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Development and Main Elements of the Internal 
and External Policy in Putin’s Russia 
Iván Bába

After the disintegration of the Soviet Union in December 1991, the former Soviet 
member states, including the Russian Federation, began their independent path 
of development. With the creation of the Commonwealth of Independent States 

the Russian Yeltsin, the Kazakh Nazarbayev, and the Belarusian Shushkievich uprooted 
Gorbachev, who had no other choice, but to leave the political arena. With the resigna-
tion of Gorbachev the Soviet Union ceased to exist. Again we could witness a charac-
teristic Russian-Soviet state of affairs: a permanent transition that seems never to end. 

Within a timeframe that is historically extremely short, the Soviet-type regime 
changed into a political system bearing the marks of Russian historical tradition, in-
corporating some authoritarian elements, but nevertheless evolving toward becoming 
a democracy.  The rapidity of the transformation explains the particular – and not un-
controversial – development path of the political system created by Boris Yeltsin. 

The “Yeltsin heritage” that Putin took over was certainly not easy to manage.  At the 
turn of 1999-2000 the country was on the verge of disintegrating, and uncertainty pre-
vailed. Terrorist attacks coming out of Chechnya threatened the unity of the country, 
the Caucasus region was in a state of civil war, the Chechens were trying to extend their 
terrorist activities. The situation escalated to the point where even buildings in Moscow 
became targets of attacks. (Although, to this day the circumstances of these attacks re-
main unclear.) It is definitely true, though, that Putin’s rise was linked to the war psy-
chosis that spread (spontaneously or intentionally). The Chechen aspirations were not 
the only ones to threaten the territorial integrity of the country, various regions were 
also on the verge of seceding. Some federal formations defined their particular consti-
tutional situation as being a “sovereign state associated with the Russian Federation”. 
Russia’s economy was also in a trough, the country reached the point of insolvency, 
the power of the oligarchs and economic crime knew no bounds, inflation jumped to 
36 percent and the economy looked like it was going to collapse at any moment. The 
country was unable to recover from the financial crisis in 1998; more and more people 
demanded the resignation of the president and the introduction of a new policy. The 
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rise in energy prices in global markets already began in 1999, but it took some time 
before the benevolent effects of the gradually increasing amount of dollars flowing into 
the Russian economy could be felt. 

The only way Yeltsin was able to bridge the leadership crisis that characterized the 
last period of his presidency was by constantly replacing members of his government, 
thereby trying to “prove” his leadership abilities. In order to find a suitable successor 
he “tried” several politicians, from Kiriyenko to Nemtsov, in various positions. By the 
time that collapse became imminent, the only remaining option among the political 
elite was Putin, a politician who stayed mostly in the background in previous times, 
but was undoubtedly pragmatic and firm, and who at the time already acted as Prime 
Minister. Yeltsin was also put under increasing pressure by the military-industrial com-
plex that insisted he should step down in order to prevent the collapse of the coun-
try. Putin was an acceptable candidate to them due to his secret service past. It is not 
unlikely that if Yeltsin did not abdicate on the eve of 2000, then he would have been 
removed by a coup sooner rather than later. Despite these circumstances it came as 
rather a surprise to both the domestic and the international public when at New Year’s 
Eve Yeltsin announced that he believed Vladimir Putin to be the right person to lead 
the country out of the crisis. The change of leadership in it itself had a stabilizing effect. 

With the help of the military-industrial complex and the secret services Vladimir 
Putin managed to stabilize Russia within a few years: 

• he restored and strengthened power across the board and recentralized the country; 
• he renegotiated the new federal contracts with the regions and managed to get 

them adopted, thus stopping the disintegration of the country;
• he dealt decisive blows against the Chechen forces and localized the conflict; 
• he significantly decreased the amount of money flowing out of the country – the 

amount previously rose to 17 billion USD per year – and then started to redirect 
the flow of these funds into the country.

• he defeated those oligarchs who did not want to obey;
• based mainly on the results achieved in centralization and in stabilizing the econ-

omy, he restored the country’s international reputation (he also used the opportu-
nity presented by the terrorist attack against the United States, when he immedi-
ately stood by the Americans, and then used the situation to crush the Chechens);

Russia increasingly became a stabilizing force in the international arena, because by the 
turn of the millennium the Russian leadership recognized that it could only solve the 
modernization tasks facing the country if it cooperated with the West. 

