= =y 1 o
. Ty = p:r,._t _'-'~ e T R ﬂ*’ﬁ

e 0 T _.7_, 8 T

RE-EMERGING
INDO-RUSSIAN RELATIONS
IN THE NEW WORLD ORDER

- e

EDITORS
Sanjay Deshpande ¢ Chandrakant Yatanoor

A




=

RE-EMERGING
INDO-RUSSIAN RELATIONS

N THE NEW WORLD ORDER

EDITORS
Sanjay Deshpande « Chandrakant Yatanoor

This book “Re-Emerging Indo-Russian Relations in the New World Order”
discusses Indo-Russian relations in era of Globalization. Russia has Re-Emerged
as a major political, economic and energy power since past one and half decade.
India is one of the fastest Emerging nation in Global Politics. Indo-Russian
Relations in last two and half decades have assumed a meaningful significance. The
cooperation between these two countries has multidimensional implications. Indo-
Russianrelations cover several important areas. Mutual trust and confidence in
cach other have enabled them to reach a very high level of cooperation. The Geo-
political environment and multiple levels of bilateral and multilateral interactions
have opened up new vistas for defining their partnership to raise the level of their
bilateral relations without compromising the interests. This book will generate
considerable debate to open up new ideas for dialogues on Indo-Russian relations.
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0il and Domestic Politics in Russia

Tanaji Pol

The rclationship  between oil and
gas wealth and domestic politics is an established fact in the so-called
Recourse Curse’ thesis. The countries highly dependent on resource
revenue, the dictatorial tendencies are commonly manifested, However,
there are few resource-rich countrics exception to it, such as Norway and
Canada; Russia is also one of the top three oil producing countries in the
world. Oil and gas revenue provides a large share of budgetary revenue.

This makes Russia a classic case for the examination of resource curse
thesis.

Resource Curse

A large number of oil and £as producing economies are called as ‘rentier
state’ because they survive on ‘rent’ derived from leasing oil and gas
assets. Such ‘rent’ is also observed in other mineral producing economies.
The rentier cconomy is very different from a
is devoid of any mineral resources but they s
compelitive manufacturing capabilities and vi

A comparison between these two types
postulates of ‘resource curse’ theory. For 3

productive economy which
urvive on the basis of their
brant services sector,

of states brings out various
productive state, revenue for
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For a productive state, survival lies ip competitiveness; (ly
of alarm and urgency to remain competitive. to improve €conomic and
technological capabilities. There is work-reward causation in the productive
state which seems to be broken in rentier state which results

CIe 1S & sense

ns (0 . n50¢io-political
stagnation and inertia. A typical feeling that rents will ever increase in future

sets in rentier state. The ruling class becomes satisficd as the concern with

them is not to bring development but 1o spend inflow of rents. Over the

period inertia results in overdependence foy elementary needs of society,
Gabon is a classical example of inertia. Once a member of the Ozg-.miz;uin-u
of the Petroleum Exporting Countries (OPEC) and called as ‘wine capital of
the world’, Gabon depended on the import of even daily agricultural items
like potato and tomato from abroad. Now, Gabon is a struggling economy
because of drastic fall in oil production from its peak.

Inrentier state, with a focus on expenditure, there is a tendency to indul ge
into large public expenditure, essentially a short cut to development. With
the availability of large foreign exchange at its disposal, large industzial
projects, mega infrastructure projects like dams and railway ij“’:? are
undertaken. These projects are implemented even if they are ot ‘:l“bl":
however, they are condoned because of a continuous stream ullnluncf’ﬂ-
rents. The rentier state also indulges in secking huge loans in ﬂnllﬂm-:tu\:
that with the stream of rents debt could be repaid. In the long-run, ”uw
only it becomes difficult to sustain large projects but L “LH.F L
becomes difficult if there is unexpected fall or fluctuation of commodit
Price in international market. T I

