The relationship between the United States and Russia since 2000 has been a complicated
one, with several twists and turns. Relations were chilly up until September 11", 2001. On that
day, then-President Vladimir Putin (in office from August 1999 to May 2008) was the first leader
to call President Bush offering support, and later provided intelligence for America’s invasion of
Afghanistan.l There was even talk of forming a “strategic partnership” with Russia.’ By the
commencement of the Iraq war, however, relations had taken a marked downturn, from which
they have not recovered. As Russia became increasingly authoritarian at home and was
perceived as overly aggressive abroad, relations continued to deteriorate, with some
commentators in 2007 and 2008 wondering if a new Cold War is in the making. At the same
time, oil prices have marched steadily upwards since the second quarter of 2002. Then, the
average world spot price for a barrel was $23.62, which rose to $38.64 in the last quarter of 2004
and to an astounding $87.62 at the end of 2007.> Russia has been one of the main beneficiaries
of this trend, as it exports enormous quantities of oil and natural gas. This has caused substantial
economic growth in Russia — GDP has increased by an average of 6 to 7% a year since 1999*
and the state established a stabilization fund worth $158 billion by the end of 2007 The IMF
and World Bank estimate that, in 2005, “the oil and gas sector represented around 20 percent of
the country’s GDP, generated more than 60 percent of its export revenues (64% in 2007), and
accounted for 30 percent of all foreign direct investment.”® Thus, many commentators have
linked the two trends. One article argues that “energy is at the heart of Russia’s economic
performance and renewed confidence on the global scene.”’ Another states that “Buoyed by
high oil prices, Russian leaders are standing tall for the first time in almost two decades™.® A
third believes that “the era of sky-rocketing oil prices ... is fueling Moscow’s sense of
importance and success.”’

The question this paper will attempt to answer is whether the increase in the price of oil has
indeed led to an increase in Russian aggression abroad.'® First, Russia’s oil and gas industry will
be briefly described, as will Russia’s foreign policy development between 2000 and 2007.
Second, original research data will be presented which correlates the increase in oil prices to an
“aggression index” of Russia’s foreign policy, and the results will be examined. Third, potential
linkages of oil to foreign policy decision-making will be analyzed. Fourth, potential alternative
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hypotheses for the measured changes in Russian foreign policy will be evaluated, and some
overall conclusions discussed. Fifth, Russia’s future foreign policy outlook and energy prospects
will be examined, with the conclusion assessing the implications for the West.

I: Brief background on Russia’s oil production

Russia is one of the most important energy producers in the world, in terms of both oil and
natural gas. It is the second largest producer of oil and the largest producer of natural gas
accounting for 12.9% and 22% of world total, respectively, in 2006."" 1t is also the second
largest exporter of oil and the largest exporter of natural gas.'” Russia has around 6% to 10% of
the world’s known oil reserves.'” Russia holds the world’s largest natural gas reserves, about
twice that of the second-largest country, Iran."*

As noted above, these energy resources are critical to the Russian economy, as a few more
statistics illustrate. Taxes on oil and gas provide 37% of budget revenues, and research by the
World Bank and IMF estimates that each dollar increase in the price of a barrel of oil raises
Russian budget revenues by around .35% of GDP."” Other sources indicate that oil and gas
provide 50% of budget revenues and 65% of exports.'® Of Russia’s 100 largest companies, 75%
are in the oil and gas sector.'” Recognizing this, Putin described the energy sector in May 2006
as the economy’s “holy of holies”.'® As the Council on Foreign Relations notes, “There is no
doubt that the price of oil...has played the decisive role in Russia’s turnaround”.'” Russia has
also increased its oil production over the past seven years as well. Daily production dropped to
5.85 million barrels per day in 1998, rebounding to over 9 million per day in 2005.° As a result,
Russia’s economy has grown by more than 70% in real terms since 1999, assisted by more than
$750 billion in revenue from energy sales.”! Additionally, Russian foreign exchange reserves
increased from a low of $6.6 billion in October of 1999 to over $430 billion by 2007.%* %
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Energy resources are intensively managed by the state. Gazprom is Russia’s state-run gas
monopoly, which produces nearly 90% of Russia’s gas and operates the country’s gas pipeline
network.”* It provides the state with about 25% of federal tax revenues.”> A state oil company,
Transneft, operates all of the country’s oil pipelines.”® As Putin argued in a January 1999 article,
“The state has the right to regulate the process of the acquisition and the use of natural
resources, and particularly mineral resources, independent of on whose property they are
located; in this regard the state acts in the interests of society as a whole”.?’ Putin followed
through on this statement during his presidency, with one author noting that it was “marked
by an extreme politicization of the energy business.”® Thus, the gas sector is essentially
entirely state run, and the Kremlin “controls the oil tap” via its pipeline monopoly, although
numerous private oil companies do exist.”

Energy, then, is clearly important to the Russian economy and state. However, what impact
it may have on Russian foreign policy is by no means clear. It is to that topic which we now
turn.

II: Brief background on Russian foreign policy

Between 2000 and 2007, Russian foreign policy has grown increasingly assertive abroad. In
the aftermath of the September 11" terrorist attacks, many commentators in the U.S. believed
that conditions were ripe for the formation of a “strategic partnership” 3 petween the U.S. and
Russia, marking the apex of U.S.-Russian relations under President Putin.*! In 2003 and 2004,
relations grew increasingly tense, manifested by sharp disagreements over the U.S.-led invasion
of Iraq and Russian meddling in the Ukrainian presidential elections of October 2004. Putin’s
Munich speech in February of 2007 brought these tensions into sharp relief as a result of his
assertion that the U.S. had “overstepped its national borders in every way”, thus “plunging the
world into an abyss of permanent conflicts”.**  Shortly after, numerous commentators began
wondering if a new Cold War was developing between the two nations. Given that oil prices had
dramatically increased over the same period of time, many linked the rise in aggression with the
rise in oil prices. Indeed, the Russians themselves seem to argue that this is in fact the case. In
the same January 1999 article, Putin argued that “Russia's natural resource base will not only
secure the country's economic development but will also serve as the guarantor of the
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country's international position.”33 Sergei Lavrov, Russia’s foreign minister, recently wrote
that “it would be right to say that we view our role in global energy supply as a means for
ensuring our foreign-policy independence”.’® However, ascertaining whether the asserted
relationship actually exists requires further scrutiny.

Unfortunately, there is almost no literature currently in existence which directly addresses
this subject. The relevant literature can be divided into three categories. First, there is a good
deal of information regarding Russia’s energy reserves and their importance to the Russian
economy, as well as their impact on other domestic institutions. Second, there is a body of work
discussing Russia’s use of energy as a political weapon, mainly in the context of cutting off
energy exports to nearby states. Third, there is a voluminous amount of writing on Russian
foreign policy. All three bodies of literature have a role to play in assessing the linkage between
oil and Russian aggression, but none of them directly address the question. Therefore, some
original research combined with a synthesis of the existing corpus of knowledge is necessary to
find an answer.

III: Research Methodology

In order to find out if an increase in the price of energy was linked to an increase in Russian
foreign policy aggression, oil prices were correlated against a ‘“Russian Aggression Index”.
Average world oil prices were taken from the United States Energy Information Administration,
at the weekly level.”” Prices were manually averaged at the monthly, quarterly, semi-annual, and
annual levels. Using world prices, rather than prices specific to the areas Russia exports to, is
acceptable because oil is traded on ““a single, integrated world market...prices are essentially set
by a single world market”.*® It would have been desirable to correlate aggression against
natural gas prices as well, given its importance to Russia’s economy, but that proved infeasible.
The primary reason is that gas, unlike oil, is not sold on a world market, but rather through long-
term contracts between two entitles at relatively fixed rates.”” Currently, nearly all natural gas is
transported via pipelines, which makes it a fundamentally different product.®®

The aggression index was far more difficult to create, and thus requires a more lengthy
explanation. What one nation perceives as aggressive may be seen as entirely legitimate by
another nation. Therefore, the index is unabashedly constructed to reflect Western interests
broadly, and the United States’ interests specifically. This means that actions like Russia
supplying the U.S. with intelligence to assist in the invasion of Afghanistan in 2001 would not
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count as aggressive, while Russia selling weapons to states such as Iran and Syria would.
Aggression, in this framework, does not require an act to be illegal or forced; it is better thought
of as Russia taking foreign policy maneuvers that have the impact of harming Western interests —
intent, to some degree, is irrelevant.

A list of aggressive events was compiled by reading every Economist article regarding
Russia from 2000 on and a Lexis-Nexis headline search of “Russia”, “Putin” or “Moscow” for
The Washington Post and The New York Times, supplemented by scholarly articles on Russian
foreign policy. An “event” was a foreign policy action or strong statement from a high-ranking
official. A complete list of the events and their rankings can be found in the appendix.

