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Abstract

The paper attempts to examine regional orders after the collapse of communism applying an analytical
framework constructed for this purpose. The framework draws heavily on two approaches to the study
of social dynamics: one developed by Daron Acemonglu and James Robinson to identify drivers of
wealth and poverty and another one developed by Etel Solingen to study the relationship between
conflict/cooperation and international/nationalist strategy pursued by a domestic ruling coalition. Our
eclectic framework combines these two approaches; expands them to account for regional alliances;
and provides taxonomy of possible outcomes in terms of regional stability depending on the distribution
of power in the region and constraints imposed on national strategies. The application of this framework
to post-Cold War Europe points to a diversified group of countries revolving around two distinct poles or
hubs—the EU and Russia—and in-between. Two poles have contrasting institutional regimes and follow
mutually excluding grand strategies. Russia with its spokes orchestrated transition within extractive or
illiberal institutional regimes and authoritarianism. Russia’s adherence to Imperialist Grand Strategy
clashes with Internationalist Grand Strategy of EU members turning European space into the zone of
contained military conflict.
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Introduction

The democratic West won the Cold War but failed to understand that the collapse of communism
would not leadby default to market-based democracy in post-communist countries as a superior form of
social organization. Contrary to Francis Fukuyama’s expectations (1992), the end of communism turned
out not to be the end of history, that is, the end of ideological divisions and the universalization of liberal
democracy as the final form of human government. Anti-democratic forces in Europe and beyond have
re-emerged with vengeance and seek to restructure the world order in ways that threaten the survival of
Western civilization.

President Vladimir Putin’s decision to invade first Georgia and then Ukraine amounted to flagrant
rejection of international norms governing inter-state relations after the Second World War. These actions
violated major treaty underpinnings of European security, i.e., the Helsinki Accords of 1975, the Paris
Charter for New Europe of 1990, the Budapest Memorandum of 1994, and other agreements and
commitments signed after World War Il. Until annexation of Crimea by Russia, no country had invaded
and annexed part of another one in Europe since the end of World War Il. As a result, the post—Cold War
order “was torn to shreds” (Kramer 2015).

Had there been a closer attention paid to forces underpinning cooperation and conflicts across
state dyads in regional and global post-Cold War setting, the return to the new cold war could have been
prevented. Russia’s penchant for subversion of international law and support for anti-democratic political
forces was demonstrated long before VIadimir Putin came to power in 2000. From the beginning of 1990s
the term “near abroad” dominated in Russian security doctrines implying the unwillingness to respect
sovereignty of former Soviet republics and the readiness to intervene in their internal affairs whenever
Moscow saw fit. Russia incited conflicts in its neighborhood, militarily and financially supported separatist
movements. Examples abound: the secession of Abkhazia from Georgia, the secession of Transdniestria
from Moldova, war over Nagorno Karabakh. In all those conflicts Russian army units actively participated
creating precedents for the “hybrid war” observed now in Ukraine.

The West looked at such events as an unavoidable post-colonial trauma that must be patiently
endured. The West maintained this posture in response to Russia’s invasion and annexation of Abkhazia
and South Ossetia, or 20 percent of Georgia’s territory in 2008. Except for hollow rhetoric, the West did
not impose even a modicum of economic costs on Russia for its actions. That prepared grounds for more
ambitious adventures in the future. The dice was, thus, cast for annexation of Crimea and occupation of

eastern parts of Ukraine only six years later.



The objective of this article is to develop methodological framework to examine links between
political and economic regimes and apply it to the analysis of Europe’s security. Section 1 introduces
conceptual framework to examine the impact of different institutions and domestic ruling coalitions on
regional outcomes in terms of security, conflict and cooperation. Section 2 applies the framework to
examine developments in Europe in the aftermath of the collapse of communism. Section 3 seeks to
briefly examine the evolution in Russia’s policy and the extent to which the West can influence it. Section

4 concludes and presents major implications for European policy makers.

1. Conceptualization of links between domestic structures and international behavior

The proposed framework for examining regional outcomes combines concepts borrowed from
Acemonglu’s and Robinson’s (2013) conceptualization of features of institutions responsible for
prosperity and poverty and Solingen’s (1998) innovative framework for examining stability and discord in
regional orders. We shall present our interpretations of each framework in turn and then address the
issue of combining them together for an in-depth analysis of Europe’s regional order after the collapse of
communism. By the same token, our focus will be on the dynamic of political and economic change
associated with the emergence of new political arrangements.

While the emphasis of both frameworks is different, with the former focusing on the drivers of
economic development and the latter on international stability, they have one component in common.
Both look into the mode of interaction with the external environment as determined by domestic politics,
albeit for a different purpose. For Acemonglu and Robinson integration into global environment is crucial
to sustainable economic growth driven by innovation. For Solingen orientation of the ruling coalition,

whether inward or outward, is critical to the type of regional order that emerges.

A. Institutional determinants: Acemonglu and Robinson’s framework expanded

Acemonglu and Robinson (thereafter A&R) argue that failures and successes of nations can be
explained by institutions. They distinguish political and economic institutions with the former having a
decisive say in determining economic arrangements with political ones determining economic
arrangements at a state level. They divide institutions into two groups: extractive and inclusive. They refer
to two different modes of distribution of material rewards and privilege. Extractive institutions imply
concentration of power in narrow elite (oligarchs) in a monopolistic position to extricate economic
benefits. There is a positive feedback loop as political institutions allow elites to pick up economic
arrangements that provide them with resources enabling control over population. Formal and informal

monopolies make it difficult or virtually impossible to undertake business activity: profits depend on



‘government-granted favors.” The winners are favored political cronies. The combination of extractive
economic and political institutions sets into motion the vicious circle of stagnation (see Table 1).

At the other end, there is the inclusive regime: in such institutional arrangements political power
is broadly distributed and its arbitrary use constrained by the rule of law. People participate in governing:
this removes, or mitigates the forms of exploitation typical for extractive institutions. Economic system is
based on competitive markets. It is open to competition from imports and new entries into the business
sector. Negative feedback loops within political institutions make it hard for the elites to assume a
dominant position in society. The combination of inclusive political and economic institutions sets into

motion a virtuous circle of sustainable economic development.

Tablel: Dynamigotentialunder various combinations of institutional arramgents

Economic Institutions

Extractive Inclusive
2 Extractive 1.Vicious circle of 2. Stable arrangement may create
2 stagnation environment conducive possibly to high
g growth thanks to strong state but not
E sustainable.
_S Inclusive 3. Unsustainable 4. Virtuous circle promoting innovation
% arrangement may lead to | and containing elites.
o quadrant 1 or 4

A&R framework is more ingenious than the above summary might indicate. For the purpose of
this discussion, a couple of issues are of relevance for economic success. First, at some point in history a
centralized state should emerge able to impose an order upon the society. Second, the state should be
able to combine outward orientation, i.e., integration into global markets, with strong autonomous
economic system subject to market signals.! The extent of centralization should be such as to assure an
adequate supply of such public goods as internal security, justice, protection of property rights, and
enforcement of contracts, stable macroeconomic environment, basic healthcare, and education. An
important caveat is that graduation to a group of highly developed economies capable of generating
sustainable economic growth calls for economic institutions not only copycatting technologies but

creating an environment for their development.

1 According to a study examining policies of countries that were the most successful in terms of economic growth
performance in the second half of 20" century, they all shared the following five features: 1.They fully exploited
the world economy; 2.They maintained macroeconomic stability; 3.They mustered high rates of saving and
investment; 4.They let markets allocate resources; 5.They had committed, credible, and capable governments. See
[WB 2008].



A&R argue, for instance, that China’s long term economic development is not sustainable unless
both political and economic institutions become inclusive. Virtuous circle (quadrant 4 in Table 1) will not
start unless the state sets up right mix of inclusive institutions enabling the emergence of innovative
energies. Centralized state with extractive institutions can also deliver growth if two conditions are met:
the level of economic development is well below the world’s technological frontier and economic
institutions are, at least to a certain extent, inclusive. The distance allows for catch-up dynamics driven by
technology absorption whereas the former are critical to efficiency gains.

The second issue relates to the impact of external factors on domestic policies. The strength of
the challenge may vary from an equivalent of Industrial or Information Revolution to the prolonged period
of falling terms of trade of major exportables. A&R contrast the response of China to Industrial Revolution
in the 19' century to that of Japan: the latter actively pursued Westernization during the Meiji period in
1868-1912, which set the ground for Japan’s entry to the group of highly developed economies, whereas
the former aggressively sought to minimize interaction with the West. Another example, not discussed by
A&R, was the shift from import substitution to export-led strategy that occurred in many Latin American
countries in response to the Debt Crisis in the 1980s. Uncharacteristically, this shift was accompanied by
the wave of democratization, i.e., political liberalization accompanied an economic liberalization. The two
moved at different pace indicating possible existence of institutional hybrids.

This leads to the third observation. Four combinations in Table 1 do not exhaust all possibilities.
In fact, it is more appropriate to think of these two types as labels for sets of features of which some may
overlap despite belonging to different institutional types. For instance, China falls under extractive
institutions; yet important areas of economic activities are under institutional economic arrangements,
i.e., private businesses and competitive markets, similar in many aspects to those in societies with
inclusive institutions. One can also point to a number of regulations in countries with inclusive institutions,
which block entry and offer protection to the privileged and therefore are in essence extractive. For
instance, the eruption of regulations in the U.S. over the last six years has significantly increased the
‘extractive component.’

Hybrids always exist. Extractive political institutions may coexist, to a limited extent, with inclusive
economic institutions, though this combination may turn out to be unstable. Hybrids emerge also in
transitioning from extractive political institutions of which post-communist transition is the most notable
example. Strong, albeit limited with checks on executive power, central government—as it was pointed
above—is critical to maintaining inclusive economic institutions in the presence of extractive political

institutions. The rule of law implies that law is also binding the rulers. From this symmetry it follows, that



political institutions able to maintain inclusive economic institutions, must themselves be to a large extend
inclusive. These in turn may open the way for the emergence of inclusive political institutions. The
movement is possible and historically it occurred in both directions.

A&R do not address the issue of strength of particular institutional arrangements as these are not
relevant in their broad historical analysis of success and failure. But they are of significance for: (a) making
predictions about possible political evolution; and (b) assessing movements between two regimes as well
as within each regime.