Resource curse in many ways adversely affect the political ¢l
the rentier state. The enclavistic nature of oil and

gas producn



E ing Indo-Russian Relations in the New World Order
106 + Re-Emergins

. : resources are not generally spread across the country:
trouble. Oil and .’.5“_-‘ ""sm‘l . ion. Theponlat o
(hev are available in particular geographical region. The population of the
region demands a larger share of revenue for their regional developmeny
which is not acceptable to the central governmn_:nt. T!u: _prob]cm becomes
acute when the region is inhabited by an ethn@ r?mjor]ly. Now, demand
can g0 from autonomy of the region to secessionism, such demands are
al:air: rejected by the central government. As a result, local movemeny
u:ms violent. which is likely to be suppressed by use of force by the
central government. These violent skirmishes would become a reason for
purchase of weapons for the Armed Forces. Thus, a vicious violent circle
starts within the country.

Mineral rents accumulated in high offices become a contested point
for political parties in opposition. The ruling party resort to repression
to discourage opposition. The accumulated mineral wealth facilitates
government to hire security forces, equip them with the latest armament,
and monitor citizens with high technology equipment. The government
also indulges in extra-judicial killings, political imprisonments, and
disappearance. However, it is observed that repression is not restricted to
the oil-producing economy; other non-oil-producing economy could be
equally repressive.

Further, rentier state affects the functioning of democracy through
demoralising civil society group formation. Civil society is an integral
part of democracy as its works as a balancer and pressure group on a day-
to-day function of democracy. In rentier state, steady flow of revenue
provides an opportunity to use largesse to demoralise the formation of
civil society groups which are independent from the state and inclined to
dema.nc-i political rights. Similarly, civic institution and their autonomy play
: dgc|s!vc role in the functioning of democracy. In rentier state, these civic
msl_nuuons are either missing or are directly under the influence of rulers.
L?;f:g?::;lzn"Tsh?:cf:‘ffi\’ﬁ from one snmlrce and accumulated in one
) cilitates ruling authority to distribute largesse and

maintain a i i -
maintain  system of cronies. But, are all oil and gas-producing countries
suffering resource curse?

The oil and gas producin

, & nations could be classificd between
consolidated autocracies 1o ¢

nsolidated democracies. This range could

Oil and Domestic p
be diVid“q into t':aur groups. The first group is on the side of consolidated
democracies which include countries of Westery Europe, North Ame
and Oceania, Norway, Canada, Denmark, ang the
are leading li.beral‘democracies. The second category includes working
democracies of Latin America oil and gas-producing states like Venezuela,
Mexico, and Trinidad as well as Tobago. These energy-producing Cgumﬁc;
are not only more democratic than other countries on the continent but are
also more likely to democratise over the years. The third £roup comprises
countries which are close on the side of autocracies and are mostly from
sub-Saharan Africa. A clear relationship is evident with the increase in oil
and gas revenue and tendencies of autocracies in this region. The fourth
group comprises autocracies of the Middle Eastern region where there is
an absence of democracies. Where lies Russia in the debate of resource
curse? Russia could largely overcome resource curse which 1s explained
in the subsequent section.

olitics in Russiy » 107

nca
United States. These

Fiscal Bargain

It is commonly understood that the development of democracy is closely

related to the right of a citizen in the governance of state because of its

contribution (o the state exchequers. In oil and gas-producing countries,

the state exchequer is filled with ofl and gas reserve or revenue. The
contribution of local taxes by citizens is negligible; as a result, the state
does not oblige its citizen. The rulers live as ‘rents’, -sur\'i\*%ng on revenue
received from leasing out mineral resources rather than rc1ymg on la:\f‘.'s In
evoid of democracy is directly linked

many countries of the Persian Gulf, d o ire -
s, cilizens barely pay taxes

with ‘rentier’ states. In the Persian Gulf state o
bt thy receive many sevis feeof ot from h e e stcaton
healthcare, housing allowances, and even guammecd jobs. This largesse i
sufficient enough to control desire for the p(_ﬂ :

