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Analysis and prognosis of the situation in Russia
Politics versus the economy
Throughout the course of its history, Russia has failed to find a balanced relationship between politics and
the economy. Peter the Great both embodied and pursued the dominance of politics (in a similar way to the
Communists later). The pendulum of history is now swinging in the other direction, with powerful industrialists (oligarchs) representing aggressive economic energy.
In accordance with the tradition of Russian rulers, Vladimir Putin is endeavouring to maintain the control of
the state over the economy. He is deploying draconian measures to force the economic barons onto the defensive. This involves a great deal of risk on his part: a slow-down in economic development and a loss of
confidence by investors. Although the Russian President is not acting in an altruistic way, he is serving Russian interests better than his opponents. The fact that politics is in control means that there is at least a theoretical inherent possibility of democratisation. The oligarchs, on the other hand, view democracy chiefly as
the freedom to buy power. In the present phase of Russia’s long and painstaking road to modernity, order
remains more important than freedom.

The future of the reforms
After the events of 1991, there was for a brief time the hope that Russia would modernise rapidly. It is, however, not possible to deceive the economy. What remained from the short period of reform initiated by the
first Russian Prime Minister Y. Gaidar was an orientation towards the modernisation of the industrial base.
In an obscure process of privatisation, the Russian economy was stolen by a few major entrepreneurs. The
dismantling of the arms industry (the so-called conversion) never took place, and press freedom was worn
away. Right across the political camps in Russia, there is tacit agreement that the country will be able to develop more organically and thus more stably if it does so in accordance with its own traditions rather than
within the framework of the process of westernisation which is proving to be so laborious.

Raw materials and the economic future of Russia
Russia is the second largest exporter of natural gas and the second biggest oil exporter in the world. Its enormous reserves of raw materials do not, however, represent a free ticket to prosperity. The very opposite
effect is taking place as cheap raw materials lessen the pressure for reform on economic and political leaders.
Nothing forces them to deploy tough measures to modernise the Russian economy rapidly and radically. The
flood of foreign currency strengthens the rouble, makes imports cheaper and makes life more difficult for
Russian producers of consumer goods. The last named cannot compete and lag behind or disappear from the
market.
Vladimir Putin’s attempt to consolidate his own and Russia’s power at the current level represents implicit
resignation to the growing forces of westernisation. Given the circumstances, however, no other course of
action is open to him. The consequences are as follows.
- The state retains the upper hand in the strategic areas of the oil and gas industry and operates industrial
policy by regulating energy prices. The low gas price and the attendant low electricity price favour the
antiquated and energy intensive branches of industry.
- Existing economic structures are preserved. The main economic focuses of the country remain raw materials and heavy industry, armaments and agriculture. Although Russia is drawing upon its traditional
branches of industry and is developing more organically as a result, it remains backward in overall terms.

Russian foreign policy
Russia defines itself in terms of major pretensions to being a superpower, whilst at the same time being
squeezed between the two economic power centres of the EU and China. If it does not become a centre of
gravitation itself, it may find itself being torn apart. If Moscow wishes to secure the country’s present status,
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an ambitious and energetic foreign policy is required. Russia needs to act offensively if it is to avoid falling
prey to others. Since the economy cannot represent Russia’s core position within the network of international
relations, significance is once again being accorded to the topic of security.
A paradoxical reversal has seen “flexible response”, originally a western strategy involving the possibility of
being the first to deploy nuclear weapons, become a fixed part of the Russian defensive doctrine. At the same
time, there are persistent reports of the miniaturisation of atom bombs and research programmes, concentrating on the development of biological and plasma weapons. Such approaches would open up new operative
options for Moscow and would therefore be logical.
The new friendship between the West and Russia is unlikely to be of substance. Once the terrorist danger has
receded, something which will probably come about in a historically short period of time, the classical, geopolitical variables will take effect once again. The question of the Russian challenge will once again be
posed. The West is not able to close the file on the security and political challenge Russia represents. In future, the West will find itself dealing with a demanding Russia which operates offensively whilst detracting
attention from its own economic weakness.

Russia and China
Both states have in common a great antipathy which is historically based. For the first time, China finds itself
on the offensive and the “land of hunger” (the Chinese description of Russia) is in a weaker position.
On the Chinese side of the border, there are probably already 1.5 billion Chinese living on 9.5 million
square kilometres. In the neighbouring states of Central Asia, there are 52 million people spread across
3.5 million square kilometres, not counting the gigantic expanse of Siberia, which is virtually deserted.
A vacuum and an excess of pressure which will inevitably seek equalisation.
The Chinese have been infiltrating Siberia for a decade. Beijing is taking a run up for a jump over the
wall and thousands of Chinese are penetrating the Far East of Russia .
Although joint manoeuvres have been held recently (end of August 2005), the two states are not natural
friends. Vladimir Putin recently refused a Siberia-China pipeline, preferring to deliver energy directly to Japan and the USA. Although he cannot stop the Chinese rise by doing this, he can certainly apply the brakes.
Russia views the situation as follows: either the next few years will see the arrival of China in the top group
of economic powers or the country will implode because of precipitous modernisation.

Russia and Europe
In his state of the nation address on 6 March 1997, B. Yeltsin declared that the intention was to force Russia
out of Europe and isolate it, thus putting into words the permanent fear of the Russian elites in respect of the
exclusion of their country. There is no fundamental difference between the strategic objectives of Russia towards its Eastern and Central European neighbours and the policy pursued by the Soviet Union. The motto
underlying such behaviour was formulated in 1993 by the then Foreign Minister Kozyrev. “Eastern and Central Europe never ceased to be an area of interest for Russia”. He went on to point out that “Russia remains
the major state within the region and thus bears a particular responsibility for the position on post-Soviet territory”. Russia can afford to take a relaxed view of the European processes of integration. These have weakened NATO and the EU. It is certainly not in Russia’s interests for these two expanded western communities
to achieve operational maturity and turn into something like a forerunner of a pan-European statehood.