Each event was then assigned a value between one and five, with a higher number indicating
a more aggressive event. This assignment was to some degree arbitrary, but a few general
guidelines were used to produce some consistency. The more an act harmed Western interests,
the higher the rating. The more an act infringed on another nation’s sovereignty and impaired its
ability to function as an independent entity, the higher the rating. Whether events formed part of
a larger pattern also impacted the rating an event received. For instance, the April 2006
agreement between Belarus, Kazakhstan and Russia to establish a single economic space would
not, in and of itself, have even made it on to the list. However, given that Russia has signed
numerous other agreements with both states regarding political integration and military alliances,
the economic agreement formed part of a pattern of actions which appear to indicate Russia is
attempting to draw these two states into its “orbit” across several dimensions. Thus, the
economic accord represented another way Russia was attempting to gain influence over these
states, and increased the costs to them of deviating from the Kremlin’s desire on any given issue,
which merited its inclusion on the list. The character of the state on which Russia exerted
foreign policy influence also mattered, which is most evident in the case of arms sales. Arms
sales were only included if they were sold to states who sponsor terrorism, as they are otherwise
perfectly legitimate. Thus, sales of weapons to Sudan, Iran and Syria were given relatively high
aggression values. Generally speaking, the more domestically despotic and internationally
hostile towards the U.S. a given state was, the more Russian agreements with and support of
those states were viewed as aggressive. Low level values (1-2) were used for certain economic
acts (such as import bans and trade agreements), presidential visits to pariah regimes (Cuba,
North Korea), and altering visa policy for neighboring states. Mid-range values (3-4) were used
for more clearly threatening acts, and comprise the majority of events. These include arms sales
to terrorist supporting states, military agreements and exercises, attempts to support separatist
regions in nearby states, interruptions of energy supplies to neighboring states, severe disruption
of economic relations with other states, militaristic threats, and actions taken to dramatically
increase Russia’s military capacity. No score of 5 was given, as that was reserved for a full-scale
military invasion of another country. 4.5 was the highest score assigned; it applied to two
military incursions Russia made into Georgia to pursue Chechen rebels.

This methodology has some inherent defects that, while problematic, do not prevent it from
functioning as a useful heuristic tool in understanding Russian foreign policy. First, some events
may have been left out. Nevertheless, the index should be a roughly reliable estimate of the
aggressive actions Russia has taken, for any event sufficiently hostile to Western interests to



qualify as aggressive under this schema is overwhelmingly likely to have been at least mentioned
in one of the publications examined. Second, only changes in foreign policy were measured — a
foreign policy position or activity that remained the same from 2000 to 2007 (such as the
maintenance of Russian troops in Moldova) was not included, as there was no date at which a
given event occurred or policy position was adopted. Third, positive events were not included.
Thus, perhaps any increase in negative actions was matched by increased cooperation in other
spheres. A cursory look at Russian foreign policy, however, indicates that this is unlikely to be
the case. Moreover, even if there was an increase in cooperation, that does not deny that the
aggressive acts still caused injury to Western interests. Fourth, it is not always clear who carried
out certain aggressive actions. For instance, the murder of Alexander Litvinenko in London in
November 2006 may not have been carried out by the Russian state, the same goes for the cyber-
attacks on Estonia in April 2007. Nevertheless, if there was sufficient evidence to suggest the
activity was more likely than not directed by the Kremlin, it was included on the list. Fifth, the
list obviously leaves out events which occurred in secret and have not yet been uncovered —
intelligence activities, covert weapons sales and other similar actions. Sixth, the sources from
which the index was constructed were English-language, Western publications. There may be
some selection bias as a result, with Russian activity getting increasing coverage as it became
more aggressive. Thus, the results below need to be taken with a large grain of salt.
Nevertheless, none of these flaws prevent a rough, broad picture of Russian foreign policy from
being constructed. A few events left out or misattributed are unlikely to dramatically alter the
overall assessment of Russian foreign policy.

IV: Research Results

A total of 95 events comprised the “aggression index”. An ordinary, single variable
regression was run correlating current (“spot”) oil prices to the index, as well as to the raw
number of events. This was done at the monthly, quarterly, semi-annual and annual level. The
data cover January 2000 through December 2007. Oil prices were obtained from the Energy
Information Administration.” The results are available in table one.

A brief note on what the statistics mean is necessary at this point. The correlation coefficient
measures how much a change in the independent (explanatory) variable (in this case, spot oil
prices) will change the dependent variable (in this case, aggression). A correlation coefficient of
.1 indicates that a change of 10 in the independent variable will increase the dependent variable
by 1. The R squared value is the coefficient of determination. Essentially, it shows how much
of the change in the dependent variable is caused by a change in the independent variable. An R
squared value of .8 indicates that 80% of the change in the dependent variable is due to change in
the independent variable. The P value is the measure of statistical significance; a good way to
think about it is that the P value represents the odds that a given correlation is due to chance.

PUS. Energy Information Administration, “Weekly All Countries Spot Price FOB Weighted by Estimated Export
Volume”.



Thus, a P value of .1 would indicate that there is a 10% chance that the correlation is simply due
to random variance. Generally in statistics, a P value less than .01 is always accepted as
statistically significant, whereas one less than .05 may not may not be viewed as statistically
significant, depending on how rigorous the statistician intends to be in assessing the data. For
the purposes of this paper, a P value less than .01 will be treated as significant, one less than .05
will be treated as “skeptically significant”.

Table 1 — Spot Oil Prices — Aggression Correlation

Data Measured Correlation Coefficient R Squared Value P Value
Monthly - Index 0785 1567 .00007
Monthly - Events 0255 1538 .00008
Quarterly - Index 2468 4529 .00002
Quarterly - Events .0799 4602 .00002
Semi-Annually - Index S158 .6220 .0003
Semi-Annually - Events 1672 .5603 .0009
Yearly - Index 9544 71656 .0044
Yearly - Events 3079 7155 .0081

The first notable fact is that the difference in the R-squared value between the index and the
number of events is marginal at the monthly and quarterly level, but not at the semi-annual and
yearly level. The two main reasons for this are that the second halves of 2000 and 2007 were
unusually aggressive, given the level of oil prices. This can be seen in figure 1 below, where in
both cases the aggression index for the year is above the price line, rather than below it. The
reason for this unusual activity in 2000 is unclear; in the second half of 2007 it was likely due to
aggressive posturing in the run-up to domestic parliamentary and presidential elections.
Irregardless, this variance only had a marginal impact on the monthly and quarterly regressions,
because of their larger sample size, but did affect the yearly and semi-annual regressions.40

0 At this point, a brief discussion of outliers is prudent. There are outliers present, but their impact is marginal.
This is because there are essentially three outlier time periods that functionally balance each other out. The first
is the second half of 2000, where aggression occurs far more often than it should given the low oil prices. The
second is the second half of 2006, where aggression occurs less often than it should given high oil prices. The
third is the second half of 2007, where aggression occurs more often than it should given high oil prices. The
net impact of removing these three outlying periods, when there is an impact, is that the correlation becomes
more robust, and oil prices are more tightly linked to aggression abroad. Given this, there are several reasons to
leave the outlying time periods in. First, the impact is relatively marginal, so excluding the outliers is not
particularly critical. Second, because the remaining measurements correlate varying factors to aggression
abroad, the outliers will remain the same in each case, because the value of the dependent variable (ie. the index
or raw number of events) does not change based on which independent variable is being used. Because the
outlier is non-unique amongst variables, it is functionally irrelevant in the comparisons that are being made.
Third, the notion that time periods of foreign policy decision-making can be outliers rests on relatively shaky
ground. Given that only one country is being examined over a limited time period, the idea that a half a year’s
worth of foreign policy decisions can be dismissed as an anomaly is dubious. Therefore, the outliers are left in
for all the analyses.



Nevertheless, at all levels there is a strong relationship between the price of oil and both the
index and the number of events. At the yearly level, there is a robust relationship between the
price of oil and aggression, with oil’s impact accounting for 76% of the variability in Russian
aggression. At the quarterly and semi-annual levels, the relationship is weaker but still strong,
with respective percentages of 62% and 46%. Strikingly, at nearly all levels of analysis, the P
value is well below .01. It is highest at the yearly level, which is to be expected, again due to
small sample size. Finally, the relationship is at its weakest at the monthly level, although it still
has some influence. This is also to be expected, because there were numerous months that
lacked aggressive acts entirely. Figures two and three present an alternative form of viewing the
same data, and underscore the same point — there is an unmistakable relationship present
between the price of oil and Russian assertiveness abroad.

Figure 1: Spot Oil Price - Aggression Relationship
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The results, frankly, are impressive. A $1.05 increase in oil prices at the yearly level will
lead to an additional “point” of aggression; a $3.25 increase will lead to an additional event. At
the semi-annual level, the respective numbers are $1.93 and $5.98, at the quarterly, $4.05 and
$12.51. Given that the price of oil rose from a nadir of $17.37 in December 2001 to $87.62 in
December 2007, it is clear that oil prices have had a huge impact on Russian aggression abroad.
This is especially the case when one takes into consideration the high level of variance in foreign
policy — a given foreign policy action is as much the product of circumstance and a response to
events abroad as a carefully considered long-term decision. Therefore, the fact that oil prices
have a statistically significant, relatively large impact on foreign policy is notable.