Thus in the period after the turn of the millennium Russia was again a predictable, 
pragmatic  partner in global politics with an improving level of stability.

After his rise to power Putin sent a message to Russian oligarchs that they could 
continue their economic activities without interference, if they kept their distance from 



45

Development and Main Elements of the Internal and External Policy in Putin’s Russia

politics. This famous message, however, did not correspond to reality. Putin did not 
only strike down those oligarchs who continued to try to influence political processes 
with the aim of amassing even bigger fortunes, as was their way during the Yeltsin era 
(see the case of Hodorkovski, Berezovski, Gusinski etc.), but he also crushed those who 
were not willing to “toe the line”, i.e. did not obey blindly the instructions of the Krem-
lin (Hodorkovski’s troubles and then imprisonment were actually caused by wanting 
to pass a significant proportion of Yukos into the hands of an American investment 
group, not by the political ambitions of the oil magnate). 

Putin and his team forced the oligarchs into obedience and recovered some of the 
assets acquired during the nineties through privatization – or rather “prihvatization” 
(a Russian play on words: to prihvatise means to acquire or obtain - and by extension 
“to steal”). Those who were willing to follow his instructions and were ready to give 
large sums to the Kremlin or execute other financial transactions upon request, were 
allowed to keep their riches.

The measures of the president were widely welcomed, as the acquisition of these 
enormous fortunes offended the sense of justice of the population brought up believing 
in the socialist ideal of equality.  However, besides eliminating some of the oligarchs, 
Putin also built his own network of oligarchs, allowing those businessmen who were 
loyal to him to acquire significant wealth. 

The direction of Russian development lead by Putin and those around him became 
more and more distorted during his second presidency, as excessive centralization lead 
to the development of an authoritarian regime: 

• the building of vertical power lead to excessive centralization, a system in which 
the ruling elite consciously decreased the role of the opposition;

• various adjectives were attached to democracy (managed, sovereign), as was the 
custom during the socialist era;  

• more and more key positions in the economy were gradually handed over to those 
loyal to the president (Dmitri Medvedev acting as Chairman of the Board of Direc-
tors of Gazprom, Igor Sechin as Chairman of the Board of Directors of Rosnefty, 
First Deputy Prime Minister Sergei Ivanov as Chairman of the Board of Directors of  
United Aircraft Consortium, Deputy Prime Minister Alexandr Zhukov as Chairman 
of the Board of Directors of Russian Railways, Deputy Prime Minister and Minister 
of Finance Alexei Kudrin as Chairman of the Board of Directors of Vneshtorgbank, 
Viktor Ivanov as a member of the Board of Directors of Aeroflot etc.);

• making use of its huge incomes from energy dollars, Russia appeared more and 
more aggressively in the international arena and started large-scale acquisitions;

• it exported its economic rise to the West as well, its main economic and foreign 
policy objective being to acquire assets in central and western European countries, 
primarily in the energy sector. 
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In the political system created by Putin, referred to as a “managed democracy” and 
bearing several authoritarian characteristics, there was no question about what the fi-
nal result of the parliamentary elections held on 2 December 2007 would be. As ex-
pected, United Russia, the ruling party won a landslide victory, getting 64.5 percent 
of the votes with a turnout rate of 62 percent, thus acquiring 314 of the 450 seats in the 
lower chamber of the parliament.  The Communist Party came second with 11.6 percent 
and 57 deputies. The seven percent parliamentary threshold was also reached by the 
Liberal Democratic Party (8.1 percent and 39 MPs) and the party called A Just Russia 
lead by Sergei Mironov, the Speaker of the upper chamber (7.7 percent and 38 MPs) 
Right-wing forces, that are liberal in western European terms, did not even come close 
to the parliamentary threshold, thus Yabloko and the Union of Right-Wing Forces was 
again unable to get into the parliament. 

This means that currently the Kremlin faces no real opposition in the lower chamber, 
and only the Communist Party has a real program in the opposition.   The votes cast 
for the Liberal Democratic Party lead by Vladimir Zhirinovski and for A Just Russia, a 
party created by the Kremlin, can in effect be added to those of United Russia, which 
means that the ruling party has an overwhelming majority in the State Duma. 