Russia and Germany
Western countries and companies draw raw materials and exploit the weakness of the country to establish
long-term dominant positions in Russia. Notwithstanding all the statements made referring to a strategic
partnership, the western powers wish to see a second-class Russia. America uses Moscow as an assistant in
the war on terror whilst itself occupying positions in the Caspian Basin. France uses Moscow as an instrument for its American charades and as a means of integrating Germany into the Paris-Berlin-Moscow axis.
German interest in Russia? In future, the main focus of the EU will shift eastwards, and Germany will become the geo-economic centre of Europe to a clearer degree than is already the case. The new “Greater
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Europe” will, however, be bureaucratised and remain subliminally nationalistic. Although the process of integration will probably stall, the aim of “keeping the Germans down” is very much alive. The German elite is
slowly awakening from its dream of a unified greater Europe to stand by the side of the USA, and it may
well be the case that room for development will be found in an eastern direction. An orientation towards the
economic “modernisation” of Russia, involving an extension into Central Asia which is highly interesting in
geo-political terms, is logical economically and politically conceivable. German industry is fascinated by the
size of Russia, the amount of raw materials and the extent of the profits which seem possible. At a political
level, this would mean that an agreement on zones of influence would take place between the two countries.

Data and facts
Geographical data

Area: 17 million km²

Railway network: 87,157 km

Population: 143.4 million (2005)

Intern. airports: 50; freight quota of 900,000 ton-

Population density: 8 inhabitants/km²

nes (2004) and

Capital: Moscow (8.75 million)

passenger quota of 20.2 million people (2001)

Number of important ports: 33 with movement of

Proportion of land in agricultural use compared

goods of 65 million Tkm (2003)

to whole surface area: 7.3 %

Length of coast: 37,653 km
Navigable waters: 96,000 km
Street network: 537,289 km, no motorways
Source for data and maps: CIA World Factbook 2005
(http://www.cia.gov/cia/publications/factbook/geos/rs.html)
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Basic historical information
The year 862 is considered to be the starting point of Russian history, when according to Russian historical
sources the Norman Rurik was appointed ruler of the northern Russian areas. Kiev, a hub of trade relations, was
soon established as the capital of the “Rus”. This association of principalities was initially exposed to strong
cultural influences from the orthodox Byzantium, some elements of political culture also being adopted. At the
start of the 13th century, the Russian territories were conquered by the Mongols, and Russia remained under the
rule of the “Golden Hoard” until the end of the 15th century. These conditions provided the Muscovite princes
with the opportunity to establish a power basis and ultimately to free the country of the Mongols and Tatars.
This led to the development of the centralist state of Russia, which laid claim to the Baltic, the Black Sea, Polish
regions and Silesia. Peter I (“Peter the Great”, 1689-1725) modernised Russia with an iron fist and in so doing
brought about a process of Europeanisation. Since the victorious end to the Nordic war with Sweden (1721), the
state had borne the title of “Russian Empire”. Once Napoleon and his Grande Armee had been driven from the
country and Emperor Alexander I had formed the Holy Alliance of European monarchs, the 19th century saw
Russia’s rise to become a regional controlling power. The necessary reforms initiated by Emperor Alexander II
(1857-1881), especially the abolition of serfdom, led to a change in society which threatened to replace absolutism. The period of absolutism in Russia lasted virtually until the October Revolution in 1917.
Dissatisfaction amongst the industrial workforce, the growing self-confidence of the middle classes, widespread
discontent in the villages and defeat in the First World War led to the Russian Revolution in 1917. In the chaotic
situation following the February Revolution, the Bolsheviks succeeded in seizing power in October, going on to
establish the “Dictatorship of the Proletariat”, although this actually represented a dictatorship of the party. After a bloody civil war, in which the Bolsheviks fought the supporters of the Emperor, the so-called whites, the
Soviet Union was founded in 1922. After Lenin’s death and Stalin’s seizure of power, the system turned into a
Stalinist dictatorship. In the 1930’s in particular, the prevailing atmosphere was one of fear, with arbitrary political trials taking place and people being arrested in the night and deported to Siberian labour camps. The rationale behind such acts was that the party and the country needed to be cleansed of traitors. During this period,
the predominantly agricultural country was industrialised, a process mainly characterised by gigantic industrial
projects. The country was turned by force from a land of farmers into an industrial nation. Considerable impetus
was lent to this by the war economy. After the attack by Hitler’s Germany, large armaments companies were relocated from the western part of the Soviet Union to behind the Urals, new companies also being formed. The
Soviet Union’s victory in the Second World War was hard fought as it suffered more than 20 million dead and
extensive destruction in the West of the country.
In terms of domestic politics, the war resulted in a great feeling of togetherness as people united to defend the
country against the enemy. Varying political ideas and interests in Europe brought about the Cold War, in which
the Soviet Union formed the fulcrum of the eastern block. After the death of Stalin in 1953, there was a brief
“thaw” under Khrushchev. In 1964, Leonid Brezhnev became head of state and party leader. His long period of
rule (until his death in 1982) was increasingly characterised by stagnation. Although the Soviet Union achieved
great success in production, and in the armaments industry in particular, production of consumer goods increasingly declined.
After a rapid turnover of three aging heads of party at the start of the 1980’s, Michael Gorbachev became head
of state in 1986. He sought to address the reforms necessary with his policies of Glasnost (transparency) and
Perestroika (restructuring). The dissolution of the Soviet Union, which proved to be the ultimate consequence,
was never his aim. After a power struggle over the future political direction, the so-called August Coup of 1991,
the Soviet Union was dissolved in December of the same year. The Russian Federation, with Boris Yeltsin at
the helm, became the largest successor state. Yeltsin defended the new form of government during the fighting
surrounding the Parliament building in 1993, where rebels had barricaded themselves in. In 1993, the new constitution was approved in a referendum. Since 2000, Vladimir Putin has held the office of Russian President.
Sources (German language):
Schröder, Hans-Henning. "Vom Kiewer Reich bis zum Verfall der Sowjetunion" ("From the Kiev Empire to the fall of the
Soviet Union") and "Politisches System und politischer Prozess" ("Political system and political process") in the German
language journal "Informationen zur Politischen Bildung" ("Information on Political Education"), Volume 281.
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HISTORY
around 880
around 1000
1015
12th cent.
13th cent.
1228
1380
1448
1462-1505
1480
1613
1682 – 1725
18th cent.
1805-15
19th cent.
1914-18
1917
1922/23
1927-53
1941-45
from 1945
1991