Figure 2: Quarterly Oil Price - Aggression
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Figure 3: Semi-Annual Oil Price - Aggression
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The next correlation is of both the number of events and the index against the future’s price
of oil (the price at which commodity speculators value oil), rather than the price oil was currently
trading at. The data was again obtained from the Energy Information Administration, and the
results are available in table two."! The main difference here is that all three metrics of
statistical fit decrease marginally, compared to table one. The one exception is at the yearly
level, where the values drop more noticeably. Indeed, the yearly-events metric is no longer
statistically significant at the .01 level. This result is interesting because one would expect
policymakers to make decisions based on what they think the oil market will look like tomorrow,
rather than yesterday. Such a paradigm makes more common sense, and thus should reflect
aggression more accurately.

“us. Energy Information Administration, NYMEX Futures Prices,
http://tonto.eia.doe.gov/dnav/pet/pet_pri_fut sl _m.htm .




Table 2 — Futures Price — Aggression Correlation
Data Measured Correlation R Squared Value P Value
Coefficient
Monthly - Index 0728 1473 .0001
Monthly - Events 0236 1442 .0001
Quarterly - Index .2309 4333 .00004
Quarterly - Events 0748 4401 .00003
Semi-Annually - Index 4783 .5930 .0005
Semi-Annually - Events 1547 5321 .0013
Yearly - Index 8811 7123 .0084
Yearly - Events 2828 6016 0145

The fact that it does not is likely due to the futures market’s increased volatility compared to
the spot price market, given that it is driven by speculators making predictions about what they
think will happen to the price of oil, rather than by the trading of actual oil. For instance, from
January to June 2001, actual oil prices increased from $23.99 to $25.28, while futures prices
dropped from $31.86 to $28.72. This can be seen in figure two — if futures prices accurately
represented actual prices in the future, the trend line representing futures prices would stay a
consistent distance above the current oil price line. The fact that it does not indicates that it is a
volatile market based on uncertainty. Nevertheless, even with the increased volatility, the futures
index still does a decent job of predicting Russian aggression — all values are still statistically
significant (1at the .05 level, the rest at the .01 or .001 level), and the R squared value remains
decently robust.

Figure 4: Futures Price Volatility
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A common problem in using linear regressions is that there could be omitted variables which
are truly causing the change, which the dependent variable is merely a proxy for. It is difficult,
however, to think of what could be an omitted variable in this case. Oil’s price is obviously a
proxy for economic gain in Russia, but that is to be expected and is entirely consistent with the
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hypothesis that appreciation in the price of oil leads to an increase in aggression abroad. It seems
unlikely that the rise in oil prices is truly measuring or correlated with something else that is
causing an increase in Russian aggression. The only likely intervening variable was popular
opinion. Regressions of popular opinion against the aggression index were run. Popular opinion
data came from the Levada center, which conducts monthly polls asking whether or not
individuals approve of Putin.**  As table four indicates, none of the results are statistically
significant. It can therefore be concluded that popular opinion is not the cause of the recent spike
in Russian aggressiveness abroad.

Table 3 — Popular Opinion — Aggression Correlation
Data Measured Correlation R Squared P Value
Coefficient
Opinion - Monthly .0897 .0188 1825
Opinion - Quarterly 4306 .0974 .0820
Opinion - Biannually .9997 1574 1282
Opinion - Yearly 2.612 .3093 1523

To further understand how oil may affect Russian foreign policy, I decided to correlate
Russian foreign exchange holdings against the aggression index, and compare this to the results
from spot oil prices. The foreign exchange holding data came from the Russian central bank™
and the IMF.*

Table 4- Foreign Exchange — Aggression Correlation
Data Measured Correlation R Squared P Value
Coefficient
Exchange - Monthly 0114 1637 .00004
Oil - Monthly .0785 1567 .00007
Exchange — Quarterly .0353 4596 .00002
Oil — Quarterly 2468 4529 .00002
Exchange — Semi 0711 .6061 .0004
Annually

Oil — Semi Annually 5158 .6220 .0003
Exchange — Yearly .1385 .8521 .0001
Oil - Yearly 9544 7656 .0044

1 evada Center, Presidential Performance,
http://www.russiavotes.org/president/presidency_performance.php?S776173303132=3085{6892caa912989b672
78864291 .

* The Central Bank of the Russian Federation, International Reserves of the Russian Federation.

* International Monetary Fund, Time Series Data on International Reserves and Foreign Currency Liquidity
Official Reserve Assets, http://www.imf.org/external/np/sta/ir/8802.csv.
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These results are also interesting. At each level of aggregation oil prices and foreign reserves
have about the same effectiveness at explaining how aggressive Russian foreign policy is. The
only exception is at the yearly level, where foreign exchange reserves do a markedly better job at
predicting outcomes than oil prices. This occurred because the average value of foreign
exchange holdings (ie. the total amount of currency holdings each month divided by twelve) in
2007 increased far more compared to 2006 than the average value of oil did. The average value
of foreign exchange holdings in 2007 was $395.76 billion, compared to $247.6 billion in 2006.
Oil’s average value, in contrast, only increased from $60.4 to $69. Since the aggression index
also increased sharply — from 40.5 in 2006 to 78.5 in 2007 — it had a closer correlation to the
level of foreign exchange holdings than the price of oil.

Nevertheless, broadly speaking, oil prices and the level of current exchange holdings have
about the same impact on Russian foreign policy. At the yearly level, a $7.22 billion increase in
foreign exchange holdings will lead to an additional point on the aggression index. Since
Russian foreign exchange holdings have grown from $13.1 billion in January 2000 to $467.2
billion in December 2007, the effect is quite large. Given that energy sales comprise a majority
of Russian foreign exchange earnings, this relationship is unsurprising. The conclusion, then,
appears to be unmistakably clear: the increase in oil prices is directly related to the increase in
Russian foreign policy aggression.  The next step is to figure out the mechanisms responsible
for this linkage.

V: Potential linkages of oil to an increase in foreign policy aggression

What are the specific mechanisms by which the increase in oil prices has lead to an increase
in Russian aggression abroad? There are at least eight potential avenues by which the increase in
the price of oil could alter Russian foreign policy decision-making. First, the economic growth
that oil brought about could lead to an increase in domestic popularity, freeing the Kremlin to
take a more assertive stance abroad. Second, the economic benefits have led to a paying down of
international debt, which could free the state from international constraints. Third, the revenue
could be used to increase military spending, a key axis of international power. Fourth, the
revenue could be used to increase spending on foreign policy as a whole, allowing more leverage
abroad. Fifth, the reliance upon oil has often been labeled a “resource curse”, as it tends to
increase the chances of a government becoming authoritarian. There is also a body of literature
which argues that a more authoritarian state is more likely to engage in aggression abroad. The
combination of these two factors could have an impact. Sixth, the higher prices could increase
the effectiveness of the use of energy exports as a political tool. The dependence of other states,
mainly in Europe, on Russian energy may make them less likely to criticize Russian decisions,
and thus increase Russia’s freedom of action abroad. Seventh, an increase in oil prices could
lead to an increased ability for Russia to economically pressure its neighbors. Finally, there may
be no specific individual factor that has led to an increase in aggressiveness abroad, but rather an
aggregate of factors that has led to an increase in “confidence” amongst the Kremlin elite.
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1. Popular Opinion

Economic growth has undoubtedly done much to improve Putin’s popularity. Since January
2000, his popularity has never dipped below 60%, and most of the time remained in the 70s — an
incredible feat when compared with most Western politicians.45 Presumably, a lack of domestic
opposition allowed him a freer hand in determining foreign policy and enabled him to sideline
dissenting viewpoints within the Kremlin.

However, it is unlikely to have had much of an impact on foreign policy decision-making.
As shown above, it does not have a statistically significant correlation with foreign policy
aggression. This makes sense, given that popular opinion was uniformly supportive of Putin
throughout the entirety of his presidency. Thus, this factor can be dismissed.

2. Fiscal Resources (Debt Repayment)

Russia has broken free of its large debt to the West after the economic retraction of the
1990s, which culminated in the 1998 financial crash. Russia has gone from holding only $6.6
billion in foreign exchange reserves and owing the IMF alone $16.8 billion in October 1999 to
posses4s61ng $467 billion in foreign exchange reserves and paying off its entire debt to the IMF by
2006.

This development has probably had some impact, but the level is impossible to quantify.
Debt repayment may have had a significant impact on Russia’s use of economic tools abroad,
because with little foreign debt it has much less to fear economically from retaliation by Western
states than it did in the past. This is because if Russia does not need to obtain credit from the
West, it can afford to look more hostile in Western eyes without fearing negative economic
impact.

