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EXECUTIVE SUMMARY

The Department of Commerce (“Commerce”) finds that the Russian Federation (“Russia”) 
continues to be a market economy (ME) country for purposes of antidumping duty 
investigations. Commerce makes such determinations when parties allege in the context of 
antidumping proceedings that market principles fail to apply in the economy of the country under 
investigation such that prices and costs are unusable for antidumping duty calculations. When 
such an allegation is made, Commerce investigates the depth to which the government’s role in 
the economy distorts market activity. Commerce last assessed the status of Russia’s economy in 
2002 and, at that time, found Russia to be an ME country. While reforms have backtracked in
certain areas since that time, other market-oriented reforms have materialized. In the balance of 
all known changes that have unfolded since Commerce’s last determination, Commerce finds 
that, at this point in time, there does not exist a sufficient degree of demonstrable, new evidence 
to justify a change in Russia’s current ME designation. However, when Commerce determined 
Russia to be a market economy country in 2002, we expected market-oriented reforms to 
continue to progress significantly. Since they have not progressed as significantly as expected 
and in some cases have backtracked, Commerce will monitor the progress of reforms in the 
Russian economy for the near future for purposes of the antidumping duty law.

This conclusion is based upon Commerce’s analysis of six factors established in U.S. law. In 
determining whether a country is a non-market economy (NME) country under section 
771(18)(A) of the Tariff Act of 1930, section 771(18)(B) requires that Commerce take into 
account (1) the extent to which the currency of the foreign country is convertible into the 
currencies of other countries; (2) the extent to which wage rates in the foreign country are 
determined by free bargaining between labor and management; (3) the extent to which joint 
ventures or other investments by firms of other foreign countries are permitted in the foreign 
country; (4) the extent of government ownership or control of the means of production; (5) the 
extent of government control over the allocation of resources and over the price and output 
decisions of enterprises; and (6) such other factors as the administering authority considers 
appropriate. 

Prior to 2002, Commerce considered Russia to be an NME country for antidumping duty 
purposes. In the 2002 Inquiry into the Status of the Russian Federation as a Non-Market 
Economy Country Under the U.S. Antidumping Law (“2002 Review”), in which Commerce 
determined that Russia was an ME country, Commerce found that there were numerous
developments that supported its conclusion. Despite its conclusion that Russia was an ME 
country, Commerce also acknowledged certain weaknesses that were known to exist, such as 
excessive regulation of energy sector pricing, the slow pace of industrial restructuring, the 
fledgling state and largely unsupported environment for small- and medium-enterprises, and the 
absence of banking sector reforms. 

At the time of the 2002 Review, the Russian economy was experiencing sustained growth that 
was largely attributable to the market-oriented reforms that were being implemented. Today, the 
Russian economy is more developed than at the time of the 2002 Review, but structural 
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weaknesses remain which hinder economic growth. While market-oriented reforms have 
progressed along some of the six factors, with respect to others, Commerce expected progress to 
be greater. 

With respect to currency convertibility (see Factor 1), Commerce finds that, since the 2002 
Review, the Government of Russia (GOR) has modified its exchange rate policy several times in 
the overall direction of making the ruble more convertible and the exchange rate-setting process 
more transparent. This is a significant and positive development. While the Central Bank of the 
Russian Federation (CBR) continues to intervene in Russia’s foreign exchange market at times, it
now allows for greater variability in the ruble-dollar and ruble-euro exchange rates. Since 2018,
it is notable that the ruble has been considered “freely floating” on both a de jure and de facto
basis by the IMF. The exchange rate-setting process has also become more transparent since the 
GOR started regularly publishing its foreign reserve transactions in 2008. Finally, although the 
GOR still at times implements indirect control over the volume of foreign currency its 
enterprises and banks buy or sell, since the 2002 Review, the GOR has removed major forms of 
capital controls it previously used to control the value of its currency. 

While Commerce finds that institutional and structural constraints remain which keep Russian 
wages low and are largely a result of the GOR’s role in the economy, evidence does not suggest 
significant changes since Commerce’s 2002 Review (see Factor 2). The 2002 Review evaluated 
that, despite the Russian Government’s adoption of the Labor Code in 2001, worker protection
and trade union rights remained severely restricted, opportunities for legal strikes were limited, 
and meaningful representation in trade unions was stymied. Many of those trends remain and 
have not improved, but the facts do not suggest the situation is markedly worse than at the time 
of the 2002 Review. As discussed in Factor 2, the national minimum wage does not represent an 
effective wage floor in Russia, and institutional and structural weaknesses continue to cause an 
abundance of low-quality jobs that impede productivity. Labor mobility remains low, and the 
informal employment sector remains large. While the identified institutional and structural 
weaknesses limit free wage bargaining between workers and management in practice, we were 
unable to find evidence to determine whether the depth of the problem has markedly changed 
since Commerce’s 2002 Review.

Commerce finds that Russia’s net foreign direct investment (FDI) and portfolio investment (PI) 
inflows have substantially increased since the 2002 Review (see Factor 3). Since 2002, several
improvements have been made to the regulatory environment surrounding foreign investment, 
primarily in the tax system, as indicated by the OECD’s FDI Regulatory Restrictiveness Index. 
However, in 2008, the GOR promulgated the Strategic Sectors Law, which increased the number 
of sectors subject to foreign investment restrictions. While these restrictions resulted in an uptick 
in the restrictiveness climate starting 2017, the net effect of all these changes to the regulatory 
environment in Russia has demonstrated a less restrictive environment now compared to the 
period analyzed in the 2002 Review. In addition, while corruption, rule of law, and the lack of 
transparency as outlined in the 2002 Review continue to be deterrents to FDI and portfolio 
investment in Russia, the overall environment for investment in Russia has improved.  
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State ownership and control has increased since the 2002 Review, but the data does not 
definitively show a substantial increase since that time (see Factor 4). The private sector remains 
predominant in most industries, including the consumer goods, manufacturing (excluding the 
defense and oil and gas processing), agriculture, food processing, and services sectors.
Government ownership since 2002 has increased in certain industries. In particular, state 
ownership in the banking and oil/gas extraction and processing sectors has been on the rise since 
the 2002 Review, and the state retains significant ownership shares in the telecommunications, 
defense, transportation, and electricity industries. These simultaneous policies of de-
nationalization in certain industries and increased state sector concentration in others since the 
2002 Review have, overall, resulted in a net increase in the size of the state sector in the Russian 
economy, but the range in estimates of its size is wide. State ownership in the Russian economy 
measured roughly 30 percent in 2002, and current studies estimate that figure could be anywhere 
between 33 and 50 percent in recent years. 

The GOR uses state-invested enterprises (SIEs)2 as instruments of its national industrial policy, 
geopolitical ambitions, and other government objectives. Russian legislation provides for this by 
granting the government preferential shareholding rights to joint-stock companies even when it 
holds minority shares. In turn, SIEs in Russia are afforded benefits not granted to private 
enterprises, such as preferential access to cheap credit, government contracts, and government 
assistance, even though they are often less efficient and productive than their private 
counterparts. This minimizes competition between private enterprises and SIEs, especially large 
SIEs that dominate certain “strategic” sectors in the Russian economy. 

Commerce finds that the Government of Russia continues to exercise significant control over the 
allocation of many important resources within Russia’s economy, and that prices of certain 
important inputs to production remain set by the government (see Factor 5). Since the 2002
Review, the Government of Russia has refined industrial policies from an approach of improving 
market mechanisms to achieving more specific and targeted outcomes. In 2012, the GOR
promulgated the Strategic Planning Law and the Industrial Policy Law, which provided the legal 
basis for the government’s use of industrial and strategic planning to influence market outcomes. 
The GOR also created certain “strategically important companies” to carry out economic growth, 
socio-economic, geopolitical, national security, and other industrial policy objectives and 
disproportionately allocates resources to them. These companies exist in many sectors, including, 

2 Commerce classifies “state-invested enterprises” (“SIEs”) as enterprises in which the Government of Russia has 
any ownership stake. Though the term generally has the same meaning as “state-owned enterprise” or “SOE,” the 
definition of “SOE” sometimes varies depending on the context in which it is used, and Commerce has adopted the 
term “SIE” to avoid confusion. Commerce has used this approach since its 2012 determination that SIEs in China 
are properly viewed as “public bodies.” See Department of Commerce, Section 129 Determination of the 
Countervailing Duty Investigation of Circular Welded Carbon Quality Steel Pipe; Light-Walled Rectangular Pipe 
and Tube; Laminated Woven Sacks; and Off-the-Road Tires from the People’s Republic of China: An Analysis of 
Public Bodies in the People’s Republic of China in Accordance with the WTO Appellate Body’s Findings in WTO 
DS379 Memorandum on Public Bodies, Section 129 Proceeding: United States – Countervailing Duty Measures on 
Certain Products from the People’s Republic of China (WTO/DS437), May 18, 2012.
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inter alia, high-tech, energy, defense, banking, aviation, shipbuilding, electronics, and 
telecommunications. 

Since the 2002 Review, the concentration of banks with state ownership (“state-invested banks”) 
has increased substantially from around 35 to 40 percent to nearly 75 percent of total banking 
sector assets as of 2020. As part of the consolidation efforts, the CBR has taken ownership of 
numerous, previously privately owned banks. The GOR also uses the banks it owns to pursue 
industrial policy, socio-economic, political, and other objectives. The result is that state-invested 
banks lend primarily to large SIEs, and large private Russian companies therefore rely on foreign 
banks for funding. While the increased state ownership in the banking sector is significant, we 
were unable to find evidence of whether it was matched with a commensurate increase in 
government control. 

In addition, since the 2002 Review, state ownership, and therefore allocation, of land has 
declined. At the time of the 2002 Review, the sale and purchase of agricultural land (which at the 
time constituted most land in Russia) had just recently been legalized. There was therefore 
almost no land market in existence. Today, 23 percent of non-forestland in Russia is privately 
owned and the sale and purchase of land is much more prevalent. Nonetheless, restrictions 
remain on land use and transfer in Russia which result in inefficient pricing mechanisms and, 
relatedly, allocations of land. 

As to the GOR’s intervention in the economy-wide pricing system in Russia, some steps have 
been taken to encourage a more market-based approach based on scarcity, while other reforms 
have backtracked. Specifically, certain prices of natural gas and electricity have been liberalized, 
even though a large share of each remains subject to regulated prices. In addition, electricity 
inputs, including natural gas, are still largely subject to government-regulated prices, which has 
lowered even the electricity prices that are not subject to government regulation – although such 
prices have increased since the 2002 Review. Prices of rail transportation, another important 
input to production, have been partially deregulated since the 2002 Review, but evidence 
suggests that government-regulated rail tariffs may be below the cost of production. 

Although government-set prices remain in place for several important inputs to production, the 
Government of Russia has implemented important price-liberalization developments since the 
2002 Review. However, due to a policy implemented in 2017, natural gas, electricity, and cargo 
transport prices will continue to decline in real terms since they are legally prohibited from 
increasing at levels up to or beyond the forecasted level of inflation. Even in light of this 
development, according to the Economist Intelligence Unit, price controls in Russia are less 
extensive than price controls in many Eastern and Central European countries.

Commerce has also found that corruption, rule of law, protection of property rights, and freedom 
of information remain significant areas of concern in Russia (see Factor 6). While difficult to 
quantify, empirical evidence suggests corruption and rule of law have improved slightly since the 
2002 Review. That said, regulations surrounding freedom of information have become 
increasingly restrictive, limiting the ability of market actors to make informed market decisions.
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Russia now ranks second only to China on indicators measuring regulatory restrictions in the 
media sector. Concurrently, the government has in recent years closed or taken over numerous 
foreign and independent media operations and increased its use of internet censorship.

After assessing the six factors, Commerce finds that, based on the totality of the circumstances, 
conditions in the Russian market do not warrant reversing our 2002 determination that Russia is 
a market economy country. We acknowledge that the Russian government continues to maintain 
and exercise broad discretion in allocating resources with the goal of achieving specific 
economic outcomes. Certain indicators suggest the GOR’s role in the economy has increased. 
The increase in government ownership in particular sectors such as banking has important 
economy-wide implications. In addition, the extent of government-regulated pricing of important 
inputs to production, including energy and transportation, is still a source of distortion in the
Russian economy. Corruption and rule of law remain significant issues that affect many areas of 
the Russian economy. Workers remain largely unrepresented, and wages remain low. 

However, in other areas, such as currency convertibility, the extent of foreign direct investment,
the extent of private land ownership, and fiscal transparency, market-oriented reforms have 
progressed. In addition, private sector development has continued in many industries, and credit 
to the private sector as a share of GDP has grown since the 2002 Review. The private sector 
remains particularly prominent in agriculture, food processing, consumer goods, most 
manufacturing (excluding the defense and oil and gas processing), and many services. In 
addition, employment is higher in the private sector than at the time of the 2002 Review, which 
likewise reflects market-oriented outcomes. 

Therefore, while the state’s role in the economy remains significant in some areas, we find, 
based on known available information, that the evidence of change in Russia’s economy over the 
last 20 years is not substantial enough to warrant a change in Russia’s status as an ME country. 
As the evidence does not categorically demonstrate a fundamental change such that Russia no 
longer broadly operates on market principles, for the purposes of Commerce’s antidumping 
investigations, we find that Russia’s prices and costs continue to remain broadly responsive to 
market factors. 
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INTRODUCTION AND BACKGROUND

On June 30, 2021, the Department of Commerce (“Commerce”) received an antidumping duty 
(AD) petition on imports of Urea Ammonium Nitrate solutions (UAN) from the Russian 
Federation (“Russia”). The UAN from Russia petition alleged that Russia should be treated as a 
non-market economy (NME) country for purposes of the investigation. Finding that the NME 
allegation met the requirements of section 732 of the Act, on July 30, 2021, Commerce initiated 
an inquiry into whether a change is warranted to Russia’s current status as a market economy 
country.3 To ensure full public and interested party participation in this inquiry, Commerce 
invited public comment on Russia’s economy, and all comments received by September 10, 
2021 can be accessed using the Federal eRulemaking portal at http://www.regulations.gov under 
Docket Number ITA-2021-0003.4

This inquiry was conducted pursuant to section 771(18)(A) of the Tariff Act of 1930, as 
amended (the Act), which defines the term “non-market economy country” as any foreign 
country determined by Commerce not to “operate on market principles of cost or pricing 
structures, so that sales of merchandise in such country do not reflect the fair value of the 
merchandise.” Section 771(18)(B) of the Act lists six factors Commerce must analyze for any 
inquiry made under section 771(18)(A), and under section 771(18)(C)(i), a country’s NME 
country status remains in effect until revoked. The scope of Commerce’s designation of a 
country as an NME country is limited to U.S. trade remedy proceedings. On June 6, 2002,
Commerce determined that Russia was a market economy country and, since that time, has 
treated it as such in all past AD investigations and administrative reviews involving imported 
products from Russia.5

3 Investigation of Urea Ammonium Nitrate Solutions From the Russian Federation: Opportunity To Comment on the 
Russian Federation's Status as a Market Economy Country Under the Antidumping Duty Laws, signed July 30, 
2021. 
4 Investigation of Urea Ammonium Nitrate Solutions From the Russian Federation: Opportunity To Comment on the 
Russian Federation's Status as a Market Economy Country Under the Antidumping Duty Laws, signed July 30, 
2021. 
5 U.S. Department of Commerce, Inquiry into the Status of the Russian Federation as a Non-Market Economy 
Country Under the U.S. Antidumping Law, A-821-816 (June 6, 2002) (“2002 Review”).
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SUMMARY OF PUBLIC COMMENTS

1. Parties Who Support Maintaining Russia’s Status as an ME Country

1.1 Dr. Tatiana M. Isachenko, Professor, Department of International Economic 
Relations and Foreign Economic Affairs, Moscow State Institute of International Relations and 
Mrs. Irina A. Medvedkova, PhD, Adjunct Professor, Department of Trade Policy, National 
Research University Higher School of Economics

Dr. Isachenko and Mrs. Medvedkova believe that changing Russia’s status as an ME country 
would result in negative consequences in Russia, the U.S., and the global world markets. Their 
main points are summarized below. 

Changing Russia’s ME status would mean a further erosion of multilateral norms and 
principles, which are necessary in the face of increased international competition and many 
novel challenges that international trade is facing.
Such an action may serve as a negative precedent of abusing a tool otherwise used to combat 
unfair competitive practices by turning it into a method of discrimination.
Russia has repeatedly reaffirmed its adherence to the basic principles of a market economy, 
such as market pricing, the market-based structure of the labor market and the functioning of 
its monetary system.
Today, the Russian labor market and monetary system function on much more liberal 
principles than those of many other countries, including, for instance, other BRIICS 
countries.
If WTO Members, and in particular the U.S., ever had any concern regarding and/or any 
doubts as to whether “market economy” conditions of cost and pricing structures prevailed in
Russia, they could have requested to include the respective legal exceptions in Russia’s WTO 
accession documents, which form an integral part of the WTO Agreement.
The WTO provisions on the determination of normal value in anti-dumping investigations 
pursuant to Article 2.1 and 2.2 of the Anti-dumping Agreement (ADA) are binding on the 
United States in respect of Russian exporting producers, unconditionally and to a full extent.
Changing Russia’s ME status may be seen as a further step in a consistent U.S. policy of 
discriminating against Russian businesses. 
Recognition of Russia as an NME country would result in eroding the usual competitive 
environment in many markets because it would (1) hamper the performance of Russian 
exporters in the U.S. market; (2) provoke a spiral of trade restrictions against Russian exports 
in other importing jurisdictions, where Russian products compete, inter alia, with products 
from the U.S.; and (3) further limit the cooperation between the U.S. and Russia.

1.2 Ministry of Economic Development of the Russian Federation

The Ministry of Economic Development of the Russian Federation believes Russia is a market 
economy that operates on market principles of cost and pricing structures. The comment states 
that:
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Since Commerce’s last review, there have been no major changes in the core features of the 
Russian economy, nor have there been any dramatic shifts in its regulatory framework since 
Russia’s accession to the WTO.
The Russian ruble is freely convertible into the currency of the other countries.

o The legislation of the Russian Federation does not set any restrictions on ruble 
convertibility for either current (including foreign trade) or capital account 
transactions. 

o The Bank of Russia switched to a free-floating exchange rate regime, and since that 
time has abstained from foreign exchange interventions aimed at influencing the 
ruble’s exchange rate, while preserving a right to conduct foreign currency 
transactions to combat threats to financial stability of the Russian economy.

o The mandatory currency conversion requirement was abolished in 2006.
o The major Russian foreign exchange platform, the Moscow Exchange’s (“MOEX”) 

FX Market, has expanded significantly since 2002.
o The IMF states that the Ruble is determined by market rates (supply and demand).
o The IMF acknowledged that Russia accepted the obligations under Article VIII, 

Sections 2, 3, and 4 of the IMF Articles of Agreement and maintains an exchange 
system free of restrictions on the making of payments and transfers for current 
international transactions. 

o Currently, Russia continues to follow the path of further liberalizing its currency 
regulation.

o Certain repatriation requirements were abolished. For the repatriation requirements 
that remain, several laws have been amended which reduce the punishments for 
violating the repatriation requirements.

Wage rates in Russia are determined by free bargaining between workers and management.
o The Constitution of Russia recognizes and guarantees basic rights and freedoms in 

conformity with the commonly recognized principles and norms of international law. 
o The process for determining wage rates in Russia continues to be market-based today. 
o As of 2019, Russia ranks 16th out of 137 countries in the ranking on the flexibility of 

wage determination index
o Wages in the Russian economy are market-based, and a market exists for labor 

services in which workers and employers are free to bargain over terms and 
conditions of employment. 

o Article 37 of the Constitution recognizes the right to individual and collective labor 
disputes using the methods of resolving them established by federal law, including 
the right to strike. 

The GOR does not limit foreign investors’ access to the Russian market.
o Federal Law No. 160-FZ secures multiple guarantees for foreign investors, including, 

inter alia, those of legal protection of foreign investors activities, the guarantee of the 
right to carry out investments in any form legal in Russia, the guarantee against 
unfavorable changes in the legislation of the Russian Federation, and the guarantee 
against the expropriation of foreign investment property not in accordance with 
federal laws or international treaties of the Russian Federation. 

o As part of the national entrepreneurial initiative to improve the investment climate, a 
number of roadmaps have been developed: “Improving corporate governance”, 
“Developing competition in economic sectors”, “Increasing the availability of energy 
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infrastructure”, “Improving legal regulation of urban planning activities and 
improving the business climate in the construction sector”, “Improving customs 
administration”, “Improving the quality of services in the field of state cadastral 
registration of real estate, registration of rights to it and transactions with it.”

o 2012 Regional Investment Standard initiative was also an important step towards 
improving attractiveness of the Russian economy for investors. 

o In order to improve the corporate environment and foster economic growth, in 2014, 
the Bank of Russia developed a Corporate Governance Code.

o The 2015 amendments to Federal Law No. 208-FZ of December 26, 1995 “On Joint 
Stock Companies” introduced an increased degree of flexibility in the regulation of 
non-public companies and contributed to the improvement in the transparency of 
corporate matters, whereas the 2018 amendments to Federal Law No. 208-FZ
contributed to the improvement of the protection of minority shareholders’ rights.

o Digitalization has also contributed to the improvement of the business climate, as it 
facilitated communication with regulators. There exists a channel of direct 
communication between foreign investors and the GOR - the Advisory Council for 
Foreign Investment in Russia (FIAC).

o According to the World Investment Report 2021, issued by UNCTAD, FDI inflows to
Russia in 2020 amounted to USD 9,676 million (USD 32,076 million in 2019), which 
was still the largest amount of FDI inflows among the countries in the CIS region.

o Currently, Russia is an active participant in the international investment exchange.
o The objective to effectively protect foreign persons’ economic rights is also reflected 

in the provisions of the APC RF allowing for the recognition and enforcement of 
decisions of foreign courts and foreign arbitral awards, when this is provided for by 
an international treaty, to which the Russian Federation is a party, and federal laws.

o As of January 1, 2021, in the framework of this initiative competent authorities 
abolished more than 3,000 excessive and outdated regulatory acts, thus increasing the 
transparency of Russian legislation and facilitating the process of doing business in 
Russia. 

o One of the core principles of the courts of general jurisdiction is that “all are equal 
before the court”. 

o Foreign persons generally enjoy procedural rights and bear procedural obligations on 
an equal basis with Russian citizens and organizations, taking into account foreign 
persons’ administrative procedural legal capacity that is determined by their own law.

o The norms of the Code of Criminal Procedure of the Russian Federation aimed at the 
protection of the rights and legitimate interests of persons and organizations, victims 
of crimes, and the protection of a person from unlawful and unfounded accusations, 
convictions, restrictions on their rights and freedoms, normally apply to all persons 
located in the territory of Russia.

The GOR does not own or control the means of production to a significant extent.
o Article 36 of the Constitution of the Russian Federation provides that citizens and 

their associations shall have the right to possess land as private property. 
o Chapter 17 of the Civil Code establishes the basic legal terms governing property and 

other proprietary rights with respect to land.
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o Article 260 of the Civil Code stipulates that persons who have property rights over a 
land plot have the right to sell, gift, pledge, lend and dispose of it in other ways since
such land is not excluded from circulation and its circulation is not restricted. 

o Chapter 20 of the Civil Code establishes legal guarantees of property rights.
o Article 27 of the Land Code enumerates the categories of land excluded from

circulation (land in federal ownership, the property over which cannot be transferred) 
and land for which the circulation is restricted (property rights in land in state or 
municipal ownership property which can be transferred where Russian law permits).

o In accordance with Article 15(2) of the Land Code, citizens and legal entities have the 
right to equal access to acquiring land plots as property. 

o Federal Law No. 86-FZ establishes in Article 56 that the principal objectives of 
banking regulation and banking supervision shall be to maintain the stability of the 
Russian banking system and protect the interests of depositors and creditors. 

o The data shows that 92 percent of all Russian land as of 1 January 2020 is in state or 
municipal ownership, with 8 percent held either by citizens or by legal entities. If 
forestland is excluded, the share of state and municipal ownership drops to 77 
percent, with 23 percent of non-forest land owned by either citizens or legal entities. 
These figures are comparable, for instance, with Canada, where less than 11 percent
of all land is held privately, and 94 percent of all forest land is publicly owned.

o The share of workers employed in the organizations of the private sector has 
increased from around 41 percent to around 50 percent between 2010 and 2020, while 
the share of workers employed in the organizations owned by the state and 
municipalities dropped from around 46 percent to around 40 percent in the same 
period. 

o Russia actively pursues privatization of assets in state ownership. This process has 
been steady and uninterrupted since the 1990s.

o The share of fixed assets recorded on the books of state-owned organizations dropped 
from 25 percent in 2000 to 15 percent in 2019.

o With respect to financial capital, it should be noted that it is freely and widely 
available in the Russian economy.

o In accordance with Article 37 of Federal Law No. 86-FZ the Bank of Russia uses the 
interest rate policy to influence the market interest rate.