Foundation of the Grand Principality of Moscow. Vanquishing of the Kiev Rus
Christianisation
Grand Principality of Kiev
Establishment of several Russian principalities
Mongol rule
Grand Principality of Moscow
First victory over the Tatars
Russian church independent (metropolitan of Moscow)
Ivan the Great “Emperor of all Russia”
End of Tatar rule. Beginning of the expansion northwards and southwards and the colonisation of Siberia
House of Romanov
Peter the Great, reforms and start of the expansion westwards
Expansion as far as the Bug and the Caucasus
Napoleonic Wars, Poland Russian
Conquest of Central Asia and the Far East
First World War
Communist revolution and civil war
Foundation of the Soviet Union
Stalin dictatorship
Second World War
Eastern Europe under Soviet rule, “Cold War”
Dissolution of the Soviet Union

Basic political data
President

Russia is a presidential parliamentary republic. Political power is concentrated in the hands of the President
(since 2000 – Vladimir Putin). The constitution accords him wide-ranging powers. The President is directly
elected by the people every four years, re-election for one further term being possible. He determines the guidelines governing domestic and foreign policy and is commander-in-chief of the armed forces. With the agreement
of Parliament, he also nominates the Prime Minister (since 2004 Michael Fradkov) and the ministers. If the Parliament rejects the candidate proposed by the President three times, the President may dissolve the Duma and
call fresh elections. In addition to this, the President nominates and dismisses the government, making it answerable to him rather than to Parliament. The President also has the right to issue decrees and ordinances, affording him legislative competence and wide-ranging opportunities for creating policy. He is also accorded a
right of veto.
Parliament

The Parliament consists of 2 chambers, the State Duma and the Chamber of the Russian Federation. The Duma
has 450 members and is elected for 4 years. The most recent elections for the Duma took place in December
2003. The strongest party is “United Russia”, which is a close supporter of the Kremlin and won 37.5% of the
votes, giving it 307 seats and the necessary 2/3 majority for amendments to the constitution. Other parties represented in Parliament are the Communist Party (47 seats), the right-wing popularist party LDPR (34 seats) and
the left nationalist party Rodina (Homeland) (38 seats). The two liberal parties Yabloko (Apple) and the SPS
(union of the centre-right parties) failed to obtain the 5 % of votes necessary to enter Parliament.
Federalism and the administrative structure

The Chamber of the Russian Federation is made up of 178 representatives from the regions (2 per federative
subject). Previously, the Governor and the President of the Regional Parliament had the power of appointment
for these posts. Since 2002, however, the members of the Chamber of the Russian Federation have been indirectly elected.
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Russia is divided into 7 federal districts, which have 89 territorial units (subjects of the Federation): 21 national
republics, 6 territories, 49 regions, 1 autonomous region, 10 autonomous areas and 2 cities with subject status
(Moscow and Saint Petersburg). Each subject is ruled by a Governor, except the republics which have Presidents. Since December 2004, these Presidents have been proposed by the State President and confirmed in their
post by the Regional Parliaments, rather than being directly elected, as was previously the case.
The 89 subjects of the Russian Federation
Administrative unit
Area in
Inhabitants Pop. den1,000
in 1,000
sity (Perkm2²
sons/km²)
Russian Federation
17,075.4
145,559
8.52
21 republics
the Republic of Adygeya
7.6
448
58.95
the Republic of Altai
92.6
204
2.20
the Republic of Bashkortostan
143.6
4,110
28.62
the Republic of Buryatia
351.3
1,032
2.94
the Republic of Daghestan
50.3
2,142
42.58
the Ingush Republic
3.2
315
98.44
the Kabardino-Balkarian Republic
12.5
431
34.48
the Republic of Kalmykia
76.1
315
4.14
the Kaarachai -Circassian Republic
14.1
670
47.52
the Republic of Karelia
172.4
765
4.44
the Komi Republic
415.9
1,137
2.73
the Republic of Marii El
23.2
759
32.72
the Republic of Mordovia
26.2
929
35.46
the Republic of Sakha (Yakutia)
3,103.2
989
0.32
the Republic of North Ossetia
8.0
768
96.00
the Republic of Tatarstan
68.0
3,782
55.62
the Republic of Tuva
170.5
311
1.82
the Udmurtian Republic
42.1
1,629
38.69
the Republic of Khakassia
61.9
579
9.35
the Chechen Republic
16.1
786
48.82
the Chuvash Republic
18.3
1,359
74.26
6 territories (krais)
The Altai Territory
169.1
2,654
15.69
The Krasnodar Territory
76.0
5,007
65.88
The Krasnoyarsk Territory
2,339.7
3,051
1.30
The Primorie Territory
165.9
2,172
13.09
The Stavropol Territory
66.5
2,660
40.00
The Khabarovsk Territory
788.6
1,506
1.91
49 regions (oblasts)
the Amur Region
363.7
998
2.74
the Archangel Region
587.4
1,459
2.48
the Astrakhan Region
44.1
1,016
23.04
the Belgorod Region
27.1
1,495
55.17
the Bryansk Region
34.9
1,438
41.20
the Vladimir Region
29.0
1,604
55.31
the Volgograd Region
113.9
2,677
23.50
the Vologda Region
145.7
1,319
9.05
the Voronezh Region
52.4
2,455
46.85
the Ivanovo Region
21.8
1,219
55.92
the Irkutsk Region
767.9
2,742
3,57
the Kaliningrad Region
15.1
948
62.78
the Kaluga Region
29.9
1,079
36.09
the Kamchatka Region
472.3
389
0.82
the Kemerovo Region

