PAGE  
15

Pekka Sutela
:

THE ECONOMIC FUTURE OF RUSSIA

Economists have a well-deserved bad reputation as long-term forecasters. Though the foundations of theories of growth and development were laid more than two centuries ago, and much labour has gone to laying bare the causes of the wealth of nations ever since, the track record of the profession in this field is close to being appalling. David Ricardo's stationary state can well be explained away for being what it quite probably was, a conscious counter-factual forecast meant to mobilise political action. Karl Marx may well be regarded a political day-dreamer, and Stanislav Strumilin and the other drafters of Nikita Khrushchev's notorious "we will bury you" party programme of 1961 were simply fulfilling a party order. But even in liberal societies, where economists and futurologists may be themselves capable of deciding what to write, the past performance of forecasters leaves much to desire. Japan was expected to overtake the USA just before it stuck in a stubborn recession. China has been both seen as the future economic powerhouse and as a collapse in process. Europe is either to lose in competition or to prosper. 


Obviously, we are now much better armed for forecasting than the profession has been ever before. We truly believe, and with much justification, that we know much more of the mysteries of growth than our predecessors did. Experience of both success and failure has provided ample food for thought, much of it in neat statistical form ready for computer processing. But in a somewhat humbling manner, existing research points out a huge list of variables that may have a role to play. They range from such classical factors as investment and freer trade to such somewhat exotic variables as distance from the equator. Some fall back to the principles enumerated by such classical economists as John Mill. Others claim that the 21st century is somehow quite different from the 19th. Given this and much more, sceptics may be forgiven for asking whether today's BRIC-exercises are really any better founded than the exercises of past days.


Still, the attractiveness and arguably also the importance of trying to see into the future remains. It is not only a matter of the instincts of homo ludens. It is also a matter of trying to understand the future for the purpose of providing some background for both private and public decisions. This is responsibility that cannot be escaped, as much as we might wish to be able to build respectable philosophies of science, giving a license of not even trying to answer questions that we are asked most persistently. These calls are particularly persistent in Europe concerning Russia. For reasons needing no elaboration, the question of the proportion in which Russia will be a threat and a possibility, is loud – once again.


Most usually, a formal economic forecast has the horizon of three years – including the BOFIT forecast for Russia (www.bof.fi/bofit). That seems to be the limit of our ability to understand such matters as inflation and real exchange rate. It is also the range of the impact of such action as monetary policy. For that period, structural change and institutional development remain modest enough to be neglected for most purposes. But in numerous other cases, the impact of decisions made today will be felt for many more years or even decades to come. Think not only of investment, but also of education policy decisions or the adoption of a constitution - not to mention measures influencing climatic change.


Very long term forecasts are lenient in the sense that few people will want to remember in forty years what our today's thinking might have been. Combining little demand for leniency together with high relevance, a ten year's perspective would seem to be an appropriate challenge to face. It is a relevant horizon for many decisions. On the other hand, the forecaster might still in around in ten years, to be faced with a duly stringent appraisal of past mistakes. In the case of Russia, the year 2017 adds the bonus of marking a century after the collapse of Tsarist Russia. Will the wheel have turned wholly around? And if, what might that mean?

There are things that we (think we) know…

Thinking ten years back shows that a decade is not a long period of time. Most people, capital stock and institutions that existed then are still with us. 1997 is also still in the memory, both individually and collectively. In a word, 1997 is still part of our knowledge and experience, it is part of today. Come to think of that, and it is evident that back in 1997 there were already many things that we knew about 2007. Unfortunately, we did not always come to think of them.