3. Fiscal Resources (Military Rearmament)

Russia has been spending significant sums of money to reverse the decline of its armed
forces during the 1990s. This decline was indeed drastic — between 1992 and 2000 the Russian
armed forces received no combat training whatsoever, due to a lack of funds.*’  Between 2001
and 2007 Moscow increased spending on the armed forces by 300%.*® Training has increased
substantially as a result. By 2003, pilots had more than doubled their flying time, and “overall,

the frequency of training exercises had increased significantly”.* Russia also decided to
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modernize its nuclear arsenal, with a November 2004 announcement of the SS-27 strategic
nuclear missile, supposedly superior to any in the world.”

However, even with all this new spending, Russia’s armed forces are still only a shadow of
their former self. Outlays, adjusted for purchasing power parity, are more than eleven times less
than U.S. spending on defense.’’ Rearmament is taking place at a slow rate. By 2015, 70-80 of
Soviet era equipment will be worn out, and re-equipment of the army will only be completed by
2025.°> The deputy commander of the air force complains that no new planes will be received
until 2010.>* The commander of the Black Sea Fleet believes that within 5-7 years the navy will
be barely operational, and procurements for the navy were cut in 2004.>* The nuclear arsenal has
deteriorated as well — over 80% of Russia’s silo-based ICBM’s have exceeded their service lives,
and the numbers of nuclear submarines and bombers have plunged as well.”> Though training
has improved, Russian pilots in 2003 received only 6-8 hours per year, far below the 150 hours
that NATO pilots receive.”® Thus, while the free fall in the military’s quality has been halted and
in some sectors reversed, “fifteen years after the fall of the Soviet Union, the Russian military
remains impoverished, demoralized, and largely ineffective”.”’ The partial revival has likely had
some impact on Russia’s ability to assert itself abroad, but given the immense difficulties the
military still faces, it is unlikely to have been the key factor.

4. Fiscal Resources (Foreign Policy Budget)

Fiscal resources could also be directed to the general foreign policy budget. This would give
the state increased information and personnel with which to exert influence abroad. Allocations
did indeed increase substantially between 2000-2003, and then stabilized at levels well above
that of the late 1990s.”® However, given that the peak in foreign policy expenditures was in 2001
— well before the peak in aggression in 2007 — it seems unlikely that this spending could have a
truly significant impact on Russia’s ability to act abroad.

5. Resource Curse + Democratic Peace Theory
This line of argumentation regards the impact Russia’s energy exports have on domestic

institutions, and the impact changes in those institutions may have on foreign policy decision-
making. Oil has had an impact on two sets of domestic institutions — the overall level of
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democracy in the country, and the amount of power centralized in the Kremlin. In turn, these
changes have had some degree of impact on Russian foreign policy in two ways. First, the
increase in authoritarianism may be generally correlated with an upswing in aggression abroad.
Second, centralization of power in the Kremlin has enabled Putin to more effectively carry out
his foreign policy agenda.

Democratic backsliding has been great under Putin. In 2004, Putin required that all Duma
(parliament) deputies be elected by parliamentary list.”> The requirements for a party to get on
ballot are difficult to meet — the collection of 200,000 signatures, no more than 10,000 of which
can be from any one region, or a deposit of around $1.3 million.®* Moreover, starting in 2007, a
new election law raises the threshold for entry to the Duma from 5% to 7%, effectively shutting
out small parties.®’ The FSB (successor to the KGB) has cracked down on non-governmental
organizations and human rights activists.®” The independent media were also muzzled,
beginning in 2000.**  Overall, “during Putin’s first tenure [2000-2004], democratization
dramatically moved in a negative direction”.®*

A problem with this argument, however, is that the level of “democracy” in Russia may not
have shifted profoundly between 2000 and 2007. This can be seen by looking at Freedom House
scores for Russia. Freedom House compiles an annual score of between 1 and 7 for nearly all
countries, with 1 representing the most free and 7 the most repressive. Russia scored a 4.5 in
1999, 5 from 2000 to 2003, and then a 5.5 from 2004 to 2006.%° While this shift is not
particularly dramatic, it is still significant — Russia moved from “partly free” in 1999 to “not
free” in 2004. When combined with a look at the substantive changes enacted under Putin, it is
unmistakable that democratic backsliding has occurred.

Much of this increase may be related to Russia’s energy exports. A substantial reliance
upon natural resource exports for economic growth is strongly correlated with an increase in
authoritarianism. As one author notes, “A one percent increase in [a county’s] resource
dependence...leads to a nearly 8 percent increase in the probability of authoritarianism.”®® This
is not an isolated finding: “Several studies exploring this relationship have found that mineral
wealth not only impedes democratic transitions but also...promotes the consolidation of
authoritarian regimes”.®” Of the 20 major oil exporters in 2000, only two (Mexico and

. .6
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There has also been a restoration of power to the center. In May of 2000 a decree established
seven super-regions (federal districts) accountable to Moscow, super-imposed on the 89 units of
the Russian Federation.”” Each federal district was to be headed by a plenipotentiary appointed
by the President.”” Putin has tightened central control over federal agencies, switched the
method of selecting regional governors from election to presidential appointment, and increased
the amount of tax revenue directed to Moscow vis-a-vis the regions.”’ As one author puts it “If
there is an overarching theme to the Kremlin’s policies, it is the exploitation of institutional
loopholes and ambiguities in order to erode checks and balances and replace the separation of

9999 72

powers with what President Vladimir Putin likes to call “the vertical of power””.

Oil prices are responsible for some of the institutional changes that have occurred as far as
centralization goes. This is because the authority the regions had during the 1990s was mainly
de facto rather than de jure — the federal government lacked the revenues to pay salaries of
federal employees in the region. In response, regional governments picked up the slack and
thereby took operational control of federal agencies in the regions.73 The increase in revenue
available as a result of high oil prices has allowed Putin to reverse this situation.

The transition away from democracy may be partially responsible for the increase in Russian
assertiveness, given that authoritarian regimes tend to be more aggressive abroad. This is
commonly known in political-science literature as the “democratic peace theory”. The weak
version of this theory holds that democracies are less likely to go to war with one another, and
this is a generally accepted scholarly consensus. However, this version is irrelevant for this
paper, because Russia did not conduct violent actions outside of its own territory (except for a
few brief incursions into Georgia chasing down Chechen rebels). The strong version of the
democratic peace theory is that democracies are more likely to resolve disputes via negotiation
and compromise, rather than by coercive or aggressive action, and is definitely relevant, although
far more disputed than its weaker cousin. Note that both of these theories only apply to
democracies interacting with other democracies. This still has relevance for Russia, as many of
the states with which it has had disputes and acted aggressively towards are democracies (Latvia,
Lithuania, Estonia, Poland, Czech Republic, Japan, the U.S., the UK, Canada, and Sweden;
arguably Georgia, Ukraine, and Moldova).

There are two potential ways for the democratic peace theory to operate in practice —
structural constraints and normative constraints. Structuralist explanations argue that the
structure of a democracy militates against aggressive action abroad — leaders do not want to
instigate conflict against other states because they fear a backlash from voters.”* This assumes,
of course, that voters are opposed to such conflict. It also presumes that the backlash from any
given aggressive event will be sufficient to cause a large enough drop in the leader’s popularity
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to present a credible threat to the leader’s ability to remain in power. Given the uniformly high
popularity ratings of Putin throughout his administration, this particular explanation seems
unlikely — it is difficult to envisage aggressive acts abroad short of war significantly harming his
popularity (indeed, even the war in Chechnya failed to significantly harm his opinion ratings).
This explanation can likely be dismissed.

The normative argument may have more force. It holds that leaders in a democracy become
accustomed to acting within a framework where they reconcile differing interests using methods
short of coercion.” It also suggests that a set of procedures are used for dispute reconciliation,
which can take a wide variety of forms.”® Essentially, politicians utilize means similar to those
they use in solving domestic quarrels for solving international disputes with other democracies.
Thus, “the presence of shared democratic norms will directly facilitate the process of negotiation
and, hence, the prospects of mutually agreeable settlements of interstate disputes”.”” Of course,
this argument has a few flaws. First, it is difficult to tell if a democratic state would have acted
in a less hostile fashion in any given situation— perhaps negotiations would have failed anyway,
or the perceived interest at stake would be sufficiently great for the democratic state to respond
in the same fashion. A second, related, response is that states treat their foreign policy separately
from the domestic structure, that “democracies do not have a powerful inclination to treat each
other with trust and respect when their interests clash. Instead, they tend to act like any other

pair of states, bargaining hard, issuing threats”.”®

Unfortunately, there is insufficient space in this paper to thoroughly assess whether norms
have an impact on negotiated problem solving in the international arena, suffice it to say that the
evidence is mixed and contested. Nevertheless, the argument appears to gain some traction when
one looks at the ways in which Putin has attempted to settle disputes with his democratic
neighbors. In many cases, rather than engaging in serious negotiations, the Russian state has
applied punitive economic sanctions and threatened the use of force. For instance, in April of
2007 Estonia removed a World War Two memorial from its capital to a military cemetery.
Russia’s response, rather than attempting to negotiate a settlement, was to hire thugs to blockade
the Estonian assembly in Moscow, launch cyber-attacks on Estonian computing infrastructure,
and cut off oil and coal exports.79 Russia downright reneged in 2003 on a 1999 agreement to
vacate two military bases in Georgia, saying it would need at least ten years to withdraw from
them.** Russia intervened in Ukraine’s 2004 presidential elections to support its favored
candidate against the pro-Western Viktor Yushchenko.®' 1t is, to say the least, rather difficult to
imagine contemporary Western democracies carrying out similar actions in other democratic
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states. Anecdotally, then, the increase in authoritarianism may account for some of the increase
in Russian aggression abroad.