For the purpose of this analysis, we are interested in (b) and their implications for relations among
states. Viewed in a dynamic context, institutional change of an extractive regime does not have to lead to
the emergence of inclusive institutions. In other words, the change can occur ‘within.” On the other hand,
democratic transitions imply the movement from extractive to inclusive institutions, political and
economic alike. In both cases, the result can be a strong or weak institutional arrangement with important
implications for stability. Strong institutional arrangement suggests internal stability but this may have
different implications for regional security depending on the type of dominant coalition. The next section
provides tools to examine issues related to interface between domestic order and regional outcomes.

B. Institutional types versus domestic coalitions and grand strategies

The main conclusion from the previous section is that state’s capacity to produce economic
success and sustainable growth is contingent upon the extent to which its institutional underpinnings are
inclusive and supporting competitive markets and polity. States do not function in the vacuum: they
operate within global and regional processes and their survival also depends on how they adjust to
external imperatives. The latter affect domestic politics. Solingen (1998: 18) notes that “... the kinds of
ties binding different domestic political actors to global processes affect the way in which these actors
identify their preferences whether material or ideal.” In the contemporary world, preferences are built
around supporting or opposing integration into global processes. Political forces that support
liberalization and integration into global markets and institutions are referred to as internationalist
coalition and those that oppose it “statist-nationalist-confessional coalitions” (Solingen 1998: 19).

Hence, grand strategies boil down to mutations in approach vis-a-vis external environment. Grand
politico-economic strategies, which are expressions of preferences of respective ruling coalitions, differ
markedly and in some ways they depend on type of institutions dominant in a country, that is, extractive
or inclusive. Grand strategy of internationalist ruling coalition actively pursuing cooperation through
regional and global institutions and seeking integration into global markets and institutions supporting

them is more likely to emerge in a regime dominated by inclusive institutions. This strategy opens



domestic markets to competition from imports of goods and services and takes measures to make
domestic environment favorable to foreign and domestic investments alike that is, not discriminating
against foreigners. Thus, at a minimum, it establishes inclusive economic institutions. Does it mean that
political institutions will have to be inclusive as well?

Historical evidence suggests that under some circumstances exclusive political institutions may
coexist with inclusive economic ones and produce both political stability and economic development.
Several countries of the ‘East Asian miracle’ are a good example: they were not democracies but had
highly efficient and competent administration. One might be tempted to argue that nationalism was often
a driving force, as it was the case of South Korea; but it provided only a motivation to launch a strategy,
which was internationalist. Moreover, alliance with the U.S., an internationalist superpower, together
with access to its huge markets favored outward-oriented economic strategy. With the progress in
economic modernization, however, powerful pressures built up to open political institutions, i.e., to make
them open and inclusive. At least in case of S. Korea and Taiwan, American military presence was a factor
crucial for their security. Thus, we had had there only mildly authoritarian regimes

Grand strategy of a statist-nationalist ruling coalition seeks to mobilize political support around
alleged external threat to national interests. External threat is used to justify subordination of economy
to state’s interests, possibly suppression of freedom of expression and significant resource extraction to
military allocations. Interaction with the external world becomes subjected to special control and curbed
though protectionist measures.

The distinction between grand domestic internationalist and nationalist strategies and ruling
coalitions is of no relevance in the absence of global or regional institutions supporting cooperation
ranging across political and economic spectra, although foreign policy choices exist. It is only relevant if
international institutions underpin global, regional markets and collective security.? The discussion below
applies to a globalized political and economic world.

Solingen (1998: 48-51) examines factors enabling translation of grand strategy into policy actions,
that is, the strength of a coalition, which is clearly “... contingent on its cohesiveness and the amount of
political resources it has amassed relative to its opposition, including the resources to buy off groups

otherwise inimical to the ruling coalition’s preferred policy” (p. 48). Strength depends thus on political

2 For instance, the internationalist option was not available in the interwar period despite the existence of the
League of Nations. Even though a ruling coalition could hardly be described as statist-nationalist, its grand strategy
had to be nationalist as no international option was available. Contemporary, state may be ruled by a statist-
national coalition but may pursue international strategy in economic policies, Furthermore, both types may be
either democratic or non-democratic, albeit with a caveat.



foundations: the weaker they are, the less coherent and expedient policies emerge. While each case
would call for a separate analysis, coalitions may be weak or strong. How do they correspond to the earlier
discussed institutional arrangements? First, intuitively, it is rather clear that there is a relationship
between strong/weak types of domestic ruling coalitions and strong/weak types of institutions. Inclusive
political and economic institutions favor strong internationalist coalitions capable of carrying out their
grand strategies of two-way integration into global structures. They also point to democracy as a ‘natural’
corresponding political arrangement. Similarly, strong extractive institutions make room for strong
nationalist ruling coalition and authoritarian political system. Put differently, inclusive political institutions
tend to favor democratic internationalist ruling coalitions as well as inclusive economic institutions, while
extractive political and economic institutions provide fertile ground for non-democratic statist-nationalist
ruling coalitions.

Second, weak extractive institutions may coexist with both nationalist and internationalist ruling
coalitions but none of them can be strong. Similarly, nationalist and international coalitions are weak in
the presence of weak inclusive institutions. Political stability may be difficult to maintain in both cases,
which may further erode an institutional framework. Strength of coalitions and institutions hinges
critically on effectiveness of government: centralized and effective government is critical to strong
institutions—extractive and inclusive alike. This is, however, not a sufficient condition for a strong
coalition: strong coalitions, i.e., capable of implementing their grand strategies may exist in a weak
institutional environment. While the likelihood of such a combination is low, the point is that lack of social
consensus on a preferable path of action lowers the probability of implementation of a grand strategy the
effectiveness of governance notwithstanding.

Hence, the combinations of strategies and coalitions are nuanced: ruling coalitions may be strong
and weak; their grand strategies may differ depending on effectiveness of governments; and may have
institutional arrangements ranging from strong inclusive to weak and strong extractive. As pointed out,
there are, however, some combinations more likely than others: for instance, internationalist ruling
coalitions usually operate in inclusive institutional environments and have effective governments.

But the picture becomes even more complex once the time dimension of transitioning to other
institutional arrangements is taken into account. The second half of the twentieth century witnessed two
grand transitions from extractive institutions—democratization accompanied by the so-called Silent
Revolution in Third World countries in the 1980s and dismantling of totalitarian political structures and

central planning. Since full implementation of political and economic reforms takes time, snapshots of



national actors taken at different may produce unusual arrangements. We shall briefly address them in
the next section.

Another complicating factor relates to the fact that ruling coalitions and domestic institutions may
be simultaneously affected by both great challenges of globalization and regional alliances and
institutions. In other words, they interact with each other and may affect coalitional politics in respective
countries. Global environment appears to influence the shape of domestic coalitions. For instance, a
global military threat will play in the hands of the industrial-military complex. Falling global political
tensions, on the other hand, are bound to result in the reduction of defense spending, which, in turn,

affects the position of respective groups in the coalition.

C. Regional outcomes: how features of major participants determine outcomes
Indeed, state actors do not operate in a vacuum. Their destiny is often shaped by interaction with
other regional actors. According to Solingen (1997), taken together in dyadic relationships, they create
regional outcomes driven by policies determined by grand strategies. Regional outcomes in terms of
stability depend on ruling coalitions of major countries of the region and on their grand strategies.
Juxtaposition of two grand strategies pursued by a respective domestic ruling coalition produces the
following analytically distinguishable outcomes (Solingen 1997: 64):

A. Zones of stable peace amongst countries ruled by strong internationalist coalitions.
Conflicts among them are solved peacefully through negotiations often through regional
institutions facilitating intermediation. International cooperation seen as positive sum
game.? Dyads among actors with weaker internationalist coalitions produce lower
intensity of cooperation;

B. Zones of war characterize relations between actors with strong nationalist ruling
coalitions although there may be room for cooperation if there is an overlap of ideology
and economic interests. It is interesting to note that on the European political scene all
democracies after World War | sought to avoid military conflict. The alliance between two
totalitarian regimes—Germany and Soviet Union—was a trigger of the World War .

C. Zones of contained confli¢thereafter renamed as zones of confrontation) emerge when
a strong internationalist coalition interacts with a strong national-statist coalition.
Solingen notes (1997: 79): “... despite this intense ideological competition, the coalitions’
respective strength allows them to achieve a certain modus vivendi, a “live-and-let-live”
framework, an ersatz cooperation, less tainted by short-term considerations of political
survival than among their weaker counterparts.” An excellent, current, illustration of this

3 As Max Singer and Aaron Wildavsky noted, “Conflicts among the nations of the zones of peace will have two
sources: money (jobs) and symbols. That is, it will be conflict based on either opposing financial interests or on issues
that are of psychological or emotional importance. But the key fact is that none of this conflict will affect the
fundamental interests and feelings of any of the parties to the conflict. No country’s independence or form of
government will turn on these conflicts. Nor will the outcome of the conflict make the difference between prosperity
and poverty” (1993: 24).
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situation are China’s expansive claims with island-building and naval patrols in the South
China sea challenged by the US opposing the restrictions on freedom of navigation as well
as unlawful sovereignty claims.*

Assuming one powerful regional actor has inclusive institutions and strong internationalist
coalition (IS) and another powerful regional actor has extractive institutions anda nationalist-statist
ruling coalition (N-S), there are two possible regional outcomes. Both depend on the pervasiveness of
extractive institutions and strength of central government (Table 2). Outcome “A” implies adversarial
relationship with IS compelled to pursue containment strategy, whereas weak central government and
vulnerability to external economic developments produce outcome “B.” Region’s security is higher under
B than A. Therefore, we suggest the use of a term: zones of confrontatiorinstead of zones of contained
conflict. Solingen’s term suggests that conflict can be controlled and somehow handled by both sides. This
may take place in the case of a country with an ineffective government and a weak nationalist coalition.
But when the coalition is strong and the country is a regional hegemon, conflict may turn out to be
extremely difficult to meditate and contain. In other words, zone of confrontation can explode: its stability
ultimately depends on the ability to contain the local ‘spoiler’ whose willingness to ‘spoil’ is determined
by the regional distribution of power.