Similarly, there are many things that we can say about 2017 with a sufficient degree of certainly. It is surely not absolute certainty, but only leaves a degree of uncertainty we think we can live with. For our purposes, it is not fruitful to concentrate on those knowables that are stationary by character. Geography, geology and history will not change, not much at least, and therefore they are not all that crucial for trying to understand change between now and 2017. It is true that people's perception of also such stationary variables may well change, even rapidly, and that may be of great importance. That, however, is an issue that an economist is not well equipped to handle. Therefore, it seems more fruitful to concentrate on such processes that we may think we understand, and whose impact is sufficiently well known and sufficiently great in 2017. In the case of Russia, four ongoing processes seem more important than others.


Russia is a nation deeply divided.
 It is not so much a matter of two nations in the Dickensian sense, as a matter of more than one divisions. On one hand, there are the estimated hundreds of thousands of well-off people. A few of them are rich, even very seriously rich, but all are able to live comfortably on a material level which at least compares with that of the upper middle class in Western Europe. Against them stand the truly poor, at least a fourth or a fifth of the population. This division gives Russia an inequality of income distribution which has for the last fifteen years compared with that in the major Latin American countries, with remarkably little statistically measured change. Given the recent increase in average incomes, the stability of measured inequality implies that the number of people under poverty line has decreased quite swiftly, though it still remains large.

On the second hand, there is the extremely small but very powerful stratum of the carriers of the power vertical, ranging from the presidential administration through the parliament and various other federal powers down to regional and local levels. They are the true winners of the Putin regime, and the ones with most at stake in its persistence. Against them, one might pose the old Soviet middle class, the large groups of state employees, teachers and doctors, scholars and petty bureaucrats, labour aristocrats and even artists. They are among those that have lost much since the early 1980's.


There is also a third hand, generational splits, as well as a fourth one, regional diversities. Just mentioning such divisions should make clear that today's Russia really is a divided nation. Undoubtedly, it is more divided than most societies. This is due to the peculiarity of the social structure which the Soviet Union created; to the deepness of the change underway; to the degree of decline in average formal incomes between the late 1980's and late 1990's; and to the extent to which some were capable of grasping the new possibilities while others were not. We do not yet know to which degree such divisions are becoming inherited, but clearly they have a great staying power, for the next ten years and beyond. Therefore, very probably Russia in 2017 will remain a deeply divided society, perhaps even more so than today. Russia is socially a hugely heterogeneous society, and not becoming any more homogenous. Even the newly-found nationalism of the Putin regime might well be seen as just an attempt to prevent or at least to slow down the emergence of another dividing line in the society that has so far been remarkably homogenous in one dimension: ethnicity, religion and culture. 

This picture may seem overly gloom, and there is a bright exception. Russia's new middle class may not be growing very fast in numbers, but they are growing wealthier. They, perhaps a fifth of the population, are the main drivers of ongoing structural change in the Russian economy. Staring our eyes sore at energy and other basic commodities, we all too often neglect to note what is perhaps all too self-evident. To simplify, but just a bit: The Soviet Union, just two decades ago, did not have shops, restaurants, cafeterias, banks and other financial institutions, service stations, consultancies, travel bureaus, casinos and gay bars. An over-industrialised economy, it lacked most of the services that we regard self-evident in modern market economy. Now it has all of them, and not only in Moscow and St. Petersburg, but increasingly across much of the country.


It is the demand coming from the middle class that is driving this change, and the change itself then provides the middle class with new and often better paying jobs. The structure of consumption changes, and so does the structure of jobs and investment. What is even more, the process of growing middle class – even that of growing petty bourgeois – is, as world experience shows, one that is very difficult to turn back, even if someone tried to do that. This is a reason why one can safely expect – other things being equal – that the Russian economy will continue to grow, at least for a number of years. Estimates for the potential growth rate differ widely, reflecting the uncertainties created by fast structural rate, but they seem to bundle at around 4-6 per cent annually. 


Russia was in 2006 about the eleventh largest economy in the world, on a par with India, Korea and Mexico. As growth continues at the same time as the ruble appreciates in real terms – it remains an undervalued currency – Russia in 2011 might be about number eight in size, on a par with Italy. Beyond that, forecasting either growth or real exchange rate becomes overly hazardous.