In Russia, such largesse cannot be distr i
reasons. The Persian Gulf countries havev _a COZE];T; :,r ;znpim 2ross
high per capita income. It is s high as l.JbS, 1 L’é‘.S 73,246 per capita
domestic product (GDP) in Qatar. Kuwalt hd?g ¢7.674 per capita GDP
GDP whereas the United Arab Emirates has Uh“l '-;._ is USS 22,990 per
which allows them to distribute 1argesse. In Russtd, T2

itical right.
buted for few important
ristic of
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DP which is not as high to provide basic amenitics free of cost 1

capita G £ oil revenue on the functioning of democracy

masscsl. “_I'hus. IIIE.IWP:;I Ome size of population in Russia is much larger
?s ncghglb'l& Ad I‘T;nl;eryslian Gulf state; for example, Qatar and Kuwait
in ;"ompafu ::':;:’2 526,994 and 41,83, 658, respectively: whereas Russiap
2:;:]22?::1 is many‘ 1ir;13$ higher and estimatec! ro'bB l4,§5,44. ?'1'3; as a
resull, the Persian Gulf like largess cannot be (_l'smbmad in Russia.
The modern tax system differentiates Russia from Persian Gulf states.
In Russia, personal and corporate taxes contri.bute a‘substamial part of
budgetary revenue even though oil and gas 1s an 1mpor1f3m revenue-
generating resource. The present-day tax system .was implemented
by the Russian Parliament in 2000-01. This newly introduced tax law
substantially altered both direct and indirect taxes; as a result, today
Russia has a modern and internationally competitive tax system. Russian
taxes are listed and regulated by the Russian Tax Code which includes all
modern forms of taxes like VAT, excise duty, personal income tax, assct
tax, land tax, ctc. The profit tax is calculated at 20 per cent which 1s one
of the lowest in large economies. Some of the latest developments in the
tax system in Russia included the best global tax monitoring practices
which measure to stop misusing of low tax jurisdiction of tax heavens and
availing unjust tax benefits. Similarly, many new incentives are offered to
promote innovation and the modernisation of industries.
In Russia, not all taxation revenue from oil and gas companies is provided
by a nationalised company. Private oil and gas players also contribute a
significant amount. Oil from national oil companies cannot fully support
Russian budget and will have to negoliate private oil and gas players. This
contribution remains significantly high even after President Putin’s drive to
nationalise oil sector and nationalisation of Yukos, Siberneft, and Sakhalin 11
rcncgl-aLialiun. Today, private oil and gas companies may not be as large as they
were in the 1990s, but even if small and segregated they have an important
1ole to play in revenue generation and the state cannot overlook therm.

Oil and Modernisation

Modernisation :
iock] l:isa:o; is closely linked to resource curse. In-fact, democracy is
n : z i
¥ Hinked to modemisation of society as the prevalence of democracy

- T
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is much higher in modem society. Ol ang gas producers o
North America are set parameters of 1]10-.lt:m;ly :
of keeping resource curse away from society,
to education, industrialisation, 1Ilbaniﬁi\lin;|,
accountable government, ;

[ Europe and
and are a shining example
Modernisation is atributed
occupation: specialisation,

. and open mass media, Modernisation helps
in OVErcoming resource curse in multiple ways, The higher level of

cducation _i" snci.cty helps in forming more aniculate population which is
better equipped in organising themselves and communicaling on various
socictal issues. Modemisation also brings workforce which is better
informed about their nights. The workforce intially starts developing with
occupational specialisation and moves into secondary and tertiary sectors,
The workforce becomes more autonomous and becomes capable of
entering into bargaining and negotiations to protect their rights. However,
modernisation cannot be directly equated with mere fast growth in the
economy like observed in many Persian Gulf states. Modemisation, thus,
is not brought about by the state but by a social mechanism,