Table 2: Outcomesunder strong internationalist coalition confronting nationalist actors with weak and
strong extractive institutions

Coalitions N-S1 coalition with strong NS-2 with weak extractive
extractive economic institutions | institutions and ineffective
and effective government government

IS with strong inclusive A. confrontation: military B. conflict not revealed:

economic institutions and containment absence of active cooperation

effective government

But the taxonomy of dyadic outcome skips over the distribution of power in a region, a possible
influence of an extra-regional actor and regional coalitions, and the trap, which Paul Collier (2007: 53-64)
calls, of being landlocked with bad neighbors. Regional spillovers from the choice of a grand strategy
constrained by domestic institutions depend on the weight and size of a regional actor vis-a-vis other
states as well as the support of a regional power. The shift towards a nationalist ruling coalition in a small
country will have little significance for neighbors unless supported by a regional hegemon sharing the

goals of its nationalist-statist ruling coalition. Similarly, the shift in the other direction, i.e., internationalist

4 Disputes with China in the South China Sea involve both island and maritime claims among several sovereign
states including Brunei, Taiwan, Malaysia, the Philippines, and Vietnam.
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strategy is difficult in the presence of a powerful neighbor pursuing a nationalist strategy with extractive
political institutions. It is also unlikely to occur when a country is resource-scarce landlocked, surrounded
by countries with poor infrastructure and policies. A country is trapped: it can “neither access the global
market, because of the high transport costs (...), nor rely upon reorienting its economy to its neighbors,
as they are stuck too” (Collier 2007, p. 57). Last but not least, the shift may be hampered by the “staple
trap” or “resource course” (Auty, 1993; Sachs, Warner, 1995), that is, the abundance of natural resources

under institutional weakness.

D. Missing component in Solingen’s approach: regional politics can be global
In regions of strategic interest to world’s powers, regional outcomes do not stem only from a multitude
of dyadic relations amongst actors of various sizes. Globalization means that no region is isolated from
global political and economic processes. Interests of major world powers are ubiquitous. Thus, regional
power configurations are affected by interventions of external actors. This should not suggest that
Solingen’s framework loses its relevance. To the contrary, it can be adapted and expanded to take into
account a region’s geopolitical reality or, more exactly, unique circumstances of each region. Geography
as well as history matters especially in the case of Europe historically embodying the unity of regional
and global politics, although to some extent one may find similar configurations in other regions. In
Europe, regional politics has had global implications since its colonial conquests. But Solingen’s
taxonomy has become relevant only in the aftermath of the World War Il, when man-made global

political and economic institutions together with collective security institutions were established.

Bipolarity in world politics shaped regional outcomes in post-World War Il Europe until the demise
of the Soviet empire in 1989-91. Dyadic relationship was limited to the United States, on the one hand,
and the Soviet Union, on the other hand. Other dyads hardly mattered since they mirrored those of a
respective superpower’s dyad: Europe was neatly divided into West and East, which were more than
geographical depictions. Leaving ideology aside, a political regime of each power was different: one was
a full-bloodied extractive institutional regime (the Soviet Union) and another was based on inclusive
institutions (the United States). In a way, the two superpowers acted in a similar way: each projected its
own political and economic regime. One was based on subjection and coercion, another — on the rule of
law, freedom of choice, and voluntary cooperation. States of the Soviet bloc were institutional replicas of
the Soviet political and economic system. So were their policies as they were not independent actors on

aregional or world scene: the only grand strategy in Solingen’s meaning was the one pursued by Moscow.
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In contrast to Western Europe, Eastern Europe had no choice: it was coerced to be part of the Soviet
empire.

In contrast, the US encouraged participation in international economic institutions offering
tangible welfare gains and promoted democracy albeit without endangering global balance of power. On
a European scene, the US encouraged the establishment of regional arrangement that would foster
economic interdependence among West European countries that was perceived as critical to reduce
regional conflicts and prevent future wars in Western Europe. Most important of all, through the NATO
alliance, Washington extended over Western Europe a security umbrella providing it with a free-ride.

Solingen’s framework, however, has to be slightly amended to account for a dyad between two
superpowers committed to mutually incompatible ideologies. In order to examine this relationship, one
has to go beyond different types of strategy in terms of openness but to include ideology and strategic
issues, neatly captured by Mutually Assured Destruction. When two countries compete for control over a
region, one dominated by a nationalist-statist coalition with imperialist ambitions, and another dominated
by an internationalist coalition, the result is similar. The only difference is eventually the “mutually assured
destruction”.

The demise of the Soviet Union gave former Soviet Bloc countries as well as newly independent
states of the former Soviet Union an alternative: integrate into Western regional and global institutions
or stay out of them. Sovereignty amounted to the choice of one’s own Grand Strategy that also had to
include the choice of either staying within the realm of extractive institutional arrangements or those
supporting inclusive ones. For some of these countries the choice was real, for others — it was rather
hypothetical.

E. How to identify institutional types and coalition/grand strategy?

While taxonomies of institutional regimes and ruling coalitions is relatively straightforward,
problems may emerge with border cases, i.e., inclusive institutions with the presence of some that are
extractive or the other way around and the ruling coalition adhering to a grand internationalist strategy
with nationalist component. Detailed case studies may help arrive at an adequate assessment. This would
be time consuming. A possible shortcut for a simultaneous examination of several countries aiming to
identify their major strategic features is to resort to results of international surveys assessing political and
business climate in individual countries. In addition, strategies reveal themselves in policy actions. For
instance, various measures capturing the extent of openness of national economy to global markets like
levels and dispersions of tariff rates, participation in regional arrangements that are actively promoting

multilateral liberalization (e.g., European Union) and ratios of trade in goods and services to GDP provide
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data relevant to the assessment of the Grand National strategy of a country. Lower than average barriers
to foreign trade in goods and services and liberal foreign exchange system can be used as an indication of
internationalist strategy in place.

A&R do not directly address in their analysis serious methodological problems that concern the
typology of inclusive versus extractive institutions. They rely on intuition equating inclusive institutions
with market and democracy, and extractive regime with authoritarian or totalitarian systems. While this
issue deserves a separate analysis, for the purpose of this discussion we use an eclectic combination of
various measures derived from World Bank surveys. Surveys conducted by the World Bank—governance
indicators and knowledge for development—contain information shedding light on institutional
structures and strategies. They are discussed in more detail in empirical section of this paper.

F. Concluding observation

What are the major determinants of regional outcomes? Based on the above analysis, the short
answer to this question is balance of power between actors with inclusive political institutions and those
having extractive institutions. If it is tipped in favor of the latter group, then a region is a zone of stable
peace. But the adjective: stable suggests the possibility of instability; peace will last only as long as actors
with extractive institutions do not prevail thanks to more effective governance and increased military
power. A new regional equilibrium may then emerge; that of confrontation. This will be a dominant
regional outcome with a zone of stable peace still linking countries with inclusive institutions and
committed to internationalist strategy.

Methodological guidelines that may be derived from this analysis boil down to the following
three: First, since states with extractive political institutions ruled by nationalist coalitions are the major
threat to region’s stability, one should assess effectiveness of respective governments and strength of a
ruling coalition. Second, there is a strong possibility of the existence of hybrids especially during periods
of transformation: inclusive political institutions may coexist with extractive ones in the economy and vice
versa. Last but not least, nationalist strategy may be difficult to distinguish from grand strategy pursued
by a weak internationalist coalition. Isolation from the external world is not a viable strategy in today’s

global economy.

2. Diversity of post-communist transformations and emerging coalitions

The collapse of the Soviet bloc and dissolution of the Soviet Union has marked the end of Cold
War and the emergence of a new political order in Europe. The general expectation was that extractive
institutions and nationalist confessional coalitions would be replaced by internationalist coalitions

orchestrating launch of inclusive institutions. The prevalence of internationalist ruling coalition across
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European countries operating within emerging inclusive institutions would lead to a pan-European zone
of stable peace. That would effectively mark the End of History and fulfillment of Kantian world held
together by common moral values.

This did not happen. Although not a single country from the former Soviet bloc has remained
communist, not all of them have got rid of extractive institutions. Emerging institutions, albeit different
than communist ones, would fall in a continuum of extractive institutions. In contrast to earlier waves of
democratization in Southern Europe and Latin America, there was no return to the point of departure,
i.e., communism.>

Although the institutional design imposed on Central Europe by the Soviet Union in the aftermath
of World War Il was uniform, trajectories of political developments since demise of the Soviet bloc had
displayed huge differences leading to three different outcomes: a group of countries with inclusive
institutions ruled by internationalist coalitions; an in-between group; and states with extractive
institutions and a nationalist ruling coalition. Russia is in the third group. Since Russia is also a regional
hegemon and a nuclear power, its grand nationalist strategy seeking to restore Soviet empire set against
internationalist strategy of the EU determines the shape of European order: this is not a zone of stable
peace but a zone of unstable confrontation with Ukraine as a major battleground. The remainder of this
section is organized as follows. The first subsection takes a bird’s eye view of different paths taken by
post-communist countries, the second one touches upon regional politics and institutions nuancing
strategies of ruling domestic coalitions, and the third one briefly examines the nature of Russian
nationalist challenge and its implications for European regional outcomes.

A. Bird’s eye-view of post-communist transition twenty-five years later

As a first benchmark to distinguish inclusive from extractive institutions, we use the values of
Innovations Suppression Index (SI) that we developed using the data in World Bank’s
Knowledge4Development database (see Kaminski and Kaminski 2014) together with three other
indicators: Single Aggregate Index of Political Regime (SAP); Single Aggregate Index of Economic
Governance (SAG); and the value of Economic Incentive Regime (EIR). Sl is a ratio of the difference

between the score of knowledge intensity of the economy and the score of EIR to the sum of these two

5 Since their points of departure were different: capitalism as opposed to central planning; authoritarianism as
opposed to totalitarianism; in a marked contrast to the waves of democratization in Southern Europe and Latin
America, post-communist transition could remain successful even without producing democratic outcomes. For an
extensive discussion of post-communist institutional trajectories, see Kaminski and Kaminski (2009).
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scores.® The EIR is defined in terms of an average of scores for three variables: tariff and non-tariff barriers;
regulatory quality; and rule of law. The SAG is defined as an average of the following indicators of
governance: political stability, government effectiveness, regulatory quality, and rule of law.