The Communist Party is no competition for the ruling elite with its small presence 
in the lower chamber. Its outlook is especially uncertain as its voters belong mainly to 
the older generation. 

By European standards, neither the election procedure nor the preparations for the 
election can be considered democratic, as the Kremlin dominated the election cam-
paign and did not give real liberal forces any chance to survive, and thus it also influ-
enced the list of candidates up for election. The government manipulated the media 
as well, thereby it deprived the opposition of the ability to criticize those in power. At 
the same time it was possible for a nonexistent party, such as the Democratic Party, to 
collect the two million signatures required for participating in the elections. Incumbent 
President Vladimir Putin took an active part in the election campaign in support of 
United Russia.

The parliamentary elections by and large determined the outcome of the presiden-
tial elections held on 2 March 2008, which was actually without stakes. Although Putin 
clearly indicated several times that he did not intend to change the constitution to be 
able to stay in power – as the constitution allows only two consecutive presidential 
terms – nevertheless until December 2007 the question of whether he would in some 
form retain the supreme power remained open. The Kremlin dominated the political 
arena, leaving nothing to chance, operating based on a carefully structured scenario. 
First of all, based on the recommendation of the four political parties, in December 2007 
President Putin named First Deputy Prime Minister Dmitri Medvedev as his candidate 
for succession. In a democratic political system this in itself would be unacceptable. As 
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Putin enjoyed a lasting credibility rating of seventy percent, it was not doubted for a 
moment that the majority of the Russian population was going to vote for the Presi-
dent’s candidate. All this was coupled with the fact that the autocratic system prevent-
ed many liberal candidates from running for office. Finally, the communist Zhuganov 
became the candidate with a real opposition program. 

After such antecedents it came as no surprise that on 2 March 2008 Medvedev won 
the elections in just one round, by obtaining 70.28 percent of the votes.  The candi-
date of the Communist Party, Gennadi Zhuganov came second with 17.7 percent of 
the votes cast in his favour. It is worth noting that Zhuganov achieved five percent 
more than the Communist Party got in December 2007. This result definitely includes 
the protest votes of those who were left no other means of raising their voice against 
Putin’s regime.  In third place we find Vladimir Zhirinovski, the leader of the Liberal 
Democratic Party with 9.3 percent. The high number of votes cast for the populist, 
demagogic Zhirinovski showed that Russian society still had many followers of politi-
cal adventurism. With 1.3 percent, Andrei Bogdanov’s performance was insignificant. 
It is questionable whether democratic rules were observed during the elections, as it is 
hardly believable that the leader of a party that obtained only one percent of the votes 
was actually able to collect the two million signatures required to stand as a candidate. 

The high turnout rate of almost seventy percent meant, however, that Medvedev 
could start his presidency with an appropriate level of legitimacy. He was the third 
president to take office after the change of regime on 7 May 2008 – following in the 
wake of Boris Yeltsin and Vladimir Putin who both served two terms.

The results of the parliamentary and presidential elections made it clear to all that 
in the medium-term Russia was going to be governed by the current political elite, and 
this is what the world must prepare for. After the parliamentary elections in Decem-
ber 2007 it was already a foregone conclusion that Russia’s future over the medium 
run was going to be determined by the team led by Putin, and more specifically the 
Putin-Medvedev tandem.  A few days after his nomination as presidential candidate 
Dmitri Medvedev announced that if he were elected president, he would ask Vladimir 
Putin to take the post of prime minister, who in turn gave his definitive answer about 
accepting the offer at the congress of United Russia held on 17 December. Although 
Putin repeatedly declared that he did not wish to change the constitution in order to 
widen the sphere of authority of the prime minister, in the last phase of his presidency 
several of his measures indicated that he was aiming to increase the powers of the 
prime minister.

As a sign of this endeavor the authority of the presidential representatives operating 
in the federal districts was extended primarily by various economic responsibilities, 
and in this respect they were subordinated to the prime minister instead of the presi-
dent.  In political matters, however, their activities continued to be supervised by the 
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president.  With these measures the Kremlin will undoubtedly generate political prob-
lems in the regions, partly because in some regions the change in the power structure 
might strain the relationship between the governor and the presidential representative 
- which relationship is already less than harmonious in most cases – and partly because 
it is very difficult to determine where political and economic powers start and end in 
the regions. Pursuant to Putin’s decree issued in March 2008, regional leaders may un-
dertake the supervision of the local offices of the federal authorities, and in this respect 
they are accountable to the prime minister.  