Money, an old Russian author almost wrote, does not bring happiness, but while all poor people are unhappy in basically similar ways, wealth allows for different ways of being unhappy. Possibility of choice is the essence of money, and the world economy always provides for more objects of choice than the domestic economy of any country. Therefore, the growth of the middle class brings about increased import propensity, and in a number of years Russia must face the question of how to finance increased imports which will melt away the current huge balance of payments surplus.


Deeply divided societies are rarely democratic, and one does not need to be a vulgar Marxist to see the hope for Russia's future democratisation primarily in the growth of the middle class. But as Dmitry Trenin (2006), there is also another factor pushing in the same direction, the internationalisation of Russian business. We now see Russian big business doing that, as they aim both at higher value added to be closer to the final customer and also seek for their place in the undergoing global reorganisation of resource-based industries. To be able to succeed in either of those aims, they will increasingly have to adopt existing rules of the international game, something that the current regime seems to have great problems in understanding.
   


Growth of middle class in a deeply divided society together with the ensuing opening up of the economy is one tendency of whose existence we can be certain. It creates the basis for Russia's continuing growth but it does not determine the future of economy – at least not alone. The second tendency is a contradictory combination of two processes, those of catching up and deterioration.


Contemporary growth literature à la Aghion
 places great importance on the existence of a global technological frontier. Those at the frontier have up-to-date technologies, products and processes. Their economies function well and therefore produce high productivity, globally superb incomes and usually quite small though possibly increasing welfare disparities. It is true that Europe can improve in many ways and the USA has its share of problems, but by and large, roughly and in the main, these economies are at the frontier. Therefore, in principle, we have to invent, test and adopt new technologies, products and processes by ourselves. Like a cross-country skier in deep snow, we have to push ourselves through without ready-made tracks. That is by necessity slow, costly and subject to erroneous choices. There is no paradox as to why the best-functioning economies usually grow slowly. That is so by necessity.


On the other hand, the economies lagging behind may benefit from what Gerschenkron long ago called the benefits of backwardness. They may use the ready tracks, adopting technologies, products and processes already developed, tested and adopted elsewhere. In that way they may grow much faster than those at the frontier. May, but not must grow faster. They must be both willing and capable of doing so, and that is two huge buts. Such major countries like China, India and Russia clearly are in the process of doing that. Brazil, the fourth BRIC, would also have the potential, but has for reasons that go beyond this discussion remained an eternal promise, so far at least.


Catching up is thus a shortcut on the road to modernisation, and we see a lot of that taking place in the Russian economy. Even more so, if we remember that though the discussion above was in terms of technologies, products and processes, it also holds for institutions and mind-sets, among other things. But there is another process taking place, at the same time, and that complicates matters. Much of the bequest left by the USSR is still in the process of deterioration, some of that terminally, and there will inevitably be what the economists somewhat euphemistically call nonlinear disruptions – that is collapses and catastrophes. That holds true both for the capital stock, infrastructure, built environment, human capital and public health, to different badly defined degrees in each cases, but the tendency itself is disputed by none. Not all such deterioration is a burden. Much that was built up for the peculiar needs of Soviet socialism should be written down and in some cases be left to rot away, but there are often aspects of prestige and inheritance that matter. Even more seriously, there are almost always human beings and their human costs involved. Especially after the transition costs of the nineties, any future adjustment costs are not any easier to carry. One should remember Putin's first promise to the population as the President: no more revolutions!

The twin tendencies of catching up and decline combine to contribute to a further uneven character of the economy. This is the second knowable of the Russian economy of 2017. The third one points into the same direction. That is regional change.