Table3: Various measures of the quality of political and economic institutional arrangements in post
communist world in 1996, 2000 and 2012

1996 2000 2012 | 1996 2000 2012 1996 2000 2012 | 1996 2000 2012
SAP: openness of SAG: Index of Quality of | SlI: Suppression EIR: Economic

EU-11 political regime Economic Governance Innovation Index Incentive Regime
Estonia 68 72 84 73 77 79 -3 -3 -3 8.3 8.6 8.8
Slovenia 87 83 79 85 77 77 -2 4 -2 8.2 7.4 8.3
Czech Rep. 77 68 78 79 68 81 -3 3 -3 8.1 7.2 8.5
Poland 72 76 77 71 69 76 6 2 -5 6.2 7.0 8.0
Lithuania 68 66 74 67 64 75 -5 -5 -3 7.1 7.8 8.2
Latvia 59 62 72 63 63 72 -8 -4 -7 7.3 7.7 8.2
Slovak Rep. 62 66 70 67 67 76 6 5 -5 6.6 6.5 8.2
Hungary 77 82 69 77 79 72 6 0 -2 6.8 7.8 8.3
Croatia 39 57 62 44 56 66 31 12 -1 3.7 5.5 7.4
Romania 54 54 57 50 41 54 -1 2 -5 6.0 5.5 7.4
Bulgaria 48 52 55 42 54 60 11 20 -5 5.8 4.3 7.4
Balkan states -
Montenegro n/a n/a 56 n/a n/a 58 n/a n/a n/a n/a n/a n/a
Serbia 11 18 50 16 13 46 73 nla 22 11 1.2 4.2
Macedonia 35 34 49 33 31 48 11 17 -1 4.3 3.6 5.7
BiH 44 38 46 24 27 42 10 0 -6 3.8 3.8 5.6
Albania 22 25 36 27 24 44 -5 22 -2 4.7 2.5 4.7
Former Soviet European republics
Moldova 48 39 45 46 33 44 23 6 7 35 4.5 4.4
Ukraine 27 21 33 30 24 32 39 36 23 3.1 3.1 4.0
Russian Fed. 32 25 22 27 19 31 44 62 51 2.6 15 2.2
Belarus 23 14 9 32 25 24 47 63 45 2.5 1.4 2.5
Transcaucasian states
Georgia 22 28 52 15 23 56 62 25 -24 1.5 31 7.3
Armenia 30 36 30 35 34 52 37 7 -9 2.8 5.0 5.8
Azerbaijan 14 18 18 16 16 27 53 43 19 1.7 1.7 34
Former Soviet Central Asian republics
Kazakhstan 15 18 23 23 29 36 51 25 15 2.0 3.0 4.0
Kyrgyz Rep. 24 21 20 35 36 25 32 12 49 2.6 3.7 1.6
Uzbekistan 11 9 5 13 11 14 71 58 62 1.0 1.1 0.9
Tajikistan 4 7 10 4 8 15 93 10 13 0.2 2.7 2.6

Source: Own calculations based on the data in database “Aggregate Indicators of Governance 1996-2012" available
at www.govindicators.org and “Knowledge 4 Development” available at the website
http://info.worldbank.org/etools/kam2/KAM page5.asp

6 Sl can be expressed as (KI-EIR)/(EIR+KI)*100 for KI>EIR, where Kl is knowledge intensity. The negative values of
the SI simply suggest that the EIR does not prevent tapping country’s potential: thus, there would be no
suppression effect. For an explanation and rationale underpinning this index, see Kaminski and Kaminski (2014).


http://www.govindicators.org/
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Suppression only takes place when the relative standing of a country in knowledge intensity
measured by an average of scores for innovation, information technology and education exceeds its score
in EIR. Then, there is a gap between country’s innovative and entrepreneurial potential, as captured by
the economy’s knowledge intensity and its economic regime erecting barriers to entry and innovative
activity. This, turn, suggests the existence of extractive institutions with economic and political channels
blocked by informal monopolies and other special arrangements that prevent entry and taking up of
entrepreneurial activities (Table 3 above).

By this measure, the post-communist world was in 2012 neatly split between countries with
extractive institutions and inclusive ones. Former Soviet republics, with few exceptions (see below), had
extractive institutions. All new EU members, Armenia, Georgia, Macedonia, Bosnia and Herzegovina (BiH)
had inclusive institutions. But the picture is more nuanced if one examines closely other indicators, that
is, EIR, SAP and SAG shedding light on the evolution as well as grand strategies that had been carried out
in individual countries.

The above data show that scores of EIR and other two governance indicators tend to move in
tandem. This should come as no surprise since both SAG and SAP are tied to EIR.” SAP is an average of
“Voice and Accountability” and “Rule of Law” dimensions of governance traced in World Bank’s surveys.
It is normalized in terms of percentile ranks with larger value indicating politically more open political
regimes. The value of 35, for instance, means that a country is more democratic than almost 35 percent
of 213 countries covered by the World Bank’s survey. SAG represents an average of “Political Stability,”
“Government Effectiveness,” “Regulatory Quality,” and “Rule of Law." While the SAP highlights features
of political institutions, the SAG speaks volume about the quality of business environment in a country.
Not surprisingly, the two dimensions are strongly intertwined moving in the same direction and having
similar values. The “Rule of Law” overshadows other dimensions of governance: its existence raises the
values of all other indicators.

Looking at the evolution over 1996-2012 from the vantage point of 2015 and taking into account
developments as recorded in political and economic dimensions, one may identify the following three
groups of countries and an outlier (see Figure 1):

9 Inclusive/internationalist group comprising all new EU members and Georgia. Scores on all
dimensions exceeded 50 percent and on the EIR were above 7 in 2012 (see Table 3). Hence,
their political and economic institutions are inclusive and liberal, domestically and externally
alike, indicating a successful implementation of internationalist grand strategy.

7 The EIR includes two of six World Bank’s dimension of governance—regulatory quality and rule of law. The SAG
incorporates these two dimensions, and SAP traces the rule of law dimension.
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9 Group of countries in-transition away from extractive institutions to inclusive/ internationalist
structures, which includes Balkan countries and Armenia. As measured by Sl index, except for
Serbia, they all fulfill the inclusiveness criterion. They all registered improvement on all
dimensions of governance although—except for Montenegro—no other country had values
of SAP/SAG in 2012 exceeding 50, i.e., they were in the lower half of countries worldwide.
Progress in Serbia over 2000-07 was particularly impressive with its SAP percentile ranking
rising from 18 in 2000 to 47 in 2007.

9 Ukraine is an outlier as we have no data assessing the scope of institutional reforms following
the change of governmentin 2014. It seems that the current ruling coalition is internationalist,
committed to establishing inclusive institutions. Its SAP percentile ranking increased from 21
in 2000 to 40 in 2008 and then was falling every year to 33 in 2012. This put Ukraine on a
similar level as in-transition group but the value of its IS was in a positive domain

9 Extractive/nationalist with SAP/SAG scores below 30 and EIR below or equal four. It is
interesting to note that Russia’s institutional and policy developments in 2000-12, as captured
by three indicators of governance, indicate a very successful implementation of nationalist
grand strategy.

Trends over 1996-2012, as captured by group averages of SAP percentile ranks in terms of SAP,
provide information on ruling coalitions and their grand strategies (Figure 1). Extractive nationalist
coalitions have been remarkably consistent: there has been no significant improvement in the rule of law
and freedom of expression and rulers’ accountability during this period. The group displayed significant
regional diversity along geographical lines. Former European Soviet republic scored higher at around 27
than former Soviet republics from Central Asia at an average of 12. But in terms of the quality of economic
institutions and policies, there was little diversification: except for Kazakhstan, Moldova, and Ukraine,
which recorded some improvements in their business climate, other countries had remained protectionist
and business unfriendly.

While the inclusion/internationalist group shared similar dynamics, albeit differently spread,
there was a significant difference between eight countries that acceded to the EU in 2004 and the rest.
Their average SAP percentile ranking of 71 was already very high in 1996 and rose to 76 in 2004. No other
country reached similar level of political openness and accountability. Transition from extractive to
inclusive institutions was also quick in Bulgaria and Romania apparently driven by imperatives of EU
accession. The Rose Revolution in 2003 put Georgia on a path of a very fast transition from extractive to
inclusive institutions, which was not derailed by the Five Day War with Russia in August 2008.2 To the
contrary, structural reforms continued producing an open liberal economic regime—ranked on a par with

those of EU members—and an accountable internationalist ruling coalition. It proved that the EU

8 For an interesting analysis of its broader implications, see King (2008).
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accession is not a condition sine qua nonof getting out from shackles imposed by an extractive
institutional regime. Political coalition operating under duress can achieve this goal.

Figurel: Types of transition: average values of SAP in 1996, 2004,and 2012
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Source: own calculations based on data derived from the World Bank’s Worldwide Governance Indicators database.

The in-transition group is not as homogenous as it would seem—excepting Armenia—at first
glance. Indeed Armenia stands out not only because of geography. In contrast to Georgia, she joined a
regional economic integration arrangement, the Eurasian Economic Union. It remains to be seen whether
an inward orientation of the Eurasian Economic Union will affect Armenia’s Grand Strategy. In addition,
uncertainties concerning the developments in BiH and tensions within Former Yugoslav Republic impeded
transition to the inclusive institutional regime and an open economic regime, although they have been
moving in that direction.

But the movement between various groups was rather limited in 1996-2012, although—if
anything—indicating the trend towards inclusive institutional regimes. In order to examine trends, we
take a closer look at internationalist vs. nationalist strategies picked by winning ruling coalitions in the
region by taking stock of the situation as it was in three time points: in 1996, then eight years later in
2004, and eight years later in 2012. Out of 26 states in 1996, 13 had extractive institutional regimes, four
were in ‘in-between’ group, and nine had inclusive institutions. In 2004, nine were in ‘extractive’ group,
six were in ‘in-between’ group, and 11 in ‘inclusive group.’ Eight years later, 12 had inclusive institutions,
six were in ‘in-between’ group, and eight remained stuck with extractive institutions. The average values
for each group in selected years had been remarkably stable. However, there was some movement as

result of change in countries moving away from extractive institutional regimes. Figure 2 presents an
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average SAP for this group of countries that transitioned out of the extractive group and stayed there or
moved up in the 1996-2002. This group includes four countries: Albania, Georgia, Serbia, and Ukraine:
their average SAP increased from 17 percent in 1996 to 35 in 2004 and 43 in 2012.

Figure2: Average values of SAP for each group as its membership stood in 199&r2DRa12
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Source: own calculations based on the data derived from the World Bank’s Worldwide Governance Indicators
database.