The extent of GOR control over the allocation of resources and over the price and output 
decisions of enterprises is not significant.

o As a general rule, prices in the Russian economy are determined freely by market 
forces. 

o Article 8 of the Constitution of the Russian Federation establishes a fundamental 
principle for the organization of the Russian economy: the Russian Federation 
guarantees a free flow of goods, services and financial resources, support for 
competition, and the freedom of economic activity.

o The Russian competition authority, the Federal Antimonopoly Service, consistently 
receives international praise for its efforts to promote competition in the Russian 
market.

o Russia’s competition law contains universal rules of conduct for economic operators 
that aim to promote competition, curb monopolistic activity, and ensure that prices 
are set freely and market information is distributed evenly.
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o For instance, the “Scope of Operations of SOEs” indicator measures whether the 
government controls at least one firm in a number of business sectors, with more
weight given to the key network sectors. According to this indicator, Russia is placed 
ahead of (more competition-friendly than) France.

o The internal market for natural gas in Russia is characterized by the growing share of 
independent producers and the development of competition. 

o On December 21, 2017, the President of the Russian Federation signed Decree No. 
618 “On the Principal Directions of Governmental Policy to Promote Competition”.
The same principle is also enshrined in paras. 123, 126 and 132 of Russia’s WTO 
WPR and paragraph 8 of the Protocol on Common Regulation Principles and Rules 
for Activities of Natural Monopoly Entities (Annex 20 to the Treaty on the Eurasian 
Economic Union).

o According to PJSC Gazprom’s 2020 Annual Report, the share of natural gas shipped 
to consumers at regulated prices is currently less than 45 percent of the total volume 
of gas consumed in Russia, and the observed trend evidences its further anticipated 
decline. 

Industrial consumers are free to choose among suppliers of natural gas, and 
make use of prices freely determined through market forces, whenever the gas 
acquired by them is not extracted and supplied by PJSC Gazprom. 

o The Constitutional principle of freedom of economic activity is furthered by the 
principle of freedom of contract, enshrined in the Civil Code.

Other factors do not weigh in favor of designating Russia as an NME country. 
o Since 2002, Russia has substantially improved its regulations and policies towards 

combatting corruption. 
o Russia passed the first package of anti-corruption laws in 2008 in response to its 

ratification of the United Nations Convention against Corruption and the Council of 
Europe's “Criminal Law Convention on Corruption.

o On December 25, 2008, the Federal Assembly adopted Federal Law No. 273-FZ “On 
Combatting Corruption” (Federal Law No. 273-FZ), requiring public servants and 
employees of state organizations to disclose their source of income and both their 
own and their families’ acquisitions of property, including real estate, securities, 
stock, and vehicles. The legislation also, for the first time, defined conflict of interest 
in connection to public officials and extended anti-corruption legislation to the 
military.

o The Decree “On Anti-Corruption Measures” was signed by the Russian President in 
May 2008.

o Article 13.3 of Federal Law No. 273-FZ, introduced in 2012, specifically requires all 
organizations under the jurisdiction of the Russian Federation to develop and 
implement measures to prevent bribery.

o By upgrading Federal Law No. 273-FZ with Article 13.3, Russia has taken a 
significant step towards strengthening the framework of its anti-corruption legislation, 
aligning it with the best practices recognized at international level. 

o Russia also joined the OECD Anti-Bribery Convention in 2012 and held the 2013 
Presidency in the G20, where fighting corruption was one of three main issues on the 
agenda. 
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o Russia also joined the OECD Anti-Bribery Convention in 2012 and held the 2013 
Presidency in the G20, where fighting corruption was one of three main issues on the 
agenda.

1.3 PJSC Acron, EuroChem Group AG, NLMK Group, PAO Severstal, and United 
Company RUSAL (collectively, “Russian Exporters”)

The Russian Exporters, the respondents in the UAN from Russia investigation, argue that 
Commerce should maintain the status of Russia as a market economy country. They state that, in 
the past 20 years, the economic and regulatory trends that led Commerce to conclude Russia is a 
market economy have strengthened. Their main points are summarized below. 

Russia’s Currency is Freely Convertible into the Currency of other Countries.
o Russia’s Central Bank (CBR) has repeatedly tightened capital controls during the 

financial crisis. Starting in 2004, the CBR gradually began adopting less restrictive 
capital control regulations and moved away from the authorization-based system on 
flow controls. Between 2006 and 2015, the CBR switched from a fixed exchange rate 
to pegged exchange rate regime with horizontal bands. In most recent years, the CBR
moved away from a pegged exchange rate and switched to a fully floating exchange 
rate regime. The history of the CBR’s currency regime demonstrates that the ruble 
became fully and freely convertible into the currency of other countries. 

o Petitioners’ argument must fail for at least four reasons. First, petitioners confuse the 
concepts of “currency convertibility” with “foreign exchange rate interventions.”
Exchange rate interventions do not impede businesses from freely converting a 
currency into another currency; they merely influence the terms at which such 
exchange occurs. Second, if foreign exchange rate interventions were to be 
considered a relevant determinant of free currency convertibility, such interventions 
are remarkably common among all central banks. Third, the IMF Articles of 
Agreement prohibit countries from manipulating their currency for the purpose of 
gaining an unfair trade advantage and examine exchange rate practices of all 
members. The IMF does not consider Russia’s exchange rate interventions egregious, 
but it even encourages CBR to engage in further exchange rate interventions. Fourth, 
the CBR describes its current exchange rate regime as free floating with no fixed nor 
pre-established targets, which is supported by the world’s leading rating agencies.

o Petitioners claim that the Government of Russia informally tightened capital controls 
during the Financial Crisis is inapposite. First, petitioners attempted to generalize two 
isolated incidents during which macroeconomic stability in Russia was threatened. 
Petitioners disregard the fact that the overall trend for the ruble has been in the 
opposite direction: while the CBR consistently liberalized its capital accounts, during
the 2008/2009 financial crisis many other central banks relied on unorthodox 
monetary policies to stabilize the banking system. Second, petitioners mischaracterize 
the policy actions taken by the Russian Government to stabilize macroeconomy in 
response to Western sanctions in 2014. What petitioners called “informal” capital 
controls were legitimate policies enacted with the object of improving the resilience 
of the Russian economy. 
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Wage Rates in Russia are Largely Determined by Free Bargaining between Labor and 
Management.

o Russia has been a member of the International Labor Organization (ILO) since 1954.
o Russia’s collective bargaining system is determined by the institution of “social 

partnership,” which is regulated by the Labor Code of Russia. 
o Minimum wage bargaining among management, government, and labor has resulted 

in a significant increase in the minimum wage over 2010 – 2019.   
o The OECD has estimated a collective wage bargaining coverage of 42 percent in 

Russia in 2017. The ILO reports that trade union density in Russia was at 30.5
percent in 2015. The fact that the collective wage bargaining coverage rate in Russia 
is higher than the trade union density rate indicates that workers and their 
representative bodies are actively striving for workers’ rights.

o Petitioners’ claim that workplace discrimination laws are lax or nonexistent is 
incorrect. Petitioners did not explain the connection between workplace 
discrimination and wage rate suppression. Respondents are not aware of quantitative 
academic papers that establish a causal relationship between workplace 
discrimination and overall wage rates. Russia performs above Turkey (a market 
economy) in terms of the employment gap on disadvantaged groups. Also, in terms of 
the gender labor income gap, Russia performs well above the OECD average and 
South Korea (a market economy). In terms of racial, ethnic, religious, and nationality-
based discrimination, Russia ranked just below Switzerland (a market economy) 
according to the Migrant Integration Policy Index of 2020. Russia needs to improve 
more on LGBTQ worker discrimination. However, other market economies such as 
the US face the same problem.    

Joint Ventures and Other Investments by Non-Russian Firms are Permitted in Russia
o The availability of investment opportunities in Russia is evident from the data. A

substantial quantity of foreign funds flowed into Russia before pandemic period. 
Russia received an inflow of USD 13 billion in 2018 and USD 32 billion in 2019. 
This quantity is approximately the same as France and Mexico. 

o According to OECD FDI regulatory Restrictiveness Index, although on average 
OECD countries impose fewer restrictions on FDI than Russia, Russia’s score is 
comparable to certain OECD countries and its score is better than other transition 
countries (Thailand, Indonesia, and the Philippines) which are market economies. 

o The World Bank’s “Doing Business” report provides a measure of business 
regulations and enforcement for domestic small and medium enterprises. Russia ranks 
28th in the global ease-of-doing-business ranking. 

o Lexology, a provider of international legal updates and analysis, reported in 2018 that 
reforms to Russian law increased the availability of Western-style structuring options 
for onshore joint venture entities. 

o Petitioners point out corruption, creeping expropriation, confusing investment rules, 
lacking dispute resolution, and inadequate minority shareholder protection. These 
claims are exaggerated. Corruption is not an indicator of NME status. Russia has 
addressed the corruption issue and improved it. According to the Wharton School, 
Russia ranked 31 of 57 which is ahead of the US in terms of the survey question on 
whether “Bribery/corrupt practices happen widely in business in this country.” The 
Public Procurement Institute is active to educate Russian procurement officials and 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



22

corporate vendors to limit corruption and anti-competitive conduct. Additionally, 
Russia obtained the overall rating of B for “rule of law and legal certainty” by 
German risk analysis company Conias Risk Intelligence GmbH. 

o Russia recently took steps toward opening its insurance sector to foreign investment. 
According to a TASS report on August 22, 2021, foreign countries which are 
members of WTO will be able to conduct insurance activities in Russia. Also, 
restrictions on foreign investment in specific market sectors or industries are not 
unusual in market economy countries. While Russia remained ninth among the top 20 
destinations globally for investments, increasing number of restrictions on FDI have 
been enacted because of the COVID pandemic. 

o The World Bank, in the 2020 edition of its “Doing Business Report,” includes a
category on “Enforcing Contracts,” which analyzes the regulatory performance of 
countries. Russia was ranked 21 out of 190 countries in this category.    

The Role of the Government of Russia and SOEs in the Russian Economy is not so 
Dominant as to Convert Russia into a Non-market Economy.

o The involvement of the Russian government in the economy is neither growing, nor 
larger than in peer transition economies. Russian SOEs do not play an outsized role in 
the Russian economy, as compared to peer transition economies. 

o The size of the Russian state in the economy has not increased significantly since the 
early 2000s. 

o The petitioners cited 2019 IMF papers which state that Russia’s state size increased 
about 33-35 percent, which is different from the mainstream narrative, which argues 
that Russia’s state size is about 70 percent. According to a 2021 OECD publication, 
Russia’s government expenditure is about 35 percent of GDP which is a relatively 
moderate level when compared with peer countries. Rosstat reports that the share of 
state and municipal enterprises in the overall number of enterprises, state-owned fixed 
assets, and share of state and municipal enterprises in fixed capital investment 
declined between 2000 and 2019.

o According to a 2018 OECD report, the presence and rise of SOEs is a global 
phenomenon and SOEs are most prevalent in strategic sectors. Compared to other 
countries Russia’s share in SOEs is smaller than that of market economies such as 
Qatar, UAE, Norway and Saudi Arabia. 

o The GOR’s Control Over the Oil and Gas Industry is Comparable to that of Peer 
Transition Economies. 

In many resource-rich countries, SOEs play an important role when it comes 
to extracting and/or processing commonly owned natural resources that 
oftentimes form the very basis of those countries’ comparative advantage. A 
2012 IMF publication reports that 80 percent of world petroleum reserves are
controlled by state companies and 15 of the 20 largest oil companies are state-
owned. In some major oil-producing countries such as Saudi Arabia, Qatar, 
Kuwait or Mexico, national oil companies were responsible for almost 100 
percent of production. Therefore, Russia’s conduct is not out of the ordinary 
when it comes to the oil and gas sectors. 

o The GOR’s Control Over the Banking Sector is Similar to that of Peer Economies. 
State-owned banks have grown in importance over the last decade in many 
countries, not just Russia. Globally, since the global financial crisis, state 
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banks’ assets have grown stronger than those of private banks. According to a 
2013 publication of the IMF, Russia’s government share of banking assets 
was smaller than that of countries such as India, Brazil, Argentina, Slovenia, 
Uruguay, UAE, Sri Lanka, and Ethiopia. 

o The Government of Russia’s Level of Involvement in the Russian Economy is 
Significantly Lower than that of China.

The share in national income of China’s SOEs is an order of magnitude larger 
than Russia’s and puts China in a class of its own. According to the 
Department’s 2017 China NME Memo, China was the only country among 
the OECD members and 11 non-OECD members included in a 2013 OECD 
study to have state-invested enterprises (“SIEs”) in all 30 sectors that were 
covered by the study. The number of enterprises in the top-2000 enterprises 
that are fully or partially owned by governments, is almost double in China as 
in Russia.

Russia, to a Large Extent, has Privatized control over the Allocation of Resources and over 
the Price and Output Decisions of Enterprises
The GOR does not Exercise undue Control over the Allocation of Critical Resources such as 
Capital and Natural Gas. 

o The United States provides several tax subsidies to the fossil fuel industry as a means 
of encouraging domestic energy production. In case of the European Union, total 
energy subsidies were estimated at EUR 159 billion in 2018. Fossil fuel subsidies in 
the EU were relatively stable over the past decade ranging about 0.4 percent of GDP 
on average. By comparison, Russia, expended only 0.2 percentage points of GDP 
more on fossil fuel subsidies. 

The GOR Does not Exercise Undue Control over the Credit Market and Does not Extend 
Preferential Lending to SOEs. 

o The GOR’s control over the credit market is like that of many other countries. 
According to a World Bank publication, preferential lending by SOBs to SOEs is not 
an issue in Russia. The report also states that favorable developments in the corporate 
governance of SOBs are the result of important market-driven incentives. 

Petitioners Exaggerate the Significance of GOR Officials’ Service on the Boards of SOEs.
o Government participation in privatized companies or public-private partnership (PPP) 

is a common practice in many countries, many of them considered market economies 
by the Department such as Germany, Mexico, Malaysia, emerging European 
countries, and Latin American countries. The service of Russian government officials 
on boards of public utilities is hardly an uncommon occurrence compared to other 
transition countries. 

State Corporations Do Not Receive Preferential Treatment.
o IMF economists observe that the GOR has made progress in implementing the Fund’s 

past recommendations concerning the management of SOEs. The IMF recognized 
that Russia enhanced competition, reformed the management of state enterprises, and 
strengthened the transparency of the public sector.

The Government of Russia’s Imposition of Price Controls on Foodstuffs are not Unusual for 
a Transition Country such as Russia.

o The price controls that petitioners identify were limited certain foodstuffs such as 
basic food items, staples, and key food items. The price regulations occurred in 2007-
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08 and 2014 at times of financial stress in Russia and were of limited scope and 
duration. Price controls are a routine adopted by emerging market and developing 
countries to smooth out spikes in food price and to prevent hunger and famine. 

The GOR Does not use its Procurement Authority to Pursue Industrial Policies or 
Development Domestic Manufacturing Capability to an Unusual Degree

o Russia’s public procurement limitations are not unique. Brazil, China, India, 
Indonesia, Turkey, and the U.S. apply similar policies. In many OECD countries the 
share of government procurement contract value awarded to foreign-located firms 
and/or for foreign-sourced goods and services is very low which illustrates many 
countries favor domestic firms in case of awarding public procurement contracts. 

The GOR’s Subsidy Programs are Irrelevant for Determining the Degree of Control Over the 
Allocation of Resources and Price/Output Decisions.

o Subsidization programs are widely used by many countries around the world and the 
Government of Russia’s conduct is by no means unusual. Russia has introduced most 
of its import substitution programs as a response to Western sanctions in 2014. But 
import substitution initiatives are being considered and pursued by various countries. 

Other Factors do not Detract from Russia’s Established Market Economy Status
o There has been continuing progress in Russia toward reinforcing the operation of 

market principles, the GOR’s control over the economy has continued to decline, and 
the Russian legal system provides protections for foreign investment. 

o Petitioners’ argument that Russia has rejected its WTO obligations overlooks the 
significant progress made by Russia both before and since its accession to the WTO,
which is reflected in the generally positive attitude expressed by the WTO in its Trade 
Policy Review of Russia undertaken in 2016.

o Petitioners’ argument that the Russian political system is centralized and authoritarian 
is exaggerated, and corruption is found in both market and non-market economies. 

o The Russian economy is different from the Chinese and Belarusian economies. The 
ruble is freely floating and convertible into the currencies of other countries, unlike 
the currency in Belarus. FDI in Belarus has declined in recent years, whereas for 
Russia FDI increased significantly in 2019. Price regulations in Russia have been 
limited compared to those in Belarus. Unlike Belarus, Russia has partly or fully 
implemented 18 of 22 recommendations in the Council of Europe’s 2017 GRECO 
report. Russia’s WTO membership is also indicative of Russia being different from
Belarus, which has been unable to negotiate an accession agreement. 

o The role of the Government of China (GOC) and the Communist Party of China are 
far more pervasive than anything comparable in Russia. Unlike Russia, China still 
maintains significant restrictions on capital account transactions and intervenes in 
onshore and offshore foreign export markets. The GOC also continues to assert 
organized supervision of vast segments of the nation’s economic, legal, financial, and 
social systems, through the five-year planning process. Russia, on the other hand has 
abandoned that process of government economic control with the collapse of the 
Soviet Union in 1991.

1.4 U.S.-Russia Business Council 

The U.S.-Russia Business Council argues that Russia does not satisfy the statutory NME 
definition. Its primary arguments are summarized below. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



25

Russia has made improvements in its market since the Department’s market economy 
determination nineteen years ago.

o Since 2012, when Russia became a WTO member, it has steadily improved on the 
World Bank’s Ease of Doing Business ratings, moving from 120th place in 2012 to 
28th place in 2020.

o Hundreds of U.S. companies operate successfully in Russia based on market 
principles and in accordance with market-based rules with Russian partners, vendors, 
and suppliers.

A determination to revoke Russia’s market economy status would likely have a negative 
impact on the overall U.S.-Russia commercial relationship and have the potential for 
repercussions on a broad range of U.S. companies that operate in Russia.
Other countries, including the EU, treat Russia as a market economy.
The Russian Ruble is a convertible currency for trade and investment purposes, and there are 
no significant currency control requirements that apply to foreign transactions.

o Russia’s exchange rate is set by market forces which respond to the dynamics of 
Russia’s internal and external agendas, including U.S.-Russia geopolitical relations.

o In 2006 the ruble became fully convertible.
o Russia’s Central Bank president has been highly praised for her independence and 

skillful adherence to market principles.
o The most recent U.S. State Department “2021 Investment Climate Statement” 

mentions limited foreign currency control restrictions in Russia, while also noting that
“on January 1, 2020, Russia abolished all currency control restrictions on payments of 
funds by non-residents to bank accounts of Russian residents opened with banks in 
OECD or FATF member states.”

o Russia has not been the subject of currency manipulation allegations or proceedings 
and is absent from The U.S. Department of the Treasury’s current “Monitoring List” 
of 11 major trading partners that merit close attention to their currency practices.

Wages in Russia are market-based.
o The Moscow and St. Petersburg markets have higher legal floors for their respective 

minimum wages than the federal minimum wage.
o In USRBC’s experience, companies often must compete fiercely for top talent by 

offering attractive wages.
o Labor rights are protected, and trade unions freely operate in the defense of workers 

for compensation, benefits and other rights.
o The federal minimum wage varies across regions in both the state and private sector, 

o There have been some positive changes in labor regulation, including the emergence 
of a special tax regime for self-employed people. Notably, Russia scored the same as 
Australia, Canada and the UK, and higher than the United States, in the 2021 
International Trade Union Confederation’s Global Rights Index.

o Evaluations of harmful or hazardous workplace conditions in Russia and their degree 
of deviation from established legal standards are handled by specially accredited, 
independent organizations and the results of these evaluations must be included in 
employment agreements and placed on the company’s website. Independent 
evaluators also share these reviews with the Federal State Information System for 
Accounting.
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o Russian courts also support worker rights and are increasingly ruling in favor of 
employees and showing “unprecedented creativity” in doing so, according to an 
August 2021 report.

o Recent advances in worker protections and rights include, inter alia, efforts to 
improve gender equality in the workforce and expanding parental leave privileges. 

The Extent to Which Joint Ventures and Foreign Investment Are Permitted in Russia
o U.S. companies are active in the Russian market through portfolio investments and 

through foreign direct investment, including through joint ventures.   
o In 2019, FDI stock in Russia stood at more than US$450 billion, with the focus being 

on the extractive industry, manufacturing, financial and insurance activities, 
wholesale and retail trade, administrative and service activities, and real estate. In 
addition, large transactions in the mining and internet industries have driven an 
increase in cross-border merger and acquisitions.

o USRBC estimates that the top 20 U.S. FDI investors among its members account 
alone for more than US$ 40 billion in cumulative FDI. 

o The U.S. Treasury Department recently underscored Russia’s significant participation 
and integration in international markets, and confirmed U.S. investors’ activity in 
Russia.

o Multinational firms are important players in Russia’s economy and from 2012- 2018
multinationals contributed more than 15 percent of total output. 

o With 141 FDI projects in 2020, Russia ranked 11th among Europe’s top 20 
investment destinations, and U.S. companies working in Russia have highlighted the 
continued importance of Russia for their business.

o Russia’s rising positions in international rankings such as World Economic Forum’s 
Global Competitiveness Report or the World Bank’s Ease of Doing Business rating, 
shows that the regulatory environment is improving. 

o The GOR is also making efforts to address bureaucratic barriers by, inter alia,
introducing a reform to retire outdated and redundant regulatory measures, called the 
“regulatory guillotine.”

The Extent of Government Ownership or Control of the Means of Production
o Regarding the range of figures on the GOR’s involvement in the Russian economy, 

several experts queried by Russia Matters agree that the most realistic numbers 
they’ve seen in the past two years fall between 33 and 46 percent.

o Private enterprises continue to successfully operate in sectors in which the GOR is 
predominant (i.e., energy, transportation, banking, and defense), and there are many 
more sectors in which the government is not active.

o Although the risk associated with investment in Russia as a result of the 2014 drop in 
global oil prices and the imposition of Ukraine-related sanctions by the United States 
and the EU have slowed Russia’s privatization plans, the Federal Property 
Management Agency for the first time in several years recently fulfilled Russia’s 
privatization plan, adding nearly 4 billion rubles (US$55 million) to the federal 
budget as a result. 

o The private sector is an active segment of the economy – even among Russian 
companies in traditional and non-traditional sectors.

The Extent of Government Control Over the Allocation of Resources and the Price and 
Output Decisions of Enterprises
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o USRBC’s U.S. members operating in Russia have not encountered government 
interference in their production decisions.

o Enterprises (including foreign enterprises) are not subject to restrictions on their 
access to inputs, nor do they face government interference with respect to their output 
decisions.

o GOR action to protect consumers during the pandemic by, e.g., restricting prices on 
essentials such as food staples and some medicines needs to be evaluated in the 
proper context (i.e., as emergency measures in response to the economic crisis).