The pattern of Soviet and partially early Russian industrialisation created an abnormal spatial structure. Roughly, plants were established where the resources were, and due to supply uncertainties created by central management (and other reasons, also strategic ones), whole towns were established around the plants to service them. While in comparable countries like Canada people moved willingly to warmer places, in the USSR people moved either voluntarily or not to colder places (Hill and Gaddy, 2003). Now, as the incentives have changed, they are in slow movement again to warmer places, in particular to the large cities of European Russia. Many distant places are being depopulated. The same holds for large parts of Russian heartland, where agriculture is no longer viable and the general environment has deteriorated. 
 

The big cities, obviously, are the winners, but they increasingly suffer from congestion, rising cost levels and difficulties in the provision of public goods, electricity and gas. Partly therefore, some of the change spills over to smallish towns around them. The big question is what happens to the traditional Russian and Soviet industrial towns in regions like the Urals, the Volga basin and partially Siberia. There, even relatively large towns are often dependent on just one or a few large industrial plants, often in manufacturing branches like general machine building, aviation and automotives. They are very major employers, and the future regional structure of Russia hinges together with them.


Fourth, there is the much discussed issue of demographic change. The decline in Russia's population until 2017 is according to existing estimates less than dramatic at less than one million a year.
 That could in principle be well compensated by immigration, but that alternative seems to be rife with social and political problems. Changing age structure is a more serious consideration. On one hand, the 18-20 years old cohorts are dwindling, and will by 2017 be just about one half of the size in recent years. This produces very major adaptation pressures for labour markets, education and for instance the armed forces. On the other hand, with average consumption standards continuing to improve, one would expect the expected age of also men to start to grow, as has already been the case for females. That would further worsen the non-active-to-active population ratio, put increased pressure on social services, and for instance probably necessitate new solutions for the pension system.


Therefore, Russia will be even less of a low-wage country that it is today. Graphically, it will be squeezed between high-tech Europe and low-cost Asia. On the other hand, more resources will be needed for the care of the non-active population.


Finally, the probability is that Russia's institutions and political system will continue to function badly also in 2017. So far, there is hardly any societal pressure for improved performance, as also the new middle class seems content enough to concentrate on personal improvement. Such pressure most probably will come, but waiting for major breakthroughs within the next several years would seem to be overly optimistic. But the same is probably true also contrariwise. Russian macroeconomic policies have exemplary in the way in which the country has been able to manage its newly-emerged energy wealth through conservative, equilibrium-oriented fiscal and monetary policy and debt repayment much ahead of schedules earlier agreed upon. True enough, policy managers have been in an almost perverse way extremely fortunate in having inherited a largely demonetised economy with a large foreign debt. With remonetisation, even some financial deepening, and the possibility of debt servicing, huge balance of payments surpluses have not turned into a very excessive inflation, and though the decline in inflation has been at most modest, inflation expectation have been managed quite well.

There is still much room for financial deepening, a factor that will also contribute to sustaining growth. If one expects that oil prices will remain on current levels, as this paper does, and if hydrocarbon export volumes will basically be stable, as assumed below, two things follow. First, the increasing import propensity assumed above combine with flat energy export revenue to produce a fast melting away of the current huge balance of payments surpluses. This change in macroeconomic set-up actually eases the burden of policy making and allows for lower inflation than currently. At the same time, second, there will be less upward pressure on the ruble real exchange rate, and concerns of competitiveness will be less. 


This is a drag on development, though it is debatable whether we evidence a case of willingness to buy political controls for a price of economic productivity or sooner a consequence of an inability to make and implement decisions. Basically, this thus boils down to our interpretation of the strength or weakness of the Russian state under the Putin regime.


In various estimates of competitiveness, rule of law, business environment and corruption, Russia is below-average or near the bottom. Performance, as perceived by such indicators, seems to have worsened during the past few years. No such deterioration, on the other hand, is visible in large-scale surveys of Russian business enterprises, either in those made by the Finnish Central Chamber of Commerce in North-Western Russia (www.chamber.fi) or in the nation-wide World Bank – CEFIR survey (www.cefir.ru). But neither do they bring evidence of a consistent improvement of the situation.