95.5

2,982

Capital
Moscow
Maikop
Gorno-Altaysk
Ufa
Ulan Ude
Makhachkala
Nazran
Nalchik
Elista
Cherkessk.
Petrozavodsk
Syktyvkar
Yoshkar-Ola
Saransk
Yakutsk
Vladikavkaz
Kazan
Kyzyl
Izhevsk
Abakan
Grosny
Cheboksary
Barnaul
Krasnodar
Krasnojarsk
Vladivostok
Stavropol
Khabarowsk

Blagoveshchensk
Archangelsk
Astrachan
Belgorod
Bryansk
Vladimir
Volgograd
Vologda
Voronezh
Ivanovo
Irkutsk
Kaliningrad
Kaluga
PetropavlovskKamchatsky
31.23 Kemerovo
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the Kirov Region
the Kostroma Region
the Kurgan Region
the Kursk Region
the Leningrad Region
the Lipetsk Region
the Magadan Region
the Moscow Region
the Murmansk Region
the Nizhni Novgorod Region
the Novgorod Region
the Novosibirsk Region
the Omsk Region
the Orenburg Region
the Orel Region
the Penza Region
the Perm Region
the Pskov Region
The Rostov Region
the Ryazan Region
the Samara Region
the Saratov Region
the Sakhalin Region
the Sverdlovsk Region
The Smolensk Region
the Tambov Region
the Tver Region
the Tomsk Region
the Tula Region
the Tyumen Region
the Ulyanovsk Region
the Chelyabinsk Region
the Chita Region
the Yaroslavl Region
2 cities of federal status
City of Moscow
City of St. Petersburg
1 autonomous region
Jewish Autonomous Region
10 autonomous areas
the Aginsk Buryat Autonomous Area
the Komi-Permyak Autonomous Area
the Koryak Autonomous Area
the Nenets Autonomous Area
the Taimyr (Dolgano-Nenets) Autonomous
Area
the Ust-Ordyn Buryat Autonomous Area
the Khanty-Mansi Autonomous Area
the Chukotka Autonomous Area
the Evenki Autonomous Area
the Yamalo-Nenets Autonomous Area

120.8
60.1
71.0
29.8
85.9
24.1
461.4
47.0
144.9
76.9
55.3
178,2
139.7
124.0
24.7
43.2
160.6
55.3
100.8
39.6
53.6
100.2
87.1
194.8
49.8
34.3
84.1
316.9
25.7
1,435.2
37.3
87.9
431.5
36.4

1,590
781
1,096
1,312
1,666
1,240
239
6,464
1,001
3,663
727
2.740
2,164
2,219
897
1,530
2,956
801
4,341
1,285
3,295
2,709
599
4,603
1,128
1,271
1,595
1,068
1,740
3,237
1,463
3,667
1,256
1,412

13.16
13.00
15.44
44.03
73.66
51.45
0.52
319.17
6.91
47.63
13.15
15.38
15.49
17.90
36.32
35.42
18.41
14.48
43.07
32.45
61.47
27.04
6.88
23.63
22.65
37.06
18.97
3.37
67.70
2.26
39.22
41.72
2.91
38.79

Kirov
Kostroma
Kurgan
Kursk
Saint-Petersburg
Lipetsk
Magadan
Moscow
Murmansk
Nizhni Novgorod
Novgorod
Novosibirsk
Omsk
Orenburg
Orel
Penza
Perm
Pskow
Rostov
Ryazan
Samara
Saratov
Yushno-Sakhalinsk
Ekaterinburg
Smolensk
Tambov
Tver
Tomsk
Tula
Tyumen
Ulyanovsk
Chelyabinsk
Chita
Yaroslavl

No info.
No info.

8,537
4,661

36.0

197

5.47 Birobidjan

19.0
32.9
301.5
176.7
862.1

79
150
30
45
44

4.16
4.56
0.10
0.25
0.05

Aginsko
Kudymkar
Palana
Naryan-Mar
Dudinka

22.4
523.1
737.7
767.6
750.3

143
1,382
79
19
504

6.38
2.64
0.11
0.02
0.67

Ust-Ordinsk
Khanty-Mansiysk
Anadyr
Tura
Salekhard

Sources (German language):
Momsen, Margareta. "Das politische System Rußlands" ("The political system in Russia") in: Ismayer (Ed.): "Die politischen Systeme Osteuropas" ("The political systems of Eastern Europe") Opladen Schröder, Hans-Henning. "Politisches System und politischer Prozess" ("Political system and political process"): 2004
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Basic economic data
GDP at respective prices
(total in bn. US $):