Other factors 
o Russia has made strides since 2002 to combat money laundering and corruption as it 

works to maintain a dynamic and attractive market for investment.
On anti-corruption, the Council of Europe’s Group of States Against 
Corruption (GRECO) has recognized the efforts the GOR has undertaken to 
combat corruption and points to growing awareness and expectation among 
the general public around the issue.
On combatting money laundering, the CBR has revoked the licenses of or 
taken control of mismanaged or corrupt private banks, resulting in the number 
of banks and credit institutions falling from nearly 1,000 in 2013 to 376 in 
August 2021. While the effort has increased the GOR’s presence in the 
banking sector, the CBR plans to re-privatize bailed-out banks in the future.

2. Parties Who Support Changing Russia’s ME Country Status 

2.1 CF Industries Nitrogen, LLC and its subsidiaries, Terra Nitrogen, Limited 
Partnership and Terra International (Oklahoma) LLC (collectively, “CF”), Petitioner of the 
Russian UAN Investigation

CF, the Petitioner of the UAN from Russia Investigation, argues that Commerce should 
determine that Russia is an NME country. Their main arguments are: (1) since 2002, central 
government control of the Russian economy has increased significantly; and (2) the IMF has 
called on Russia to diversify its economy, enhance economic competition, reform public 
procurement, reduce barriers to trade and foreign investment, increase fiscal transparency, and 
improve accountability and governance of SOEs. 

The Russian Ruble is not freely convertible into the currency of other countries. 
o The GOR officially removed capital controls in 2006 and the Russian ruble has been 

de jure operating on a free-floating system since 2014.
o A comparison of the IMF’s “Summary Features of Exchange Arrangements and 

Regulatory Frameworks for Current and Capital Transactions in IMF Member 
Countries” table for Russia from 2014 through 2020 shows that, after Russia 
transitioned to the free-floating exchange rate in 2014, it increased the various capital 
controls tracked by the IMF.

o However, by 2020, the GOR imposed restrictions on 8 of the 11 types of capital 
transactions, including: capital market securities; money market instruments; 
collective investment securities; financial credits; guarantees, sureties, and financial 
backup facilities; direct investment; real estate transactions; and personal capital 
transactions.

Wage rates in Russia are not determined by free bargaining between labor and management.
o Workers’ right to strike and power to negotiate wages are severely constrained.
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o Russian scholars have noted that there are serious problems related to the execution 
of Russian laws on social partnership, namely the principle of equality of the parties 
to the social partnership is violated because all sectors of the economy lack strong 
trade unions that are able to protect the interests of employee associations.

o There is the lack of accurate data on trade-union membership.
o The procedures for initiating and resolving a dispute involve a multitude of 

restrictions and formal requirements that are difficult for workers to meet. In addition, 
employers are allowed to hire workers to replace strikers and are not required to 
reinstate workers who are fired due to union activities.

o According to international NGOs, Russia’s largest union maintains close ties with the 
Russian government, and Russian law prohibits worker strikes in multiple industries.

o Labor unions have little real bargaining vis-à-vis management.
The GOR limits foreign investors’ access to the Russian market.

o Foreign investors who do not disclose information to the GOR about their 
beneficiaries, beneficial owners, and controlling persons are considered “non-
disclosing foreign investors” subject to stricter restrictions established for foreign 
public investors.

o Foreign investment in Russia is also subject to the Strategic Investments Law. Under 
this law, certain foreign investments in companies engaged in “strategic activities” 
are prohibited entirely or require prior consent by the GOR.

o In general, foreign public investors are prohibited from obtaining control over 
Strategic Entities or acquiring more than 25 percent of a Strategic Entity's property 
and must obtain consent of the GCCFI for acquisitions that would result in direct or 
indirect foreign control of over five percent of the total voting shares in Strategic 
Entities.

o USTR has found that foreign investors from the United States and other countries 
report encountering numerous barriers to investment, including corruption, the threat 
of creeping expropriation, confusing – if not contradictory – foreign investment rules, 
deficient dispute resolution mechanisms, and inadequate protections for minority 
shareholders.

o Moreover, USTR has found that foreign companies face specific restrictions on 
investments in certain sectors, including financial services, high-tech services, 
transport services, tourism and travel related services, and natural resources.

o Foreign citizens, foreign legal entities, persons without citizenship, and legal entities 
with over 50 percent shareholders that fall within these categories may only hold land 
parcels for agricultural use pursuant to a leasing arrangement.
A structural barrier for foreign investment is the threat of intervention by Russian 
security forces. For example, in December 2019, Russian police conducted a series of 
high-profile raids against Nginx, a successful Russian company that had developed 
one of the world’s most popular web servers and Russia’s largest search engines and 
been purchased by a Seattle-based tech company.

o The legal system in Russia creates a heightened risk for foreign investors, as Russian 
authorities “have exhibited a pattern of transforming civil cases [involving foreigners] 
into criminal matters, resulting in significantly more severe penalties.”

o Russia has enacted numerous laws that restrict foreign investment, particularly in 
strategic industries or sectors.
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The GOR owns and controls the means of production in Russia to a significant extent
o The GOR has no unified definition of an SOE, and the rules that regulate SOEs are 

set forth in a patchwork of laws.
o In November 2002, several months after the Department’s 2002 Decision, the GOR 

passed Federal Law No. 161-FZ “On State and Municipal Unitary Enterprises,” 
which regulates the management of government of unitary companies, such as 
approval of the charter, appointment of various officers, and financial statements.

o Today the GOR owns and controls the means of production in Russia to a 
significantly greater extent than in 2002.

o USTR similarly concluded in its 2021 National Trade Estimate Report on Foreign 
Trade Barriers that SOEs and state corporations wholly owned by the GOR play a 
prominent role in Russia’s economy.

o USTR also determined that the GOR “maintains a list of 136 SOEs with ‘national 
significance’ that are either wholly or partially owned by Russia and whose 
privatization is permitted only with a special governmental decree.”

o Certain Russian government agencies and Russian tycoons estimate that the Russian 
state controls 70 percent of the country’s economy

o In contrast to the 1998 financial crisis, when the GOR allowed the market to operate 
freely and entrepreneurs took over flagging companies, in 2008, the GOR spent 
approximately $200 billion to bail out loss-making Russian companies, which both 
increased the extent of the GOR’s control over the economy and crowded out private, 
market-based participants.

o According to a 2019 IMF report, Russia has 220 SOEs per one million people, 
amounting to the third-most SOEs per capita in the world.

o The EBRD report noted that 59% of Russia’s banking assets were controlled by the 
state.

o A collaborative 2019 report from the IMF and the EBRD stated that the GOR’s 
presence “increased significantly in [the] energy and banking” sectors between 2014 
and 2019.

o As of 2019, Russian state-owned banks controlled about two-thirds of the banking 
sector’s assets.

o PJSC Sberbank, which is the largest bank in Russia and is majority-owned by the 
CBR, controls nearly half of the market share of Russian household deposits and 
processes more than half of all Russian wages and pensions.

o The inefficiencies in the Russian banking sector are also evident from the ratio of 
non-performing loans to total gross loans, which reached 5.5% on January 1, 2019 
according to the State Department, and may be as high as 9.3% according to the 
World Bank.

o The GOR has expropriated property for what appears to be arbitrary disapproval of 
religious beliefs.

Russia is one of the most state-controlled economies in the world, with SOEs accounting for 
approximately 70 percent of economic activity.
The GOR exercises control over the allocation of resources and over the price and output 
decisions of enterprises

o The GOR has promulgated several resolutions allowing it to conclude agreements to 
set prices for various goods and services.
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o Two examples are Resolution No. 769, which authorizes agreements to set prices for 
certain types of socially important essential goods, and Resolution No. 129, which 
permits the conclusion of agreements related to price setting of fuels and lubricants 
sold to agricultural commodity producers.

o The GOR exercises control over the allocation of resources and over the price and 
output decisions of enterprises in several ways: (1) it imposes price controls on a 
range of products produced in Russia; (2) ir exercises significant control over key 
sectors, allowing it to control the allocation of resources in those sectors; (3) it 
controls price and output decisions by virtue of its procurement power and ability to 
impose export restrictions; and (4) it imposes subsidy programs that impact price and 
output decisions in a range of industries.

o The GOR also controls price and output decisions by virtue of its procurement power, 
including by imposing export restrictions.

o The GOR often uses its procurement power to advance industrial policy goals.
o According to USTR, the GOR has prohibited procurement of a wide range of 

machinery, construction and building materials, vehicles, computer software and 
hardware, various agricultural goods, and medical devices or pharmaceutical products 
from outside of the EAEU if those products are available from EAEU manufacturers 
and producers.

o The GOR influences price and output decisions for the private sector through various 
subsidy programs.

o Companies from Russia’s automotive, pharmaceutical, railways, timber, 
metallurgical, agricultural, and chemical sectors have participated in and benefited 
from this subsidy program.

Other factors weigh in favor of a determination that Russia is an NME
o In its Russia Country Commercial Guide, the Department noted that business rule of 

law in Russia “remains weak by Western standards, and has arguably worsened,” 
pointing to the high-profile arrest of an American investor in a Russian company.

o Commerce noted that Russian law fails to offer sufficient protection for foreign 
stakeholders.

o In the case of the infamous expropriation of Yukos, tens of thousands of U.S. 
investors reportedly lost a collective $12 billion, and the GOR spent years appealing 
international arbitration decisions in favor of foreign investors.

o Transparency International’s 2020 Corruption Perception Index (CPI) ranked Russia 
as 129 out of 180 countries.

o Russia received a similarly weak score in World Justice Project’s 2020 Rule of Law 
Index, which measures absence of corruption. Russia ranked 77 out of 128 – lower 
than the rankings of Belarus (48) and China (69), both of which the Department has 
designated as NMEs.

o In recent years, the GOR has both directly engaged in, and condoned third party 
actors’ commission of, cyber-attacks, including against the United States.

o In April 2021, the U.S. government formally named the Russian foreign intelligence 
services as the perpetrator of the SolarWinds cyber espionage operation that targeted 
16,000 computer systems around the world.

o Russia continues to violate international norms by arbitrarily detaining foreign private 
citizens based on dubious charges.
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2.2 Coalition for the Fair Trade in Hardwood Plywood and Nucor Corporation  

The Coalition for the Fair Trade in Hardwood Plywood and Nucor Corporation left the same 
comment, which states that Commerce should find that Russia is no longer a market economy 
country under U.S. antidumping law. 

Russian economic and political liberalization has reversed as the state has reasserted control 
over Russia’s main productive assets.

o Rather than bolstering market-oriented reforms, the state has reinstated control over 
the economy to impose a system of “weaponized corruption”.

Russian economic assets – state owned and private – have become tools for increased 
domestic political authority and coercive geopolitical activity abroad.
IMF: the weight of the state has increased in banking, and oil and gas extraction and refining.
Peterson Institute for International Economics: In 2015, 55% of the Russian economy 
belonged to the state – the highest share in 20 years, after two privatization spikes in the early 
and mid-1990’s.
Center for Strategic Research: the total share of the public sector in Russia’s GDP grew from 
39.6% in 2006 to 46% in 2016.
Federal Antimonopoly Service: the state share in the Russian economy in 2017 exceeded 60-
70%.

o The size of the block of shares held by the state tends to have a negative effect on 
performance.

o SOEs underperform relative to private companies.
Privatization has been replaced by “strategic nationalization” of the banking, transportation, 
energy, and technology sectors.

o 136 SOEs with “national significance”.
o SOEs do not operate on market-based terms in an environment of fair competition 

with private firms.
o The governing ministries of these SOEs determine their behavior and dictate their 

operational and financial actions.
Russian firms like Gazprom are used [by the state] to channel subsidized energy inputs into 
downstream industries, including Russian steel producers.

o Support for Russia’s steel industry [systemic companies] includes subsidized loans, 
guarantees, tax breaks, and other subsidies.

Center for Strategic and International Studies: the state’s ability to control economic actors 
and assets is ascribed to corruption, which allows the state to exploit domestic resources for 
its own economic benefit and to establish channels that entangle public and private-sector 
interests.
Peterson Institute for International Economics: the state either owns the main productive 
assets or they are held by personal friends of the president who would “put their companies at 
the disposal of the state in exchange for government contracts, access to easy credit through 
state-owned banks, and the protection of their wealth”.
Values of financial flows and total Russian assets are obscured by opaque transactions used
to conceal corruption rents beyond the reach of authorities – assets ranging from 200% to 
300% of Russian national income has simply disappeared.
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Accurate data on trade union membership and labor activism is unavailable.

2.3 Uranium Producers of America

The Uranium Producers of America included a comment which comprised two attachments but 
did not seem to include a written comment. The connection between their submission and our 
analysis was not explicitly made.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



33

ANALYSIS

As noted, an NME country for purposes of the U.S. antidumping law is defined in section 
771(18)(A) of the Act as “any country that the administering authority determines does not 
operate on market principles of cost or pricing structures, so that sales of merchandise in such 
country do not reflect the fair value of the merchandise.” In making an NME country 
determination under section 771(18)(A) of the Act, section 771(18)(B) requires that the 
Department examine an economy as a whole, as opposed to individual industries or companies, 
and take into account:

1. The extent to which the currency of the foreign country is convertible into the currency of 
other countries;

2. The extent to which wage rates in the foreign country are determined by free bargaining 
between labor and management;

3. The extent to which joint ventures or other investments by firms of other foreign 
countries are permitted in the foreign country;

4. The extent of government ownership or control of the means of production;

5. The extent of government control over the allocation of resources and over the price and 
output decisions of enterprises; and

6. Such other factors as the administering authority considers appropriate.
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FACTOR ONE: THE EXTENT TO WHICH THE CURRENCY OF THE FOREIGN COUNTRY 
IS CONVERTIBLE INTO THE CURRENCY OF OTHER COUNTRIES

A country’s integration into world markets is dependent upon the convertibility of its currency. 
This part of the analysis examines the extent to which Russia’s exchange rate regime and capital 
account opening facilitate such convertibility. After providing an overview of the legal 
framework governing Russia’s exchange rate regime in Part A of this analysis, Part B examines
developments within its economy that are related to Russia’s foreign exchange market and 
regime, official capital account controls,6 and its government’s restrictions on currency 
conversion. 

Commerce found in its 2002 Inquiry into the Status of the Russian Federation as a Non-Market 
Economy Country Under the U.S. Antidumping Law (“2002 Review”)7 that the ruble was 
generally convertible into foreign currencies for trade and investment purposes, reflecting a 
value that was increasingly responsive to supply and demand forces from currency markets. At 
the time, Commerce also found the GOR had become less reliant on capital controls to stem the 
outward flow of capital and to respond to currency valuation changes. The general trajectory of 
these reforms has continued to notably improve since the 2002 Review. Significantly, the Central 
Bank of the Russian Federation (CBR) has modified its exchange rate policy several times in the 
direction of making the ruble more freely convertible and the exchange rate-setting process more 
transparent. The GOR has also limited its reliance on capital controls to control the value of its 
currency, although it still instructs state-invested enterprises (SIEs)8 and state-invested banks 
(SIBs)9 to buy or sell foreign currency, which can indirectly influence the ruble’s value.

A. Legal Framework

Russia’s sole and official currency is the ruble.10 According to the Constitution of the Russian 
Federation (“Constitution”), the main function of Russia’s central bank, the CBR, is to “protect 
and ensure the stability of the ruble.”11 Federal Law No. 86-FZ of July 10, 2002 on the Central 
Bank of the Russian Federation (“Law on the Central Bank”) defines the status, goals, functions 

6 Capital account controls are restrictions that limit the convertibility of currency.
7 U.S. Department of Commerce, Inquiry into the Status of the Russian Federation as a Non-Market Economy 
Country Under the U.S. Antidumping Law (A-821-816), June 6, 2002. 
8 Commerce classifies “state-invested enterprises” (“SIEs”) as enterprises in which the Government of Russia has 
any ownership stake. Though the term generally has the same meaning as “state-owned enterprise” or “SOE,” the 
definition of “SOE” sometimes varies depending on the context in which it is used, and Commerce has adopted the 
term “SIE” to avoid confusion. Commerce has used this approach since its 2012 determination that SIEs in China 
are properly viewed as “public bodies.” See U.S. Department of Commerce, Section 129 Determination of the 
Countervailing Duty Investigation of Circular Welded Carbon Quality Steel Pipe; Light-Walled Rectangular Pipe 
and Tube; Laminated Woven Sacks; and Off-the-Road Tires from the People’s Republic of China: An Analysis of 
Public Bodies in the People’s Republic of China in Accordance with the WTO Appellate Body’s Findings in WTO 
DS379 Memorandum on Public Bodies, Section 129 Proceeding: United States – Countervailing Duty Measures on 
Certain Products from the People’s Republic of China (WTO/DS437), May 18, 2012.
9 Just as Commerce uses the term “state-invested enterprise” or “SIE”, we use the term “state-invested bank” or 
“SIB” to refer to banks in which the Government of Russia holds any ownership shares.
10 International Monetary Fund, Russian Federation: Annual Report on Exchange Arrangements and Exchange 
Restrictions, (2019), 1. 
11 Constitution of the Russian Federation (“Constitution”), (passed December 12, 1993, last amended March 14, 
2020), Article 75(2).

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



35

and powers of the CBR.12 The Constitution establishes the CBR’s legal independence,13 and the 
Law on the Central Bank states that it operates independently of other state power bodies.14

However, the Law on the Central Bank also states that in collaboration with the GOR, the CBR 
elaborates and pursues a single state monetary policy.15 The Law on the Central Bank further 
states that “[t]he Bank of Russia and the Ministry of Finance of the Russian Federation shall 
conclude, if necessary, agreements on carrying out the above operations on the orders of the 
Government of the Russian Federation.”16 (Emphasis added.) Legal contradictions such as these
raise questions about the CBR’s true level of independence from the GOR. 

The primary legal instrument governing foreign exchange administration in Russia is Federal 
Law No. 173-FZ of December 10, 2003 on Currency Regulation and Currency Control
(“Currency Regulation Law”).17 It states that foreign currencies can only be converted through 
authorized banks.18 It also requires Russian residents to repatriate foreign earnings into domestic 
currency.19

B. Developments in the Economy

1. Foreign Exchange Market and Exchange Rate Regime

At the time of the 2002 Review, the IMF characterized Russia’s exchange rate regime as a 
“managed float” in its Annual Report on Exchange Arrangements and Exchange Restrictions. A 
managed floating exchange rate regime is one in which the exchange rate is permitted to 
fluctuate to a certain extent from day to day, but the central bank buys and sells currency to keep 
it within a certain range. From 2002 to 2005, the ruble remained broadly stable despite rising oil 
prices on global markets and less restrictive controls on current and capital account 
transactions.20 To offset these effects, the CBR began intervening more regularly by buying 
foreign currency reserves to offset the ruble’s appreciation and maintain a relatively stable 
exchange rate.21

12 Federal Law No. 86-FZ on the Central Bank of the Russian Federation (“Law on the Central Bank”), (passed July 
10, 2002, last amended February 24, 2021), Article 1. 
13 Constitution, Article 75(2).
14 Law on the Central Bank, Article 1.
15 Law on the Central Bank, Article 75.
16 Law on the Central Bank, Article 23.
17 Federal Law No. 173-FZ of December 10, 2003 on Currency Regulation and Currency Control (“Currency 
Regulation Law”), (passed December 10, 2003, last amended February 24, 2021).
18 Currency Regulation Law, Articles 2 and 19.
19 Currency Regulation Law, Articles 2 and 19. 
20 Capital account controls are restrictions that limit the convertibility of currency, and current account controls are 
restrictions affecting trade in goods and services.
21 Bank for International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 293-294.
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Figure 1: Foreign Exchange Rate of the Ruble (vis-à-vis the U.S. Dollar)22

Figure 2: Global Oil Prices in U.S. Dollars23

In 2005, to further limit the volatility of the ruble, the CBR imposed two different foreign 
exchange rate mechanisms. First, it established a new dual-currency basket structure, which is an
exchange rate policy system based on a basket of only two currencies (in this case the U.S. dollar 

22 The Central Bank of the Russian Federation, “Foreign Exchange Rate: Bank of Russia: Avg per Month: US 
Dollar,” data provider: CEIC. 
23 Organization of the Petroleum Exporting Countries, “Commodity Price: Nominal: Energy: Crude Oil: Average,” 
data provider: CEIC. 
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and euro).24 While the GOR can and does at times change the weights of the dollar and euro in 
the basket, the respective size of the weights are regularly and transparently published by the 
CBR.25 To further minimize the ruble’s volatility, the GOR authorities also imposed a trading 
band around its currency, which restricted large oscillations in market valuation of the ruble and 
at times required large degrees of government intervention.26

The Global Financial Crisis of 2007/08 and the sharp drops in oil prices placed downward 
pressure on the ruble (represented by upward movements in Figure 1) in 2008.27 Government 
interventions were used to stabilize the value of the ruble within the trading band, resulting in a 
change in the IMF’s characterization of the exchange rate arrangement from a de facto “managed 
float” with no predetermined path for the exchange rate to a de facto conventional “fixed peg” 
tied to a euro-dollar composite value.28 Despite the de facto “fixed peg” practice during that 
period, the exchange rate’s de jure classification by the GOR remained, officially, a “managed 
float.”29

Sales of foreign exchange reserves were used by the GOR to offset downward pressure on the 
ruble, using approximately a third of the CBR’s stock of foreign exchange reserves to do so. The 
CBR also widened the trading band around the ruble in November 2008 to January 2009, which 
allowed the ruble to depreciate even more before the CBR intervened.30

By 2010, the CBR increased its ability to manage greater depreciations by creating a “floating 
band,”31 which allowed the boundaries of the currency trading band to adjust based on the 
accumulated volume of foreign exchange intervention.32 When the volume of foreign exchange 

24 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 293-294.
25 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 293-294.
26 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 293-294. International Monetary Fund, Russian Federation: 2008 Article IV Consultation – Staff Report; 
Staff Statement; and Public Information Notice on the Executive Board Discussion, IMF Country Report No. 08/309 
(July 2008), Informational Annex, 2.
27 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 293-294.
28 International Monetary Fund, Russian Federation: 2008 Article IV Consultation – Staff Report; Staff Statement; 
and Public Information Notice on the Executive Board Discussion, IMF Country Report No. 08/309 (July 2008), 
Informational Annex, 2. This characterization was backdated to begin in 2006 and remained in place until 2010, 
when the IMF changed its characterization to a managed float. 
29 International Monetary Fund, Russian Federation: 2008 Article IV Consultation – Staff Report; Staff Statement; 
and Public Information Notice on the Executive Board Discussion, IMF Country Report No. 08/309 (July 2008), 
Informational Annex, 2. 
30 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 295.
31 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 295. International Monetary Fund, Russian Federation: 2010 Article IV Consultation – Staff Report; and 
Public Information Notice on the Executive Board Decision, IMF Country Report No. 10/246 (July 2010), 
Informational Annex, 2. 
32 Bank of International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 295. International Monetary Fund, Russia: Annual Report on Exchange Arrangements and Exchange 
Restrictions, (2010), 2188-2216. International Monetary Fund, Russian Federation: 2012 Article IV Consultation, 
IMF Country Report No. 12/217 (July 2012), Informational Annex, 3.
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interventions exceeded the targeted level, the trading bands would be temporarily widened.33 At 
the time, the CBR continued to intervene on a daily basis to keep the exchange rate within the 
trading band.34

In 2014, the CBR eliminated the trading band altogether and ceased its regular interventions in 
the foreign exchange market, adopting what the IMF considered to be both a de jure and de facto
floating exchange rate regime.35 By the end of 2014, the CBR also transitioned from an 
exchange rate-targeting regime to an inflation-targeting regime, where it implemented tight 
monetary policy (i.e., raised its policy interest rate) to reduce inflation.36 This change in the 
exchange rate policy meant that the CBR ceased using the bi-currency basket as an operational 
benchmark indicator. It appeared to be motivated by an interest in ensuring that market factors 
played a greater role in the ruble’s valuation.37 Despite these measures, however, the CBR 
continued at times to use direct interventions to influence the exchange rate and stabilize 
fluctuations.38

Given the Russian economy’s high dependence on oil exports, the Russian Ministry of Finance 
(MOF) implemented a new mechanism in 2017 that was intended to reduce the impact of oil 
price volatility on Russia’s economy and public finances.39 Under this new mechanism, the MOF 
purchased foreign exchange reserves whenever the price of Urals oil (Russia’s main grade of 
crude oil) exceeded $40 per barrel.40 This helped prevent the economy from overheating in such 
circumstances, while ensuring that the MOF would also sell foreign exchange reserves when the 
price of Urals dropped below $40 per barrel.41 In addition to reducing volatility in Russia’s 
economy based on global supply and demand conditions for oil,42 this system also helped 
manage Russia’s foreign exchange reserves to ensure that they were not depleted too quickly.43

Notably, the evolution of the CBR’s exchange rate policy described above has ultimately 
allowed the ruble to increasingly fluctuate since 2014 based on market forces. While the CBR 

33 International Monetary Fund, Russian Federation: Annual Report on Exchange Arrangements and Exchange 
Restrictions, (July 2010), 2216.
34 International Monetary Fund, Russian Federation: 2010 Article IV Consultation – Staff Report; and Public 
Information Notice on the Executive Board Decision, IMF Country Report No. 10/246 (July 2010), Informational 
Annex, 3.
35 International Monetary Fund, Russian Federation: 2017 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 17/197 (July 2017), Informational Annex, 3.
36 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 4. Monetary policy can only target one of either 
inflation or exchange rates, which are positively related.
37 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 3.
38 “The Ruble Currency Storm Is over, but Is the Russian Economy Ready for the next One?” The Brookings 
Institution, July 29, 2016.
39 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 3.
40 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 3., Specifically, the MOF purchased foreign 
exchange reserves equal in value to the amount of the additional oil and gas revenue.
41 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 3.
42 Alexey Pogorelov, “Russia: Thoughts on the FX intervention mechanism,” Credit Suisse, January 2017, 2.
43 International Monetary Fund, Russian Federation: 2019 Article IV Consultation – Press Release; Staff Report, 
IMF Country Report No. 19/260 (July 2019), Informational Annex, 3.
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continues to intervene in Russia’s foreign exchange market at times, it now allows for greater 
variability in the ruble-dollar and ruble-euro exchange rates and has been considered “freely 
floating” on both a de jure and de facto basis by the IMF since 2018.44 Since August 2008, the 
CBR has published the volume of its foreign exchange rate interventions on a monthly basis.45

2. Capital Account Controls and Restrictions on Currency Conversion

As noted in the 2002 Review, there were no remaining current account controls (i.e., restrictions 
on the free flow of trade in goods and services) in Russia as of 2002. From 2002 to 2005, the 
CBR continued to liberalize capital account controls (i.e., restrictions that limit the flow of 
foreign capital in and out of the domestic economy, such as those associated foreign direct 
investment) and in 2006 lifted all remaining formal capital controls.46 However, the GOR has a 
history of imposing informal capital controls (described below in the section on informal capital 
controls) that influence the value of the ruble. Furthermore, restrictions on currency conversion 
that are outside the scope of formal capital controls remain in place. 