Again, one has to distinguish between levels and differences. What these indicators - together, for instance, with analyses of Russian foreign trade structure and investment flows - show, is that the competitiveness of the Russian economy is low, whether in terms of trade competitiveness or the ability to compete for foreign (and domestic) investment and thus jobs. The economy, undoubtedly, functions badly. This is, just as obviously, also visible in the low living standards and great welfare differences that the economy produces. But looking at differences, change over time, there should be no doubt that the economy now functions better than it used to do in the Soviet times. This is so, at least, if one uses consumer, not CPSU Politbureau preferences as the yardstick. The structural change outlined above is the essence of this change, and it was argued above that this shift in production structure will most probably also continue in the future and thus carry on growth for years to come. But that does not necessarily mean that the structural improvement of the economy would be accompanied by such improvement in competitiveness that Russia would be able to fully open up the economy and integrate with the rest of the European markets.


The discussion thus far lends support to the thesis that Russia has become a normal country, much like such large developing countries as Mexico, Indonesia, Argentina or Brazil (Shleifer, 2005). On one set indicators, Russia would differ from them to a better, on another, to a worse direction. This outcome does not overly surprise those of us who early on predicted that "corporatism is possible in Russia, but it will of the weak Latin American type, not of the orderly European type" (Sutela, 1993).  But all normal countries are at the same time unique in their different ways, and Russia is no exception. First, it is the only normal country in the immediate neighbourhood of North-Eastern EU. Turkey, Egypt and Tunisia are further away, seen from Helsinki or Berlin. Second, the geographical location of the country is unique. It is the only country located at the same time in Central Europe, Caucasus, the proximity of Central Asia and Far East. That does not prevent it from being at the same time in most respect very homogenous. Third, geology has endowed it with unique natural resources, and at the same time it has a variety of needy net importers of those resources in immediate neighbourhood. And fourth, it is the only normal country that used to be a superpower, and a very peculiar one at that. This is reflected in many ways. The education level of the population is much better than in normal countries usually, while the inherited capital stock and infrastructure reflect the planners' preferences, now outdated.  Having been the USSR is both a historical burden and a benefit. This fact is also reflected in the mindsets of the sons of the USSR who now rule over the country.

… but there are also important unknowables

The previous section argued, perhaps with a dose of the usual arrogance of an economist, that there are many things which we know, with an acceptable degree of uncertainty, about the Russian economy in 2017. But there are also important unknowables. To derive a set of hopefully useful scenarios, this paper chooses two such unknowables. The first one is what happens to Russia's ability to produce – and, remembering the future emergence of a tight balance of payments, to export – hydrocarbons. The second one is whether Russia will be able to produce new major higher value-added commodities to compete with European and Asian products both at home and in foreign markets.

The importance of hydrocarbons for the Russian economy is often exaggerated, but still great (Juurikkala and Ollus, 2006). With them accounting for two thirds of export revenue, close to 40 percent of consolidated budget revenue, and perhaps a quarter of GDP that is obvious. Very low oil price in early 1998 and its increase a couple of years later had a role in the 1998 crisis and may have had a major role in sustaining the growth that was first kick-started by the 1998 depreciation of the currency. But hydrocarbons were never the whole truth of Russia's recent growth, and even less so since 2004, when oil output growth rate collapsed to very low levels which seem to continue for years to come, according to both official and other forecasts. If that is so, one has to assume major improvement in domestic energy efficiency for Russia to be able to increase export volumes of oil and gas against the background of growing home economy.