Centralization may also be responsible for the increase in aggression abroad. It has
markedly increased Moscow’s ability to impose its will upon the rest of Russia, and also
concentrated much power in the hands of the Kremlin. This has foreign policy implications: “By
centralizing foreign policy decisionmaking as a key element of what he terms “strengthening the
power vertical,” Putin has effectively removed discussions about the principles underpinning
foreign policy from the pressures of politics. The centralization of foreign policymaking in the
Kremlin has allowed Putin to impose a fairly coherent vision of the national interest in a way that
was not consistently possible during the Yeltsin-Primakov yealrs”.82 The lack of centralization in
the first few years of Putin’s presidency “does much to explain the seeming ease with which
Putin previously accepted U.S. decisions ... that a weakened Russia had little leverage to

prevent.”83

In sum, then, two distinct lines of argumentation can be noted here. First, oil has played a
role in increasing the level of authoritarianism, which in and of itself may lead to an increase in
aggression abroad. Second, oil has played a large role in centralizing the state. This has given
the Kremlin the ability to more effectively implement its foreign policy principles, which is a
necessary condition for enacting an aggressive foreign policy. The only problem with these
arguments is that they do not explain the high level of aggression in 2000 relative to 2001 and to
a lesser extent 2002/2003. Therefore, while they may tell part of the story — particularly the rise
in aggression after 2003 — they do not in and of themselves constitute a complete explanation.

6. Energy lever dampens European resistance

Russia is a major energy exporter to Europe. It has also shown its willingness to shut off
energy exports in the case of political disagreements, as happened to Belarus in February 2004 as
well as Ukraine and Moldova in January 2006. As energy prices rise, such shut-offs may
become more effective, as it becomes more expensive and difficult for nations to find alternative
sources. Therefore, those states may be less likely to criticize Russian foreign policy out of fear
of provoking an energy disruption.

However, this theory has several problems. First, all of the energy shut offs have been short
term (a few days or weeks). Thus, the issue is not one of cost but rather of simply not having
vital energy available, regardless of expense. Even if oil were only $10 a barrel, it would be
impossible to come up with alternative supplies in such a short span of time, and thus such a cut-
off would still have a dramatic impact. Second, Russia’s fiscal stability is dependent on Europe
purchasing energy resources — as noted above, Gazprom provides the state with about 25% of its
tax revenues.* Switching off the gas will therefore “never make commercial sense”.*> While
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political interests may override commercial ones, this at least provides something of a check on
Russian use of the energy lever. Third, repeated use of this lever will dramatically reduce
Russia’s reliability as an energy supplier.*® This would sharply increase the incentives for states
to develop alternate sources of energy, harming Russian interests in the long run.*” This leads
many analysts to conclude that “Russia has been a rather reliable supplier of energy to Western
Europe, even during the peaks of the Cold War.”® Fourth, use of the energy lever can cause
transit states (states through which pipelines go on to third countries) to retaliate. For instance, if
Russia shuts off the gas flow to the Ukraine, it would not shut off all the gas because much goes
on through the country to Western Europe.89 The transit state can then siphon the gas destined
for more distant countries, both reducing the effectiveness of the energy lever and causing Russia
more polgi(};ical problems. This is indeed what happened in the January 2006 gas cut-off to the
Ukraine.

Overall, then, it is debatable as to whether or not Russia will actually use the energy lever.
Regardless, it is difficult to see how alterations in oil prices would have more than a marginal
impact on the lever’s effectiveness, except insofar as more expensive oil reflects a tighter world
market for energy, which in turn indicates that alternative suppliers of energy are unavailable and
thus real energy diversification is impossible. Thus, while the energy lever remains a potent, if
double-edged, tool for Russia, its effectiveness has little to do with the cost of energy, and thus
holds little relevance for an assessment of whether the increase in oil prices is responsible for an
increase in foreign policy aggression.

7. Economic Power

Russia’s dramatic economic gains in the past few years may account for the increase in
aggression in the economic sphere. This mechanism likely functions in two ways. First,
increased economic capacity means Russia is hurt less when it imposes trade embargoes on
neighboring states — the harm becomes asymmetric, with Russia able to soften the blow because
it has the fiscal resources to purchase from elsewhere, while economically challenged nearby
states (Moldova, Georgia, the Ukraine, etc.) do not have those resources. This makes it net-
advantageous to Russia to apply fiscal sanctions, even though in absolute terms harm is done to
Russia’s economy as well. Second, the increase in oil prices may make Russia more attractive to
prospective trade partners. This may account for many of the trade deals Russia has secured
with other nearby states (Uzbekistan in 2004, Kazakhstan and Belarus in 2006, Armenia in 2006,
Kazakhstan and Turkmenistan in 2007, etc.). Increased assets give Russia more leverage and
bargaining power to persuade states to enter into economic arrangements with Russia. This has
certainly enhanced its ability to effect change abroad.
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8. Confidence

This is really just a catch-all category, should other explanations prove insufficient. The
basic idea is that the Russian foreign policy elite simply feel more powerful and confident, given
that they have more resources to work with, and so are increasingly willing to act assertively
abroad. Essentially, some combination of the above-referenced mechanisms has had a
synergistic effect, emboldening those who determine Russian foreign policy. As one analyst put
it, “I would describe the mindset right now amongst the Russian political elite as infused with
‘petroconfidence’”.”" Given the lack of any other clear causal trend to fully explain the high level
of aggression in 2000 relative to 2001 and 2002, and then the 2003-2007 upturn, this is a likely
cause of Russia’s increase in aggression.

Overall, then, oil appears to have increased Russia’s aggression by several routes: debt
repayment, military spending, increased authoritarianism, increased centralization, increased
economic leverage, and an overall mindset of “petroconfidence” have all had some level of
impact on increased Russian aggression abroad. The increase in the foreign policy budget may
have had a very marginal impact. The energy lever and popular opinion have probably had no
impact. An excellent line of further research would be to delve more specifically into each of
these factors, examining primary as well as secondary source data, to try to pin down more
specifically what about oil leads to this increase in aggression. Unfortunately, a simple list of
factors that have “some” influence may be the best that can be had, given that Kremlin foreign
policy decision-making is something of a black-box — much information remains classified,
discussions are largely secret, and decisions are reached by a relatively small cadre of high-
ranking individuals. Nevertheless, the effort would be worthwhile, even if it were only to
disprove some of the potential causes listed here.

VI: Alternative Hypotheses

There are some potential alternative reasons which may account for the increase Russian
aggression. First, the war in Chechnya has died down substantially, reducing its strain on the
Russian military as well as international criticism of Russia’s actions there. Second, the United
States has come into increasing difficulties abroad, largely due to the wars in Iraq and
Afghanistan. Third, perhaps Russian foreign policy has undergone some type of paradigm shift
that has made it increasingly hostile.

1. “Victory” in the Chechen War

The first potential alternative cause is a sharp reduction in violence in Russia’s restive
province of Chechnya, where an armed insurgency flared from 1999 to 2006, and still flickers
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today. Perhaps Russia’s suppression of this domestic revolt has freed it to act more assertively
abroad.

Russia’s province of Chechnya, located along the Georgian border in the North Caucasus,
has long proved problematic for Moscow. After Chechen incursions into Dagestan in September
1999 as well as a series of bomb explosions in Russian apartments, Russia launched a second
invasion (it had previously invaded in 1994-1996).”> The conflict was extremely violent, killing
tens of thousands of civilians in Chechnya, and spurring terrorist attacks in other regions of
Russia. Russia lost around 15,000 troops in the province between 1999-2006, comparable to
total Soviet losses in Afghanistan.””> In October 2002, a Moscow theater was seized by Chechen
rebels, resulting in the deaths of 130 hostages in a botched rescue alttempt.94 In 2004, Chechens
seized a school in Beslan, a city in a neighboring region, holding over 1,100 students and
teachers hostage; 320 died.”