2001
307

2002
346

2003
433
(359 EUR)

2004
604
(444
EUR)

Gross Domestic Product
(total, per capita, US $):

2001
2120

2002
2400

2003
3025

2004
4216

GDP growth rate (%):
2001
2002
2003
5.1
4.7
7.3

2004
7.1

GDP according to sector (2003, %):
• Industry: 26.9
• Agriculture: 5.2
• Construction: 7.2
• Services: 59.8
Currency: Rouble (RUR)= 100 kopeks
Exchange rate (2004): 1 EUR = 37.81; 1 US $ =
27.75.
Inflation rate (%):
2001
2002
21.5
15.8

2003
12.0

2004
11.7

Budget deficit (% of GDP):
2001
2002
+2.9
+0.9

2003
+1.7

2004
+4.1

Gross foreign debt (bn. US $): 108.3 (2005) or 18 % of
GDP.
National debt (bn. US $): 170.3 (2004), 28.2 % of GDP.
Tax ratio (% of GDP BIP): 29.4 % (2004)
Overall ratio of levies (% of GDP): 33.1 (2004)
Unemployment rate:
2001
2002
10.2
9.0

2003
7.1

2004
7.8

Employment structure according to sector (2003, %):
• Industry: 29.4
• Agriculture: 11.6
• Services: 59
Export/import (in bn. US $)
2001
2002
2003
2004
100/41.9 106.7/46.2 133.7/57. 183.2/94.8
4

Proportion of households with (2004, in %):
• Home computer: 12
• Own car: 22
• Television: 92
• Real estate: 31
• Mobile telephone: 40
Oil, oil products, natural gas, coal and electricity continue to occupy a dominant position in the commodities
structure of Russian exports, followed by metal, metal products and wood. Imports are dominated by machines, equipment, vehicles, foodstuffs and their primary products and chemical products. Most important foreign trade partners by volume of foreign trade (2004): EU-25: 45.1 % (including Germany: 9.3 %, the Netherlands: 6.5 %, Italy: 5.9 %); CIS States: 18.3 % (including Belarus: 6.8 %, Ukraine: 6.6 %); USA: 3.8 %; China:
5.8 %.

10

Russia at a glance

Sources: all information according to Eurostat

Current economic situation
Economic growth is continuing in Russia, despite a slight loss of momentum compared with the previous year
(the expected figure for 2005 being 5 %, as opposed to 7,1 % for 2004). Economic growth has its basis in energy exports, but also depends on the demand of domestic industry for machines and other equipment as well as
on private consumption, the last mentioned having increased by 12.5 % in 2004.
Foreign firms benefit both directly and indirectly from the increased demand of Russian manufacturers for machines, equipment and primary products. There is a particular demand for machines, industrial plants, means of
transportation (which constitute 40 % of total imports) and construction materials. Investment is falling slightly,
one of the reasons for this being the development in the banking sector, which remains weak. Currently, only 7
% of investments are financed via credits. Germany is Russia’s most important trading partner, exports to the
Russian Federation increasing by 18 % in 2004. Russia is Germany’s 14th largest trading partner. GermanRussian trade is characterised by the unequal structure of goods. Germany mainly imports raw materials (largely
energy) and semi-finished goods, whereas Russia imports machines, equipment and chemical products.
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Future opportunities and threats
An increasing number of small and medium-sized German companies are becoming involved in the Russian
market. Currently, around 3,500 German companies are active in Russia, 2,700 of these in Moscow. There is
opportunity for companies not yet active in Russia to enter the market and for those firms already involved to
extend their activities into the growth centres within the regions (such as Ekaterinburg and Novosibirsk). Good,
long-term perspectives are also available in the sectors of environmental protection, wholesale and retail, telecommunications, chemicals, agriculture, electro-technology, energy, construction and aviation and space.
Source: German Office for Foreign Trade (http://www.bfai.de/ext/anlagen/PubAnlage_1228.pdf)

Forms of enterprise
In Russia, there are the following forms of enterprise:
OAO – Open joint stock company, the equivalent of a plc. The minimum capital is 1000 times the basic wage
stipulated by the government. This figure serves as the basis of calculation for fees and investments and is currently 100 roubles. It is also possible to form a one-person OAO.
OOO (Ltd.) –this form is possible for 100 % subsidiaries or closed joint stock companies (ZAO). The minimum
capital must be 100 times the basic wage, the establishment of a one-person OOO also being permitted.
There are also limited partnerships, full companies (unlimited companies) and companies with additional liability.
All forms of enterprise are available to foreign companies, and there are no limitations on stakes held. Although
it is not usual to open branches, one possible form of enterprise is a representative office which can prepare contracts without itself becoming active economically. Foreigners may also operate in a self-employed entrepreneurial capacity in Russia. Registration with the local tax authorities is sufficient for this.
Source: German Savings Bank Association (DSGV)

Employment law
The stipulations of Russian employment law are set out in the Employment Code of the Russian Federation
(Trudovoi Kodeks Rossiksoi Federazii – TK), which came into effect in 2001. Since both domestic and foreign
business in the Russian Federation is subject exclusively to Russian law, knowledge of Russian employment
law is essential for anyone wishing to become active on the Russian market.

Employment contract
A written contract of employment between the employee and the employer is compulsory. Usually, unlimited
employment contracts are concluded, although it is possible to agree limited contracts of employment, which
have a maximum term of 5 years. Such contracts must state the reason why it is not possible to conclude an
unlimited contract. Probationary periods can be between three and six months, although it is also possible to
forgo these. A contract is deemed to be null and void in the event that an employee does not commence work on
time (within one week) without a serious reason.