The Chinn-Ito Index. While the existence of a country’s capital controls and currency conversion 
restrictions are often analyzed in a binary manner, it can be more insightful to consider them as
lying on a continuum.47 The widely cited Chinn-Ito Index was created by academic researchers 
for such a purpose by accounting for variations in a country’s external accounts over time.48 It
attempts to quantify the combined effects of four binary variables: (1) the presence of multiple 
exchange rates; (2) the presence of restrictions on current account transactions; (3) the presence 
of restrictions on capital account transactions; and (4) the presence of the requirement of the 
surrender of export proceeds into domestic currency).49

44 The Bank of Finland Institute for Emerging Economies, Even with stabilisation of oil prices, the ruble has lost 
value in recent months, BOFIT Weekly 2020/37 (September 2020). The Bank of Finland Institute for Emerging 
Economies, Rising uncertainty drove ruble depreciation in September, BOFIT Weekly 2020/41 (October 2020). 
International Monetary Fund, Russian Federation: 2018 Article IV Consultation – Press Release; Staff Report, IMF 
Country Report No. 18/275 (September 2018), Informational Annex, 3. International Monetary Fund, Russian 
Federation: 2017 Article IV Consultation – Press Release; Staff Report, IMF Country Report No. 17/197 (July 
2017), Informational Annex, 3. International Monetary Fund, Russian Federation: 2019 Article IV Consultation –
Press Release; Staff Report, IMF Country Report No. 19/260 (July 2019), Informational Annex, 3.
45 International Monetary Fund, Annual Report on Exchange Arrangements and Exchange Restrictions, (2011), 
2191. 
46 Bank for International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, Central Bank of 
the Russian Federation, BIS Papers No. 73 (2013), 294. International Monetary Fund, Russian Federation: 2007 
Article IV Consultation – Staff Report; Staff Statement; and Public Information Notice on the Executive Board 
Discussion, IMF Country Report No. 351 (July 2007), Informational Annex, 20.
47 Hiro Ito and Menzie Chinn, “A New Measure of Financial Openness,” Journal of Comparative Policy Analysis
10(3) (September 2008): 310. 
48 Hiro Ito and Menzie Chinn, “What Matters for Financial Development? Capital Controls, Institutions, and 
Interactions,” Journal of Development Economics 81(1) (October 2006): 163-192. Nicoletta Batini and Luigi 
Durand, “Analysis and Advice on Capital Account Developments: Flows, Restrictions and Policy Toolkits,” 
Independent Evaluation Office of the International Monetary Fund, IEO Background Paper BP/20-02/03 (August 
2020), 13. 
49 Hiro Ito and Menzie Chinn, “A New Measure of Financial Openness,” Journal of Comparative Policy Analysis
10(3) (September 2008): 311.
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The latest version of the index collected annual data from 182 countries from 1970 to 2018 from 
the IMF’s Annual Report(s) on Exchange Arrangements and Exchange Restrictions.50 While the 
capital account liberalization score for industrialized countries averaged an index value of 1.3, 
negative values (which have yet to go below -2.0) are associated with low values of financial 
liberalization, and high values (which peaked at 2.4) represent countries with high levels of 
financial liberalization.51 According to this index, Russia’s capital account became increasingly 
open since the 2002 Review and reached its peak of 1.13 in 2013, where it remained constant 
until 2016. Since then, its index values have declined, suggesting lower degrees of financial 
openness.52 As of the most recent publication in 2020 (using data from 2018), Russia ranked 85th

out of 182 countries, with a score of 0.36.53 This score is higher than at the time of the 2002
Review, despite Russia’s latest three-year trajectory towards more restrictive capital account 
openness.54

Figure 3: Russia’s Financial Sector Openness (as Measured by the Chinn-Ito Index and 
Relative Rankings), 1996-201855

50 Hiro Ito and Menzie Chinn, “A New Measure of Financial Openness,” Journal of Comparative Policy Analysis
10(3) (September 2008): 311.
51 “Notes on The Chinn-Ito Financial Openness Index 2018 Update,” Journal of Development Economics (July 
2020): 8-9. 
52 “Notes on The Chinn-Ito Financial Openness Index 2018 Update,” Journal of Development Economics (July 
2020): 8-11. Hiro Ito and Menzie Chinn, “What Matters for Financial Development? Capital Controls, Institutions, 
and Interactions,” Journal of Development Economics 81(1) (October 2006): 163-192.
53 “Notes on The Chinn-Ito Financial Openness Index 2018 Update,” Journal of Development Economics (July 
2020): 8-11. Hiro Ito and Menzie Chinn, “What Matters for Financial Development? Capital Controls, Institutions, 
and Interactions,” Journal of Development Economics 81(1) (October 2006): 163-192.
54 “Notes on The Chinn-Ito Financial Openness Index 2018 Update,” Journal of Development Economics (July 
2020): 8-11. Hiro Ito and Menzie Chinn, “What Matters for Financial Development? Capital Controls, Institutions, 
and Interactions,” Journal of Development Economics 81(1) (October 2006): 163-192.
55 “Notes on The Chinn-Ito Financial Openness Index 2018 Update,” Journal of Development Economics (July 
2020): 8-9. 
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Informal Capital Controls. The declining trend in Russia’s financial openness on the Chinn-Ito 
Index can be explained by informal capital controls and other restrictions on currency 
convertibility. Informal capital controls, or “soft” capital controls, were used during the Global 
Financial Crisis of 2007/08, when the CBR directed state banks to stabilize currency oscillations 
through exchanges of international reserves.56 Although these were characterized by some as 
“recommendations,” credit limits were reduced for banks that did not comply.57 However, in 
times of economic crisis, it is not uncommon for governments to implement economic policies
not in place at other times to stabilize their economies.

The use of informal capital controls increased in 2014 during Russia’s financial crisis, which was 
triggered by a sharp fall in oil prices.58 Beginning in 2014, the GOR installed supervisors at the 
currency trading desks of top state banks to monitor foreign exchange trading. 59 These 
supervisors presumably influenced the amount of foreign exchange reserve transactions that 
were made.60 The GOR also imposed limits on the amount of rubles state-owned and -controlled 
banks sold, and compelled such firms to channel foreign exchange reserves into the market to 
prop up the ruble when desired.61 Furthermore, the GOR mandated that five large state-owned 
export-oriented enterprises exchange all extra foreign exchange holdings for rubles, and required 
them to report their foreign exchange holdings on a weekly basis to the CBR.62 Some of these 
state-owned companies are among the largest in the world, including oil and gas conglomerates 
Gazprom and Rosneft.63 As large holders of foreign exchange, these companies had the ability to 
influence the value of the ruble through foreign exchange transactions. While not included in the 
formal mandate, large private enterprises were also allegedly instructed to similarly convert 
foreign exchange holdings into rubles.64 While these policies are indicative of an increased role 

56 Bank for International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 295.
57 Bank for International Settlements, The History of the Bank of Russia’s Exchange Rate Policy, BIS Papers No. 73 
(2013), 294.
58 Ilja Viktorov and Alexander Abramov, “The 2014–15 Financial Crisis in Russia and the Foundations of Weak 
Monetary Power Autonomy in the International Political Economy,” New Political Economy 25(4) (2020): 487-510. 
59 Lidia Kelly, Darya Korsunskaya, Elena Fabrichnaya, “Informal Capital Controls Arrest Russian Ruble’s Slide, 
Informal Capital Controls Arrest Russian Ruble’s Slide,” Reuters, December 23, 2014. Ilja Viktorov and Alexander 
Abramov, “The 2014–15 Financial Crisis in Russia and the Foundations of Weak Monetary Power Autonomy in the 
International Political Economy,” New Political Economy 25(4) (2020): 487-510.
60 Lidia Kelly, Darya Korsunskaya, Elena Fabrichnaya, “Informal Capital Controls Arrest Russian Ruble’s Slide, 
Informal Capital Controls Arrest Russian Ruble’s Slide,” Reuters, December 23, 2014. Ilja Viktorov and Alexander 
Abramov, “The 2014–15 Financial Crisis in Russia and the Foundations of Weak Monetary Power Autonomy in the 
International Political Economy,” New Political Economy 25(4) (2020): 487-510.
61 “Russia’s Ruble Crisis: Going Over the Edge,” The Economist, December 20, 2014. 
62 Lidia Kelly, Darya Korsunskaya, Elena Fabrichnaya, “Informal Capital Controls Arrest Russian Ruble’s Slide, 
Informal Capital Controls Arrest Russian Ruble’s Slide,” Reuters, December 23, 2014. The Bank of Finland 
Institute for Emerging Economies, Russia’s forex markets remain turbulent, BOFIT Weekly 2015/01 (January 
2015). 
63 The Bank of Finland Institute for Emerging Economies, Russia’s forex markets remain turbulent, BOFIT Weekly 
2015/01 (January 2015). The enterprises included in this government mandate are oil and gas conglomerates 
Gazprom and Rosneft, diamond producer Alrosa, the specialized international oil venture Zarubezhneft, and spirits 
distiller Kristall.
64 The Bank of Finland Institute for Emerging Economies, Russia’s forex markets remain turbulent, BOFIT Weekly 
2015/01 (January 2015).
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of the state during the financial crisis, as mentioned above, governments often implement 
economic policies during such times that are not normally in place at other times.

Similar informal capital controls are in place today. In October 2020, in response to a
depreciation of the ruble, the GOR instructed large SIEs to reduce their foreign exchange 
positions to 2018 levels (i.e., sell foreign currency) to put upward pressure on the ruble.65

Restrictions on Converting Currency. In addition to utilizing informal capital controls, certain 
restrictions on converting currency have also remained in place. Examples of such restrictions 
include repatriation requirements (i.e., requirements that foreign currency export proceeds must
be remitted to Russian bank accounts) on earnings under foreign trade agreements by residents 
and non-residents.66 In addition, as recently as 2019, restrictions on currency conversions 
remained in place on the payment of funds by non-residents to bank accounts of Russian 
residents.67 Furthermore, Russian residents were not allowed to hold savings and investment 
accounts in foreign financial institutions.68

C. Assessment of the Factor

Since the 2002 Review, the CBR has modified its exchange rate policy several times in the 
overall direction of making the ruble increasingly more convertible and market oriented. Russia 
has used interventions at times to influence the exchange rate. During the Global Financial Crisis 
of 2007/08, for example, these interventions were significant enough for the IMF to reclassify 
Russia’s exchange rate regime from a “managed float” to a “conventional fixed peg”. However, 
since then, there have been meaningful improvements to Russia’s exchange rate-setting regime. 

The CBR’s elimination of the use of the currency basket and trading band in 2014 was a 
significant step toward full currency convertibility. While the CBR continues to intervene in 
Russia’s foreign exchange market at times, it now allows for greater variability in the ruble-
dollar and ruble-euro exchange rates, and the ruble is now considered “freely floating” on both a 
de jure and de facto basis by the IMF since 2018. The exchange rate-setting process has been 
more open and transparent since the GOR began publishing the amount of foreign exchange 
interventions regularly since 2008. Taken as a whole, these movements represent a more market-
based exchange rate-setting process relative to the one in existence at the time of the 2002 
Review.

In addition, since the 2002 Review, the GOR has removed all formal capital controls, although it 
still implements informal capital controls by instructing SIEs and state-owned banks to buy or 
sell foreign currency to influence the exchange rate. These informal capital controls were used
during the Global Financial Crisis of 2007/08 and Russia’s financial crisis in 2014, and some are 
still used today. Despite this, there has been meaningful and significant progress toward market-
oriented currency convertibility of the Russia ruble.

65 The Bank of Finland Institute for Emerging Economies, Rising uncertainty drove the ruble depreciation in 
September, BOFIT Weekly 2020/41 (October 2020).
66 “Russia: Liberalization of Currency Control Regulations,” Baker McKenzie, August 19, 2019. International 
Monetary Fund, Russian Federation: Annual Report on Exchange Arrangements and Exchange Restrictions (2019), 
12. 
67 “Russia: Liberalization of Currency Control Regulations,” Baker McKenzie, August 19, 2019.
68 “Russia: Liberalization of Currency Control Regulations,” Baker McKenzie, August 19, 2019.
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FACTOR TWO: THE EXTENT TO WHICH WAGE RATES IN THE FOREIGN COUNTRY 
ARE DETERMINED BY FREE BARGAINING BETWEEN LABOR AND MANAGEMENT

Wages are an important component of a producer’s costs and prices. This factor examines the 
extent to which wage rates in Russia are determined by free bargaining between labor and 
management. The statutory language concerning “free bargaining between labor and 
management” reflects concerns about the extent to which wages in an economy are market-
based, i.e., about the existence of a market for labor services in which workers are free to bargain 
with employers over earnings.

Part A of this section describes the legal and institutional framework governing labor relations in 
Russia, including (1) basic labor and wage rights; (2) rights of trade unions; (3) the right to 
strike; (4) the right to collectively bargain; and (5) minimum wages. Part B analyzes 
developments in the economy that have unfolded regarding the wage formation process in 
Russia, including (1) trade unions; (2) strikes; (3) wage bargaining in collective agreements; (4) 
wage dynamics; and (4) structural inefficiencies in the labor market in Russia. 

The 2002 Review found that, although institutional and structural weaknesses and constraints 
remained, wages reflected bargaining between labor and management. It further found that 
individually negotiated employment contracts were common and reflected the relative bargaining 
positions of labor and management and that wage rates were therefore market-based. Since the 
2002 Review, certain restrictions on workers’ rights have increased, including the right to strike. 
Today, many workers are unrepresented by trade unions and collective agreements may not 
result in higher wages for workers. 

A. Legal and Institutional Framework

The primary law governing labor rights in Russia is the Labor Code of the Russian Federation
No. 197-FZ of December 30, 2001 (“Labor Code”).69 Other relevant legislative documents are 
the Constitution, and the Federal Law No. 10-FZ of January 12, 1996 on the Trade Unions, their 
Rights and Guarantees for their Activity (“Law on Trade Unions”).70

1. Basic Labor and Wage Rights

Russia’s Constitution grants workers the right to “freely dispose of one’s ability to work” and to 
“choose the type of activities and occupation.”71 The Labor Code states that its main principles 
are the freedom to work, rights to fair working conditions, equality of rights to payment, equality 
of opportunity, and the right to create trade unions and join them.72 The Labor Code also states 
that “[e]ach employee’s wage shall depend on his skill, the complexity of the performed work, 
and the quantity and quality of the expended labor, and shall not be limited by a maximum 
amount.”73

69 Labor Code of the Russian Federation No. 197-FZ of December 30, 2001 (“Labor Code”), (passed December 21, 
2001, last amended April 30, 2021), Article 1. 
70 Federal Law No. 10-FZ of January 12, 1996 on the Trade Unions, Their Rights and Guarantees for Their Activity 
(“Law on Trade Unions”), (passed January 12, 1996, last amended June 11, 2021), Article 1.
71 Constitution, Article 37. 
72 Labor Code, Article 2. 
73 Labor Code, Article 132. 
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2. Trade Unions

The Labor Code was promulgated in 2001 and had therefore recently come into force at the time 
of the 2002 Review. As described in the 2002 Review, the Labor Code increased the flexibility of 
workplace and employment rules at that time to make them more responsive to employers 
concerned about labor costs and productivity.74 This change benefited employers by reducing 
employment rigidity in hiring, firing and in changing working hours. However, adoption of the 
Labor Code narrowed the rights of trade unions and workers, and therefore reduced overall 
worker protections. Despite its subsequent amendments since 2001, Russia’s Labor Code retains 
certain restrictive provisions that were adopted in 2001, as described below.

The Labor Code grants workers the right “to unite to protect their rights and interests, including 
the right…to create trade unions and join them.”75 The Labor Code elaborates the role of trade 
unions as representatives of workers and states that the “primary trade union” shall represent 
employees “in collective negotiations, conclusion or changing of a collective contract, control 
over its execution, as well as in the implementation of the right to participate in the management 
of an organization, consideration of labor disputes of employees with an employer.”76 The Law 
on Trade Unions states that “[a]ll the trade unions shall enjoy equal rights.”77

Although workers are permitted to join trade unions, there are several ways in which the Labor 
Code restricted the rights of unions relative to what existed prior to the promulgation of the
Labor Code. Specifically, the Labor Code ensured that unions were no longer able to veto or 
block the firing of workers.78 In addition, the Labor Code introduced time limits for collective 
bargaining at an enterprise,79 and once time limits had passed, only insignificant aspects of the 
agreement were eligible for negotiation.80 Moreover, the most important aspects of the 
agreements are now allowed to be postponed indefinitely.81

The Labor Code has made it more difficult to establish new trade unions, and in particular has 
made it difficult for trade unions to exist in industries or companies where official trade unions 
already exist.82 Such a measure was introduced through the Labor Code’s reliance on new
“primary” trade unions, which are principal representatives of employees in specific industries or 
companies.83 These primary trade unions are responsible for representing employees in 
collective negotiations.84

74 2002 Review, 10. 
75 Labor Code, Article 2.
76 Labor Code, Article 29.
77 Law on Trade Unions, Article 2. 
78 Labor Code, Article 81(14). Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of 
Contrasting Forms of Organization and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274. 
79 Labor Code, Article 401. Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting 
Forms of Organization and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274. 
80 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274. 
81 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274. 
82 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274. 
83 Labor Code, Article 29. 
84 Labor Code, Article 37. 
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The introduction of the Labor Code also hindered the protections that were previously in place 
for union activists. Previous legislation prohibited firing union activists, moving them to other 
work, or disciplining them without the agreement of the union.85 Relatedly, the GOR has not 
implemented the International Labor Organization’s (ILO’s) recommendation to pass legislation 
protecting against acts of anti-union discrimination and union interference (i.e., to make 
violations of trade union rights punishable by law).86 The Labor Code appears to have weakened 
the ability of unions to protect workers’ rights.

3. The Right to Strike

The Constitution grants “[t]he right to individual and collective labor disputes…including the 
right to strike.”87 However, the adoption of the Labor Code made it difficult for strikes to legally 
occur. For example, the Labor Code narrowly defines a strike as “a temporary voluntary refusal 
of workers to perform job duties (fully or in part) for purposes of resolving a collective labor 
dispute.”88 It even more narrowly defines collective labor disputes as “unresolved disagreements 
between workers (or their representatives) and employers (or their representatives) concerning 
the establishment and changing of working conditions (including wages), the making, changing, 
and fulfillment of collective negotiations agreements and other agreements, and also
disagreements concerning an employer’s refusal to consider the opinion of an elected workers' 
representative body in adopting local normative acts.”89 (Emphasis added.) The narrow 
definition of collective labor disputes, which only includes a few types of disagreements between 
workers and employers, serves to limit the scope in which labor strikes are legally permissible.90

If workers state demands on matters that are beyond the list included in the definition of a 
collective labor dispute, then any labor strike that occurs is considered illegal.91 Such a constraint 
is inconsistent with Russia’s ILO Convention No. 87 commitments, which require strikes to be 
used for a broad range of labor disputes.92

In addition, the Labor Code prohibits certain industries from participating in strikes at all, 
including all employees in organizations “related to providing vital services to the population 
(energy supply, heating and heat supply, water supply, gas supply, air, rail, and water 
transportation, communications, and hospitals).”93 A separate law, the Federal Law No. 79-FZ of 

85 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 275.
86 International Labour Organization, Report of the Committee of Experts on the Application of Conventions and 
Recommendations, Report III (Part A) (2019), 141.
87 Constitution, Article 37. 
88 Labor Code, Article 398. 
89 Labor Code, Article 398. 
90 Elena Gerasimova, “Collective Labor Disputes and Strikes in Russia: The Impact of Judicial Precedents and 
Enforcement,” Russian Law Journal 5(2) (2017): 10. 
91 Elena Gerasimova, “Collective Labor Disputes and Strikes in Russia: The Impact of Judicial Precedents and 
Enforcement,” Russian Law Journal 5(2) (2017): 10-11.
92 Elena Gerasimova, “Collective Labor Disputes and Strikes in Russia: The Impact of Judicial Precedents and 
Enforcement,” Russian Law Journal 5(2) (2017): 10-11. In addition to being used to settle collective labor disputes, 
Russia’s ILO Convention No. 87 commitments require strikes to be legally permissible to express solidarity, protest 
the government’s economic and political policies, achieve recognition of a trade union, resolve issues arising from 
economic and social policy, and resolve problems arising within an enterprise that directly affect worker interests. 
See Elena Gerasimova, “Collective Labor Disputes and Strikes in Russia: The Impact of Judicial Precedents and 
Enforcement,” Russian Law Journal 5(2) (2017): 9-10.
93 Labor Code, Article 413.
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July 27, 2004 on State Civil Service (“Law on Civil Servants”), also prohibits all civil servants 
from striking.94 Strikes are also prohibited during certain periods, including “when martial law, a 
state of emergency, or special measures are declared.”95 While this measure may not be 
particularly unusual, it nevertheless grants the GOR further discretion in determining when 
strikes are permitted to occur.