Russia is a modemn socicty by all standards. The literacy rate in Russia
is estimated to be 99.7 per cent, one of the highest in the world and at
par with any of modern societies in Europe and North Africa. It is also
noteworthy that women education is equally robust in as male education
estimated at 99.6 per cent. Russia also has adistinction of having the
highest attainment of college-level education in the world—estimated at
53 per cent of Russian adults which is almost 20 per cent above average
European society. Russia has vibrant cultural space spanning from
architecture, visual art, music, and dance. Literature and Philosophy holds
a special position in Russian culture. It has a rich heritage of Russian
philosophy spanning over centuries and is still preserved by the Russian
society. Russia has a similar rich heritage in literature. Thus, Russia is 2
modern society which separates itsclf from the Persian Gulf states.

With the vibrant modern society, Russiaalso possesses modem industrial
economy. The GDP composition of {he Russian economy is hike any L‘-"-l"t‘t
advanced economy. In the GDP, services sector takes the hnr‘:‘-l‘ﬁ_1 -‘h“"‘-.

Y with 37.5 per cent and agricuimure

of 58.3 per cent, followed by industry
with 4.2 per cent. The Russian economy over the y :
level with successfully shedding its earlier mode of

sars could achieve tht

centralised planning
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ussia possesses ample resources
dustries as well as has a well-

10" Re-Fmerging Ind
the Soviet days. Today, Ri
pel its modem
ntial technical expertise. The Russian
cconomy has today well-functioning and a complete range of mining and
ew—acti\.'c industries with products like oil and gas, coal, strategic metal,

hine building industries churning products

and chemicals. A vibrant mac _ ‘
from road and rail transport vehicles, agricultural machinery and tractors,
construction equipment, electric power generating transmitting equipment

and medical and scientific instruments. In addition, it has an unmatched
military-industrial complex with products like high-performance aircrafts,
radar. missile, armored vehicle, advanced electronic components,

shipbuilding, and space vehicles.

inherited from
and mineral wealth to pro|
educated labour force with substa

Diversification
Diversification of economy is crucial in ‘resource curse’; especially efforts

to lessen dependence on oil and gas revenue. It is observed that nations
dependent on oil and gas revenue or other limited range of products do less
well in the long run whereas diversified exporter nations are associated with
higher and long run growth. Sole dependence on one resource of revenue
would be barely sufficient to meet the demand of growing population. In
the long run, the overall prosperity and stability will demand the productive
employment of masses and gaining the higher level of skills. Another reason
for diversification is to meel the vagaries of oil and gas price fluctuations.
Diversification self-insures national economy against possible shocks of
sudden fall in prices of commodities and saves the nation from possible
macro-cconomic shocks. Diversification helps in many ways to oil and
gas producing economy. By starting to export the industries in the nation
acquire the higher level of capability and competitiveness which leads to
capabilities to produce and export other products in allied sectors. It also
cn;:blcs dynamic lean-by-doing gains,
of revenue. As mentioned carlier, [f:’fc:: ?Slvely depeudent;on e suulrcc
agriculture, industry, and service ‘sec{l' P thr'cc yesiom, Y
deficiencies of diversification Rus_\,-":fr s gl p.olcnlm] lo.overcam®
: la possesses highly skilled labour

Oil ¢ ; it
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?VhICh r.lm ?"Iy Bty quite necessary technology and skills but also
improvise 1. Al_prescm’ the Russian economy is facing a tough time
?ec?Si :; E;l;:t::;: |;;‘1feP:;CQS .Uf oil and this could be the 11'51 ni'sllfalc\:i;
or divers € ) ussian gove, P e
a path of diversification. It is pr;uwl::]:wi:;l 1}:1?;;:@3 e.mharktld =
aggressively; some new products are cuns:anli\-' on dis 4 -“-] us-l.ry Cnmwcx
i 3 splay. This aggressive
marketing was not til?ﬁcrvcd before. Russia is equally promoting other
mineral sectors especially diamonds, extra attention is given to reach to
large markets like India for diamonds.