As expected, the 2004 EU members plus Romania (which acceded to the EU in 2007) stayed in the
‘inclusive’ group each year over 1996-2012; and Bulgaria and Croatia moved to it in 2000. So did Georgia
in 2012. The ‘extractive’ group was similarly stable, albeit there was some movement towards an ‘in-
between’ group. The latter except for Russian Federation, which was in ‘in-between’ group in 1996 (and
also in 2002)—no other country slipped institutionally in that direction. Albania in 2002, Georgia in 2004,
Serbia in 2002 and Ukraine in 2005 ‘advanced’ to the ‘in-between’ over 1996-2012. Hence, except for
former Yugoslav republics that acceded to the EU, other Balkan countries and Moldova remained in the
‘in-between’ group. Several of them have the status of EU candidate countries and may gradually develop
inclusive institutions.

While one may easily pinpoint the influence of the European Union on the choice of an
institutional framework, membership in multilateral financial institutions alone appears to have had

minimal impact on grand strategies. Consider that all post-communist countries joined the Bretton Woods
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twin sisters—the International Monetary Fund and World Bank Group—thereby fulfilling the minimal
condition of internationalism. Accession conditions to the World Trade Organization are more demanding
than to Bretton Woods twins: they require the existence of institutions and policies opening the economy
to external competition subject to negotiated global disciplines. In consequence, not all countries were
either willing or capable to meet WTO membership conditions. But almost all post-communist did,
although some became WTO members only recently—Tajikistan in 2013, and Montenegro and Russia in
2012. Others—Azerbaijan, Kazakhstan, Serbia, Uzbekistan—have observer status obliging them to start
accession negotiation within five years. Only two countries—Bosnia and Herzegovina (BiH) and
Turkmenistan—are outliers; so far they have not expressed interest in joining the organization. But the
two are special cases, albeit for different reasons whose discussion goes beyond the format of this paper.

B. Hub-and-spoke bilateral pattern of regional arrangements: Russia and the European
Union

Europe’s regional institutional architecture stands apart from other regions with important
implications for foreign policy opportunities and constraints. Participation in various global and regional
organizations and various bilateral obligations influence policies and affect domestic coalitions shifting
them in various directions. The strength of external influences depends not only on the might of regional
powers that support them but also on advantages that alliance with them offers to major domestic
political actors. In contrast to other regions in the world, the European institutional space is particularly
intense and so have been conflictual and cooperative relationships among nations.

Uniqueness of Europe’s regional order stems from the existence of the European Union. It is the
most advanced regional integration project, built from below, in the world. Russia tries to implement its
imperial project through subversion and conquest. She does it because Cold War did not finish with the
surrender of a defeated party. It ended because one party collapsed under the weight of accumulated
economic inefficiencies and political injustice, and the other side survived intact. It happened when the
Soviet leaders had to admit that the communist system was no longer viable and could not be reformed.
Thus, it had to be removed and replaced with liberal democracy and a capitalist economy, which has many
faces and can be operational in both extractive and inclusive institutional arrangements. Whether
democracy and inclusive institutions would emerge hinged critically on the strategic choices of

institutional design made by political elite.’

9 For a discussion of strategic choice faced by post-communist countries and their implications for subsequent
evolution, see Kaminski and Kaminski (2009). For an interesting discussion of the role of the EU in transformation
of Central and East European countries, see Tomini (2014).
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Neither the EU nor NATO were eager to extend membership offers to newly freed countries. They
had been reactive to some of their demands, albeit without enthusiasm, not pro-active, especially, when
it would come to the issue of accession.!® There were differences between the two especially in their
approach to relations with Russia. After the dissolution of the Soviet Union, NATO launched in 1992 a
framework for day-to-day cooperation with Russia. While the “Partnership for Peace” program
established military cooperation open to all former Soviet bloc countries, preferential treatment was
reserved for Russia. Signed in 1997 the NATO-Russia Founding Act created with the establishment of the
Permanent Joint Council, later transformed into the NATO-Russia Council in 2002, a unique framework
for consultation and cooperation. While NATO accession was by far much less challenging than that to the
EU, there was a strong opposition among NATO members against enlargement. Countries had to spend a
lot of political capital to get accepted: not all of them have succeeded as the case of Georgia and Ukraine
amply illustrates.

As for the EU, its favorite foreign policy instrument, a preferential trade agreement, open to all
post-communist countries was expanded to cover wider areas of economic cooperation and include
mechanism for political consultations. But these partnership agreements, known as Association
Agreements or Europe Agreements, neither promised membership nor were contingent upon meeting by
these countries of any special political criteria. The EU had traditionally no problem of signing preferential
trade agreements with any country, post-communist or not, willing to sign a trade liberalization pact.
Democracy was not a pre-condition. But when it came to the EU accession, huge political and economic
barriers were be put in place (Mayhew, 2000: 5). Some of them were technical due to a very intensive
phase in European integration.'* Under pressure from Central European governments, the European
Council specified accession criteria known as Copenhagen criteria at its summit meeting there in 1993.

The firm refusal of NATO and EU to respond to professed goals of Central and Eastern European
countries of integrating into the West would empower nationalist domestic coalitions and compel them
to follow a Grand Nationalist Strategy as a means to survival. If anything, this would increase tensions
amongst countries while a positive response would stabilize the region moving it closer to a zone of peace.

For moral and security reasons, the rejection of a country’s freedom to choose its alliances in New

10 Mearsheimer (2014) argues otherwise. He points to the West’s alleged active pursuit of a triple package of
policies: NATO enlargement, EU expansion, and democracy promotion. He fails to provide any empirical evidence
of it. He also fails to draw the conclusion that could be drawn from the fact reported by him that the NATO April
2008 Summit rejected Georgia’s and Ukraine’s requests for membership. Interestingly, Russia’s military invasion of
Georgia’s territory soon followed four months later in August.

11 This coincided with two developments: (a) the final stage of implementation of a Single European Act; and (b)
negotiations of Maastricht Treaty setting background for common currency, Euro.
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Europe—as realist international theorists such as Mearsheimer (2014) recommended—would be
unsustainable and ultimately might have led to the return of Europe of the time between two World Wars,
pestered by war zones and zones of contained conflict. Thus, it is no coincidence that all countries with
inclusive political and economic institutions are members of both NATO and EU. The only exception is
Georgia. Against all odds, Russian tanks in Georgia’s territory in 2008 did not succeed in erasing the Rose
Revolution of 2003 that has brought about not only “... passably democratic institutions...” (King 2008),
but it also created an inclusive economic environment.

In addition to the Balkans, Armenia—another country from Transcaucasia—qualified to be in the
group of countries in-between extractive and inclusive institutional regimes. Armenia, together with
Azerbaijan, Georgia, Moldova, Ukraine and Belarus is one of EU “eastern partnership” countries. It
remains to be seen in which direction Armenia evolves. An evolution towards inclusive institutions may
be stopped, if not reversed, in response to pressures coming from Russia, keen on promoting its
independent path of regional domination. These two paths are mutually exclusive. Deeper integration
into one regional arrangement is incompatible with integration into another one. Armenia joined the
Russian path by the virtue of membership in two Russia’s sponsored regional integration arrangements:
the Eurasian Economic Union (EEU—since January 2015) and Collective Security Treaty Organization
(CSTO—since 1992). Once Armenia joined the EEU, it had to refuse to initial the negotiated Europe
Association Agreement with the EU, including a Deep and Comprehensive Free Trade Area, in September
2013, as they excluded each other.!? Because of Armenia’s conflict with Azerbaijan over Nagorno
Karabakh and with Turkey over slaying of Armenians in 1915-18, Russia has had sway over Armenia’s
foreign policy. Armenia has tied its security to Russia.

Other countries of this group do not face similar choices. Following the war in Kosovo in 1999, the
EU adopted a more activist approach through Stabilization and Association Agreements and encouraging
restoring links among former Yugoslav republics through Central European Free Trade Agreement. All
these countries have EU candidate status, which guarantees EU membership once a country is able to
adopt and enforce the acquis communautaireAs long as the EU survives economic contraction and
immigration crisis, these countries are likely to successfully complete their transition to inclusive
institutional regime. Their relationships with each other and other countries of the EU will remain in the

zone of stable peace.

12 Upon accession to the EEU, Armenia lost sovereign control over the conditions in access to its domestic markets.
For instance, Armenia had to agree to scrap its tariff schedule and adopt the EEU’s common external tariff.
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In political terms, Ukraine is on the path to join this group assuming that Russia will not escalate
its military invasion of its territory and the West does not completely let Ukraine down. The current crisis,
if not wasted, may present a great opportunity to finally implement structural reforms that would put an
end to extractive institutions. This process is supported by multilateral financial institutions and the EU,
which provided an unprecedented aid package to the tune of €11 billion.!®* Two other countries share with
Ukraine three similarities: first, they are former Soviet republics; second, they signed the EU Association
Agreement on June 27, 2014; and they have no full control over their respective territories. These
countries are Georgia and Moldova. In both countries, the Russian forces that stationed there were
instrumental in organizing and arming secessionists and keeping the military controlled by central
government out of respective areas. In both cases, secessionists prevailed and Russian troops remained
in place allegedly as “peacekeepers” and helped buttress the de factoindependence of Abkhazia, South
Ossetia in Georgia, and Transnistria in Moldova. These territories are in fact controlled by Russia. They are
used to destabilize respective countries and serve as tools to exert pressure on their governments.
Needless to add, that permanent domestic zones of war have not helped transition away from extractive
institutions although Georgia has done surprisingly well.

The last group constitutes another pole of Europe: the Russian one. The two groups are strikingly
different. For starters, in the Russian-organized integration arrangements Russia towers over all other
members: the power differential in its favor is stark as the combined “weight” of other members is several
times lower on each possible measure of power than that of Russia. In contrast within the EU, the
distribution is more or less uniform and elaborate voting system is designed to empower the smallest
participants. In consequence, ‘Russia’s’ members are justified in their fears of being completely
dominated by Russia, which discourages actors from getting involved in deeper integration as this always
leads to moving discretion in decision making to a regional level controlled by Russia. This explains, inter
alia, why Russia’s attempts to force neighboring countries to give up their national control over the
economy have not been very successful.