The importance of the prime ministerial post grew even without these measures, just 
because it was taken over by Putin, who built a heavily centralized political system in 
the past few years. That is, Putin would have more power as Prime Minister not just 
because of the change in the power structure, but also because he would be filling the 
position with real substance.

Another sign of the increase in the influence of the prime minister is that in future 
the prime minister will have the right to make recommendations on the appointment 
of governors, i.e. the presidents of the individual republics and other prominent lead-
ers. Moreover, as a result of the amendment of the Civil Service Act, the governors of 
the regions have become civil servants, and are thus supervised by the prime minister. 

Finally, by becoming the President of United Russia, the political force with a con-
stitutional majority, he has practically gained control over the State Duma as well.  In 
effect, Putin carried out a major redistribution of power without an amendment of the 
constitution - in order to strengthen the position of the prime minister.

These measures by Putin coupled with the announcement of Russia’s strategy until 
2020 in the last period of his term as president made it clear that Putin would continue 
to play the leading role in the tandem in the future as well. Formally the president 
can dismiss the prime minister at any time without justification, but in practice this is 
hardly an option. After all this is a unified team in which Putin is the leader. 

The differences and tendencies within Putin’s team must not be underestimated or 
exaggerated. Usually two major groupings are identified:

• the siloviks who are the representatives of various “power ministries” and the se-
cret service. They include the members of the “Saint Petersburg circle” who are in 
senior positions in the Ministry of Interior, the army and the Ministry of Defense, 
the Federal Security Service (FSB, one of the successor agencies to the KGB), the 
foreign Intelligence Service (SVR). The main exponents of this group are all very 
close to Putin: 
◊ Alexandr Bortnikov, the head of the FSB; 
◊ Vladimir Serdukov, Minister of Defence;
◊ Viktor Cherkesov, head of the federal agency overseeing arms deliveries; 
◊ Mikhail Fradkov, former Prime Minister, head of the SVR.
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• the liberals who are also from Saint Petersburg and are primarily made up of the 
leading figures of economic and political life. Main members of this group: 
◊ President Dmitri Medvedev, former Chairman of the Board of Directors of 

Gazprom;
◊ Deputy Prime Minister Alexei Kudrin, also acting as Finance Minister.

Simultaneously with the restructuring of Putin’s power, Medvedev always emphasized 
in his statements the primacy of the power of the president. From the perspective of 
constitutional law Medvedev is the top man, which could be the case in real life too, ex-
cept for the current, rather special situation where the prime minister happens to be the 
former president, a politician of great influence. Medvedev’s political inferiority is also 
evidenced by the fact that the aim of his presidential program is to give substance to 
Putin’s 2020 strategy. In this spirit he proclaimed the program of the “Four I’s” (based 
on the first letters in both Russian and English):  institutions, infrastructure, innovation 
and investment development and promotion. The plans outlined by Medvedev prom-
ise to lower tax burdens, to increase state support for private enterprises, and specifi-
cally for small enterprises, and to decrease the number of civil servants.

In general we can conclude that the Putin-Medvedev tandem is operating better than 
expected. Problems are most likely to appear as a result of personal antagonisms be-
tween the president’s and the prime minister’s apparatus, but for the moment these 
cannot be felt.  In rhetoric and on the surface there are definitely some differences be-
tween them, but if we look at the essence of what they stand for, not really.  Medvedev 
is already aiming to substantiate the image of a liberal politician, an image that has been 
consciously created for him. Therefore he speaks of the importance of combating cor-
ruption, of strengthening the independence of judges, and of the necessity of using the 
word democracy without a qualifying adjective (such as “managed” or “sovereign”). 

The main explanation for this is that Medvedev has to define himself as President, and 
he has to form an image of himself that is different from that of Putin in the eyes of the 
voters.  He has to step out of Putin’s shadow and establish a new political order, while 
preserving continuity with Putin’s regime, and also improve the situation of the country.

