, but with 700 years of
autocratic rule and of (self)isolation, with the results of a development which
culminatesin the usual outcry when, on alarge or aminor scale, one hasto face
something horrible again: “That’s Russial”. It is aways to be remembered that
a civic society needs organic growth which in its turn needs time. Time,
however, is exactly what neither Russia nor its western partners have. Thislack
of time for organic growth is aso one of the reasons why it is ill doubtful
whether the relationship between Russia and the West can redlly be caled a
partnership.
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This perspective must not lead to despair. Work in Russia has to continue
and will continue—in the interest of western countries and of Russia hersdlf. In
traveling this road one should keep in mind what George Soros, rightly admired
for what he has achieved in Russia and till is doing here, tells those who are
working for him and with him:

| always ask mysdlf this question: do | need to continue to help Russia? . .
. | keep asking this question and each time give a positive answer to it, no
matter what. And that answer is “yes,” that’s the way it should be. Some
battles are to be waged even if they know in advance to be losing battles.

The Naumann Foundation’s philosophy or, to put it right, the philosophy of
itsrepresentative in Russiamy be summed up in three maxims: Firgt, all western
organizations working in Russia are building a huge mosaic, each of them with
every single practical step adding a small stone to it. One should not so much
look at this small stone but concentrate on the emerging mosaic. Second, when
working in Russia one should adopt Gramsci’ s attitude: pessimistic in analysis,
optimistic in action. And third, we should, together with Albert Camus,
conceive of Sysiphus as a happy man.
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