Second, two groups are in the opposite extremes of the institutional spectrum, which has a
discontinuity. There is no transition between two arrangements by default. The EU group consists of
countries with inclusive institutions whereas, except for Armenia, which would not have been in this group
had it not been because of its external security concerns, other countries have undergone transition but

within an extractive institutional framework.

13 See the official EU website (European Union External Action) accessed on August 31, 2015 at the
http://www.eeas.europa.eu/ukraine/ .
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Third, by the same token, the two strategic poles adhere to different strategies, albeit with a
caveat as some domestic strategies are imposed from above. The prevailing domestic grand strategy of
the EU-related group is an international one and requires voluntary adherence. As for the “Russian group,”
except for Russia and Uzbekistan, domestic ruling coalitions in other countries adhere to strategies that
are often difficult to qualify, although they are not internationalist. The situation in other countries is not
so clear cut. They have to accommodate Russian interests, i.e., they remain ‘open’ to Russia and are
cautious in their relations with the EU. Lack of cautiousness may provoke an outright intervention in the
form of economic sanctions, internal political subversion or even military aggression. More often than
not, for either strategic or economic reasons, its members have been coerced by Russia to participate in
its regional integration and security projects. In a nutshell, in contrast to a self-organized EU group, fear
of Russia combined with common interest of respective autocratic ruling elites to prevent democracy to
take hold in their respective societies drive membership in this group.

C. Inlieu of conclusions

At a first glance, it would seem rather surprising that given the legacies of communism and
challenges of its dismantling such a large number of countries have managed to move out of the grip of
extractive institutions and integrated into global and regional structures underpinning liberal economic
order. Had it not been because of destructive impact of Russia’s multiple interventions, all other European
countries, except possibly for Belarus, and Transcaucasian republics, excluding oil-rich Azerbaijan, would
have probably joined European commonwealth of market-based democracies. Had Russia instead built
inclusive liberal institution and actively integrated into global and regional structure, its population would
have been wealthier and Europe would be a zone of stable peace. As we discuss below, this did not happen
and the region has become a zone of confrontation setting liberal against illiberal forces.

Europe was not a zone of stable peace but rather that of a suppressed conflict driven by the
coexistence of actors with two dramatically opposed ruling coalitions with contradictory grand strategies.
Russian invasion of Georgia in 2008 and continued occupation of 20 percent of its territory did not elicit

any response. But Russian undeclared war against Ukraine finally did.

3. European regional order: a shift from zone of stable peace to zone of confrontation
Viewing from the perspective of Russian continuing assault on territorial integrity of Ukraine in
2014-15, one can easily leap to the conclusion that the end of Cold War bought us merely a 15-year-
respite from history. Russia moved from a weak inclusive/extractive institutional regime with weak
nationalist-statist ruling coalition in the 1990s to a strong national-statist one in the 2000s with extractive

economic and political institutions. Thus, we are back to the past, albeit with some important changes. In
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spite of annexation of Crimea, Russia—still by far the largest state in terms of area in the world—falls well
short of the size of the Soviet empire. It remains a nuclear superpower capable of inflicting enormous
destruction on the world. Oligarchic capitalism replaced central planning. But there is a difference; life
styles of oligarchs are different from those of the communist nomenclature: the latter had considerably
higher standard of living than the rest of the population but pretended to live in austerity, while the
former indulge in conspicuous consumption and spend their wealth in the West.

European regional order in the aftermath of the collapse of the Soviet bloc in 1989-92 was in the
state of flux: previously- and newly-independent states faced the reality of dismantling the old regime of
extractive institutions and authoritarian political structures. The elites, new and old, were searching for
strategies that would allow them to stay in power and sustain stability. Because of weaknesses and
vulnerabilities associated with these movements through restricted gorges of transformation, domestic
ruling coalitions were weak and their grand strategies not well defined. On these counts, Europe looked
like the zone of stable peace: there was widespread consensus that all post-communist European
countries would eventually move towards inclusive institutions and would actively seek integration into
Western regional and global structures. This turned to be a delusion, as a regional hegemon, Russia
remained hostile to the Western world order.

In fact, there was a remarkable continuity in Russia’s Grand Strategy. There are, however, two
major differences in comparison with the Soviet era: first, Putin’s Russia aims to recreate the “Soviet
space”. Second, it feels threatened by the prospect of democratic change especially in Ukraine.

In contrast to the popular Western double-narrative arguing, on the one hand, that Putin betrayed
a Yeltsin-era trajectory toward Western-style democracy and, on the other hand, that he did so because
the West humiliated Russia,’* a sober examination of Russian foreign policy, as revealed in various
decisions, in the post-communist era suggests that destruction of the Western liberal world with the
United States as a hegemon has remained a guiding principle of Russia’s grand strategy. Western liberal
values are regarded by the Russian elite as a component of a Western plot designed to overthrow
domestic political order. Open interaction with democratic regimes is regarded as a threat to the closed
oligarchic system that has taken root in Russia. So is democratic change and inclusive institutions
especially in former Soviet republics as they may incite Russians to seek similar changes in their own

country.

1 For a rebuttal of the view of Putin’s betrayal of Yeltsin’s alleged objectives, see Hill and Gaddy (2013. For the
review of Western betrayal of Russia, see Shevtsova (2015) and Mearsheimer (2014).
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In consequence, preferred partners in foreign policy are countries challenging the USA: put
differently, the enemy of the US is Russia’s foreign friend by default. This explains, for instance, close links
with China and Iran, both countries are geopolitically competitors under a different global political
configuration. Last but not least, willingness of countries bordering Russia to join the NATO is largely the

product of their lack of trust in Russia’s foreign policy intentions.

A. Delusion of Russia’s transition away from extractive institutional regime: missed signals
of continuation of the Cold War

In the aftermath of the collapse of communism, the West took breaths, trusting that the end of
the Cold War meant that “the world had indelibly changed and the forces of illiberalism were defeated”
(Walker 2015). There was a widely shared conviction in the West that the greatest threat to democratic
transition in Russia had been the Communist Party of the Russian Federation: witness the panic in the
West that communist candidate Gennady Zyuganov could have defeated incumbent President Boris
Yeltsin in 1996. While it is impossible to predict what would have happened had the West and oligarchs
not provided their support to Yeltsin’s presidential campaign, Russia probably would not transition to
inclusive institutions. In this sense, Western support for Yeltsin was just another example of reality denial
in the West. Almost two decades later, “Despite what Vladimir Putin is saying, the United States still
staunchly refuses to believe Russia is engaged in a new Cold War — and that the U.S. is losing. But Russia
aggressively pushes its own narrative where U.S. leadership is absent” (Kross and McKew, 2015).

Self-delusion had at least three fundamental sources. One of them was projection by Western
elites of their own vision of the world on the Russian political elite. The collapse of communism under the
weight of its accumulated economic inefficiencies should have demonstrated that liberal capitalism was
the only game in town. By the same token, it would be in self-interest of Russian elites is to steer a country
towards Western style democracy that would assure prosperity and stability. This would imply pursuit of
an internationalist grand strategy aiming at promoting deeper integration at both regional and global
level.

Second, the general view was that the best form of organizing society to take advantage of
benefits offered by globalization and information revolution was a democracy and competitive markets.
Moreover, the emergence of a global information village would prevent rulers from full control of
information; they would be unable to manipulate people’s perception of the reality. But Western
observers should know better: they should have noted that Milosevic’s authoritarian rule in Serbia in the
1990s was based on a propaganda machine putting to the full use the power of information revolution.

So has been Vladimir Putin’s that skillfully brainwashed and militarized Russian society (Walker 2015). As
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Peter Pomerantsev (2014: 42) succinctly notes, Russia “... isn’t a country in transition but some sort of
postmodern dictatorship that uses the language and institutions of democratic capitalism for
authoritarian ends.”

Third, another source of self-delusion as to Russia’s possible evolutionary path seemed to be the
conviction of the absence of any potential conflicting relationship between Russia and the West. Given
the Western benevolence and eagerness to cooperate, Russia could only benefit from the West’s
willingness to cooperate. According to this view, both Russia and West were on the same boat steering it
jointly towards mutually accepted destination. Western foreign policy makers refused to recognize that
Russia did not share their positive-sum-game worldview; that they stick to a traditional view of zero-sum-
game world where one’s gains must be somebody else’s losses.

Self-delusion implies rejection to see the facts as they unfold. Leaving aside the absence of any
progress in building democracy, which Russians disillusioned with it used to refer to as ‘shitocracy,’
Russian foreign policy stands and actions supportive of governments hostile to the West such as Slobodan
Milosevic’s in Serbia or Vladimir Meciar’s in Slovakia went either unnoticed or ignored. So did Russia’s
surprise deployment of troops to the Pristina airport in Kosovo in June of 1999,%° which should have left
no doubts as to Russia’s aggressive posture vis-a-vis the West and its objective of restoring the lost glory
of the Soviet Union’s position in world politics. Ex post attempts to justify Russian actions as a response
to the alleged Western policy of seeking to marginalize Russia’s status as a permanent member of the UN
Security Council completely miss the point. Russia’s foreign policy was bent on upending NATO and the
EU.

But, even now in October, 2015, after Russia’s forceful entry to help President Assad in Syria and
air attacks against anti-Assad rebels supported by the United States, some analysts refuse to describe the
current state of relations with Russia as that of Cold War.® Although the term was used to describe Soviet-
US relations, this is a generic term depicting the existence of political hostility falling short of open warfare.
It does not suggest the absence of lines of communication or areas of cooperation in addition to those of
confrontation. The Soviet Bloc with its regional institutions disappeared but not Russian aspirations to

regional dominance at the expense of the West have not.

15 The carefully planned operation to carve out a Russian zone in Kosovo was thwarted when—as reported by The
Washington Postn June 25, 1999—the governments of Hungary, Bulgaria and Romania denied Russian requests
to use their airspace to fly more Russians into Kosovo.