The Labor Code also put in place additional obstacles for adopting and submitting a decision to 
go on strike. Among other things, half of the total employees of a given enterprise are required to 
be present at the meeting to declare the strike and half of the employees present must agree to the 
strike.96 The employer must also be notified of the strike at least ten calendar days in advance of 
the strike.97

In addition, when declaring a strike, the strikers must submit detailed information about it, 
including its start date and duration, and how many participants there will be.98 The requirement 
to announce the duration (i.e., end date) for a strike gives more power to the employers because 
it eliminates the uncertainty of when the employees will return to work. 

If the above requirements for declaring or holding the strike are not met, the strike can be found 
to be illegal. This problem is exacerbated by unions being prohibited from completing these 
required tasks, because, as described in the previous section, unions are not allowed to organize 
or take part in a strike. Taken together, the requirements and restrictions in the Labor Code make 
it difficult for legal strikes to occur.99 This is especially true for workers employed without labor 
contracts, which is about 40 percent of the population or about 34 million people.100

4. Collective Agreements

The Law on Collective Agreements establishes procedures for collective agreements at the 
national, regional, sectoral, and professional levels, which broadly establish the terms and 
conditions for workers in each category.101 The Russian Tripartite Commission for the 
Regulation of Social-Labor Relations, which is composed of representatives of national trade 
union associations, national employers’ unions, and the GOR, is responsible for negotiating and 
drafting the apex collective agreement that presides above the others, the General Agreement.102

Additional commissions are responsible for negotiating and drafting collective agreements at the 

94 Federal Law No. 79-FZ of July 27, 2004 on State Civil Service (Law on Civil Servants), (passed July 15, 2004, 
last amended July 1, 2017), Article 17. International Labour Organization, Report of the Committee of Experts on 
the Application of Conventions and Recommendations, Report III (Part A) (2019), 141. 
95 Labor Code, Article 413.
96 Labor Code, Article 410.
97 Labor Code, Article 410.
98 Labor Code, Article 410. 
99 Irina Olimpieva, Robert Orttung, “Russian Unions as Political Actors,” Problems of Post-Communism 60(5) 
(September-October 2013): 7. 
100 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
101 Labor Code, Article 40. 
102 Government of Russia, Russian Trilateral Commission on the Regulation of Social and Labour Relations, 
available at government.ru/en/department/141/about/, accessed August 18, 2012. 
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regional, sectoral, and professional levels. According to the Labor Code, there must be 
proportional representation of each relevant union in the commissions.103

5. Minimum Wages

The Constitution and Labor Code both state that a guaranteed minimum wage is to be
established.104 The minimum wage is required to take into account socioeconomic conditions 
and the cost of living and to be established at the national, regional and local levels.105 The 
Labor Code also allows regional governments to establish a minimum wage which cannot be 
below the national minimum wage.106

B. Developments in the Economy

1. Trade Unions in Russia

Trade Union Membership. The ability of workers to unionize and join trade unions has important 
implications for the extent to which workers can freely bargain for wages. As of 2015, roughly 
35 percent of the workforce in Russia (24 million workers) belonged to trade unions.107 In 
medium- and large-sized firms, the share of unionized workers is estimated to be even higher at 
70 percent.108 Both of these estimates are much higher than the OECD average of 16.7 percent of 
workers belonging to trade unions.109

However, 90 percent of the 2015 estimate of unionized workers belonged to government-run 
trade unions, or “official unions”.110 The remaining 10 percent of total unionized workers (only 
about 3.5 percent of the total workforce) is estimated to belong to “alternative”, or “free”, trade 
unions.111

One reason for low membership to free trade unions is the negative stigma associated with them 
by companies and official unions. While official unions are created “from above” by companies, 
industries and/or the GOR, free unions are created “from below” by workers out of the desire to 

103 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 275.
104 Constitution, Article 7. Labor Code, Articles 130, and 133. 
105 Labor Code, Article 135. 
106 Labor Code, Article 133.1.
107 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class”, CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016).
108 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019): 6. 
109 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class,” CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016). While Russia is not a member of the OECD, the OECD 
comprises the most advanced industrialized nations whose economies are comparable to Russia’s. 
110 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class,” CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016). In 2015, roughly 35 percent of the workforce in Russia (24 
million workers) belonged to trade unions, but only about 3.5 percent of the workforce belonged to “alternative,” or 
“free,” trade unions. Calculations performed by Commerce. 
111 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class,” CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016).
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protect or advance their labor contract rights, including increased wages.112 Free unions are most 
often created in companies that already have official unions.113

Workers often face pressure not to belong to free unions and in some cases membership in them 
has resulted in workers being fired and even physically assaulted.114 The free trade unions 
themselves also often face negative pressure from the companies, official unions, and the 
GOR.115 In addition, they are often excluded from negotiating and drafting collective 
agreements, as is described in further detail in section 3 on wage bargaining and collective 
agreements. All of these factors pose challenges for trade unions,116 and help explain why their 
membership is so low.117 Finally, the increased challenges in creating trade unions introduced by 
the Labor Code reduces the likelihood that new trade unions will emerge at all.118

Independence of Official Trade Unions from the Government. Official trade unions are closely 
aligned with the GOR. Most unionized workers belong to the Federation of Independent Trade 
Unions (FNPR),119 which is the umbrella organization for all official trade unions and is a direct 
descendent of the Soviet Union’s All-Union Central Council of Trade Unions (VTsSPS), the 
umbrella trade union for all of the government-run trade unions that existed at that time.120 Many 
of the FNPR’s assets were directly inherited from the Soviet Union’s trade unions, including 
VTsSPS.121 In addition, the FNPR is reportedly closely aligned with the largest political party in 
Russia that holds the majority of seats in the State Duma, United Russia, and does not have a 
record of independent action.122 The FNPR even openly supports United Russia members in 

112 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271.
113 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271.
114 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class,” CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016).
115 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271. Elena Gerasimova, “Collective Labor 
Disputes and Strikes in Russia: The Impact of Judicial Precedents and Enforcement,” Russian Law Journal 5(2) 
(2017): 8.
116 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271. 
117 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271.
118 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 275.
119 Irina Olimpieva, “Russian Trade Unions between Neo-corporatism and Direct Political Involvement: The “Dual” 
System of Labor Interests’ Representation,” Russian Analytical Digest, No. 199 (February 2017): 7.
120 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class”, CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016). Maksim Kulaev, “Russian Trade Unions and the De-Escalation 
of Protests in Russian Regions,” International Journal of Politics, Culture, and Society (July 2020): 5.
121 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class”, CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016).
122 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class”, CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016). Irina Olimpieva, Robert Orttung, “Russian Unions as Political 
Actors,” Problems of Post-Communism 60(5) (September-October 2013): 3.
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federal, state, and local elections.123 The FNPR president, Mikhail Shmakov, is known to have 
direct connections with President Putin.124

Part of the FNPR’s lack of independence from the government is a legacy issue. VTsSPS and the 
trade unions under it did not exist to protect workers’ interests but rather to carry out policies of 
the Communist Party of the Soviet Union.125 Membership in the Soviet Union trade unions was 
obligatory and membership dues were deducted from employees’ payrolls automatically. 126

Among other things, these dues were used for the provision of public goods and social services
to workers at the enterprises.127 Today, enrollment in the FNPR and the unions under it remain 
most often automatic and members are sometimes unaware of their membership.128 As in Soviet 
times, a large part of the role of trade unions entails the provision of social benefits to 
workers.129

In this context, the FNPR is known to only organize protests that are legally permissible under 
the limited legal framework.130 This results in strikes and protests being extensively coordinated 
with the GOR, and specifically, United Russia.131 According to an academic expert on trade 
unions, “[t]he FNPR is known for its loyalty to the Kremlin and never encourages protest actions 
at the grassroot level.”132

2. Strikes in Russia

In many places, strikes are an effective way for workers to collectively bargain for improvements 
to the terms and conditions of their working contracts, such as increased wages. However, in 
Russia, due to the restrictions on legally holding labor strikes, which are described in the legal 
framework section, most collective labor disputes cannot legally be addressed through a strike.

Legal Strikes. The GOR only records strikes that occur legally. Since the provisions in the Labor 
Code make it increasingly difficult to legally hold strikes, the number of strikes reported by the 
Federal State Statistics Service of Russia (Rosstat) has declined significantly over time. In 2000, 

123 Simon Clarke, Tim Pringle, “Can Party-led trade unions represent their members?” Post-Communist Economies
21(1) (March 2009): 88.
124 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
125 Paul T. Christensen, “Labor Under Putin: The State of the Russian Working Class”, CUNY School of Labor and 
Urban Studies New Labor Forum (December 2016).
126 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 267.
127 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 267.
128 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 267-283.
129 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 271. 
130 Simon Clarke, Tim Pringle, “Can Party-led trade unions represent their members?” Post-Communist Economies
21(1) (March 2009): 88.
131 Simon Clarke, Tim Pringle, “Can Party-led trade unions represent their members?” Post-Communist Economies
21(1) (March 2009): 88. Irina Meyer (Olimpieva), “Russian Pension Reform: The Rise and Failure of Organized 
Protests,” Russian Analytical Digest No.225 (October 2018): 16.
132 Irina Meyer (Olimpieva), “Russian Pension Reform: The Rise and Failure of Organized Protests,” Russian 
Analytical Digest No.225 (October 2018): 16.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



50

817 strikes were reported by Rosstat, whereas in 2014-2018 only one to five strikes were 
reported each year.133

The legal strikes that occur are organized by the FNPR and do not involve wages but rather 
policy changes such as pension reforms.134 These strikes often do not result in significant 
concessions from the government.135 This is in part because the FNPR only organizes strikes that 
the GOR and/or management of enterprises (sometimes SIEs) agree to.136 At times the FNPR has
organized strikes in what has been referred to as an “imitation of democracy” because no change 
in labor policy by the government or companies was ever intended to occur.137 Rather, organized 
strikes are used to assuage workers who disagree with labor policies.138

Illegal Strikes. Although there is no official data on the total number of strikes that occur, many 
more illegal strikes take place than legal strikes.139 Academic research on this topic has found 
that labor protests have increased in recent years, with a spike in protests following Russia’s 
2015 financial crisis.140 The number of labor protests, including strikes and work stoppages, each 
year in Russia is estimated to be in the hundreds.141 Only an estimated 17 percent of all labor 
protests are organized by unions.142

Some illegal strikes have resulted in workers achieving desired outcomes and in rare cases even 
receiving attention from the highest ranks of the Russian government. For example, the major 
companies in Pikalyovo, a “monotown” with one major industry, were on the edge of bankruptcy 
following the 2007/08 Global Financial Crisis and laid off many workers.143 Large protests by 
the workers resulted in President Putin, who at the time was the Prime Minister, visiting the city, 
forcing the companies to re-open, and allocating financial resources to the city.144 However, 

133 Federal State Statistics Service of Russia (Rosstat), Russian Statistical Yearbook (Moscow: Rosstat, 2019). 
134 Irina Meyer (Olimpieva), “Russian Pension Reform: The Rise and Failure of Organized Protests,” Russian 
Analytical Digest No.225 (October 2018): 16. Simon Clarke, Tim Pringle, “Can Party-led trade unions represent 
their members?” Post-Communist Economies 21(1) (March 2009): 88.
135 Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in Russian Regions,” International 
Journal of Politics, Culture, and Society (July 2020): 1-2.
136 Simon Clarke, Tim Pringle, “Can Party-led trade unions represent their members?” Post-Communist Economies
21(1) (March 2009): 88.
137 Irina Meyer (Olimpieva), “Russian Pension Reform: The Rise and Failure of Organized Protests,” Russian 
Analytical Digest No.225 (October 2018): 16.
138 Irina Meyer (Olimpieva), “Russian Pension Reform: The Rise and Failure of Organized Protests,” Russian 
Analytical Digest No.225 (October 2018): 16.
139 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018. 
140 Stephen Crowley, Irina Olimpieva, “Russian Labor Protest in Challenging Economic Times,” Russian Analytical 
Digest No.182 (April 2016): 2. Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in 
Russian Regions,” International Journal of Politics, Culture, and Society (July 2020): 1.
141 Irina Olimpieva, Robert Orttung, “Russian Unions as Political Actors,” Problems of Post-Communism 60(5) 
(September-October 2013): 7. 
142 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
143 Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in Russian Regions,” International 
Journal of Politics, Culture, and Society (July 2020): 9.
144 Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in Russian Regions,” International 
Journal of Politics, Culture, and Society (July 2020): 9.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



51

these types of outcomes are few and far between in Russia.145 Moreover, they only result in 
workers’ desired outcomes being achieved when the GOR is willing to concede to them.146

In many cases, grassroots protests result in government crackdowns. One of the most significant 
illegal strikes in Russia in recent years was by ununionized gold miners in Kamchatka, a region 
in Russia’s Far East, in October 2018.147 They were protesting the increase in the minimum gold 
they were required to mine which resulted in a decline in their total incomes.148 The company 
they worked for was owned by one of Russia’s richest oligarchs with government connections.149

Many of the strikers were fired and the mining company announced it would initiate a lawsuit to 
declare the strike illegal which would make all strikers liable for criminal prosecution.150

The striking miners set off a wave of strikes in various industries across Russia. Workers of a gas 
mine went on strike over their wages not being paid for months in addition to being subjected to 
horrendous conditions.151 Government authorities quickly put an end to the strike, incorrectly 
stating that the workers’ demands had been met.152 Several other subsequent strikes were 
initiated over unpaid wages, intolerable working conditions, and low pay, many of which were 
shut down almost immediately by authorities.153 As a result of workers’ inability to achieve 
desired wage and labor outcomes through strikes, extreme actions including self-harm, threats to 
commit suicide, and even suicide have at times been taken by protesters.154

3. Wage Bargaining in Collective Agreements 

Collective Agreements. Although the Law on Collective Agreements provides for agreements to 
be made at the regional and sectoral levels each year, such agreements are found not to result in 
much practical benefit for workers.155 One reason for this is inadequate representation of workers 
by free trade unions in the commissions responsible for negotiating and drafting the 
agreements.156 The Labor Code requires that there be proportional representation of unions in 

145 Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in Russian Regions,” International 
Journal of Politics, Culture, and Society (July 2020): 1-2.
146 Maksim Kulaev, “Russian Trade Unions and the De-Escalation of Protests in Russian Regions,” International 
Journal of Politics, Culture, and Society (July 2020): 1-2.
147 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018. 
148 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018. 
149 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018. 
150 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018. 
151 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
152 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
153 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
154 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 267-283.
155 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
156 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
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such commissions.157 Because free trade unions have fewer members than official unions, this 
provision results in free trade unions often being excluded from the process of collective 
bargaining.158

Even if they are not excluded, free trade unions often do not have adequate representation to hold 
significant weight in the negotiation processes. For example, representatives from free trade 
unions hold only three of the total thirty seats reserved for representatives from trade unions on 
the Tripartite Commission for the Regulation of Social-Labor Relations, the commission 
responsible for drafting the highest level of collective agreements, the General Agreement.159

The remaining 27 seats are held by the FNPR.160 Representatives from free trade unions 
therefore only have the power to make recommendations.161 According to an academic report on
labor unions, “[a]t best, labor unions serve as experts” at collective agreement negotiations.162

Collective agreements tend to limit additional rights or benefits not guaranteed by the law,163 and
limit provisions set forth in collective agreements for their fulfilment.164 Moreover, collective 
agreements are generally characterized as being formal in content, containing only 
recommendations and simply repeating passages taken directly from labor legislation.165

For these reasons, collective agreements tend to have little impact on wages.166 Sectoral 
agreements appear to be ineffective for improving workers’ wages since they tend to set wages 
lower than actual wages, thereby minimizing the possibility of gain from the beginning.167 A
large portion of employee wages being contingent upon firm performance also limits the 
possibility of agreements having a material impact on actual compensation.168

Settling Labor Disputes and Enforcement of Labor Law. As will be described in Factor 6, the 
judicial system in Russia, which includes enforcement mechanisms to protect labor, is generally 

157 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 275.
158 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 275.
159 Irina Olimpieva, “Russian Trade Unions between Neo-corporatism and Direct Political Involvement: The “Dual” 
System of Labor Interests’ Representation,” Russian Analytical Digest, No. 199 (February 2017): 7. 
160 Irina Olimpieva, “Russian Trade Unions between Neo-corporatism and Direct Political Involvement: The “Dual” 
System of Labor Interests’ Representation,” Russian Analytical Digest, No. 199 (February 2017): 7. 
161 Irina Olimpieva, Robert Orttung, “Russian Unions as Political Actors,” Problems of Post-Communism 60(5) 
(September-October 2013): 7. 
162 Irina Olimpieva, Robert Orttung, “Russian Unions as Political Actors,” Problems of Post-Communism 60(5) 
(September-October 2013): 7. 
163 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
164 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
165 Irina Olimpieva, Robert Orttung, “Russian Unions as Political Actors,” Problems of Post-Communism 60(5) 
(September-October 2013): 6-7.
166 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
167 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012): 274.
168 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019): 6.
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considered to be weak by international standards.169 Therefore, if disagreements encountered 
during the collective bargaining process are not resolved during the negotiation process, they are 
often dropped altogether out of concern that the legal system is unlikely to enforce existing 
provisions.170

4. Wage Dynamics in Russia

Minimum Wages. Having a minimum wage in place can help ensure that workers are able to earn 
a level of compensation that meets their cost-of-living needs. Russia’s national minimum wage 
has been historically low compared to average Russian wages, as can be seen in Figure 4.171 The 
monthly national minimum wage is currently set at RUB 12,130, or about $196, for the year 
2020.172 Comparatively, the average wage per month in Russia as of 2019 was RUB 47,420, or 
about $732.173

Figure 4: Federal Minimum Wage and Average Wage in Russia174

The ratio of minimum wage to average wage in Russia has traditionally been below many other 
countries including all OECD countries, as can be seen in figure 5. While Russia is not a member 

169 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012), 274.
170 Irina Olimpieva, “Labor Unions in Contemporary Russia: An Assessment of Contrasting Forms of Organization 
and Representation,” The Journal of Labor & Society 15(2) (June 2012), 267-283. 
171 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019): 6.
172 Official Minimum Wages, Rosstat. Calculations performed by Commerce.
173 Nominal Wages, Rosstat. Domestic Currency per U.S. Dollar, Period Average, International Financial Statistics. 
Calculations performed by Commerce. 
174 Ministry of Labour and Social Security of the Russian Federation, “Official Minimal Wages: per Month”, data 
provider: CEIC. Rosstat, “Nominal Wages: Period Average,” data provider: CEIC. Minimum and average wages in 
this chart were converted from rubles to U.S. dollars using the exchange rate applicable in the relevant time period. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



54

of the OECD, the OECD comprises the most advanced industrialized nations whose economies
are comparable to Russia’s.

Figure 5: Ratio of Minimum to Average Wages Across Countries175

Many regions in Russia do not set a minimum wage, so the national minimum wage applies 
across large geographic areas of Russia. Some regions that do set their own minimum wages do 
so at rates that are either slightly higher than the national average, or substantially higher than the 
national average for specific industries or professions only. The only regions with even higher 
minimum wages than the national-level minimum wage have been the federal cities Moscow and 
St. Petersburg.176 In 2020, those municipalities maintained a minimum wage of RUB 20,361 
(about $285) and RUB 19,000 (about $266) per month, which was 45.4 percent and 35.7 percent 
higher, respectively, than the national monthly minimum wage average.177

Budget constraints often impede regional governments from increasing local minimum wage 
rates relative to the national average.178 When this was attempted in 2018, the increases in wages 
to civil servants (and others) came at the expense of social spending. As such, many schools, 
hospitals, and medical practices were closed, while reductions in working hours and increases in 
layoffs increased.179

175 OECD, “Minimum relative to average wages of full-time workers,” available at 
https://stats.oecd.org/Index.aspx?DataSetCode=MIN2AVE, accessed September 13, 2021. Rosstat, “Average 
Monthly Wages,” data provider: CEIC. Ministry of Labor and Social Security of the Russian Federation, “Official 
Minimum Wages: per Month,” data provider: CEIC. Russian minimum to average wage ratio calculation performed 
by Commerce. 
176 ConsultantPlus, Size of the Minimum Salary in the Subjects of the Russian Federation, (January 11, 2020). 
177 ConsultantPlus, Size of the Minimum Salary in the Subjects of the Russian Federation, (January 11, 2020). 
Exchange rate calculations performed by Commerce.
178 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.
179 Clara Weiss, “Russian workers strike against social misery and austerity,” World Socialist Web Site, December 
13, 2018.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



55

Minimum wages in Russia are generally found to be non-binding, with most workers receiving 
wages above it.180 Since most workers receive remuneration above the minimum wage, the 
existence of a minimum wage does not play a determinative role in ensuring that a fair wage 
reflects workers’ contributions to output.181 Low minimum wages are at least in part the result of 
the policy goal of maintaining low unemployment levels at the expense of wages which is 
described in more detail in the next section.182

Wage and Unemployment Dynamics. Wages in Russia have traditionally been volatile compared 
to those of other countries at near comparable levels of development.183 The prolonged recession 
in Russia in the 1990s resulted in a high incidence of delayed wage payments, and the growth of 
informal employment (i.e., employment that is not registered by the government and is not 
taxed).184 Those aspects, coupled with the high inflation in Russia at the time, resulted in a 
precipitous drop in the inflation-adjusted wage rates (more commonly referred to as “real 
wages”).185 Moreover, the prolonged nature of the recession put further strains on the labor 
market, resulting in a rise in unemployment.186

The relationship between employment and wages in Russia is complicated by the fact that 
Russian wages have been historically low relative to wages in most other countries.187

Specifically, Russia ranks high in employment rigidity (i.e., the rigidity of hiring, firing, and 
changing working hours) compared to the OECD average,188 and similarly ranks high in job 
protection rates relative to the OECD average.189 Although these policies can have positive 
benefits to workers, the result of high employment rigidity and job protection is that it is difficult 
to break contracts to fire workers in response to macroeconomic shocks.

Unemployment benefits provided by the GOR are known to be relatively limited.190 This further
incentivizes Russian workers to avoid becoming unemployed, since they may not receive any
benefits. 

The government policies described above have added volatility to wages over time. About a third 
of employees’ compensation in Russian firms has remained tied to the financial performance of 
the firm.191 As such, when the economy was doing well, wages could adjust relatively easily and 
unemployment could be kept under control.192 As shown in Figure 6, unemployment in Russia 

180 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 6.
181 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019).
182 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 5.
183 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 1.
184 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 5. 
185 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 2. 
186 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 2. 
187 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 3. 
188 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 3.
189 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 4. The number of 
protected jobs has however been declining over time, at least in part due to implementation of the 2001 Labor Code, 
which reduced employment rigidity. Therefore, although Russia’s economy had strong growth from 2000 – 2008 
and unemployment declined during that time, the number of protected jobs also declined. See Vladimir Gimpelson, 
Rostislav Kapeliushnikov, “Between Light and Shadow: Informality in the Russian Labour Market,” IZA Discussion 
Paper Series DP No. 8279 (June 2014), 3.
190 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 3.
191 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 6.
192 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 3. 
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has, overall, fallen over the past two decades despite two recessions occurring during that period.
Russia’s unemployment levels over time have been significantly lower than the unemployment 
levels in the average of the Euro area countries.193

Figure 6: Unemployment Rate in Russia194

The dynamics between wages and unemployment in Russia shed light on the extent to which 
wages are determined by free bargaining between labor and management. Volatile wages are not 
necessarily indicative of the absence of free bargaining for wages between labor and 
management. But the weakness of trade unions must be taken into account.195

5. Structural Inefficiencies in Russia’s Economy that Limit Free Bargaining for Wages

Structural weaknesses exist in Russia that impact the ability of workers to bargain freely with 
management regarding wages, and are in part a result of the extent of the government’s role in 
the economy. This section describes how structural inefficiencies in Russia manifest in (1) low-
quality jobs and low labor productivity despite the workforce being highly educated; (2) low 
labor mobility; and (3) the high degree of informal employment. It also discusses the effect of 
each of these structural inefficiencies on wages.