There are also alternative ways to look at the role of energy in the Russian economy. Currently the energy sector only employs 1.6 per cent of Russia's employed labour force. Though the exact figure is subject to differences in the definition of the energy sector, it is obvious that the non-energy sectors have to account for the great majority of jobs in Russia, also in 2017. Russia, together with Kazakhstan, Venezuela and Nigeria, is an energy-producing country with a large population. Its 2006 oil production, valued at 60 dollars per barrel and divided by population, just amounts to more than 1400 dollars per capita.  Half of this is actually an income transfer inside the country, the other half real revenue from exports. Russia, quite obviously, can never live of energy alone, if it is to provide an acceptable standard of living to the great majority of its population. The situation is in this respect totally different in such energy producing countries with small populations as Norway, Kuwait and Saudi-Arabia. The value of their oil production per capita is of a different scale of magnitude than Russia's.


   Therefore, Russia has to be able to provide a huge number of non-energy jobs. This is the issue of diversification so much discussed in Russia recently. There are three possibilities. Either diversification in terms of jobs competitive in an open economy fails, in which case home-market oriented non-competitive jobs have to be protected and export-oriented promoted by various means, whether the country is formally a WTO member or not. Or then the economy succeeds in creating genuinely competitive, diversified jobs. This can either happen on the basis of existing production or through the creation of new activities. 

Given these alternatives, we derive the following set of scenarios. Remember that according to tradition, scenarios seem to be supposed to have catchy names.




                            ENERGY EXPORTS

	
	
	
	            +
	             -

	
	            +
	    NEW
	RESURRECTION
	MODERNISM

	DIVERSIFICATION
	             +
	     OLD
	INDUSTRIALISM
	BACK TO THE USSR

	
	              -
	
	RESOURCE CURSE
	DEGRADATION


Thus, either energy exports grow (+) or they decline (-). Diversification either takes place (+) or its does not happen (-). Successful diversification can either be based on existing industries (old) or new ones still to be created (new).  We therefore receive six different economic futures for Russia in 2017. 

The first thing to be noted is that these scenarios take place against the knowables outlined above. Thus even Degradation, where the energy sector declines without any diversification, is not a true doom and gloom scenario. Given the discussion above, Russia's very strong macroeconomic fundamentals and no prospect of collapse in key commodity prices, there really is no reason to forecast a true collapse of the Russian economy by 2017. That is just ten years ahead. 

Secondly, the two dimensions selected for the table of scenarios are generally independent. This is sometimes neglected in general discussion, which all too often proceeds from the assumption that if, say, a country succeeds as a major energy producer and exporter, it must somehow by definition succumb to some variant of a Resource Curse. This is not necessarily so, as Norway proves. It is true that hydrocarbons are an especially problematic resource, for at least three reasons. Their prices have fluctuated remarkably in recent decades; as they are point-specific, their exploitation is easily monopolised and therefore generally will be monopolised, which explains many of the dimensions of resource curse; and it happens that many hydrocarbon rich countries are devoid of other resources: relying on hydrocarbons leads to a highly concentrated export structure, itself a plausible explanatory variable for many problems usually only connected with a Resource Curse.


Russia is no Norway. It has low-level institutions, which makes a Resource Curse much more probable. On the other hand, it really cannot afford to succumb to a Resource Curse, as the consequences in terms of average living standards would be stark, as pointed out above. On the other hand, Russia has also many other resources endowed by geology and climate. Forests, a widely dispersed resource not as easily monopolised as hydrocarbons, is a prime example. And, in addition to endowments by geology, it also has those left by the Soviet past: human and physical capital.


Could Russia enter the path of diversification on the basis of existing industries? So far we have seen very little of that. The scenario called Back to the USSR would imply a closing and remilitarisation of the economy, as any feasible export revenues generated by old, but modernised Soviet industries would not cover the losses due to declining hydrocarbon export volumes. Though this is a future described by Steven Rosefielde (2005), it is highly improbable. The elites of the society do not wish to be excluded from the international community.