16 See, for instance, discussion among foreign policy experts at the prestigious, Washington DC-based, Brookings
Institutions’ blog “Order from Chaos.” Andrej Krickovic and Yuval Weber, in a recent post on this blog, argued that
avoiding a new Cold War requires a new security framework for Europe.
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B. Two transitions: from extractive to extractive institutions and from weak nationalist to
strong nationalist ruling coalition

Russia’s transition from one set of extractive institutions to another one has demonstrated that
post-communist transition could occur within the boundaries of extractive institutions. Central planning
was replaced with oligarchic capitalism!’ controlled tightly by nationalist-statist ruling coalition. It clearly
had more effective institutions in generating economic growth than those of central planning but they
remained extractive. Transition was from arrangements, which turned out to be not sustainable to those
that can assure economic growth and thereby make possible projection of power abroad. In other words,
the transition was from Soviet communism to oligarchic capitalism in which a small group of individuals
holds the bulk of the wealth. As Karen Dawisha, an author of the best-selling book “Putin’s Kleptocracy”,
put it: “Instead of seeing Russia as a democracy in the process of failing, we need to see it as an
authoritarian system in the process of succeeding.”*® Similarly, Pomerantsev (2014, p. 42) observed: “This
isn’t a country in transition but some sort of postmodern dictatorship that uses the language and
institutions of democratic capitalism for authoritarian ends.” Russia’s rich endowment in natural resource
as well as comparative advantage inherited from the Soviet past were contributing factors reducing the
need for structural reforms and allowing concentration of power. Dramatic increases in prices of primary
commodities in world markets caused by booming Chinese economy with insatiable appetite for imported
raw materials in 2000-08 contributed to Russia’s fast growth.

This was not the only cause: another reason was the introduction of reform measures, albeit
limited ones, which has improved the quality of business and investment environment mainly due to the
radical overhaul of the tax code. This included an introduction of a flat tax of 13 percent on personal
income; reduction of the corporate rate of tax from 35 percent to 24 percent; and two kinds of taxes for
small businesses, to be chosen by a taxpayer—either a 6 percent tax on gross revenue or a 15 percent tax
on profits. While tax reform might have put an end to notorious ‘double-accounting’ and tax evasion by
Russian businesses, it did not remove other barriers to private economic activity. In fact, the conditions

of doing business have remained dismal with Russia consistently ranked at the bottom of international

17 Defined by Baumol et al. (2007: 71) as an institutional arrangement maintaining and enhancing “... the economic
position of the oligarchic few (including government leaders themselves) who own most of the country’s
resources.”

18 Quoted in TV Program FRONTLINE: Putin’s Way available at http://www.kpbs.org/news/2015/jan/09/frontline-
putins-way/. Accessed on September 1, 2015. The emphasis is rightly on the present tense: survival over a longer
period of time would depend on efficient central administration which Putin’s Russia lacks.



http://www.kpbs.org/news/2015/jan/09/frontline-putins-way/
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surveys.’® There is one caveat, however: the climate has been excellent for ‘insiders’ with right
connections. Entrepreneurship was suppressed. Those who against all odds were successful would
become victim of corporate takeover known in Russia as “reiding” engineered by ‘insiders,’ i.e., powerful
business rivals and bureaucrats. These ‘insiders’ would either order or “... pay the security services to have
the head of a company arrested; while they are in prison their documents and registrations are seized,
and by the time the original owners are released, the company is re-registered under different owners ...”
(Pomerantsev 2014, p. 91). The procedure widely used not only in Russia but in many other former Soviet
republics. And not the only one as there were many others designed to rip off ‘outsiders.” Examples
abound including share dilution schemes.? In a nutshell, protection of private property rights depends on
proximity to the Kremlin.

But ultimately huge improvements in terms of trade for raw materials and energy, traditional
main Russian exportables, were responsible for a very impressive economic growth performance in the
first decade of the 21 century: the linear growth rate of Gross National Income per capita in 2000-12 was
11.4 percent.?! The reversal of economic fortunes in 2013-15 was dramatic: it suffices to contrast this
growth performance with developments in the 1990s which witnessed the contraction of almost 40
percent in Russia’s GDP per capita. Measured in purchasing power parity Russia’s GNI (Gross National
Income) per capita increased 3.5 times between 2000 and 2012 from $6,650 to $23,270. For comparative
purposes, Poland’s PPP GNI per capita increased 2.1 times and fell behind Russia’s: it was $22,060 in 2012
and $10,700 in 2000 (data from the WDI database). While income inequality remained very substantive,
there were nonetheless significant prosperity spillovers especially to urban population.

Had the growth in prosperity been the only reason for Vladimir Putin’s popularity, then his regime
would have been under considerable pressure beginning around 2013. Consider that GDP growth rate fell
to 1.3 percent in 2013 and paltry 0.6 percent in 2014 and there is a consensus that GDP growth projected
for 2015 will in negative territory in 2015 (see Figure 3). Except for the Russian Ministry of Economy and
World Bank projecting modest growth in 2016, both the IMF and EBRD forecast the continuation of an

economic slump.

19 Russia’s business climate in terms of formal cost of doing business was ranked in the World Bank’s annual
surveys conducted for the last two decades at 95-120 in the world depending on a year.

20 For fascinating insights by one of the participants, see Bowder (2015).

21 Escalating prices of oil were the drivers of this expansion. Consider that only three other countries, each of them
richly endowed in oil and natural gas—Azerbaijan (16.9 percent), Equatorial Guinea (23 percent) and Timor-Leste
(15.6 percent)—had higher least growth rates in 2000-08 than Russia (own calculations from data in the World
Bank’s WDI database).
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Source: Birgit Hansi, “Russia's recovery? In the long term, it depends on structural reforms” (Moscow; 06/01/2015)
accessed on 10/06/2015 at the http://blogs.worldbank.org/europeandcentralasia/russias-recovery-long-term-it-
depends-structural-reforms.

Yet, it appears to have had limited impact on political stability as the ruling groups seems to
continue enjoying support of the majority of Russians for at least three reasons. First, part of this support
can be explained by memories of the 1990s. Vladimir Putin ruthlessly put an end to chaos of the 1990s
and brought about semblance of order to polity and economy while simultaneously economic growth
increased prosperity also of a middle class. As Kotkin (2015: 415) describes it, he did so by concentrating
personal systems of rule conveying “... immense power on the ruler in select strategic areas—the secret
police, control of cash flow ...” He did it also by moving TV to the center of politics and using this medium
to rule, manipulate, bind and unify Russians.

Second, while Putin’s Russia is not a totalitarian monster, its political system effectively
suppresses voice of dissent using not only “... the language and institutions of democratic capitalism for
authoritarian ends” (Pomerantsev 2014, p. 42) but also brute force to destroy the opposition. There is no
gulag in Russia, today. State-sponsored violence has become more selective. Genuine dissenters are
stymied at every turn and often murdered. Putin was highly effective in quashing the kinds of protests
that broke out after widespread charges of fraud in the 2011 parliamentary elections and his decision to
return to the presidency in 2012, the post he held from 2000 to 2008. Although the current economic
downturn may trigger a sense of discontent, it has been so far contained in large part thanks to silencing

the opposition and blaming it all on foreigners: negative attitude towards the West dramatically
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increased. In 2015, 72-80 percent of surveyed respondents had negative views up from 22-47 percent in
2004 (see Table 4).

Table4: Tracing Russian mindset: selected data from surveys conducted in 1993-2 (in percent of
answers)

Change between
2004 and 2015 in
1993 2004 2008 2012 2015 | % points
Good attitude towards EU (in percent) . 78 60 63 28 -50
Good attitude towards US (in percent) 67 53 52 54 20 -33
Negative view of Western lifestyles (in percent) 10 30 42 12
Positive attitude towards Stalin (in percent) . 36a 31 28 39 3
A prosperous country but not one of the most
powerful in the world (in percent) . 56 55 54b 49 -7
Russia is a great power (in percent) 31c 30 55d . 68 38

Notes:(a) data for 2006; (b) data for 2011; (c) data for 1999; and (d) data for 2010.
Source data from http://www.levada.ru/31-03-2015/stalin-i-ego-rol-v-istorii-strany accessed on September 6,
2015.

Third, for the sake of restoring super-power status and regaining control over former Soviet
republics, the Russians seem to be willing to sacrifice prosperity and political freedoms. Despite
deteriorating economy, Putin’s approval ratings tend to go up as Russia expands its imperialistic reach.
This suggests that longing for imperial grandeur is deeply entrenched in the minds of Russians. They still
refuse to adjust to the reality created by the demise of the Soviet Union. While Great Britain or France,
albeit with some difficulty, adapted to the loss of their colonial domains, Russia is yet to find its new
identity still tied up to the Imperium. Since the Soviet Union was a land empire, reconciliation will be much
harder to come. Soviet Bloc was a successor entity to Tsarist Russia, which on the eve of the Soviet
communist takeover in 1918 was a land empire. In the aftermath of World War |, the Communist Russia
was smaller than Tsarist Russia as some earlier conquered territories in the West became sovereign states
like Finland, Poland or Baltic States. However, following the World War the Soviet Union not only regained
control over lost territories but extended its reach deeply into Central Europe including curtailed
Germany: in retrospect, the Soviets proved to be even better empire builders. Many Russians including
Vladimir Putin never got rid of this tradition. Responses to surveys seem to confirm it: more than half of
people gave greater weight to Russia as a superpower. 22 Interestingly, both Georgian and Ukrainian
interventions were perceived as an expression of Russia’s might 68 percent considered Russia a great

power in 2015, up from only 30 percent in 2004.

22 Representative of this tradition is the following: a Russian asked whether he would like to see Russia becoming
something like prosperous Norway just across the border from Murmansk said, "’Russia is no Norway. It is a great
power. It is destined to be great.” Mr. Putin would doubtless agree” (M. Kaminski, 2008).
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Thus, for the reasons of history and, shaped by it, social and political culture, peaceful and
democratic Russia would be an aberration in its political trajectory. Vladimir Putin’s regime and its imperial
policies appear to be deeply rooted in Russia’s history and culture. This should not imply, however, that
Russia cannot change. Lilia Shevtsova (20150, for instance, argues forcefully that Russia is not doomed to
authoritarianism. Her argument rests on three observations: First, she points to the fact that Russians
never voted for communists or nation: they did vote for Yeltsin or Putin who at the time presented
themselves as standing for freedom and change. Second, she observes that had Russians indeed been
programmed genetically to accept authoritarian regimes Putin would have remained a soft dictator. But
he has not; instead he has increased regime’s repressiveness. Second, some polls indicate that Russians
want their government to be accountable: 75 percent of respondents that ‘society has to control the
authorities.”” Last but not least, Russian legislative election protests in December 2011 suggests the
potential for regime change: this may matter as the change in Russia historically originated form St.
Petersburg and Moscow. Shevtsova’s argument adds an ounce of optimism as to the possible democratic
change in Russia.