Nevertheless, since 2005 Russia has been steadily defeating the insurgency there. The
Chechen rebels’ leader, Aslan Maskhadov, was killed in March 2005.%° Legislative elections
occurred in November 2003, although they were almost certainly rigged.”” Abdul-Khalim
Sudalayev, an important rebel figure, was killed in June of 2006 while Shamil Basayev, the rebel
commander who led the Beslan attack, was killed in July 2006.”* Violence dropped to a large
extent, and by late 2006 the province was in relative calm (although human rights abuses and an
authoritarian style of government continued alpalce).99 Attacks still, however, continue both in
Chechnya and in the neighboring provinces of Ingushetia and Dagestan. In May 2007, the UN
ceased operations in Ingushetia after their offices were attacked with rocket propelled
grenades. ™ The Economist argued that a surge in such violent actions has resulted in Ingushetia
“resemble[ing] a war zone”.'"! Overall, “Moscow’s success in eliminating so many Chechen
rebel leaders and inflicting losses on rebel bands leads some to speculate that the back of the
resistance has been broken. Nevertheless, sporadic attacks against Russian forces and pro-
Moscow officials continue in Chechnya and neighboring regions.”'*

This factor likely has only had a marginal impact on Russian aggression. The situation did
not improve significantly until 2006, so it would be unable to account for the increase in
aggression from 2002-2005. Perhaps it has had some influence on aggression since 2006, but it
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is quite difficult to tell. Given that the region as a whole remains restive, and fears remain about
violence increasing in neighboring areas, it is likely that this factor has had a marginal impact,
except perhaps in 2007.

2. U.S. weakened by difficulties in Iraq; split with Europe as a result of Iraq; other
problems (Afghanistan, Iran, North Korea, etc.)

Another potential reason for Russia becoming more aggressive abroad relates to other
international problems that have occurred in the past seven years. Three lines of argument can
be advanced here. First, the U.S. has committed a substantial amount of troops, funds and
political capital into the invasion and occupation of Iraq and Afghanistan. This means it has had
less capacity with which to deter Russia from acting more aggressively abroad. Thus,
“diminished U.S power as a result of the war in Iraq [has] given the Kremlin greater autonomy to
pursue policy choices that Russia’s elite has long favored”.'” Secondly, the Iraq war caused
something of a break in U.S.-European relations, witnessed most clearly in the strong French and
German opposition to the invasion. This has decreased transatlantic cooperation to some extent,
which means that there has been less of a united front in terms of policy towards Russia. This
has undoubtedly increased Russian freedom to act more aggressively abroad. Third, both Europe
and the United States have been distracted by a series of other foreign policy crises and issues:
the development of nuclear weapons in Iran and North Korea, the Israeli-Palestinian conflict, the
wider “War on Terror”, EU enlargement, etc. All of these have diverted attention and resources
that could have been used to restrain Russia to some extent. Obviously, it is impossible to
measure the level of impact a lack of focus and resources may have had. Nevertheless, its effect
was likely significant.

3. A change in foreign policy goals

A final potential alternative cause could be that Russia simply changed its foreign policy
goals of its own accord, without oil prices having any influence. The argument would be that
some type of paradigm shift occurred, and changes in Russian action abroad followed naturally.

However, that does not appear to be the case at all. Russian foreign policy seems to have had
the same goals — preserving Russian independence and restoring Russia’s great-power status -
since at least 2000, and possibly since the mid 1990s. Essentially, “Russian behavior in 2006 has
been quite consistent with the strategy pursued by the Kremlin for the past decade, whose
fundamental component is not challenging western influence but proving that Moscow still
matters internationally...the substance of Russian foreign policy has not changed fundamentally,
but the environment in which it is conducted has”.'* Again, “looking at government documents,
official statements by government figures, and discussions among Russian intellectuals, the set
of ideas underlying Russian foreign policy has remained fairly constant, at least since the mid-
1990s.”'% A brief look at Russia’s current Foreign Policy Concept, drafted in the final months of
the Yeltsin presidency and adopted in December 2000 indicates that Russian foreign policy has
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remained remarkably consistent: “It lists the first priority of Russian foreign policy: Ensuring
reliable security of the country and preserving and strengthening its sovereignty and territorial
integrity and its strong and authoritative position in the world community, as would to the
greatest extent promote the interests of the Russian Federation as a great power”.'” This is
clearly consistent with the ruling circle’s foreign policy goals: “They see the break-up of the
Soviet Union as, in Mr Putin’s words, the “greatest geopolitical catastrophe” of the 20™ century.
Capitalising on a widespread sense that Russia has been humiliated, they want to create as
mighty a state as the Soviet Union once was.”'”” In his 2003 address to the Federal Assembly,
Putin declared that: “All our actions must be subordinated to the goal of ensuring that Russia
truly takes its place among the major powers.” "

It is important to note that nearly all commentators do not see Russia’s assertion of influence
since Putin’s rise to power as an ideologically driven force that does not operate rationally.
Neither do most see it as a restoration of the old Cold War dynamics in regard to the United
States. The general consensus is that “Under Putin...[Russia] began taking a very pragmatic
approach to each individual country or sub—region”.m9 Another notes “Putin...showed his
commitment to the newly chosen course of...great power pragmatism”™.''® Thus, Russia is not a
state bent on imposing its will without moderation. Rather, it is a rational actor acting in its
perceived self-interest, attempting to ensure an independent foreign policy course and extend its
influence when doing so is feasible and will not arouse too much opposition. Aggression and
coercion operate as a part of this strategy, with the Russian leadership perceiving such activity as
enabling it to bargain from a position of strength rather than weakness. As one scholar puts it,
“Russia’s “partnership enforcement” is about using coercive diplomacy not for reviving classic
confrontation but for ensuring the “right terms” for cooperation.”''" Thus, unlike in the Cold
War, where hostility towards the opposing side was a built-in foreign policy reflex, exercised due
to the perception that the relationship between the two nations was a zero-sum game, aggression
in the current era is used as a strategic bargaining tool to attempt to increase Russian leverage.
This results in Russia existing relative to the West as “a major outside player that is neither an
eternal foe nor an automatic friend.”""?

The alternative hypotheses probably have had some impact on the increase in Russian
aggression. The settling down of the Chechen war may have increased aggression in 2007, but at
most marginally. The weakening of the U.S.-European alliance in the wake of the 2003 Iraq
invasion and the subsequent distraction of the U.S. from Russian affairs as a result of the
ongoing insurgency there (as well as other pressing problems around the globe) has most
certainly increased Russian freedom of action. Nevertheless, oil prices still have a significant
role. First, none of the alternative arguments can explain the high degree of aggression in 2000
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relative to 2001 and 2002. Second, Russia’s ability to exploit its freedom of action would likely
have been far less without the resources and confidence imbued in it by high oil prices. Third,
the statistical analysis is sufficiently robust to make it exceedingly unlikely that any set of
alternative explanations can entirely disprove oil’s influence on Russian foreign activity. Thus,
oil has certainly had its independent impact on foreign policy, likely via the mechanisms
discussed above.

VII: Implications

So, what does all of this mean for the West generally, and the United States specifically?
Assessing this requires looking at two factors — first, whether Russian foreign policy will stay the
same, and whether the same holds true for the factors that have led to increased Russian
aggression — high oil prices and substantial energy exports — over the next decade or so.

Assessment of future policy

Russia has undergone something of a political transition over the last year, a recounting of
which is necessary to attempt to project who will hold the reigns of foreign policy decision-
making in the future. The Russian constitution limits the president to two consecutive terms,
which for Putin meant he would need to either change the constitution or step down after the
March 2™ 2008 presidential election. It was entirely unclear whether he would attempt to come
up with some way to hold onto power, or quietly fade into retirement, until October 2007. In
that month, he announced that he would head the party list of the pro-Kremlin United Russia
party, and that he would be amenable to becoming prime minister at the end of his presidential
term.'”® In the parliamentary elections, which took place on December 2™ 2007, he did indeed
head the party list, leading it to a sweeping victory with 64% of the vote''; Putin said this result
gave him a “moral right” to retain significant influence in the country.''> These pronouncements
made it clear that Putin intended on exercising significant political influence after he stepped
down from the presidency. Shortly after the election, on December 10"™, Putin announced that
he would endorse Dmitry Medvedev as his preferred candidate in the presidential election.''®
Medvedev went on to win 70% of the vote.'"” After his inauguration on May 7™, he took the
widely expected action of nominating Putin as prime minister, a position which Putin accepted.