The importance of diversification of economy can be best seen from
many emerging nations of Asia who have acquired skills to become
diversified export economy. They have achieved unprecedented economic
growth, in many cases, it was double digit growth. These Asian economies
have outshined many mineral resource exporting economies. It is also
noteworthy that many of these Asia economies are not self-sufficient in
energy, they import energy commodities from across the world like China,
India, South Korea, Taiwan, Hong Kong, ete. India, in particular, can share
ot of experience in export-oriented diversified economy. India is an oil

al
o-third of imported oil.

and gas deficit country and relies on more than tw
The competitive edge in the export-led sector was achieved over decades.
India’s early exports were in the elementary sector of textile, steel,
handicrafls, etc. A big success was first achieved in service sector exports
mainly in the Information Technology. There wasa
in other manufacturing industries like pharmaceutic
ship building, and petroleum refinery. The automobile industry is @ good
{h. Tt started solely with focus on the domestic

market but over the years not only components were manufactured bl-ll
-as created in the country. Today, India 1s

even complete design of a car W A
. e s etunine cars for

home to all world leaders in automobiles and 15 manufactunng “‘“’ ol
s lapaast € s today.

exports. The refined petroleum products are India’s largest exports 1042
To take manufacturing sector into & higher level, the G

has launched ‘Make in India’ programme.

1so simultaneous growth
al, heavy engincering,

example of export grow

overnment of India

Conclusion s exports for decades

: . oad i and
Russia has relied on revenue derived from oil and g
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- enue has had been playing a crucial role in the overall cconomy
2 and this makes the nation \'ulncTahlc to ‘rcsour(:f: curse’. Some
effect can be seen at present as Russia is mcmg sIo)\' growth in the economy
revailing low international oil prices. Another example of
sive dependence on oil and gas revcnu.e was given during
{he Soviet era. It is suggested that due to similar excessive dependence on

oil and gas revenue and the then prevailing international oil prices below

1SS 20 became one of the major causes of the disintegration of Soviet
Union. Is Russia vulnerable to ‘resource curse’? Scholars are divided over

this issue. opinions range from extremely vulnerable to mildly vulnerable,
ns why Russia is not susceptible to ‘resource curse’

This rev
of Russi

because of the p
the effect of exces

There are various reaso
like many economies in Affica and the Persian Gulf.
The Russian economy, as mentioned, is an advanced economy

in comparison to many of its oil and gas producing peers in Africa
and elsewhere. It has achieved much a higher level of scientific and
technological skills because of not only nearly complete literacy level but
also a much higher rate of prevalence of higher and technical education.
This has provided the highly qualified workforce to Russia. Russia’s
world class capabilities in science and technology arc visible in many of
its products like fighter aircraft, battle tank, nuclear reactors, and other
streams of biological science. Thus, Russian society is not like any other
society, who are dependent on oil and gas. Besides this, there are several
other sectors that contribute to the economic growth of the country.
The other effects of ‘resource curse’ on society are like unaccountable
government because of zero taxation too does not work. Russia not only
has broad-based taxation but highly educated and learned society which is
capable of organising themselves.

However, the present slowdown in the Russian economy indicates that
Cxces§i\'e dependence on oil and gas revenue could result in setbacks
cspcual” in l‘hc scenario of low oil prices, It is necessary to diversify
s T s i i i A
India’s experience in t:c d'ncc '10 Sﬁare ¥ ‘dwcrstymg et FRpOTES:
aovint ‘ iversification of itg export items especially

g towards higher products over the years. India with th ffi
to enhance exports coylqd registe; 4 msin- Wit Heseiciiars
cr unprecedented growth level of touching
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7 per cent for a decade. The export capability developed over the vea
and automobiles sector in India is a good example of it. Russia mi h:ss
realised the importance of diversification of its exports and ;nccnrdmu‘l.\'
it is focusing on sectors like military hardware, diamonds, and nuclear
reactors. Over the years in Russia, when its economy is fully diversified
and its dependence on oil and gas reduced, Russia will observe the
negligible impact of ‘resource curse’.
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