Low-Quality Jobs and Low Labor Productivity Despite a Highly Educated Workforce. Low 
wages have been prevalent and even surprising given that the formal education levels in Russia 
are considered high relative to the OECD average.196 Specifically, the number of employed 
individuals with college degrees (including 2-year degrees and above) rose from roughly 40 

193 See OECD, “Unemployment rate, % of labour force,” (September 2020) for Euro area unemployment levels 
during the same period.  
194 Rosstat, “Unemployment rate (%),” data provider: EIU. 
195 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 6.
196 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 7.
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percent to over 70 percent from 1989 to 2015,197 and an additional 10 percent of Russians hold 
vocational degrees.198 These figures show that Russian citizens, on average, have higher levels of
education than citizens in most other countries.199 Despite these trends, 24 percent of Russia’s 
workforce was employed in low-wage jobs in 2016.200

The combination of a high number of low-wage jobs and high levels of education in the 
workforce suggests that the number of high-quality jobs available has remained low, which 
inhibits labor productivity levels.201 The OECD found that low labor productivity in Russia 
largely explains the gap in GDP per capita between Russia and OECD countries.202 Figure 7 
shows labor productivity (in GDP per hours worked) across countries. As shown in the figure, 
Russia’s labor productivity is among the lowest of all countries listed.

Figure 7: Labor Productivity by Country in 2019203

The lack of high-quality jobs despite a highly educated workforce suggests that there is a 
disparity between the supply and demand for high quality jobs in Russia. If more high-quality 
jobs were available, the workforce would be able to meet the demand, and wages would likely be 
higher. This mismatch is also indicative of structural weaknesses that are a result of a lack of 
institutional change in the Russian economy since the Soviet era. According to the OECD, “[t]he 
incomplete transition of Russia toward a market-based economy has resulted in the survival of 

197 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 7.
198 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 7.
199 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 7.
200 Vladimir Gimpelson, “The labor market in Russia, 2000-2017,” IZA World of Labor (2019), 9.
201 Lilas Demmou, Andreas Wörgötter, “Boosting Productivity in Russia: Skills, Education and Innovation,” 
Organization for Economic Cooperation and Development, OECD Economics Department Working Papers No. 
1189 (March 2015), 9. 
202 Lilas Demmou, Andreas Wörgötter, “Boosting Productivity in Russia: Skills, Education and Innovation,” 
Organization for Economic Cooperation and Development, OECD Economics Department Working Papers No. 
1189 (March 2015), 6. 
203 OECD, “GDP per hour worked,” OECD Compendium of Productivity Indicators (July 12, 2021).
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low-quality jobs inherited from the Soviet period, notably in municipalities and less efficient 
state-owned enterprises.”204

Low Labor Mobility. An additional limitation on the ability of workers to bargain freely for
wages is the inefficient allocation of labor due to labor mobility restrictions in Russia. As of 
2011, Americans were ten times more mobile than Russians and that extra mobility was 
correlated with Americans earning five times the per capita income of Russians.205 The World 
Bank found that a mobile labor force makes it easier to match talent with opportunities.206

According to the World Bank, “[c]ountries do not seem to prosper for long without mobile 
people.”207 In a separate report, the World Bank found that “[i]nefficient allocation of labor and
capital in Russia slows down structural transformation of the economy and locks resources in 
unproductive forms of economic activity.”208 As described further in the land system section in
Factor 5, limitations of the transfer of land severely restrict labor mobility. Workers’ inability to 
relocate for jobs hampers the extent to which workers compete for jobs and therefore affects 
their ability to bargain for wages. 

Informal Employment. Another indication of the inefficient allocation of labor in Russia and the 
inability of workers to bargain freely for wages is the high share of the workforce that is 
informally employed. According to Rosstat data, the portion of the workforce informally 
employed was estimated to have steadily increased from 12.5 percent in 2001 to 21.2 percent in 
2016.209 However, a study using a more inclusive definition of informal employment estimated it 
to be around a third of total employment in 2013.210 The extent of informal employment is 
highly regional, with single-digit informal employment in major cities (including Moscow and 
St. Petersburg), and some 38 percent in the North Caucasus.211

Research suggests that the high degree of informal employment in Russia is a result of structural 
inefficiencies in the economy rather than being due to Russia’s economy transitioning into an 
industrialized nation and the related employment transition from rural to urban.212 Informal 
employment results in workforce segmentation that has a negative effect on wages of informal 

204 Lilas Demmou, Andreas Wörgötter, “Boosting Productivity in Russia: Skills, Education and Innovation,” 
Organization for Economic Cooperation and Development, OECD Economics Department Working Papers No. 
1189 (March 2015), 9. 
205 World Bank, Russia: Reshaping Economic Geography, Report No. 62905-RU (June 2011), 10. 
206 World Bank, Russia: Reshaping Economic Geography, Report No. 62905-RU (June 2011), 10.
207 World Bank, Russia: Reshaping Economic Geography, Report No. 62905-RU (June 2011), 11-12.
208 World Bank, Rolling Back Russia’s Spatial Disparities: Re-assembling the Soviet Jigsaw under a Market 
Economy, (May 2018), 19. 
209 Yeon Soo Kim, Mikhail Matytsin, and Samuel Freije, “Informal Employment and Workers’ Well-Being in the 
Russian Federation,” World Bank, Poverty & Equity Global Practice Working Paper 218 (August 2019), 2. 
210 Vladimir Gimpelson, Rostislav Kapeliushnikov, “Between Light and Shadow: Informality in the Russian Labour 
Market,” IZA Discussion Paper Series DP No. 8279 (June 2014), 7. 
211 Harmut Lehmann, Anzelike Zaiceva, “Informal employment in Russia: Definitions, Incidence, Determinants, and 
Labour Market Segmentation,” Organization for Economic Cooperation and Development, OECD Economics 
Department Working Papers No. 1098 (December 2013), 5.
212 Vladimir Gimpelson, Rostislav Kapeliushnikov, “Between Light and Shadow: Informality in the Russian Labour 
Market,” IZA Discussion Paper Series DP No. 8279 (June 2014), 2.
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workers. A study found that informal workers in Russia that are not entrepreneurs or self-
employed suffer from a wage penalty.213

C. Assessment of Factor

The 2002 Review found that, although institutional and structural weaknesses and constraints 
remained, wages generally reflected bargaining between labor and management. It also found 
that individually negotiated employment contracts were common and reflected the relative 
bargaining positions of labor and management, and that wage rates were therefore generally 
determined by the market.

Although the 2001 Labor Code helped increase flexibility with respect to Russia’s employment 
rules, it increased restrictions on the rights of workers and trade unions. It also narrowed the 
scope for legal strikes to occur. Many more illegal strikes take place but are often met with 
government resistance and crackdowns. 

The 2002 Review found that membership in Russian trade unions at that time had trended 
downward and was virtually non-existent in the private sector. Today, most unionized workers 
belong to government-run, or “official”, trade unions, which are closely aligned with GOR 
interests. While in 2002 collective bargaining agreements were not common, today, they exist in 
Russia at the national, regional, sectoral, and professional levels, which broadly establish the 
terms and conditions for workers in each category. However, they are often negotiated and 
drafted by the GOR and government-run trade unions. 

The national minimum wage in Russia does not represent a wage floor in Russia, as it is 
generally non-binding, with most workers receiving wages higher than it. Regions can 
implement minimum wages that are higher than the national minimum wage with the federal 
cities Moscow and St. Petersburg being the only two regions having implemented ones that are
significantly higher. Although average wages are generally much higher than minimum wages, 
they are volatile, and a large portion of those wages remains dependent upon company 
performance. 

The 2002 Review cited to several concerns that limited free wage bargaining between workers 
and management in practice, including restricted labor mobility, termination rights, and wage 
arrears. Today, several structural weaknesses noted in the 2002 Review remain in Russia that 
keep wages low and reflect the government’s role in the economy. For example, Russia inherited 
many low-quality jobs from the Soviet period, particularly in municipalities with inefficient 
SIEs. Those jobs are associated with low productivity despite a relatively well-educated work 
force compared to many other countries. In combination with the relatively low labor mobility 
levels of Russian workers and the high employment levels in Russia’s informal sector, 
underperforming productivity levels have continued to impact Russian wages.

213 Harmut Lehmann, Anzelike Zaiceva, “Informal employment in Russia: Definitions, Incidence, Determinants, and 
Labour Market Segmentation,” Organization for Economic Cooperation and Development, OECD Economics 
Department Working Papers No. 1098 (December 2013), 1. 
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FACTOR THREE: THE EXTENT TO WHICH JOINT VENTURES OR OTHER 
INVESTMENTS BY FIRMS OF OTHER FOREIGN COUNTRIES ARE PERMITTED IN THE 
FOREIGN COUNTRY

To investigate the depth of foreign investment restrictions in Russia, it is helpful to examine the 
two primary channels that foreign and joint-venture enterprises use to invest internationally: 
foreign direct investment (FDI) and portfolio investment (PI). The channels are broadly 
differentiated by the type of assets being invested, where FDI is mainly focused on physical 
infrastructure, and PI is mainly focused on securities such as stocks or bonds. More formally, the 
IMF defines FDI as a gain in a multinational enterprise’s lasting commercial interest in a foreign 
company, attainable through the creation of a new establishment (e.g., factory), a joint venture 
partnership, or a merger/acquisition (involving a 10 percent or higher equity stake in the 
recipient company).214 According to the OECD, FDI is an integral part of an open and effective 
international economic system and is a major catalyst for development.215 As such, it is often 
associated with the importation of leading means of production, management, and sales practices 
often found in efficient, market-based systems. Portfolio investment, by contrast, has a smaller 
impact on development as investors engaging in this activity do not typically play as important a 
role in the decision-making of the enterprise they are investing in (as transactions in portfolio 
investment result in less than 10 percent of voting power).216

As FDI and PI both tend to promote a competitive business environment and FDI helps enhance 
enterprise development in recipient countries,217 both channels can be subject to government 
restrictions. Such restrictions, which can be found on an economy-wide basis or within certain 
sectors, can shield domestic firms from market-based competitive forces. In addition, non-market
aspects of an economy can deter investors from investing in an economy.

At the time of the 2002 Review, all forms of foreign investment were permitted in Russia.
However, FDI and PI inflows were low compared to current levels. The relatively modest 
investment levels were primarily attributable to investors’ concerns about the operating and 
regulatory environment in Russia at the time.218 Since then, the stock of net FDI inflows have 
increased significantly, even though the growth decelerated since the Global Financial Crisis of 
2007/08. In addition, while FDI inflows have increased considerably since 2002, a study by the 
IMF indicated that the reported values of FDI and portfolio inflows to Russia may not be fully 
indicative of the extent of foreign investment in Russia, due to phantom investments.219

According to the OECD’s Regulatory Restrictiveness Index, restrictions on overall foreign 
investment in Russia have been liberalized between 2010 and 2017, and subsequently increased 
starting in 2017. The net effect has been a less restrictive regulatory environment now compared 
to the period analyzed in the 2002 Review. While corruption, rule of law, and transparency 

214 IMF, Foreign Direct Investment: Trends, Data Availability, Concepts, and Recording Practices, (2004), 3). 
215 OECD, Foreign Direct Investment for Development: Maximizing Benefits, Minimizing Costs, (2002), 
Introduction, 3. 
216 International Monetary Fund, Balance of Payments and International Investment Position Manual (BPM6), 
(2009), Paragraphs 6.54 - 6.56.
217 OECD, Foreign Direct Investment for Development: Maximizing Benefits, Minimizing Costs, (2002), 5. 
218 2002 Review, 14. 
219 Jannick Damgaard, Thomas Elkjaer, and Niels Johannesen, “What Is Real and What Is Not in the Global FDI 
Network?” IMF Working Paper WP/19/274, (December 2, 2019), 26, 41. 
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concerns remain barriers to FDI and portfolio investment in Russia, known available evidence 
does not show that these factors have worsened since the 2002 Review.

A. Legal Framework 

The Federal Law No. 160-FZ of July 9, 1999 on Foreign Investment in the Russian Federation 
(“Foreign Investment Law”) establishes the status of a foreign investor as a legal entity under 
Russian law.220 It also guarantees equal treatment of domestic and foreign investors with respect
to investment activities and profits earned; provides legal protection for foreign investors’ 
activities, including from future changes in the investment regime that are unfavorable to the 
foreign investor; permits foreign investments in all forms (e.g., wholly foreign-owned companies 
and joint ventures); and protects foreign investment from expropriation not in accordance with 
federal law while providing for compensation in the event that expropriation occurs.221 Although 
the Foreign Investment Law ostensibly guarantees equal rights for foreign and local investors in 
Russia, it also permits “restrictive exemptions” when deemed necessary to protect the Russian 
Constitution, morality, health, human rights, national security or defense, or the promotion of 
socioeconomic development in Russia.222 As Russian law does not appear to differentiate 
between those investors engaging in FDI and PI activity, for the purposes of this analysis, 
investment will be treated as either of those two mechanisms.

1. Economy-Wide Foreign Investment Restrictions

The OECD’s FDI Regulatory Restrictiveness Index is a well-recognized and frequently cited 
indicator of the depth of FDI restrictions in 69 countries.223 The OECD conducts its analysis on a
yearly basis for its member countries as well as other prominent economies such as Russia. To 
determine the depth of restrictiveness in the index, the OECD analyzes four main restrictions: (1) 
foreign equity restrictions; (2) discriminatory screening or approval mechanisms; (3) restrictions 
on key foreign personnel; and (4) operational restrictions.224 These restrictions are scored on a 
scale of 0 (open) to 1 (closed).225

As can be seen in Figure 8 below, Russia’s score on the FDI regulatory restrictiveness index fell 
(representing an improvement) to a low of 0.17 in 2010 and remained there until 2017 – although 
those general improvements backslid somewhat from 2017 to 2019.

220 Federal Law No. 160-FZ of July 9, 1999 on Foreign Investment in the Russian Federation (“Foreign Investment 
Law”), (passed July 9, 1999, last amended May 31, 2018), Article 8(1).
221 Foreign Investment Law, Article 3, 4(1), 5, 8(1), and 9.
222 Foreign Investment Law, Article 4(2). 
223 OECD (2021), OECD FDI Regulatory Restrictiveness Index,” available at 
https://stats.oecd.org/Index.aspx?datasetcode=FDIINDEX#, accessed August 23, 2021. 
224 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
225 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
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Figure 8: FDI Regulatory Restrictiveness Index226

Russia’s more recent setback can largely be explained by increases in foreign investment 
restrictions at the industry level. The OECD’s FDI Regulatory Restrictiveness Index decomposes 
FDI restrictions by country, sector, and time.227 Table 1 compares the FDI Regulatory 
Restrictiveness Index by sector in 2020, ordered from least to most restrictive.228

Table 1: Comparison 2020 FDI Regulatory Restrictions by Sector229

(Where 0 represents the least restrictive and 1 represents the most restrictive)

Sector / Industry 2020
FDI 

Regulatory 
Restrictiveness 

Index
Electricity generation 0.065
Oil ref. & Chemicals 0.072

Electricity 0.085

226 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
227 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
228 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
229 OECD, OECD FDI Regulatory Restrictiveness Index,
https://stats.oecd.org/OECDStat_Metadata/ShowMetadata.ashx?Dataset=FDIINDEX&ShowOnWeb=true&Lang=en
, accessed August 23, 2021.
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Electricity distribution 0.105
Forestry 0.105

Secondary 0.150
Construction 0.155

Accounting & audit 0.155
Distribution 0.155

Mobile telecoms 0.155
Wholesale 0.155
Maritime 0.155

Fixed telecoms 0.155
Retail 0.155

Food and other 0.155
Engineering 0.155

Fisheries 0.155
Metals, machinery and other 

minerals
0.155

Architectural 0.155
Communications 0.155
Manufacturing 0.163

Electric, Electronics and other 
instruments

0.168

Agriculture & Forestry 0.180
Hotels & restaurants 0.205

Other finance 0.205
Primary 0.212

Agriculture 0.255
Total FDI Index 0.262

Transport equipment 0.263
Business services 0.280

Mining & Quarrying (incl. Oil extr.) 0.332

Tertiary 0.351
Other media 0.422

Real estate investment 0.433
Transport 0.455
Surface 0.455
Banking 0.480

Financial services 0.495
Media 0.538

Radio & TV broadcasting 0.655
Legal 0.655
Air 0.755

insurance 0.800

2. Sector-Specific Foreign Investment Restrictions

Strategic Sectors Law. Russia’s 2008 adoption of the Federal Law No. 57-FZ of April 29, 2008
on the Procedure for Making Foreign Investments in Companies Which are of Strategic 
Importance for Ensuring the Country’s Defense and State Security (“Strategic Sectors Law”)
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provides insight into its investment restrictiveness at the sector level.230 Specifically, this law 
establishes an approval process for foreign investments in Russia in sectors that have “strategic 
importance for national defense and state security.”231 The introduction of Russia’s Strategic 
Sector Law by itself increased the list of “strategic sectors” from 16 to 42.232 Moreover, this list 
of restricted sectors was subsequently increased to 46 restricted sectors by 2017.233

Table 2 broadly identifies the type of business activity and sectors the Russian government 
considers to be of strategic importance for national defense. As such, they are subject to specific 
FDI restrictions identified below.

Table 2: Business Activities Declared to Be of Strategic Importance to the Government of 
Russia234

Operations affecting geophysical and hydrometeorological processes and events.  
Activities involving the use of infectious agents.  
Activities related to those used in the nuclear industry.  
Activities related to encryption (cryptography).  
Activities related to the detection of electronic bugging devices (unless performed for a legal entity’s 
internal purposes) and to the manufacture and sale of such devices by commercial entities. 
Activities involving military weapons and equipment, including components and ammunition.  
The manufacturing and selling of explosive materials for industrial purposes.  
Activities related to aviation equipment and security.  
Space activities.  
Activities involving television or radio broadcasting on a territory where more than half of a Russian 
constituent entity’s population resides  
Services provided by natural monopolies (which are specified in Federal Law No. 147-FZ of August 17, 
1995 on the Natural Monopolies (“Law on Natural Monopolies”) and include: transportation of oil and 
products of oil refining via trunk pipelines; transportation of gas via pipelines; transmission of electric and 
heat energy; railroad transportation; services of transportation terminals, ports and airports; and services 
in the areas of electric and postal communications) except for generally accessible telecommunications and 
postal services, services for heat energy and power transmission via distribution systems, and harbor 
services.  
Subsoil exploration and extraction activities involving strategic deposits.  
Extraction of aquatic biological resource.  
Commercial printing, provided that the monthly output exceeds 200 million printed sheets. 
Activities performed by editorial boards and publishers, provided that the annual circulation of 
publications exceeds certain thresholds specified by law depending on publication frequency.  

According to the Strategic Sectors Law, foreign investors must receive Russian federal approval 
that varies according to the share of equity control, the sector in which the investment is being 

230 Federal Law No. 57-FZ of April 29, 2008 on the Procedure for Making Foreign Investments in Companies 
Which are of Strategic Importance for Ensuring the Country’s Defense and State Security (“Strategic Sectors Law”), 
(passed April 29, 2008, last amended March 9, 2021). 
231 Strategic Sectors Law, Article 1. 
232 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016).
233 Strategic Sectors Law, Article 6, 1-46.
234 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 36. Strategic Sectors Law, 
Article 6. Baker McKenzie, Doing Business in Russia, (2020), 40-41. 
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made, and the identity of the investor. For example, authorization is required for any investor 
seeking to acquire a 25 percent or greater equity stake in any of the strategic sectors identified in 
Table 2.235 One notable exception relates to businesses engaged in “geological subsoil 
exploration and/or geological prospecting and extraction of minerals on subsoil areas of federal 
importance,” which appears to include, inter alia, oil and gas extraction.236 For such business 
activities, the acquisition of five percent or greater ownership stake requires approval by the
federal government.237 These shares have both been halved in recent years.238

Russian government authorization is also needed for foreign governments, international 
organizations or organizations seeking to gain a 25 percent or greater equity stake in a strategic 
sector, unless the FDI is within the strategic subsoil plots.239 In that case, foreign businesses are 
required to gain Russian authorization if only a five percent equity position is being sought 
through FDI into the strategic subsoil plot sector.240 The Russian Strategic Sectors Law also 
requires government approval for any transaction in a firm in a strategic sector that would result 
in a foreign investor’s right to appoint the chief executive officer and/or at least 50 percent of the 
members of the board of directors or other management board.241

For transactions in which foreign states, international organizations or organizations under 
control of foreign states or international organizations would acquire control of over 25 percent 
of the total voting shares of a business in a strategic sector (or five percent if the business uses 
strategic subsoil plots), government approval is also required.242 Government approval is also
required for other transactions such as, for example, those that result in a foreign investor’s 
acquisition of a strategic company’s main production facilities if their value is equal to or 
exceeds 25 percent of the company’s book value.243

To receive approval for investments subject to the Strategic Sectors Law, a foreign investor must 
submit an application to the GOR’s Federal Antimonopoly Service (FAS).244 The application 
must undergo a two-stage approval process by both the FAS and Government Commission.245

The Government Commission has full discretion to approve or reject any proposed 
transactions.246 Legally, the foreign investor can challenge such a decision in the Supreme Court 
of the Russian Federation.247 By law the process cannot take more than six months.248

235 Strategic Sectors Law, Article 2(1).
236 Strategic Sectors Law, Article 2(3).
237 Strategic Sectors Law, Article 7.
238 Strategic Sectors Law, Articles 2(1) and 2(3).
239 Strategic Sectors Law, Article 7.2(a).
240 Strategic Sectors Law, Article 7.2(a).
241 Baker McKenzie, Doing Business in Russia, (2020), 41. Strategic Sectors Law, Article 7. Again, there is a more 
restrictive clause for the strategic subsoil plots sector, which drops the threshold for members of the board of 
directors to 25 percent for companies in this strategic industry.
242 Strategic Sectors Law, Article 7.
243 Baker McKenzie, Doing Business in Russia, (2020), 43. 
244 Baker McKenzie, Doing Business in Russia, (2020), 43.
245 Baker McKenzie, Doing Business in Russia, (2020), 44.
246 Baker McKenzie, Doing Business in Russia, (2020), 44.
247 Baker McKenzie, Doing Business in Russia, (2020), 44.
248 Baker McKenzie, Doing Business in Russia, (2020), 44.
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In addition to expanding the list of sectors deemed to have strategic importance for the national 
defense and state security, the 2017 amendments to the Strategic Sectors Law expanded its 
purview to include offshore companies and their subsidiaries.249 This expansion of its purview 
also includes foreign states, international organizations, and their subsidiaries.250 Moreover, the 
definition of “foreign investor” under the Strategic Sectors Law has been expanded to include 
Russian citizens who also hold foreign citizenship.251

2.1 FDI Restrictions on Banking and Insurance 

In addition to the Strategic Sectors Law, sector-specific laws restrict investment in sectors of 
Russia’s economy. The Federal Law No. 395 of December 2, 1990 on Banks and Banking 
Activities (“Banking Law”) specifies that the total amount of foreign capital in the banking 
system will be fixed by the GOR with a quota,252 which is currently 50 percent.253 In addition, 
foreign bank branches are banned in Russia by the Banking Law, which excludes branches from 
the definition of the Russian banking system, thereby limiting foreign banks to subsidiary 
operations and representative offices.254 Additional restrictions on foreign investment in the 
banking sector also exist, such as the requirement of prior approval by the Central Bank of 
Russia (CBR) for non-residents to be able to acquire ten percent or more shares in a Russian 
bank or non-banking credit organization.255

The insurance sector is also restricted for foreign investors, who can only hold minority shares in 
such enterprises.256 Additional restrictions exist that deter Russian insurance companies from
selling shares to foreign investors. For example, insurance companies with any foreign 
ownership are not permitted to provide certain types of insurance, including insurance for some 
types of government employees, insurance for government acquisition of goods or services, and 
insurance to protect government property.257