Work book
This document records all previous and current employment and periods of employment and is a distinctive feature of Russian employment law. All employers are obliged to use these work books for employees for whom
the job in question is their main occupation. Employees who have worked previously will already be in possession of a work book, which they submit to their employer. If employees are beginning their first job, the employer must set up a work book.
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Notice and dismissal
Employment may be terminated by both parties during a probationary period. In this event, the employer must
provide reasons in writing, whereas the employee has the unlimited right to termination of contract. If an employer terminates a contract, a period of notice of two weeks applies, and employees receive their work book
and final salary on the last day. Termination of contract on the part of the employer is permissible if the company plans to make employees redundant, if an employee is not suitable for the job, if a doctor’s certificate attests that an employee’s state of health is insufficient, if a lack of qualification is ascertained during an initial
test or if employees repeatedly fail to fulfil their duties or are guilty of gross breach of duty on a single occasion
(the last mentioned including beginning work under the influence of alcohol or drugs or absence from work
without a valid reason for longer than 4 hours). Trade unions must be informed of the termination of contract.
Contracts may not be terminated during periods of leave or temporary incapacity on the part of the employee.

Working time
Statutorily stipulated working time is 40 hours per week. Breaks do not count as part of working time. Sunday is
a holiday. Overtime must not exceed 120 hours per year and must be paid. Night work is allowed, but must be
remunerated with a correspondingly higher level of pay. Agreement of part-time work is permissible, the salary
being reduced proportionately to the agreed time, and the right to holiday remains unaltered. Employees with
children under the age of 14 may determine their own working hours, and employers may not refuse such applications.

Leave
Paid leave is four weeks or 28 calendar days (not working days). Right to leave is established after employment
of six months. Employees with children under the age of three have the right to maternity/paternity leave. This
may be taken by any member of the family (such as the grandmother, for example).

Wages/salary
The Russian constitution stipulates a minimum wage, although there is currently no statutory instrument to implement this. There is the further discrepancy that, despite the fact that the minimum wage must not be under the
poverty level, it is currently so low (720 roubles, approx. € 20) that this condition is not fulfilled. In reality,
wages are significantly above the minimum wage (the average wage in 2005 was 8,133 roubles = 250 €). In the
first quarter of 2005, wage increases were running at 21.4 %, (1st quarter of 2004 27.3 %). There are, however,
considerable variations in salaries according to region, branch and type of company. Differences in income between the poor and the rich are becoming ever wider, meaning that average figures are significantly higher than
the actual salaries of large parts of the population. Wages are paid in roubles on a fortnightly basis, and a pay
slip is issued. Payment in kind is permitted, although a maximum of one fifth of the total wage may be paid in
this way. If there is a delay in payment of wages by employers, interest must be paid on a daily basis proportionately in line with the current interest rates at the Russian Central Bank. If there is a delay of more than 15
days in payment of wages, employees have the right to down tools and inform the employer of this in writing. In
practice, especially small companies often pay wages with considerable delays or make unofficial payments to
avoid social contributions. Payment of additional benefits, such as bonuses, is exclusively a decision of the employer. Employers must continue to pay salary if employees are ill. In the event of an accident at work or occupationally related illness, employers are liable for compensation.

Trade unions
The constitution accords trade unions a special role in their capacity as mass organisations. Employees of a
company may form an association of employees (similar to the workers’ councils in Germany). Employers are
obliged to support such associations, such as by providing premises. Employers must listen to the views of these
associations before making certain decisions. The new employment code has meant that trade unions de facto
have very little possibility of influencing decision-making, the right to co-determination having been replaced
by the right to a hearing of views.
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Social situation
Social insurance
The constitution defines Russia as a social state guaranteeing state social provision to all (§ 7). There is compulsory medical insurance and state pension and social insurance, some of the costs of which are funded from social tax revenues. Contributions to the various insurance funds are made by the employers alone and are consolidated within a uniform social tax which varies according to amount of salary and may not exceed 35.6 % of
an employee’s gross income. Unemployment benefit is paid directly from the national budget.

Pensions
Pensions in Russia are based on three pillars: the basic pension, pension insurance and a savings pension. The
amount of the pension insurance contributions made is based on the age and income of the employee. Retirement age is 60 for men and 55 for women.
Source: German Office for Foreign Trade

Demographic situation
The Russian Federation is a multi-ethnic state, currently comprising 143 million inhabitants as follows: 79.8 %
Russian, 3.8 % Tatar, 2 % Ukrainian, 1.2 % Bashkirian, 1.1 % Chuvash, 12 % smaller ethnic groups. All the
ethnic groups which comprised the former Soviet Union are represented in Russia. The country has a shrinking
population, the reasons for this being the massive emigration and the low birth rate since the change of system.
Source: CIA World Fact Book

Developments on the labour market
Unemployment in Russia is currently 7.9 %. In the major population centres and within growth branches (and
also due to the fact that the population is falling), competition for well qualified skilled workers is constantly increasing. A problem for the companies is the low level of loyalty displayed by employees, who are often prepared to change jobs for a slightly higher salary. It is now common practice to use headhunters to search for
qualified employees. Companies are also involved in developing personnel management further to counterbalance this. In order to meet demand, President Vladimir Putin has declared that he is in favour of encouraging
immigration from CIS states. Most of the unemployed, who have lost their jobs owing to restructuring or because their unprofitable companies have been closed, will not be able to benefit from this, since they are not
qualified to fill the jobs available.
Source: German Office for Foreign Trade , Eurasisches Magazin