Putin’s endorsement led to a flurry of analysis about whether Medvedev was more liberal
and pro-Western than Putin. Optimists argued that he was young, western-educated, never
employed in the state security services, and, employing analysis reminiscent of the Kremlinology
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of the Soviet era, a fan of Western rock music (Deep Purple is one of his favorite groups).118

Pessimists pointed out that he owed his entire political career, including his election to the
presidency, to Putin.'”  Unfortunately, the pessimists appear to have the more compelling
argument. Medvedev is indeed Putin’s creation — he worked alongside Putin when the latter
was mayor of St. Petersburg, ran his presidential campaign, worked as chief of staff for the
former president and then was appointed chair of Gazprom by Putin.'”® While serving as chief
of staff, he banned members of the administration from talking to the press.'*' Andrei Illianarov,
a critic of Mr. Putin, argues that it is fallacious to describe Medvedev as a liberal reformer.'*?
Indeed, Medvedev has stated that he will stick to the “successful” policies of his predecessor.'*
Putin agrees, asserting in March 2008 that “I do not think our partners will find it easier to deal
with [Medvedev]. This man is a true patriot, who will defend Russia's interests on the
international arena in a most active way.”'** Russia’s foreign minister, Sergei Lavrov, supported
this position, arguing that “[Medvedev] has been directly involved in the shaping of our foreign
policy for the past eight years. I think we can affirm the continuation of our course.”'®  As if to
confirm this, hours after Medvedev’s inauguration on May 7" two American military attaches
were booted out of the country, and hectoring towards Georgia regarding its two Russian-
supported separatist enclaves remained rife.'?°

Even if Medvedev does harbor a different foreign policy perspective than Putin, it is
unclear whether he will remain in power for long, or even hold real power to begin with. The
Russian constitution only prevents an individual from serving as president for two consecutive
terms; Putin could move back into the Kremlin in 2012 — or earlier should Medvedev step down
and a snap election take place.'”” Alternatively, he could easily amend the constitution to
transfer powers to the prime minister, given that United Russia controls over two-thirds of the
seats in the Duma. Even without a formal transfer of power, Medvedev could simply defer to
Putin and allow de facto authority to shift to the prime minister’s office. Indeed, most Russians
believe Putin will continue to wield preeminent authority — only 22% believe that Medvedev will
have real power.'” 1t is certainly possible that Medvedev will develop an independent power
base simply by virtue of sitting in the Kremlin. This is because the president has a wide array of
privileges and prerogatives, such as attendance at foreign summits, control over the nuclear
arsenal and a hefty staff. As one author puts it, “Medvedev should be able to make the most of
such trappings [of the presidency] so that, over time, real power and authority will accrue to
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him.”'?’ Thus, the situation is highly uncertain, and there remains a real chance of a shift in
Russian foreign policy. Nevertheless, the odds of Mr. Medvedev having both the ability and
desire to liberalize Russian policy and adopt a more amicable foreign policy look rather low.
More likely than not, the broad contours of Russian foreign policy will remain the same well into
the foreseeable future.

Assessment of future oil prices and future Russian energy production

An assessment of what future developments the conclusions presented above betoken also
hinges on whether the same drivers of Russia’s energy might — high oil and gas prices combined
with a stable or increasing level of production — continue to hold true. As with the political
situation, there is considerable uncertainty on this count.

A dramatic decline in oil prices would be disastrous for Russia. The Kremlin would do well
to look at its own history twenty years ago. In late 1985, Saudi Arabia decided to dramatically
increase oil production, causing a massive decline in oil prices. This led to a loss of around $20
billion a year for the USSR, “money without which the country simply could not survive”."*° In
part thanks to this dramatic decline, the Soviet Union collapsed six years later."”' Obviously
Russia differs from the USSR in innumerable respects today, but “there is not much difference
between the Soviet Union and today’s Russia in the percentage of energy supplies in overall
exports, or in the dynamics of absolute volumes of energy supplies to the world market.”'??

A near-term dramatic decline of oil prices, however, is unlikely. First, the oil market is
extremely tight — spare capacity as a percentage of total production was less than 1% in 2004 and
2005."* Second, the largest oil-producing region in the world, the Middle East, is remarkably
unstable and will remain so for the foreseeable future. Third, the fast-growing economies of
China and India have increased oil imports dramatically (in 2003 China accounted for more than
40% of the growth in global demand for oil; both countries’ energy consumption will double by
2030134), while older oil fields in the North Sea and other areas of the world have had most of
their reserves depleted.'” Therefore, the general consensus is that “high energy prices reflect a
general shortage of energy that...could confront mankind in the next 10 to 15 yealrs”.136 A recent
International Energy Agency report confirms these conclusions.”>’ The June 2008 spike in oil

prices to $142 a barrel, despite an economic slowdown in Europe and America and an increase in
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Saudi oil production, underscores the tight worldwide energy market."*® Short of a major new
oil discovery, alternative energy breakthrough or wave of peace throughout the wider Middle
East (all possible, none probable), high oil prices are here to stay for at least the next several
years.

Despite these high prices, Russia faces a troubling future when it comes to maintaining its
current level of oil and gas production, and the next decade will be critical. It faces four
overarching problems: insufficient development of new energy reserves, a deteriorating and
insufficient pipeline infrastructure, inefficient and growing domestic energy consumption, and an
incentive structure that discourages new developments in the energy sector. It will need to
undertake some fairly thorough reforms if it wishes to maintain the current level of energy
exports over the next decade and beyond.

First, the easily accessible Soviet-era reserves that now provide most of Russia’s energy are
rapidly depleting. In 2006, around 24 percent of Russia’s oil production came from fields that
had already produced 60 percent of their total recoverable reserves.'>” Gas fields are declining as
well. In 2005, 68% of Russia’s oil and 91% of its natural gas came from the western Siberian
region Tyumen.'* This has not been offset by new field development. Gazprom approved an
investment program in 2005 of nearly $11 billion a year, but most has gone into foreign
acquisitions and new pipelines, rather than new field development.'*' No new major oil reserves
have been found since 2000, and exploratory drilling has remained low."* 60% of Russia’s
current reserves qualify as “difficult to recover”.'*® This is largely because Russia will need to
move into new areas, mainly in eastern Siberia and offshore, where production is far more
expensive and technologically challenging."** Worryingly, Russian output declined in April
2008 for the fourth month in a row, resulting in total output dropping 2% below its October 2007
peak of 9.9 million barrels a day (mbd).'*’

Second, the pipeline system is rapidly deteriorating. Today, out of the 7mbd that Russia
exports, only 4mbd are exported via pipelines.146 The rest must be transported by the more
expensive means of railroads, which doubled the average cost of transportation between 1999
and 2003."" One third of Russia’s oil pipelines are over thirty years old, and another third over
twenty, which will require massive investment to maintain in the near future.'*® Transneft, the

138 Julia Werdigier, “World Stocks Sag as Oil Price Surges,” N.Y. Times, June 28, 2008.

9 U.S. Energy Information Administration, Country Analysis Brief — Oil, May 2008,
http://www.eia.doe.gov/emeu/cabs/Russia/Oil.html.

140 Brookings Institution, 16.

"I U.S. Energy Information Administration, Country Analysis Brief — Natural Gas, April 2007,
http://www.eia.doe.gov/emeu/cabs/Russia/NaturalGas.html. (this specific information was removed from the
May 2008 version, but the same general conclusion about underinvestment in production remains).

"2 David Quayat, “The Russian Oil Sector and the Global Oil Economy: A Prospectus,” 23:2 SAIS Rev., at 4-5
(Summer / Fall 2003).

“1bid., 5.

'** Brookings Institution, 16.

5 “Trouble in the Pipeline,” The Economist.

146 Aron, 1.

7 bid.

" Ibid.

27



state pipeline operator, is short of the funds it needs to maintain pipelines, much less build the
additional 4,000 miles of new pipelines it intends to construct.'* The Minister for Economic
Development claims that pipeline investment is only 29% of what is necessary for proper
maintenance. '’

Third, domestic consumption of energy is growing and increasingly inefficient. Gas is an
incredibly important domestic resource, given that it accounts for 55% of Russia’s primary needs
and 80% of its power generation.””' However, economic distortions are jeopardizing Russia’s
ability to maintain its current level of gas exports. Only 15% of energy is sold at market
prices.””* Domestic gas prices are only around 15-20% of the market rate of gas sold to
Germany, resulting in a $420 million loss to Gazprom on domestic sales in 2006."°  Another
estimate is that energy prices as a whole are one-half to one-third of those in the West."”* The
low energy prices encourage inefficiency, as the economic incentive to utilize energy in more
efficient ways (such as modernizing technology) is reduced. As a result, Russia’s consumption
of oil equivalent per dollar of GDP is estimated to be 2.5 to 5 times higher than in more
developed countries.'> One estimate is that if consumption patterns remain unchanged, Russia
will need to increase oil production for domestic consumption by nearly a billion barrels by
2015, or else cut exports.'””® Domestic demand for gas is growing around 2.2% annually;
investIISr%ent bank UBS reports that if growth in demand rises to 2.5% “the risk of supply crisis is
real”.