Industrialism is a possible scenario. It can either take place through a reinvigoration of such inherited industries as aviation and car manufacturing or by succeeding in getting much more value added out of already traditional resources. We see a boom in foreign direct investment in car making, especially in and around St. Petersburg, but all or almost all of that is for Russian markets only. There is also an interesting joint effort by Sukhoi and Boeing to develop a Russian Regional Jet to compete in the market for short-distance passenger jets, but the success of this project remains to be seen. Getting more value added out of traditional resources is actually the path travelled by countries like Sweden and Finland. The difference in value created by exporting logs for heating, like happened in the 19th century, or exporting consulting services for forestry industries is huge. And the value-added latter has not been completed, as the coming of things like intelligent paper shows. Russian energy companies are reaching for more value by coming closer to the final European customers downstream, but their R&D expenditure remains meagre at best.


Resurrection is clearly the best of all possible worlds, and logically a possibility. It is imaginable that a country is at the same time able to manage its resource wealth and to develop new high-value added products and services. If everything goes well, tiny Iceland might be an acceptable example, combining fish and energy on one side and Björk, shipping and banking on the other side. What is even more, many Icelanders explain their recent success in financial services by their fishing past: it is a matter of finding the opportunity and taking the risk. But though there undoubtedly are examples of Russian businessmen who have seized the opportunity and accepted the risk, for the time being at least most such examples deal with existing products and processes, in the best of cases in the form of catching up. Examples of true new beginnings are difficult to find, at least on Russian soil.


As long as successful hydrocarbon industries offer better earnings prospects than new activities, Modernism has to be judged a more probable outcome than Resurrection. But the caveats just expressed hold here as well.


This, unfortunately, leaves us with the two more gloomy scenarios, Resource Curse and Degeneration. Russia does not, yet at least, suffer from Dutch Disease. That is a situation when either newly found or newly appreciated resources lead to a major balance of payments surplus, high inflation and real currency appreciation, which destroys the price competitiveness of non-energy industries in the open sector, leading to deindustrialisation and an economy based on a resource-based export sector on one hand, and a home-market based services sector on the other hand. The authorities may resort to protectionism to protect jobs. 

In Russia real exchange rate remains undervalued, the share of extractive industries has not increased in constant prices and the increasing role of services is best explained in terms of the normalisation of production structure described before. Most Russian products lack in competitiveness, but is rather a matter of real than of price competitiveness: few Germans would buy a Lada car even if it were ten per cent cheaper.

Resource Curse is a wider and less strictly defined phenomenon. It ties up with instability, large income differences, non-democratic politics and lack of investment, especially in human capital. Though the causalities are often unclear, it is much discussed in recent literature. If our conjectures are anyway near correct, it will be much discussed in the Russian context as well. But naturally, Degeneration is a scenario even less desirable.

Conclusions

This paper has used insights from modern growth theory as well as from analysis of recent Russian developments to offer a scenario-based discussion of the Russian economy in 2017. The argument comes in several steps. First, we distinguish between those things that we, with an acceptable degree of uncertainty, know about 2017, and those that are unknowable. Second, we select a few dynamic variables among the first ones and argue that Russia can be expected to continue to grow on their basis for several years to come. Third, to generate a set of scenarios, we choose two unknowables, and vary them. A total of six scenarios are then derived. Following the canons of orthodox scenario analysis, no explicit probability distribution is attached to the scenarios, though the views of the author may be discernable. None of the scenarios is a true doom and gloom one. On the other hand, the most optimistic ones  should be judged improbable. 
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� The basic account on modern Russian social structure remains Srednyi (2003).


� And not only, it seems, the current Russian regime. Some European discussion also seems surprisingly ready to assume that Russian companies will inevitably bring their domestic business ways with them.


� For an introduction see Aghion (2006).


� In fact, the economics of development could well be rewritten in the form of asking why some countries are unwilling to catch up and many more unable to do it.


� See, in particular, the forecasts of the Russian Statistical Committee at www.gks.ru and those of the United Nations at esa.un.org/unpp.