Craft trades system
In Russia, the term “craft trades” is mostly taken to mean art and folklore handicrafts. This mostly involves
home workers working alone. Collectives mean that the transition to industrial production is fluid. A “tradesman” is mostly taken to mean a worker who carries out repairs and who works at a low level. In social terms,
such workers are viewed very negatively. They rank below a skilled worker. The low qualifications of this
group of workers and their lifestyle at the edge of social norms were intended. According to Lenin, craft trades
were an economic form which had been superseded by the Soviet regime. The consequence of this was that
even rudimentary forms of craft trades were officially undesirable. The areas of socialisation planned in ideological terms were the collectives, the combines or the Kolchos. Although gaps in the planned economy meant
that individual niche existences could not be avoided, they were discriminated against.
This makes it difficult to deal with the concept of craft trades in Russia. Those small and medium-sized companies focussing their economic activities on a technological field may be termed craft trades companies. The entrepreneurs or management employees and the staff have specialist qualifications in this field.
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Educational system

General schools
In 2001, there were 66,900 general schools with a total of approximately 19.4 million pupils. In 2001/2002,
66,000 pupils attended private schools, which make up a proportion of just over one percent of all schools.
The nine years of compulsory schooling comprise a four-year primary sector, although the majority of children
do not start school until they are seven and complete this sector in three years, followed by a five-year lower
secondary sector, which concludes with a final examination. A decision on the planned extension of this sector
by a further year, with the aim of reducing the chronic curricular overburdening of pupils (many in effect only
completing eight years of schooling) has been put on ice for the present.
Acquisition of the upper secondary school leaving certificate: upon completion of compulsory schooling, approximately two thirds of pupils, and a much greater proportion in the cities acquire “final intermediate education” by progressing into the upper secondary sector, which leads to the upper secondary school leaving certificate. No entrance examination is required for this transition. Upper secondary education concludes with the upper secondary school leaving certificate examination, although this does not guarantee entrance to an institute of
higher education.

Access to higher education
The new, uniform state examination (EGE) at the end of the upper secondary education sector, which has already been successfully piloted in 47 regions and provides the opportunity for university level study, represents
a disentanglement of the examination from both schools and institutes of higher education. Tests and computers
are used with the aim of centralising marking and achieving a greater level of objectivity. A profile education at
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upper secondary level based on subject specialisations is also in the pilot phase, the intention being for this to
provide support for the uniform examination. This form of specialisation represents a drastic departure from the
curricula within the general schools, which are predominantly standardised in terms of their core content.

Vocational education system
The differentiated vocational education system is oriented towards permeability and comprises four levels.
These range from simple in-company on-the-job training to basic vocational education and training in vocational schools to intermediate specialist school education and to higher education studies, as well as ultimately
encompassing the whole range of tasks relating to the continuing training of workers.

Higher education system
The number of institutes of higher education doubled from 519 in 1991 to 1008 in 2001, 387 of these being private institutes of higher education. During this period, many institutes of higher education which had been
closely limited in terms of the spectrum of subjects they offered expanded their provision in order to acquire the
coveted status of being a university (1998: 270, 2001: 304 universities). The increasing tendency for institutes
of higher education to integrate institutions from other levels within the educational system, such as grammar
schools, specialist grammar schools, colleges, technical colleges and intermediate specialist schools, enjoys official support.
Since the low point in 1993/1994, the number of those studying has more than doubled to 5.426 million, the
proportion of students per 10,000 of the population having risen by 50 % compared to the 1980’s. The quota of
25 percent paying students per institute of higher education set by the Ministry of Education has been considerably exceeded and has reached an average level of approximately 44 percent. Only just under 11.6 % of students currently attend institutes of higher education in the comparatively extensive private sector.
The introduction of a graded system of higher education study in line with an international model (Bachelor and
Masters qualifications) has thus far not succeeded in replacing the traditional degree, awarded after five years of
study. Russia’s endeavours to affiliate itself to the pan-European so-called Bologna Process, the aim of which is
to create a framework establishing compatibility of courses of study and higher education qualifications across
Europe, means, however, that this way of structuring higher education study is once again forming a topic of
current debate.
The bad status and the traditionally low level of prestige accorded to training in simple occupations, the great
shortage of qualified jobs and also the fact that military service is deferred for those embarking upon a course of
higher education study immediately subsequent to the upper secondary school leaving certificate have all combined to make higher education attractive for an increasing number of young people. This development has now
caused the government to consider restricting access in line with the requirement for workers in the recovering
economy. The considerable levels of emigration to the West, especially amongst the most qualified graduates, is
a further cause of complaint.