Fourth, the current incentive structure strongly discourages exploration and development of
new oil and gas fields, despite the high prices. In addition to export duties and a mineral
resources tax, oil companies are subject to a 90% tax on profits when the price per barrel of oil
exports is above $25."® There is also a dramatic lack of transparency in the energy sector, which
serves as a strong deterrent to foreign investment.'” In sum, “foreign investors in the Russian
[energy sector] are met with many obstacles”.'® This is problematic, as investment is
desperately needed: given all of the above problems, the International Energy Agency estimates
that the gas industry needs about $164-171 billion until 2020, and the oil industry needs $157-
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Nevertheless, it is far from certain that Russia faces a crisis in its energy output. In the next
few years, total oil production is expected to grow at a rate of around 1.5-2.5%. '®* Russia
adopted a policy to gradually increase domestic gas prices to parity with market rates in
November 2006; an initial increase of 15% occurred in 2007.' If all goes to plan, caps will be
removed on gas prices for industrial consumers in 2011, followed by residential consumers in
2013."** While the foreign investment climate is poor, the prospect of profits is sufficiently high
to give firms an incentive to invest.'® Relief from high taxes may be in sight, due to Putin’s
advocacy of such reforms in his inaugural address as prime minister.'® It must be stressed that
Russia will remain a key energy player into the foreseeable future, given the size of its reserves.
The doubts pertain to whether or not, in the near-term, Russian energy exports can maintain their
current level.'®’

Overall, the world can expect more of the same in the future regarding oil’s impact on
Russia’s foreign policy. Oil prices will almost undoubtedly remain high into the foreseeable
future. Even if Russian exports decline somewhat due to internal failings, they will still remain
significant. If the Kremlin implements its decisions to increase domestic energy efficiency,
invests more in maintenance and exploration, and decreases the barriers to foreign involvement,
it could even increase its exports over the next decade.

VIII: Conclusion

The increase in Russian aggression over the last seven years has been due, in large part, to
the rise in oil prices. Additionally, high energy prices and the current style of Russian foreign
policy making both look like they are here to stay, despite the presence of uncertainty on both
counts. Therefore, Russia will most likely continue to act in an aggressive fashion towards the
West. It will not do so recklessly or without cause, but rather to pursue its own interests as it sees
them. In concrete terms, this means Russia will continue to support states (Syria, Iran, Belarus)
and groups (Hamas) that the United States is on unfavorable terms with, bully neighboring states
to gain economic and political influence, ensure that it remains the dominant energy supplier to
Europe by maintaining tight control over pipeline networks in the former Soviet Union, continue
to restore its military forces, oppose U.S. missile defense plans, and do its utmost to prevent any
further eastward expansion of the European Union and NATO.

This presents a situation that will be difficult for the United States to deal with. The U.S. has
no capacity to alter the factor — high oil prices — that has led to Russian aggression abroad, nor
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can it somehow change Russian foreign policy decision-making. Instead, the U.S. will need to
adopt a more flexible approach. In some areas — combating terrorism, preventing nuclear
weapons proliferation — the two states share similar interests, and cooperation should be pursued
to the utmost extent possible. In many areas, however, conflicting interests will override
cooperative ones. In this case, the U.S. needs to pick its battles wisely, only exerting significant
effort into projects that the U.S. has a significant interest in. The U.S. also needs to get better at
linking progress on issues Russia wants, such as WTO accession, to issues the U.S. has a stake
in, rather than pursuing them separately. As the Council on Foreign Relations put it: “American
policy toward Russia has to become more selective, and the approach the United States selects
will vary from issue to issue...American preferences may not matter much. Russian policy has
shown such a high degree of competitiveness in these regions that increased friction between
Moscow and Washington may prove inevitable. In this context, the real challenge for U.S. policy
will be to advance American interests even in the face of friction, not to eliminate the friction
altogether.”'® Above all, the United States needs to engage with Russia and treat it as a serious
power with its own legitimate national interests, rather than trying to ignore it or exhort it to
adopt the Western position. As one author puts it: “engaging with Russia, where possible and
desirable, must be based on mutual self-interest. Most important, Western leaders have to avoid
wishful thinking when trying to embrace either a Kremlin ruler or a liberal opposition figure.”'®
This is in line with what Russian Foreign Minister Sergei Lavrov recently wrote, “We will
safeguard our own security...at the same time, the door for positive joint action to ensure
common interests on the basis of equality will always remain open.”170

The U.S. would also benefit from encouraging the EU to take a more consistent line on
Russia. On several issues, especially energy policy, there is no common EU position. This
allows Russia to play a game of divide and conquer in regards to the EU. This is most clear in
Russia’s building of the Nord-Stream pipeline to Germany. This will bypass the Ukraine, Poland
and the Baltic states, allowing Russia to turn the gas tap off to the eastern members whenever it
pleases without depriving the West of fuel. Germany is in favor of it, the eastern countries are in
adamant opposition. This seriously harms the ability of the EU to act regarding Russia, which is
a net negative for the U.S., since the transatlantic entities hold similar positions on issues related
to Russia.

To start with, then, the West has two overarching strategic tasks. First, it needs to take
Russia seriously, and devote substantial quantities of time and resources to Russian diplomacy,
realizing that confrontation is as likely as cooperation. Second, the West needs to adopt a more
unified position regarding the Kremlin, so as to enhance its collective bargaining leverage vis-a-
vis the Russian Federation. In sum, the West needs to get one fact clear — fueled by high oil
prices, Russia is back, confident and ready to assert itself on the world stage.
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Appendix: List of Aggressive Events.

February 2000 — Putin signs a Treaty on Friendship, Good-Neighborly Relations and Cooperation with
North Korea. ' 3

April 2000 — Russia seizes a Japanese fishing boat in a dispute over maritime boundaries.” 2
May 2000 — Russia hosts a Kosvo war crimes suspect in Moscow.” 1.5
July 2000 — Putin visits Kim Jong Il in Pyongyang.* 2

July 2000 — Russia, China, Tajikistan, Krgyzstan and Khazakhstan agree to set up a joint anti-terrorist
center in Bishkek and promise to work together to fight terrorism, drug trafficking and separatism.” 2.5

September 2000 — Russia withdraws from the 1992 agreement on visa-free travel for CIS countries, and
would henceforth conclude agreements on a bilateral basis.’ 2.5

September 2000 — Russia charges an American businessman as a spy.’ 1.5
October 2000 — presidents of Russia, Belarus, Armenia, Kazakhstan, Kyrgyzstan, and Tajikistan upgraded
their 1992 Collective Security Treaty, giving it more operational substance and de jure Russian military

dominance. ® 3.5

October 2000 — Eurasian Economic Association, which includes Russia, Belarus, Tajikistan, Kazakhstan
and Kyrgyzstan is formed. * 2

November 2000 — Putin renounces the 1995 Gore-Chernomyrdin treaty where Moscow agreed to limit
nuclear and military cooperation with Iran.'’ 4

December 2000 — Defense Minister Sergeev pays a visit to Tehran, the first of its kind since 1979, to
explore the sale of missiles and other weaponry.'' 4

December 2000 — Russia requires Georgian visitors to have visas, but does not do the same for the other
10 CIS members. It also exempts the regions of South Ossetia and Abkhazia.'” 3
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Inst., 8 (Feb. 2007).
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December 2000 — Putin makes a trip to Cuba, the first by a Russian president since the collapse of the
USSR." 1.5

March 2001 — Russia expels 4 US diplomats, due to espionage charges."* 2
April 2001 — Russia agrees to upgrade Soviet-era North Korean weaponry." 3

June 2001 — The Shanghai Cooperation Organization, consisting of Russia, China, Kazakhstan,
Kyrgyzstan, Uzbekistan and Tajikistan is formed.'® 3

August 2001 — Kim Jong Il visits Russia, holds talks with Putin."” 1.5

October 2001 — Russian forces raid the Khodori Gorge in the Abkhaz region of Gerogia in pursuit of
Chechen guerillas.' 4.5

December 2001 — Russia agrees to sell 12 MIG-29 fighters to Sudan.”” 3

June 2002 — Russia offers passports to hundreds of thousands of individuals in Abkhazia.” 3
August 2002 — Iraq announces a new hefty trade deal with Russia.”’ 3

August 2002 — Russian bombers hit the Chechen rebels in Georgia’s Pankisi Gorge.” 4.5
August 2002 — Kim Jong Il makes another visit to Russia.” 1.5

September 2002 — Putin openly threatens to invade Georgia’s Pankisi Gorge if the rebel activity there is
not quelled.” 4

December 2002 — Russia expels 2 Canadian diplomats.” 1
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December 2002 — Russia expels 2 Sweedish diplomats.”® 1

February 2003 — the presidents of Russia, Ukraine, Belarus, and Kazakhstan agreed
in principle to create a “single economic space” (SES) among the four countries.”” 3

April 2003 — Russia, Kazakhstan. Kyrgyzstan, Tajikistan, Armenia and Belarus form the Collective
Security Treaty Organization (CSTO).*® 3.5

May 2003 — At the Moscow summit, the SCO decides to create joint military exercises, an anti-terrorist
center in Tashkent and a secretariat in Beijing.” 3

September 2003 — the presidents of Russia, Ukraine, Belarus, and Kazakhstan sign an agreement to create
a “single economic space” (SES) among the four countries.”® 3
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