C. Tools of Russia’s Grand Neo-Imperial Strategy

Prior to invasion of Ukraine most NATO members believed in the existence of the zone of stable
peace, but annexation of Crimea and de facto occupation of parts of Eastern Ukraine brought to fore the
realization that, to quote a newly appointed chairman of the US Joint Chiefs of Staff, General Joseph
Dunford, “Russia presents the greatest threat to our national security.”?* Although this view may not be
shared in some West European capitals, others take Russian threat seriously and belatedly decided to
increase military expenditures and has desperately been begging NATO to station permanent bases in
Central European countries.

Hopes for the emergence of internationalist ruling coalition bent on introducing democratic
reform should have been blown apart by Russia’s actions in foreign policy already in the 1990s, as
discussed above. They should have been smashed earlier by the Russian phony action in Kosovo in 1999
and military intervention in Georgia in 2008. Undeclared, grinding war on Ukraine together with
annexation of Crimea has brought Western policy makers to realize that a zone of stable peace in the
West’s relations was a mirage: it existed only because almost decade-long transformation recession in

Russia made the domestic nationalist ruling coalition ineffectual in foreign policy actions. Once the

2 Polling data from a March 2015 Leveda.ru survey.
24 See http://www.reuters.com/article/2015/07/09/us-usa-russia-dunford-idUSKCNOPJ1YR20150709 accessed on
November 16, 2015.
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economy began to recover and power was consolidated in the early 2000s, real preferences of the ruling
coalition could reveal themselves. The most visible sign of the emergence of a strong nationalist ruling
coalition with neo-imperial ambitions, once Vladimir Putin consolidated power in 2000-01, was dramatic
expansion in military expenditures. Modernization of the army became his priority. Military expenditure

in terms of volume, i.e., constant dollars of 2011, tripled between 2000 and 2013 (see Figure 4).
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While part of the increase in military expenditures can be attributed to deferred demand caused
by underfinancing of this sector in the 1990s,? the expansion in military programs cannot be explained
by the growth in external threats to Russia’s security. Except for China, deemed Russia’s vital strategic
partner, countries bordering with Russia were too small to be of any significant danger to Russia’s interests
and EU’s military expenditures either stagnated or contracted after 2008.2° The United States engaged in
two long wars in Afghanistan and Iraq did not seek to increase its military posture and project its power
abroad. To the contrary, the Obama administration had actively sought ‘reset’ of relations with Russia
cancelling the missile shield that Czech Republic and Poland had agreed to install on their territory. And

EU members (except France and United Kingdom), getting a free ride with NATO from the US, were doing

25 The volume of Russia’s military expenditure was falling every year in 1992-98 from 72 billion in constant 2011
dollars to 22 billion and then rose every year. See SIPRI (Stockholm International Peace Research Institute)
database available at http://portal.sipri.org/publications/pages/expenditures/world-regional-report .

26 Almost ten years ago, Zbigniew Brzezinski (1997) noted that potentially the most threatening scenario for the
United States would be the emergence of a grand coalition of China, Russia and Iran based not on shared ideology
but complementing alleged historical mischiefs.
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little to modernize their armies. Their total military expenditures in constant 2011 US dollars increased 11
percent in 2000-09 from 286 billion to 318 billion and then were falling each year to 279 billion in 2013 or
11 percent below their level in 2009. It is interesting to note that the contraction in EU military
expenditures took place after Russian intervention in Georgia. During comparable periods, Russia’s
expenditures more than doubled (107 percent) between 2000 and 2009 and increased 32 percent in 2013
over 2009. Russia was expanding its military might while Europe demilitarized.

It might be tempting to argue that Russian military expenditures still amounting to only around
one third of aggregate military expenditures of the EU members are not indicative of aggressive ambitions.
This would be misleading, however, simply because they are much higher in terms of effective increase in
military power. Purchasing power of Russian military expenditures is much higher than in the EU where
much larger bulk of these expenditures goes to finance the cost of military personnel. Personnel cost are
much lower in Russia than in most EU countries for two reasons. First, conscription in Russia is mandatory
for all males age 18-27 whereas it is mandatory in only four relatively small EU states—Austria, Denmark,
Finland, and Greece.?’ The cost of professional army is higher. In addition to wages that have to be
competitive with the private sector, there are extra costs associated with funding retirement. Second,
wages as proxied by GDP per capita are bound to be significantly higher in most EU countries by the factor
of 2-3. Both inflates personnel cost in EU-countries. In addition, army of each EU member is not a
component of an integrated single structure, which additionally raise overhead cost in these countries.
Taking all these into consideration, Russian military expenditures on ‘hardware’ must significantly exceed
34 percent of the aggregate EU military spending.

Military expenditures do not include the cost of other forms of activities used in Russian hybrid
war or stealthy aggression of undercutting Western countries. These stealthy forms of aggression range
from aggressive espionage, propaganda, cyberattacks, to financing Euro-skeptic political parties and to
funding organizations promoting renewable energy and fighting against fracking. There is considerable
evidence of Russian attempts to infiltrate political structures of former Soviet Bloc countries. For instance,
Bulgaria’s president Rosen Pievneliev referred to Russian attempts to infiltrate Bulgarian political
structures as a “... Trojan Horse” attempt (...) to penetrate NATO” (MacDougal, 2015).

Russian international actions clearly reveal a strategy of aggression aimed at the weakening of
the West. Putin’s actions in Georgia, Ukraine and Syria together with threats against Poland, Estonia,

Latvia, Lithuania and most recently Turkey—whose airspace have been infringed by Russian aircraft--

27 Last February, Lithuania reinstated conscription. While it does not have any practical strategic significance, this
raises the cost to Russia of intervention.
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indicate that the weakening and ultimately destruction of the European Union and NATO remain the main
objective of Russian foreign policy. The original r a i S 0 nto aleaté& NATOewas threefold: to keep
Germany under; United States in; and the Soviet Union out. Critical to carrying out this goal is to put an
end to the American military presence in Europe.”® Once this goal is achieved, two other components of
the triplet would lose their relevance and the regional institutional architecture established in Western
Europe after World War Il would be under extreme duress.

While there is continuity in Russia’s grand strategy of interacting with the external world linking
it to the communist past, there is a significant difference making the ruling coalition in Russia more
apprehensive of the West’s response to its foreign behavior than it was the case of communist elites with
no exposure to Western consumerism. It remains to be seen, however, whether it offers any leverage to
the West. Doubts stem not only from the dependence of some Western countries on inflows of Russian
capital but also from subjugation of oligarchs to Kremlin. Even the wealthiest cannot take their wealth for

granted. As aluminum billionaire Oleg Deripaska puts it: “All that | have belongs to the state.”?

4. Conclusions

The analysis in this paper leads to the following general conclusions. First, the political landscape
changed after the demise of the Soviet Union, but Europe has remained divided. Despite the collapse of
a communist bloc, Europe has remained divided between countries with inclusive institutions ruled by
internationalist coalitions, on the one side, and those with extractive institutions ruled by nationalist
coalitions.

Second, Europe has therefore remained bipolar, although geographical boundaries and
distribution of power in the region changed. European Union has expanded eastward granting
membership to several former Soviet bloc countries (Bulgaria, Czechoslovakia, Hungary, Poland, and
Romania), former Soviet republics (three Baltic states), and former Yugoslav republics (Croatia and
Slovenia). These countries have transitioned from extractive to inclusive institutional regimes; a necessary
condition of EU membership. At the other pole is Russia

Third, the potential for conflict over ‘periphery,” i.e., those countries that are not yet firmly
attached to any of two regional poles remains significant. This is a conflict between two regional
hegemons adhering to different grand strategies and political institutions: Russia seeks domination while

the EU cooperation. Russia wants to control while the EU wants to encourage trade and investment.

28 And so is China’s goal in Asia-Pacific region where, among others, it seeks territorial claims to most of the
energy-rich South China Sea linking the Indian and Pacific Oceans. Chinese claims challenge freedom of navigation
for which the US have been responsible since World War II.

2 Quoted in Karen Dawisha’s “Putin’s Surreal New Russia” The Wall Street Journdlecember 9, 2014.
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Russia resorts to coercion using various tools including subversion, cyberattacks, mercenaries, and trade
embargos. In turn, the EU promises a better market access and economic assistance. To populations in
most countries of the region, the EU has more appeal more than Russia. To political elites, rapprochement
with the EU may undermine their grip on power. As a result, the conflict in periphery, when it surfaces, is
between aspirations of a general population to integrate into European Union and interests of the Russian
ruling elite. The case of Ukraine is a textbook illustration.

Fourth, thanks to self-delusion and reality denial by West European leaders, Russia has acquired
disproportionate to its actual power leverage over actions of peripheral European states. Even after
Russia’s military intervention in Georgia in 2008, West European governments were convinced that they
operate with Russia in the zone of stable peace. They failed to see that Russia has replaced one set of
extractive institutions by another one; that it has transitioned from an ineffective totalitarian regime not
to democracy but a modern authoritarian regime with a democratic facade; that in the process the
regime’s survival has become dependent on demonstrating its imperial reach.

Fifth, as long as the ruling coalition in Russia is a strong nationalist one, no shift to the zone of
stable peace is possible. The regime change may be tempting but dangerous in the case of a nuclear
power. It can only occur from within. There is an ounce of hope that this may happen. But as long as this
does not happen, Russia should not be treated as a trustworthy partner

In all, Europe has become the zone of confrontation because of the failure of democratic
transition in Russia, the West’s misperception of political developments, and the apparent inability of
Russians to reconcile with the loss of an empire. The current asymmetrical equilibrium: Russia’s military
superiority offset by the EU’s economic might is unstable unless the US is factored in. European regional
outcomes hinge critically on developments in a group of countries in transition from extractive to
inclusive, i.e., liberal institutions and from inward to outward orientation. The key is Ukraine: her success
in establishing a modern democracy will not only contribute to reduced regional tensions but it also may
be a harbinger of the pan-European zone of stable peace as it may trigger regime change in Russia; her
failure would perpetuate conflict and instability.

The survival of sovereign Ukraine should be one of the pillars of Western response to Russia’s
belligerence. Various forms of covert assistance should accompany official aid tied to the progress in the
quality of governance and building institutions supporting competitive politics and markets. Democratic
and prosperous Ukraine would be the greatest threat to a continued dominance of nondemocratic,

nationalist-statist ruling coalition in Russia.
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