German language sources:
"Informationen zur Politischen Bildung" ("Information on Political Education"), Volume 281
German Trade and Industry Delegation in Russia
German Federal Institute for Vocational Education and training
Institute for Economic Education at the Carl von Ossietzky University in Oldenburg
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Negotiating in Russia
In Russia, the personal level is very important. For this reason, people are usually greeted individually, often in
their own language, and proceedings begin with exhaustive small talk. Enquiries about the family are usual as
viewed as a sign of engagement and interest. For Germans, this may initially seem strange or be interpreted as
nosiness. One should react in kind by making similar enquiries oneself and not retreat into silence or allow the
impression to be given that one considers these questions inappropriate. Good personal relations can certainly
have a positive effect on negotiations. Be prepared to take the time and do not become uneasy if the personal
conversation seems to you to take up too much time when you are anxious to get down to business.
Notwithstanding the warmth of the meeting on a personal level, you should be prepared for the fact that your
business partner’s behaviour may change completely when business negotiations are being conducted. Your
partners will ruthlessly defend their own interests. You should also not be surprised to see outbreaks of emotion,
such as shouting, banging on the table or leaving the room for short periods and should not become unnerved. In
Russia, there is frequently a marked lack of willingness to compromise , meaning more concessions are expected from the other side. To avoid conceding too much, it is advisable to prepare tactically for the negotiations and to begin by arguing for points which are not so important and which can be apparently reluctantly conceded during the course of discussions. Although personal communication often takes place in German or English, it remains customary to conduct business negotiations in the language of the country. It is therefore advisable to bring an interpreter who is skilled in business. It is also worth considering having a lawyer to hand, preferably one who works for an international agency. Such people have often studied abroad and are familiar with
both the Russian and German way of thinking. They often act as interpreters at the same time.
When drawing up the contract, it is often the case that the Russian side prefers unclear formulations which leave
sufficient leeway for various interpretations. The German aim of wording the contract in as precise and exact
terms as possible frequently meets with incomprehension. This is, however, a point on which it is advisable to
insist. At the end of the day, it is the written word which counts.
In general terms, one can expect one’s Russian partners to be very knowledgeable in technological and scientific
areas. In the fields of sales, marketing, controlling and commercial knowledge, the situation is very patchy.
Younger business partners are frequently better versed than older partners. Taking enough time to provide detailed explanations of facts and circumstances of which there is little understanding on the part of one’s opposite
number goes down well, although a doctrinal tone should be avoided. This is not liked at all. It is usual to celebrate the clinching of a deal, normally in a restaurant. Toasts have a great tradition in Russia on such occasions,
affording such opportunities as announcing one’s happiness at the successful conclusion of the contract and
drinking to German-Russian friendship. The host proposes the first toast, followed in turn by all those who wish
to follow suit. In your capacity as a partner, you should be sure to have a toast ready to propose. Notwithstanding all the difficulties which can arise in the course of intercultural negotiations, it is a point worth making that
good business relations are usually of long duration.
Source: Manager Magazin, Wirtschaftswoche
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Basic vocabulary
Greetings, introductions, taking your leave
Russian
Transcription
Здравствуйте
Ztrastvuitje
Привет
Privet
Как вас зовут?
Kak vas zavut?
Меня зовут Анна Menja zavut Anna
Петровна
Petrovna
Как у вас дело?
Kak u vas dela?
Хорошо, а у вас?
Chorošvo, a u vas?
Очень приятно с ва- Očen´ prijatno s vaми познакомиться
mi posnakomnitcja
До свидания
Пока

Do svidanija
Poka

Phonetic guide
Zdrastvuyte
Priviet
Kak vas zovut?
Menya za`vout Anna
Petrovna
Kak vas dela?
Karasho, a u vas?
Otshen priyatno s
vami posnakomnitsja
Da svidaniya
Paka

English
Hello (formal)
Hello (informal)
What’s your name?
My name is Anna Petrovna.
How are you?
Fine thanks, and you?
Pleased to meet you.
Goodbye (formal)
Goodbye (informal)

Making yourself understood
Russian
Transcription
Я не понимаю
Ja ne nonimaju
Я не говорю по- Ja ne govarju poрусски
russkii
Вы говорите по- Bi goboritje poнемецnemezkii? Noки?/по.английски?
angliskii?

Phonetic guide
Ya ne panimayu
Ya ne gavaryu paruski
Vi gavaritye panemeski? Paangliski?

English
I don’t understand.
I don’t speak Russian.

Phonetic guide
Spasiba
Pazhalsta
Da
Niet
Ya ne snayu

English
Thank you
Please
Yes
No
I don’t know.

Phonetic guide
Izvineete
Izvineete, ya apasdalas
Izvineete, u menya
net vremeni
Izvineete, ya sanyata

English
Sorry
Sorry I’m late.

Do you speak German? English?

Little words
Russian
Спасибо
Пожалуйста
Да
Нет
Я не знаю

Transcription
Spasibo
Požaluista
Da
Net
Ja ne znaju

Apologising
Russian
Transcription
Извините
Izvenitje
Извините, я опо- Izvenitje, ja oposdaздалься/-ась
los´
Извините, у меня нет Izvenitje, u menja
времени.
net vremeni
Извините, я занят/-а Izvenitje, ja zanjato

Sorry, I don’t have time.
Sorry, I’m busy.
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Personal information
Russian
Имя
Отчество
Фамилия
адрес
номер телефона
электонный адрес
гражданство
дeнь рождения
возраст
профессия
образование/специальность
семейное положение
холостой
женатый /замужняя
разведенный

Transcription
Imja
Očestvo
Familija
adres
nomer telefona
elektronnij adres
graždanstvo
den`poždenije
vosrast
professija
obrasovanije/spezialnost
semejnoje položenije
cholostoj
ženaty (m)/ zamušnaja (w)
razvegjonnij

Phonetic guide
Imya
Otshestvo
Familiya
adres
nomer telefona
elektronnyi adres
graždanstvo
den roshdeniye
vosrast
professiya
obrasovaniye/spesialnost
semeynoye položeniye
cholostoi
shenaty (m)/ samushnaya (w)
rasvedyonni

English
First name
Father’s name
Surname
Address
Telephone number
E-mail
Nationality
Date of birth
Age
Profession
Training
Family status
Single
Married
Divorced

German language links
Relations between the Russian Federation and Germany:
www.auswaertiges-amt.de/www/de/laenderinfos/laender/print_html?type_id=14&land_id=140
German Trade and Industry Delegation in the Russian Federation:
http://www.dihk.ru/
Representation of the Hamburg Chamber of Commerce in Kaliningrad:
http://www.hk24.de/HK24/HK24/produktmarken/international/vertretungen_hkhh/kaliningrad.jsp
Representation of the Hamburg Chamber of Commerce in St. Petersburg:
http://www.hk24.de/HK24/HK24/produktmarken/international/vertretungen_hkhh/st.petersburg.jsp
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