2.2 FDI Restrictions in Media

2015 amendments to the Law of the Russian Federation No. 2124-I on Mass Media (“Law on 
Mass Media”) made it illegal for foreigners to control over 20 percent of any mass media 

249 U.S. Department of State, 2019 Investment Climate Statements: Russia, https://www.state.gov/reports/2019-
investment-climate-statements/russia/, accessed October 7, 2021. 
250 U.S. Department of State, 2019 Investment Climate Statements: Russia, https://www.state.gov/reports/2019-
investment-climate-statements/russia/, accessed October 7, 2021. 
251 Strategic Sectors Law, Article 3 (2.5) Baker McKenzie, Doing Business in Russia, (2020), 32.
252 Federal Law No. 395 of December 2, 1990 on Banks and Banking Activities (“Banking Law”), (passed 
December 2, 1990, last amended July 2, 2021), Article 18. 
253 Baker McKenzie, Doing Business in Russia, (2020), 441. 
254 The Banking Law states that “[t]he banking system of the Russian Federation shall include the Bank of Russia, 
credit organisations, and also representative offices of foreign banks.” While “foreign banks” are defined in the 
Banking Law, the definition of the banking system excludes them. See Banking Law, Articles 1 and 2. See also EIU
Viewswire, Russia: Foreign Investment, (June 1, 2016). Baker McKenzie, Doing Business in Russia, (2020), 440.
255 Baker McKenzie, Doing Business in Russia, (2020), 441. 
256 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). Baker McKenzie, Doing Business in Russia, (2020), 
459. 
257 Baker McKenzie, Doing Business in Russia, (2020), 459.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



67

company.258 This measure is an example of the increased stringency of foreign investment 
restrictions, as the previous version of the law applied a 50 percent limit only to Russia’s 
broadcast sector.259 Although this measure was ostensibly taken to prevent foreign influence and 
control over the media, it can be viewed as an effort to tighten government control over Russia’s 
media sector (see Factor 6 for further details on government control over media operations).260

The implementation of this law forced major foreign media companies that operated in Russia to 
leave the country by end-2016.261 As of 2020, Media in Russia scores 0.54 on the FDI 
Regulatory Restrictiveness Index, and radio and TV broadcasting scores even higher at 0.66.262

2.3 FDI Restrictions on Land

Restrictions on land ownership specific to foreigners restrict foreign investment. As described in
Factor 5, according to the Federal Law No. 101-FZ of July 24, 2002 on Transactions with Farm 
Land (Law on Farmland Transactions), foreign investors (including Russian companies whose 
charter capital is 50 percent controlled by foreigners) are forbidden from owning farmland, 
although they may lease it for up to 49 years.263 The Land Code also forbids foreign nationals, 
noncitizens and foreign legal entities from owning land in areas adjacent to the national 
border.264

2.4 Additional Foreign Investment Restrictions and Foreign Ownership 
Discrimination

In addition to the above sector-specific foreign investment restrictions, as of July 2017, any 
acquisition by a foreign investor of any shares in any Russian company may be subject to 
approval by the Government Commission if the chair of the Government Commission (i.e., the 
prime minister of Russia) decides that the transaction may threaten national defense and state 
security.265

In recent years, the GOR has increased import substitution policies.266 These include a ban on 
state procurement of foreign industrial goods, which applies to an extensive list of 125 types of 
goods ranging from clothing to telecommunications equipment and automotive products.267 In 
addition, the 2016 Decision of the Government of the Russian Federation No. 925 on the Priority 

258 Law of the Russian Federation No. 2124-I on Mass Media (“Law on Mass Media”), (passed December 27, 1991, 
last amended by Law No. 305-FZ on October 14, 2014), Article 19.1. EIU Viewswire, Russia: Foreign Investment, 
(June 1, 2016).
259 U.S. Department of State, 2019 Investment Climate Statements: Russia, https://www.state.gov/reports/2019-
investment-climate-statements/russia/, accessed October 7, 2021.
260 “Restricting Foreign Ownership of Media Is Legal, Russia’s Top Court Rules,” The Moscow Times, Jan 17, 2019.
261 “Restricting Foreign Ownership of Media Is Legal, Russia’s Top Court Rules,” The Moscow Times, Jan 17, 2019.
262 OECD, “FDI Regulatory Restrictiveness Index,” (2020), 
https://stats.oecd.org/Index.aspx?datasetcode=FDIINDEX#/.
263 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). Federal Law No. 101-FZ of July 24, 2002 on 
Transactions with Farm Land (“Law on Farmland Transactions”) (passed July 24, 2002), Article 9.3. 
264 The Land Code of the Russian Federation No. 136-FZ, (passed October 25, 2001), Article 15, Paragraph 3.
265 Baker McKenzie, Doing Business in Russia, (2020), 40. 
266 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 11, 16, 18. 
267 Decision On the Establishment of a Ban on the Admission of Industrial Goods Originating from Foreign 
Countries for the Purpose of Procurement for State and Municipal Needs, As Well As Industrial Goods Originating 
from Foreign Countries, Works (Services), Performed (Provided) by Foreign Persons for the Purpose of Making 
Purchases for the Needs of the Country’s Defense and State Security” (passed April 30, 2020). Lexology, Russia 
Remains Set on Import Substitution for State-Procured Goods, (July 21, 2020).
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of Goods of Russian Origin, Work and Services Provided by Russian Entities, Over the Goods of 
Foreign Origin, Work and Services Provided by Foreign Entities requires 15 percent price 
discrimination against foreign goods and services purchased by the GOR for state and municipal 
needs and the needs of budget-funded organizations compared to goods and services purchased 
from domestic enterprises.268

3. Tax Regime for Foreign Investments

Until 1999, Russia’s tax system was particularly confusing, inefficient and poorly enforced.269

With over 200 total taxes, many of which varied by region and locality, one expert on the 
Russian economy characterized taxation in Russia as “almost arbitrary.”270 The most drastic tax 
reforms were implemented from 1999 to 2001, which among other things reduced the number of 
taxes to 16.271 However, even in 2002, the tax system was the largest obstacle for foreign 
investors to overcome in Russia, as Commerce reported in the 2002 Review.272 Taxes were high 
and varying and were subject to frequent changes (both in tax types and tax rates) that were 
applied retroactively.273 Since 2002, the GOR has continued tax reforms, including several 
amendments to the Tax Code of the Russian Federation Part One No. 146-FZ and Part Two No. 
117-FZ (“Tax Code”).274

Changes to the Tax Code have eased the administrative burden of tax compliance,275 while 
others have expanded the scope of applicable taxes to foreign investors. An example of the latter 
is a 2014 amendment that requires foreign legal entities managed from Russia to be recognized 
as Russian tax residents and therefore pay taxes on their worldwide income.276

An amendment to the Foreign Investment Law implemented a tax reform that helped attract 
foreign investment. That amendment guaranteed that the corporate tax rate applied to foreign 
investors would not be increased for up to seven years, or until initial investments have been 
recouped.277 That provision applies to (i) foreign investors or Russian companies with any 
foreign participation that are implementing priority investment projects (i.e., a project where the 
amount of foreign investment exceeds RUB 1 billion (approximately $12.5 million) or where a 
foreign investor has purchased an equity interest worth more than RUB 100 million 

268 Decision of the Government of the Russian Federation No. 925 of September 16, 2016 on the Priority of Goods 
of Russian Origin, Work and Services Provided by Russian Entities, Over the Goods of Foreign Origin, Work and 
Services Provided by Foreign Entities (passed September 16, 2016, last amended July 10, 2019), Article 2. 
269 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 78.
270 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 78.
271 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 78-79.
272 2002 Review, 14.
273 2002 Review, 14.
274 EIU, 2010 Amendments to the Tax Code, (2011). Baker McKenzie, 2019 Amendments to the Tax Code, (2018). 
Tax Code of The Russian Federation Part One No. 146-FZ, (passed July 31, 1998) and Part Two No. 117-FZ, 
(passed August 5, 2000).
275 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 75. 
276 PWC, Doing Business in Russia, (February 2017), 30. Deloitte, Doing Business in Russia, (2017), 15. 
277 Foreign Investment Law, Article 9, 2. Baker McKenzie, Doing Business in Russia, (2020), 32-33.
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(approximately $1.25 million)); and (ii) Russian companies with more than 25 percent foreign 
equity ownership.278

In addition to the types of investments that can benefit from stationary corporate tax rates 
mentioned above, there are also exceptions to this guarantee, which include excise taxes, VAT 
on domestic goods and pension fund payments.279 Moreover, there is also an exception for laws 
protecting public or state interests.280

B. Developments in the Economy

1. FDI Trends
Annual levels of foreign investment and portfolio inflows in Russia have dramatically increased 
since the 2002 Review, as shown in Figure 9.281 By 2013, Russian FDI inflows amounted to 
$69.2 billion, making it the third-largest recipient of FDI inflows in the world.282 Some of the 
growth in FDI over the past two decades was attributable to a series of high, one-time 
investments. In 2013, for example, a large portion of Russian FDI inflows derived from British 
Petroleum’s acquisition of a large stake in Rosneft, a very large state-owned conglomerate, 
representing the largest corporate takeover in Russian history.283

While it is true that FDI inflows have grown substantially over the past two decades, there was 
some deceleration attributable to the introduction of Russia’s Strategic Sector Law in 2008.
Despite these decelerating trends, and even after factoring for inflation, the amount of FDI 
coming into Russia since the 2002 Review has been quite noteworthy.284

278 Foreign Investment Law, Article 9. Baker McKenzie, Doing Business in Russia, (2020), 32-33.
279 Foreign Investment Law, Article 9. Baker McKenzie, Doing Business in Russia, (2020), 32-33.
280 Foreign Investment Law, Article 9. Baker McKenzie, Doing Business in Russia, (2020), 32-33.
281 2002 Review, 14. 
282 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), World Bank, “Foreign 
direct investment, net inflows (BoP, current US$) - Russian Federation,” (2019), 
https://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD?locations=RU. 
283 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 21-22.
284 World Bank, “Foreign direct investment, net inflows (BoP, current US$) - Russian Federation,” (2019),
https://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD?locations=RU.
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Figure 9: Net FDI and Portfolio Inflows to Russia285

A study by the IMF indicated that the reported values of FDI and portfolio inflows to Russia may
not be fully indicative of the extent of foreign investment in Russia.286 That study noted concerns 
over “phantom investments,” or investments that do not provide economic benefit to the 
economies which host it and are instead moved through countries for the purpose of avoiding 
taxes.287

Despite tightening foreign investment regulations in recent years as noted above, Russia’s score 
on the World Bank’s Doing Business Index has made substantial inroads. As of 2020, it is 
ranked 28th out of 190 countries in this regard.288 Despite improvements to Russia’s overall 
business environment, the IMF identified in its 2019 Article IV report assessment areas where 
there is room for improvement – ranging from trade and FDI barriers to corruption.289

285 International Monetary Fund, “Balance of Payments Standard Presentation by Indicator: Financial Account, 
Portfolio Investment, Net Incurrence of Liabilities, US Dollars,” available at 
https://data.imf.org/regular.aspx?key=62805743, accessed September 30, 2021. 
286 Jannick Damgaard, Thomas Elkjaer, and Niels Johannesen, “What Is Real and What Is Not in the Global FDI 
Network?” IMF Working Paper WP/19/274, (December 2, 2019), 26, 41. 
287 Jannick Damgaard, Thomas Elkjaer, and Niels Johannesen, “What Is Real and What Is Not in the Global FDI 
Network?” IMF Working Paper WP/19/274, (December 2, 2019), 1. 
288 World Bank, Doing Business, 2020, 4. In 2011, Russia ranked 123/183 in the World Bank’s Ease of Doing 
Business Report. World Bank, Ease of Doing Business, (2011), 4.
289 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 1. 
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2. Corruption

Corruption in Russia is found within Russia’s private sector as well as within the multiple layers 
of Russia’s government, and some 90 percent of entrepreneurs have reported encountering at 
least one form of corruption in their business dealings in Russia.290

Foreign investors in Russia claim that crony deals are widespread, and that the success of their 
projects can be contingent upon their companies’ relationship with regional and local officials.291

Moreover, according to the OECD, local firms at times consider bribery a “convenient 
alternative” to complying with laws and administrative requirements.292

Although the Foreign Investment Law prohibits unlawful expropriation of investments, it
remains a problem, primarily at the subnational (regional or local) levels.293 Indirect 
expropriation has included subjecting foreign firms to questionable taxes, excessive legal 
proceedings, and pressure to sell Russia-based assets at below-market prices.294 This is more of a 
problem in sectors such as energy, where the state sector plays a disproportionately high 
ownership and management role.295 See Factor 4 for examples of when the GOR expropriated or 
otherwise acquired private enterprises.

Russia is also reported to have a weak legal system that is often biased in favor of the 
government, and with weak due process.296 It can therefore be challenging for investors to get 
adequate redress in courts if something unlawful happens in their business operations in 
Russia.297 Furthermore, the U.S. Department of State has warned investors that “Russian
authorities have exhibited a pattern of transforming civil cases into criminal matters, resulting in 
significantly more severe penalties.”298 The Department of State also says “unfounded lawsuits 
or arbitrary enforcement actions remain an ever-present possibility for any company operating in 
Russia.”299 The 2020 annual review by the GOR’s presidential ombudsman for business shows 
that 94 percent of firms surveyed felt that they lack protection from baseless criminal charges.300

Multiple American investors have been jailed over either commercial disputes or other 
accusations based on evidence that international media or the U.S. government has denounced as 

290 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 5. 
291 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016).
292 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 5.
293 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
294 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
295 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
296 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021; OECD, Improving the Business Climate in Russia, 
ECO/WKP(2015)10, (March 25, 2015), 9..
297 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016).
298 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
299 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
300 “Russian Firms Give Low Marks to Government Agencies With Respect to Business Environment 
Improvement,” Bank of Finland Institute for Emerging Economies, July 17, 2020.
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unfounded.301 For example, in 2018 an American businessman was sentenced to 16 years in 
prison based on an accusation of spying after a trial that was held in secret, which the U.S. 
ambassador denounced as an egregious violation of human rights.302 In 2019, another American 
businessman was arrested due to an accusation of embezzlement.303 While we do not definitively 
know whether the American businessman was truly guilty of embezzlement, the New York Times
reported that the GOR’s own ombudsman on this case said that private entrepreneurs operating 
in Russia are “frequent targets of shakedowns and shadowy schemes to steal assets.”304

As described in Factor 6, according to the World Bank’s Worldwide Governance Indicators 
“control over corruption” index, Russia’s control over corruption score has consistently ranked 
below many other countries, including its BRICS peers.305 However, it has, overall, improved
slightly since the time of the 2002 Review.

3. Administrative Burdens

As discussed in the Legal Framework, in some ways, administrative burdens such as the tax 
system have improved since the 2002 Review. However, certain administrative burdens have 
remained the same since 2002, including those related to taxation, licensing, business 
registration, documentation, and inspections.306 In recent years, Russia’s ranking increased from 
47 to 58 out of a total of 189 countries from 2016 to 2020 on the “ease of paying taxes” indicator
in the World Bank’s Doing Business Index, indicating that it has become somewhat more 
difficult to pay taxes in Russia in recent years relative to other countries.307 Investors complain 
that the complexity of tax regulations makes tax rates and collection unpredictable and at times 
discretionary.308 Similarly, investors complain about complex regulatory and documentation 
rules, and excessive registration requirements.309 Investors also describe the licensing regime as 
non-transparent and unpredictable, especially in certain sectors.310

Such administrative barriers are related to the issue of corruption because the GOR has
implemented regulatory requirements at its discretion, for example by using inspections and 

301 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
302 “Russian court sentences American businessman to 16 years for spying,” Fortune, June 15, 2020. 
303 Ivan Nechepurenko, “U.S. Private Equity Investor Detained in Moscow on Fraud Charges,” The New York Times, 
February 15, 2019. 
304 Andrew E. Kramer, “Russian Court Orders Release of Michael Calvey, American Businessman,” The New York 
Times, April 11, 2019. 
305 World Bank DataBank, “Worldwide Governance Indicators,” available at 
https://databank.worldbank.org/source/worldwide-governance-indicators#, accessed August 25, 2021. 
306 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 8-9. EIU Viewswire,
Russia: Foreign Investment, (June 1, 2016). 
307 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 78. World Bank, Ease of 
Doing Business Russia country profile, (2020), https://www.doingbusiness.org/en/data/exploreeconomies/russia, 4. 
308 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). U.S. Department of State, 2021 Investment Climate 
Statements: Russia, https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 
2021. 
309 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). “Russian Firms Give Low Marks to Government 
Agencies With Respect to Business Environment Improvement,” Bank of Finland Institute for Emerging Economies, 
July 17, 2020.
310 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021. WTO, Trade Policy Review: Russian Federation, 
WT/TPR/S/345, (August 24, 2016), 8-9. EIU Viewswire, Russia: Foreign Investment, June 1, 2016.
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fines as a way to extract additional government revenues or personal bribes.311 This discretionary 
implementation of laws and regulatory requirements is more acute in sectors where the state 
sector is predominant.312 For example, questionable tax and licensing requirements have been 
documented in the mining, mineral extraction, and oil sectors.313 In 2019, a quarter of all firms in 
Russia were sanctioned for regulatory violations.314

4. Institutional Bias Toward the State Sector Deters Foreign Investment

As described in further detail in Factor 4, the role of the state sector in the Russian economy 
hinders the development of the private sector, including foreign enterprises. According to the 
OECD, the continued dominance of the state sector “complicates market entry and suffocates 
competition.”315

Beyond institutional biases that favor the state sector and therefore deter foreign investment, 
there are also legal requirements that give preference to domestic producers and therefore 
disadvantage foreign enterprises. Such legal requirements include import substitution 
requirements on SIEs, which have grown in recent years.316 The GOR has also banned 
companies in which the government owns over 50 percent of the shares from purchasing certain 
imported products such as automobiles, metals products and heavy machinery.317

C. Assessment of Factor

At the time of the 2002 Review, FDI inflows were quite modest relative to currency levels. The 
2002 Review explained that, at that time, costly and time-consuming business registration and 
licensing requirements impeded greater investment. It also noted that corruption, inadequate 
protection of property rights, ineffective dispute resolution, and the complex tax system where 
taxes were high and varying and changes were able to be applied on a retroactive basis played 
major roles.318 Since then, there have been notable and substantial improvements. FDI inflows 
have increased significantly. The increase since the early 2000s is in part attributable to 
improvements in the regulatory environment, most of which were in the tax system, as indicated 
by the OECD’s FDI Regulatory Restrictiveness Index. The IMF has indicated that the reported 
values of FDI and portfolio inflows to Russia may not be fully indicative of the extent of foreign 

311 “Russian Firms Give Low Marks to Government Agencies With Respect to Business Environment 
Improvement,” Bank of Finland Institute for Emerging Economies, July 17, 2020.
312 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021.
313 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021. 
314 “Russian Firms Give Low Marks to Government Agencies With Respect to Business Environment 
Improvement,” Bank of Finland Institute for Emerging Economies, July 17, 2020.
315 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12.
316 U.S. Trade Representative, 2019 Report on the Implementation and Enforcement of Russia’s WTO Commitments, 
(February 2020), 31. 
317 U.S. Trade Representative, 2019 Report on the Implementation and Enforcement of Russia’s WTO Commitments, 
(February 2020), 31.
318 2002 Review, 14. 
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investment in Russia.319 Even taking this into consideration, FDI inflows to Russia have still 
grown since 2002. 

GOR legislation was adopted at the time of the Global Financial Crisis of 2007/08 to increase 
restrictions on foreign investment in certain sectors of the economy. The 2008 Strategic Sectors 
Law increased the number of restricted FDI-related business activities from 16 to 42, and 
subsequent 2017 amendments to that law increased those restrictions to 46 business activities. 
Additional sector-specific legislation has further restricted investment in certain sectors, 
including banking, insurance, media and land. While these restrictions did represent an overall 
uptick in the restrictiveness climate around 2017, as identified in the OECD’s FDI Regulatory 
Restrictiveness Index, the net effect of all these changes to the regulatory environment in Russia 
has demonstrated a less restrictive environment now compared to the time period analyzed in the 
2002 Review.

319 Jannick Damgaard, Thomas Elkjaer, and Niels Johannesen, “What Is Real and What Is Not in the Global FDI 
Network?” IMF Working Paper WP/19/274, (December 2, 2019), 26, 41.
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FACTOR FOUR: THE EXTENT OF GOVERNMENT OWNERSHIP OR CONTROL OF THE 
MEANS OF PRODUCTION.

Excessive government ownership or control of the means of production undermines the free and 
efficient functioning of market-based economic systems. While some government ownership in 
an economy is not on its own dispositive of non-market economy conditions, significant 
ownership and control by the government throughout an economy can distort the business 
environment. Such distortions erode the fundamental role of scarcity in determining market 
prices and can lead to unpredictable responsiveness to market-determined supply and demand 
forces. Ultimately, non-market conditions prevail when prices are significantly affected by the 
policies and practices of the government.

This part of the analysis assesses the extent to which Russia’s government owns and controls its 
country’s means of production. Some of the topics covered in this section overlap, by definition 
and scope, with those of the subsequent section (Factor 5). After all, the depth to which the GOR 
owns and controls the means of production in its economy is ultimately linked to the depth of 
control it uses to influence the allocation of resources. Moreover, the two factors covered in this 
and the subsequent section rely on similar mechanisms to further their objectives, namely, 
enterprises with at least some degree of state ownership. Such enterprises, which Commerce 
calls “state-invested enterprises” (“SIEs”), are often the implementing arm of government action, 
and therefore not only represent the depth of ownership and control the government maintains 
over economic activity, but are also the implementing arms of how the government allocates 
resources across the economy. Given these linkages, cross references between this and the 
subsequent section of the analysis are frequently made. 

Government ownership and control over the economy has grown since the 2002 Review and has 
grown significantly in particular sectors. This has happened while private sector firms have 
remained the primary drivers of economic activity at both the national and sector-specific (e.g.,
agriculture, food processing, consumer goods, non-defense non-energy manufacturing, and most 
services) levels.

Russian government ownership has been most prominent and growing in the banking sector, as
well as in the oil and gas extraction and processing sector of the economy. Since the 2002 
Review, state ownership has also been high and growing in the telecommunications, defense, 
transportation, and electricity industries. The simultaneous policies and practices of 
denationalization in certain industries and increased state sector concentration in others since the 
2002 Review have resulted in a net increase in the relative size of state ownership in the Russian 
economy. However, due to the range of estimates of the size of the state sector today, the data 
does not definitively show a substantial increase since 2002. The share of output that is state-
owned and -controlled has increased from roughly 30 percent in 2002 to somewhere between 33 
to 50 percent in recent years.
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A. State-Invested Enterprise Sector

Commerce classifies “state-invested enterprises” (“SIEs”) as enterprises in which the 
Government of Russia has any ownership stake. Though the term generally has the same 
meaning as “state-owned enterprise” or “SOE,” the definition of “SOE” sometimes varies 
depending on the context in which it is used, and Commerce has adopted the term “SIE” to avoid 
confusion.320 Nonetheless, this analysis uses the term “SOE” when citing others’ use of that 
term.

Commerce’s classification of state sector ownership is different than ones employed by the 
World Bank, IMF, OECD, and other similar institutions. First, it is conceptually broader. Most 
other institutions have a minimum equity threshold requirement for a firm to be designated a 
“state-owned enterprises,” ranging in size from 50.1 percent and above that represents an 
absolute majority equity position, to simple equity shares that are larger than any other individual 
owner. Commerce’s SIE designation, however, is more encompassing as it includes enterprises
with any government equity positions. Commerce also explicitly presumes that ownership and 
control are inextricably linked, so the government is able to exercise at least some level of 
control over enterprises it holds even minority shares in. Table 3 provides greater detail onto 
these differences. 