The global economic crisis came at a bad time from the perspective of the Russian 
tandem too, because it has a much bigger impact on Russia than previously thought. 
In order to understand the current situation we have to recall the main characteristics 
of the economy after 1990. In the last years of the Soviet Union the economy was in 
ruins. The population had no purchasing power whatsoever in the Soviet Union in its 
last months of the existence or in Russia in the first years; the country was on the verge 
of bankruptcy. It had to recover from this deep abyss. Despite their painful effects on 
everyday Russians, by the middle of the decade the first beneficial results of price lib-
eralization implemented in the nineties, then privatization executed by Russia’s robber 
barons (the so-called “voucher” privatization) and the radical shift to a market econ-
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omy could already be felt.  From 1993 the “shortage economy” of 1989-1991 started to 
change. With its population of 150 million people Russia was a very attractive market 
indeed for investors and traders, and by 1995 there was already an ample supply of 
goods in the Russian market.  The attractiveness of the market created a competitive en-
vironment, which had a favorable impact on the Russian economy. This upswing was 
only temporarily stalled by the financial crisis of 1998, which was as much a conscious 
move, a financial maneuver controlled by the oligarchs – causing the elimination of the 
savings of citizens, only to have these funds surface elsewhere – as a process driven by 
the Kremlin, which started expanding internal and external debt from 1995 by a mass 
issuance of securities nominated in rubles.  The pyramid scheme operated after the is-
suance of euro bonds finally lead to a total collapse. 

By the end of the decade energy prices started to rise in global markets – sometimes 
quite drastically – the beneficial effects of which naturally could not be felt immedi-
ately. Following the change at the top, which was caused by the difficult economic and 
political situation in the country, the Russian economy started to expand and in the 
past eight years it produced an impressive annual growth rate of six-eight percent. The 
primary factor promoting growth was undoubtedly the explosion of energy prices in 
the world economy. Additionally, the steps taken by those controlling economic policy 
in Russia also helped to accelerate growth: the devaluation of the ruble, the price of 
which was previously held artificially high, the restructuring of the bank sector, the 
simplification of the tax system, the establishment of economic security (which lured 
foreign investors back into the country). 

At first glance the achievements of the economic stabilization process lead by Putin 
were truly impressive:

• the currency reserves of the central bank reached and later exceeded 600 billion 
dollars, and grew by one billion per week (which meant that Russia ranked third 
in the world in terms of currency reserves); 

• a 150-billion-dollar Stabilization Fund has been created, which the Russian state 
uses mainly for foreign investments and acquisitions.

• within eight years there was a two-and-a-half-fold increase in the real income of 
the population.

• by 2007 Russia became the seventh strongest economy in the world, and its GDP 
exceeded 2000 billion dollars;

• GDP per head reached 13,700 USD.
The main source of economic growth was the exploitation and sale of raw materials, 
natural gas and crude oil. As the state regained its omnipotence in the energy sector, a 
sizable portion of export revenues flowed into the state’s wallet. Almost one-third (31.6 
percent) of GDP came from the export of these goods. This of course also means that 
the country’s economy has become very vulnerable to the fluctuation of global energy 
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prices. Russia, however, cannot build its long-term future exclusively on raw material 
and energy exports, as the current exploitation level cannot be increased, in fact its 
current level is not really maintainable either.  Today Russia’s output is ten million 
barrels per days, but it reached the upper limit of growth. Gazprom needs to buy more 
and more natural gas from abroad, primarily Central Asia, to satisfy domestic demand 
and to fulfill its export obligations to Western Europe. Moreover geographically the 
exploitation sites are less and less accessible, and besides adverse weather conditions 
the problem of growing exploitation costs also has to be faced. 

It became obvious that the country would not be able to maintain the economic 
growth rate it experienced in the past few years – even without the global economic 
crisis. By now, we clearly see the downside as well as the impressive economic data of 
the previous years. One of the main problems is uneven development, which is only 
partly natural in this country, which is almost inconceivably enormous in size. The eco-
nomic boom was astounding in Moscow, Saint Petersburg and some other large cities. 
Let us just quote just one data to illustrate this. In the centre of the capital, on the bank 
of the river Moscow a new shopping center called City Center is being built, it will be 
a huge shopping mall with several hectares of floor space, and certain sections arching 
over the river. The main building of the commercial-economic center will be 174-storey 
high. Investments into the City Centre will reach 3,000 billion dollars by its completion 
in 2015. On the other hand, villages in remote parts of Russia are dieing out, the elderly 
people who remained there have practically prepared for self-subsistence (i.e. they eat 
what they produce).  Average income in Moscow is 8.4 times higher than in the poorest 
region, Ingushetia. Unemployment is lowest in Moscow, where it is below the Russian 
average, while it reaches 43 percent in Ingushetia. Average pay is highest, 37,366 rubles, 
in the Jamal-Nenets Autonomous District due to energy production, while it stands 
at only 5,663 rubles in Ingushetia. Industrial production grew by 10-13 percent in the 
west and the south, but by only six-seven percent in the Far East. The question arises 
whether it is worth speaking of averages at all in such an enormous country. 

The other fundamental problem is the lack of modernization in production and 
structures. Russia should have modernized its economy at a fast pace, as it cannot 
live on raw material sales in the long run, and without modernization it will loose the 
competitiveness it has acquired. The critics of the Putin era are already asserting that 
this was omitted. The root of the problem is partly mental, as there was no real pressure 
for change due to the influx of energy dollars, and this put the Russian leadership “off 
guard”. 

The traditional evil of the Russian society - the all-pervasive corruption – is extreme-
ly difficult to manage. Moreover with the growth of the role of the secret services a 
parallel corruption structure appeared in the Russian economy, which further impedes 
the development of a working internal economy. 



52 Foreign  Policy Review

Iván Bába

Based on the growth in revenues, the Russian state raised the salaries of civil servants 
considerably in recent years.  This and other economic factors lead to the accumulation 
of significant amounts of money with people. This is partly why inflation soared, the of-
ficial inflation reaching 11.9 percent in 2007, and 14 percent in 2008 (we suspect that the 
real rate was much higher). Although official unemployment is “only” around four-five 
percent, we have good reason to believe that the real data are again much higher.

Because of the above problems, by today the Ministry for Economic Development 
believes that the only remaining alternative suitable for solving Russia’s problems is in-
novative, modernizing economic development. Radical measures are needed to achieve 
the 2020 objectives of the Ministry, which are:  to increase GDP 2.3-fold; to increase the 
per capita national income from 13 700 to 30 thousand dollars; to stop the population 
decline and then achieve an increase from the current 142 million to 145 million; to 
provide quality health care services for 80-90 percent of the population instead of the 
current 10-20 percent.

The economic strategy declared by Putin until 2020 considers the modernization of the 
economy to be the key. To achieve this goal, the strategy focuses on innovation, i.e. more 
intensive use of human knowledge and abilities in production.  It also intends to trans-
form the educational system in order to bring new knowledge and the latest technologies 
into the economy. Within 12 years a fourfold increase is envisaged in productivity in the 
main sectors of the Russian economy. They also wish to develop market institutions and 
competitive sectors, to radically improve economic efficiency, primarily by increasing 
the productivity of the labor force. They want to promote innovation through the state 
administration as well. An important goal is to decrease excessive centralization and to 
implement the principle of subsidiarity in practice. As part of this goal, they have also set 
the objective of simplifying the tax system and narrowing the room for arbitrary interpre-
tations of legal regulations. Innovation is to be supported by the tax system too. 

However, the impact that the unfolding and deepening global economic crisis is 
having on Russia raises questions about how realistic these goals are. Even Prime Min-
ister Putin believes that the country has not yet reached the lowest point of the crisis. 
The most important task of the Putin-Medvedev tandem now is to find a possible path 
to economic stabilization in the midst of the crisis. The current Russian leaders want to 
achieve this without curbing social expenditures. It is questionable whether this can be 
done. The situation has become very severe, because the structural transformation of 
the economy has not taken place, also for the first time in years the state budget is in the 
red, and if oil prices stay below 50 USD for a long time, then foreign currency reserves 
can be depleted within one year. The internal economic difficulties, on the other hand, 
will definitely force Russian leaders to become more cooperative in international poli-
tics as well. And this would be much needed by Russia as well as the western world in 
the present difficult international political climate.