Table 3: Definitions of “SOE” and “SIE” Across Reporting Entities

Reporting Entity Terminology Used Required Share 

of Government Ownership

U.S. Department of Commerce “State-invested Enterprise”321 >0%

World Bank/IMF/OECD “State-owned Enterprise”322 >50%

Government of Russia No unified terminology or 
definition

While the GOR does not have a unified 
definition, when reporting data on state 
enterprises, it only includes enterprises 
what are wholly government owned. 

This section describes the role of SIEs in Russia’s economy. It begins by describing the legal 
framework surrounding SIEs and the broad array of enterprises that exist in Russia. It is followed 

320 Commerce has used this approach since its 2012 determination that China’s SIEs are properly viewed as “public 
bodies.” See Department of Commerce, Section 129 Determination of the Countervailing Duty Investigation of 
Circular Welded Carbon Quality Steel Pipe; Light-Walled Rectangular Pipe and Tube; Laminated Woven Sacks; 
and Off-the-Road Tires from the People’s Republic of China: An Analysis of Public Bodies in the People’s Republic 
of China in Accordance with the WTO Appellate Body’s Findings in WTO DS379 Memorandum on Public Bodies, 
Section 129 Proceeding: United States – Countervailing Duty Measures on Certain Products from the People’s 
Republic of China (WTO/DS437), May 18, 2012.
321 See footnote 6 above. 
322 World Bank Group, World Bank Group Support for the Reform of State-Owned Enterprises, 2007-2018: An IEG 
Evaluation” (December 20, 2018), 3; International Monetary Fund, Fiscal Monitor: Policies to Support People 
During the CoVID-19 Pandemic, (April 2020), 47.; OECD, Guidelines on Corporate Governance of State-Owned 
Enterprises, (2015), 14. 
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by a description of statistical information that is known about enterprises with government 
ownership, and compares that information to statistical information published about Russia’s 
private sector. This section subsequently describes sectors in Russia with high levels of state 
ownership and control; provides examples of such corporations in Russia; and details
privatization efforts that have unfolded since Commerce’s 2002 Review. It also describes 
benefits that have been afforded to enterprises in the state sector and nationalization efforts of 
private enterprises that have been initiated before detailing the extent to which competition 
occurs in the Russian economy and comparing the relative efficiencies of state and private sector
enterprises. Next, this section discusses what is known about government influence over 
enterprises, including those within the state and private sectors. Finally, this section details 
industrial policies within the energy sector as an example of how the GOR uses industrial 
policies to grow and develop certain targeted sectors of the economy and specific enterprises 
within those sectors.

1. Legal Framework

1.1 The Lexicon on State Enterprises in Russia

State enterprises in Russia are regulated by a number of laws including: (1) the Civil Code of the 
Russian Federation (“Civil Code”);323 (2) the Federal Law No. 208-FZ of December 26, 1995 on 
Joint-Stock Companies (“JSC Law”);324 (3) the Federal Law No. 161-FZ of November 14, 2002 
on State and Municipal Unitary Enterprises (“SUE Law”);325 (4) the Federal Law No. 7-FZ of 
January 12, 1996 on Non-profit Organizations of the Russian Federation (“Non-profit Law”);326

and (5) the Federal Law No. 178-FZ of December 5, 2001 on The Privatization of State and 
Municipal Property (“Law on Privatization of State Property”).327 These laws are further 
described in Table 4 below. 

Table 4: Legislation Governing Russian SIEs

Law Abbreviated 
Name of Law

Year Enacted Contribution to Legislative Framework 
for the State Sector

Civil Code of the Russian 
Federation, Part One No. 

51-FZ

Civil Code 1994 (Part I)

1996 (Part II)

Lists and defines types of 
organizations and entities, including 
“commercially oriented 

323 Civil Code of the Russian Federation (“Civil Code”), (Part One No. 51-FZ passed November 30, 1994, Part Two 
No. 14-FZ passed January 26, 1996, Part Three No. 146-FZ passed November 26, 2001 and Part Four No. 230-FZ 
passed December 18, 2006, last amended June 28, 2021).
324 Federal Law No. 208-FZ of December 26, 1995 on Joint-Stock Companies (“JSCs Law”) (passed November 24, 
1995, last amended February 24, 2021).
325 Federal Law No. 161-FZ of November 14, 2002 on State and Municipal Unitary Enterprises (“SUE Law”)
(passed October 30, 2002, last amended November 23, 2020). 
326 Federal Law No. 7-FZ of January 12, 1996 on Non-profit Organizations of the Russian Federation (“Non-profit 
Law”) (passed December 8, 1995, last amended June 11, 2021). 
327 Federal Law No. 178-FZ of December 21, 2001 on The Privatization of State and Municipal Property (“Law on 
Privatization of State Property”), last amended July 31, 2020).
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Part Two No. 14-FZ

Part Three No. 146-FZ

Part Four No. 230-FZ

2001 (Part III)

2006 (Part IV)

organizations,” “non-profit 
organizations,” and “legal entities”

Federal Law No. 208-FZ of 
December 26, 1995 on 
Joint-Stock Companies

JSC Law 1995 Governs JSCs

Gives “special consideration” to the 
GOR’s shareholding status, even 
when it owns minority shares in the 
JSC

Federal Law No. 161-FZ of 
November 14, 2002 on State 

and Municipal Unitary 
Enterprises

SUE Law 2002 Governs SUEs

Lists the grounds under which SUEs 
can be established

Establishes that the GOR is not liable 
for the obligations of SUEs unless the 
GOR causes its bankruptcy, and that 
SUEs are also not liable for the 
obligations of the GOR

Federal Law No. 7-FZ of 
January 12, 1996 on Non-
profit Organizations of the 

Russian Federation

Non-profit Law 1996 Introduced the “state corporations” 
and “state companies,” which are non-
profit organizations that are created to
pursue social objectives and are 
wholly state-owned

Federal Law No. 178-FZ of 
December 5, 2001 on The 
Privatization of State and 

Municipal Property

Law on 
Privatization of 
State Property

2001 Sets out the basic principles for 
privatization of federal and municipal 
state property

Requires the GOR to annually endorse 
a forecast federal property 
privatization plan for the year

Sets out methods for the privatization 
of state property

No single law mentions, defines, or distinguishes between the various types of enterprises with at 
least some degree of government ownership. As such, the legal framework governing what 
Commerce defines as an SIE must be pieced together using a combination of existing Russian 
laws.

While Russian legislation refers to “state enterprises”, it does not include a unified definition of 
the term.328 Instead, the Civil Code lists types of organizations and enterprises, some of which 

328 U.S. Department of State, 2021 Investment Climate Statements: Russia, https://www.state.gov/reports/2021-
investment-climate-statements/russia/, accessed October 7, 2021. 
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are or may be either wholly or partially state-owned. These types of organizations and 
enterprises in the Civil Code have changed over time and the differences between them are not 
always clear. Moreover, each of the types of government-owned firms is governed by a different 
set of laws and is therefore subject to a different set of requirements. As such, regulations 
associated with concepts such as bankruptcy, auditing, and other procedures can differ depending 
on whether the considered enterprise is wholly or partially state-owned, or differentiated by other 
criteria mentioned below. 

Amendments to the Civil Code in 2014 also distinguish between commercial and non-profit 
organizations,329 drawing a line between organizations (including state organizations and 
enterprises) that are commercially oriented and those that are not. Commercially oriented 
organizations include those described in Figure 10 below: (1) business partnership and 
associations; (2) peasant’s (farmer’s) farms; (3) business partnerships; (4) production 
cooperatives; and (5) state and municipal unitary enterprises.330 Non-profit organizations include
many types of legal entities, including (1) consumer cooperatives; (2) public organizations; (3) 
associations (unions); and (4) state corporations.331

The complicated nature of Russia’s enterprise classification system is made even more complex 
by differentiations the legal framework makes for various legal entities and commercial 
corporate organizations (see Figure 10). Specifically, the Civil Code lists several types of “legal 
entities”: (1) commercial corporate organizations; (2) production cooperatives; (3) state-run and 
municipal unitary enterprises; (4) non-profit organizations; and (5) non-profit corporate 
organizations.332 Commercial corporate organizations are further divided into: (1) general 
partnerships; (2) limited partnerships; (3) limited liability companies (LLCs); (4) double liability 
companies; (5) joint-stock companies (JSCs); (6) subsidiaries and dependent companies; (7) 
production cooperatives; (8) state-run and municipal unitary enterprises; and (9) non-profit 
organizations.333

329 Civil Code, Article 50.1.
330 Civil Code, Article 50.2. 
331 Civil Code, Article 50.3. Although state corporations are listed as a type of non-profit organization, the Civil 
Code does not list state companies as a type of enterprise, which is a term that appears in the Non-profit Law as an 
additional form an enterprise can take. See Non-profit Law.
332 Civil Code, Chapter 4. 
333 Civil Code, Chapter 4, Section 2.
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Figure 10: The Complex Nature of Russia’s Organization Classification System334

The lack of an official “state enterprise” definition in Russian law is made even more 
complicated by the fact that Russian law does not appear to clearly define what “state-owned 
enterprises” are, yet it places them within a series of characterizations and groupings of 
organizations and enterprises. Some of the types of organizations and legal entities listed above 
are wholly owned by the GOR, including state companies, state corporations, and state unitary 
enterprises (SUEs) at both the federal and municipal levels.335 All other types of organizations 
may be wholly or partially government owned, or may have no government ownership. 

Despite all the complicating factors surrounding the definitions of Russian state enterprises, SIEs 
in Russia are generally classified as either (1) JSCs; (2) SUEs; or (3) state corporations.336

334 The above figure represents an approximation of what is known about the Russian system of enterprise 
classification based on information provided by the Civil Code. Certain inconsistencies and assumptions were made 
by Commerce in interpreting this classification system. For example, “State and Municipal Unitary Enterprises” 
appear in several sub-levels and available evidence does not establish whether that was done intentionally by the 
authorities. Also, “Other legal entities” were divided into commercially oriented and non-profit based enterprises, 
based on reasonable assumptions about their operational characteristics. See Civil Code. 
335 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. Civil Code. 
336 Carsten Sprenger, “State-Owned Enterprises in Russia Presentation at the OECD Roundtable on Corporate 
Governance of SOEs,” OECD, October 27, 2008, available at 
https://www.oecd.org/corporate/ca/corporategovernanceprinciples/42576825.pdf.
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Table 5: Comparison of SIE Categories337

Joint-Stock Companies State Unitary Enterprises
(SUEs)

State Corporations

Ownership Structure Can have private, state, 
or a combination of 
shareholders, and not 
necessarily have to have 
state ownership

Wholly owned by the GOR Wholly owned by the GOR

Number of firms (as 
of 2018)

1,130 862 at the federal level and 
at least 16,000 more at the 

municipal level

6

Sectors in which these 
enterprises are 
prominent

Banking

Rail transportation

Airports

Shipbuilding

Oil and gas 
extraction and 
processing

Airlines

Utilities

Defense/Armaments

Postal services

Media

Transportation (city 
metro and bus)

Construction 

Aviation 

Alcohol production

Defense/Armaments

Nuclear facilities

Banking

Construction

Social services

Space activities

High-
tech/nanotechnology

Examples of SIEs that 
fall into this category

Russian Railways

Sheremetyevo 
International 
Airport

United Shipbuilding 
Corporation

Gazprom

Sberbank

Transneft

VTB

Aeroflot

Rosoboronexport 

The Post of Russia

Rosspirtprom (holding 
of producers of 
alcoholic beverages)

The Air Traffic 
Management 
Corporation

The All-Russia State 
Television and Radio 
Broadcasting Company

Rostec

Rosatom 

Vnesheconombank 
(VEB) 

Olimpstroi 

Communal Services 
Reform Fund

Roscosmos 

337 The information and relevant citations in the table are included elsewhere in the text of the memo. 
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Rosneft

1.1.1 Joint-Stock Companies (JSCs)

The Civil Code defines JSCs as companies “…whose authorized capital is divided into a definite 
number of shares…”338 JSCs may have private, state, or combinations of shareholders, and do 
not necessarily have to include state ownership.339 In addition, they can either be public JSCs, 
which can sell shares on Russian and foreign stock exchanges, or non-public JSCs, which 
cannot.340 There are more audit requirements for public JSCs than non-public JSCs.341 JSCs, 
including those for which the GOR is an investor, are permitted to go bankrupt.342 However, 
regarding bankruptcy, the JSC Law states that “[t]he state or its bodies shall not be liable for the 
obligations of the company...”343 This presumably applies even if the government is a 
shareholder. 

Companies can be JSCs if they have multiple shareholders or if they are wholly owned by the 
GOR. Examples of open JSCs with 100 percent GOR ownership include Russian Railways, 
Sheremetyevo International Airport, and United Shipbuilding Corporation.344 Examples of open 
JSCs with partial GOR ownership include Gazprom, Sberbank, Transneft, VTB, Aeroflot and 
Rosneft.345 As of 2019, there were a total of 1,079 JSCs in Russia.346

Preferential Shareholding Status of the GOR over JSCs. While JSCs can have both public and 
private shareholders, they are not necessarily granted equal shareholding rights and when the 
GOR is a shareholder it is granted de jure preferential shareholding rights that may allow it to 
exercise more meaningful control over the companies than the size of its shareholding alone 
would imply. First, the JSC Law gives “special consideration” to the GOR’s shareholding status 
when it, at the federal or municipal level, owns over 25 percent of shares of any JSC.347 The law 
also gives “special consideration” to the GOR when it has any ownership stake at all when it has 
a “special right of participation,” i.e., a “golden share”.348 This allows the GOR to exert control, 
or at least some degree of influence over key matters of JSCs’ business operations when it has a 
25 percent shareholding stake or at any shareholding level if deemed appropriate by the GOR.349

The JSC Law elaborates that whether the GOR will hold a golden share to a company will be 

338 Civil Code, Article 96.1.
339 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. 
340 Civil Code, Article 66.3. JSC Law, Article 7. 
341 See, e.g., JSC Law, Article 85.
342 JSC Law, Article 3. 
343 JSC Law, Article 3.4. 
344 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. 
345 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. 
346 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at 
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021.
347 JSC Law, Article 1.5.
348 JSC Law, Article 1.5.
349 Anton Gazetov et al., “Report on Corporate Governance of State-Owned Enterprises in Russia,” OECD: Russian 
Corporate Governance Roundtable Meeting, (June 3, 2005), 14. 
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established in the company’s charter, and that the GOR, at the federal, municipal, and local level, 
has the right to determine when it will hold a golden share in a company.350

The GOR can also be granted golden shares in companies when the conditions listed above are 
not met and even when a company has been entirely privatized. The Law on Privatization of 
State Property elaborates that a “special right” or “golden share” may be granted to the GOR
“[f]or the purposes of ensuring national defensive capability and state security, protecting the 
morals, health, rights and lawful interests of citizens of the Russian Federation…”351 It
specifically states that “[a] decision to use the special right (“golden share”) may be adopted 
when the property complexes of unitary enterprises are privatized or when a decision is made to 
delete a public joint-stock company from the list of strategic joint-stock companies, irrespective 
of the number of shares owned by the state.”352 This law also states that when a decision is made 
to use the “special right,” the GOR will appoint a representative from the GOR to the board of 
directors of the company.353 This provides the GOR with the legal basis to exercise meaningful 
de jure control over enterprises even after they are legally privatized.

1.1.2 State Unitary Enterprises

State Unitary Enterprises. According to the Civil Code, SUEs are SIEs that are commercially 
oriented and wholly owned by either the federal or municipal government.354 In addition, the 
Civil Code states that property of SUEs belong to the government, either federal or municipal, 
and not the enterprise itself.355 The SUE Law lists seven grounds under which an SUE many be 
established. These reasons include, inter alia, (1) where federal laws or acts of the President or 
the GOR provide for it; (2) to implement state policies (many of which are listed and include 
various types of national security interests; (3) to carry out activities of natural monopolies; and 
(4) for exercising activities outside of Russia.356

Although the GOR owns the property of SUEs and some SUEs are created to carry out 
government functions such as implementing state policies, the Civil Code and SUE Law establish 
that the GOR is not liable for the obligations of the SUE unless the GOR causes its 
bankruptcy.”357 The SUE is also not liable for the obligations of the owner of the property (i.e.,
the GOR).358 However, the Civil Code also states that the GOR will appoint the heads of SUEs 

350 JSC Law, Article 12.4.
351 Law on Privatization of State Property, Article 38.1.
352 Law on Privatization of State Property, Article 38.1. 
353 Law on Privatization of State Property, Article 38.2. 
354 Civil Code, Article 113.1-113.2. WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 
2016), 86. 
355 Civil Code, Article 113.1-113.2. 
356 SUE Law, Article 8.4.1-7.
357 Civil Code, Article 113.5. SUE Law, Article 7.2. 
358 SUE Law, Article 7.1.
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who are required to report to the GOR.359 SUEs are obliged to remit at least a portion of their 
profits to the GOR.360

Despite their property and operations being owned and guided by the GOR, SUEs are 
nonetheless permitted to go bankrupt unless they are included in a list of strategic enterprises 
promulgated by the GOR.361 According to the SUE Law, SUEs are only required to publish
financial reports “in the cases specified by federal laws or other regulatory legal acts of the 
Russian Federation.”362 SUEs are required to be audited annually by an independent auditor.363

While SUEs are not allowed to establish credit organizations, they can be “participants” (i.e.,
shareholders) of commercial and non-commercial organizations.364

As of 2020, there were 692 SUEs owned by the federal government and at least 16,000 more 
owned by municipal governments.365 Examples of the largest federal state unitary enterprises are 
Rosoboronexport (exporter of military equipment), the Post of Russia, State Air Traffic 
Management (ATM) corporation, Main Military Construction Directorate, and Rosspirtprom 
(holding of producers of alcoholic beverages), the Air Traffic Management Corporation and the 
All-Russia State Television and Radio Broadcasting Company.366 Examples of large non-federal 
unitary enterprises are Moscow Metro, Mosgortrans (surface Moscow public transport company) 
and Saint Petersburg Metro.367

1.1.3 State Corporations and State Companies

Defining State Corporations and State Companies. The 2007 amendments to the Non-profit Law
introduced the terms “state corporations” and “state companies,” which are non-profit 
organizations (NPOs) that are created to pursue social objectives. Such social objectives include 
any of the following state goals: “achieving social, charitable, cultural, educational, scientific and 
managerial goals, for the purposes of protecting the health of citizens, developing the physical 
culture and sports, satisfying the spiritual and other nonmaterial requirements of citizens, 
protecting the rights and legitimate interests of citizens and organizations, settling disputes and 

359 Civil Code, Article 113.4.
360 SUE Law, Article 17.
361 SUE Law, Article 7(2) and 2(5)(2).
362 SUE Law, Article 27. 
363 SUE Law, Article 26(1).
364 SUE Law, Article 6(1). 
365 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at 
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021. U.S. 
Department of State, 2019 Investment Climate Statements: Russia, available at https://www.state.gov/reports/2019-
investment-climate-statements/russia/, accessed October 7, 2021.
366 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. Statista, “Ranking of 
largest state-owned enterprises in Russia in 2017, by revenue (in billion Russian rubles),” available at 
https://www.statista.com/statistics/1081801/largest-unitary-enterprises-by-revenue-russia/, accessed September 21, 
2021. 
367 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. Statista, “Ranking of 
largest state-owned enterprises in Russia in 2017, by revenue (in billion Russian rubles),” available at 
https://www.statista.com/statistics/1081801/largest-unitary-enterprises-by-revenue-russia/, accessed September 21, 
2021.
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conflicts, rendering legal aid, and also for any other purposes directed towards the achievement 
of public wealth.”368 Each state corporation and state company is established by an individual 
law which establishes, among other things, the goals of the enterprise.369 While JSCs and SUEs 
are commercially oriented, as NPOs, state corporations and state companies are not intended to 
have commercial interests as their main function. However, it is notable that NPOs are allowed 
to make profits as long as that is not the main objective of their activities.370

The difference between state corporations and state companies is not immediately clear from 
Russian law. The Non-profit Law defines a state corporation as “…a non-commercial 
organization without membership founded by the Russian Federation on the basis of a property 
contribution and set up to pursue social, managerial and other functions of public use.”371

(Emphasis added.) In comparison, state companies are defined by the Non-profit Law as “…a 
non-profit organization which has no membership and is formed on the basis of property 
contributions for the purpose of providing state services and carrying out other functions 
through the use of state property on the basis of trust management.”372 (Emphasis added.) These 
definitions do not clearly distinguish between the functions of state companies and state 
corporations. 

Although state corporations and state companies are created to pursue social or other government 
objectives and, unlike SUEs and JSCs, are not intended to have profit-making as their main 
objective, state corporations and state companies are legally granted more independence from the 
GOR than SUEs and JSCs in terms of asset ownership and obligations to the GOR. The Non-
profit Law states that “[t]he assets handed over to the state corporation by the Russian Federation 
shall be property of the state corporation.”373 A similar provision exists for state companies.374

As with SUEs, the Non-profit Law also states that “[t]he state corporation shall not be liable for 
the obligations of the Russian Federation and the Russian Federation shall not be liable for the 
obligations of the state corporation, except as otherwise provided in the law whereby the state 
corporation is formed.”375 A similar provision also exists for state companies.376 The Non-profit 
Law also states that a state corporation “…shall use property for the purposes specified by the 
law whereby the state corporation is formed” and that it “…may pursue entrepreneurial activity 

368 Non-profit Law, Article 2.2. Vadim Volkov, “Russia’s New ‘State Corporations’ Locomotives of Modernization 
or Covert Privatization Schemes?” The European University at St. Petersburg, PONARS Eurasia Policy Memo No. 
25, (August 2008), 2.
369 Non-profit Law, Article 7.1(1)-7.1(2) 
370 The Non-profit Law defines an NPO, whether an SIE or POE, as an organization “…not having profit-making as 
the main objective of its activity and not distributing the earned profit among the participants.” See Non-profit Law, 
Article 2.1.
371 Non-profit Law, Article 7.1(1).
372 Non-profit Law, Article 7.2(1).
373 Non-profit Law, Article 7.1(1).
374 Non-profit Law, Article 7.2(3).
375 Non-profit Law, Article 7.1(1).
376 Non-profit Law, Article 7.2(4).
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only insofar as it serves the attainment of the goals for which it has been set up and insofar as it 
complies with these goals.”377

While state corporations are widely discussed throughout the literature on Russia’s economy, 
state companies are not. This may be because state companies provide state services, as the Non-
profit Law indicates, and do not operate in commercially oriented spheres of the economy.378

SIEs that are wholly owned by the GOR that do have profit-making as their main objective also 
exist but are categorized as JSCs or SUEs, as discussed above. One perhaps notable difference 
between state companies and corporations is that state corporations are categorized as both NPOs 
and non-commercial organizations, while state corporations seem to be only categorized as 
NPOs.379 However, differences between these terms are also not made clear by the law. 

Although it is not described in Russian law, state corporations often take the form of giant 
conglomerates of vertically integrated companies.380 Six state corporations were established in
2007 by individual laws, each to pursue specific goals of the GOR, which all seem to fall within 
the legally permitted goals of NPOs established in the Non-profit Law, including insuring bank 
deposits, constructing facilities for the 2014 Olympics, subsidizing housing repairs and 
encouraging technological innovation.381 The state corporations that were set up are discussed in 
further detail in section 2.2 of this section. 

Tax Exemptions for State Corporations and State Companies. As NPOs, state corporations and 
state companies are exempted from many types of taxes. According to the Tax Code, certain 
types of income shall not be included in an NPO’s tax base for the purpose of calculating its “tax 
on profits.”382 For example, income derived from donations and grants are not taxed.383

Transfers of assets to NPOs are also not taxed.384 Therefore, assets transferred from the GOR to 
state corporations and state companies are not taxed. The corresponding tax that other types of 
enterprises are subject to is 20 percent.385 State corporations and state companies are similarly 
not subject to customs duties as other types of companies are. According to the Law No. 95-FZ
of May 4, 1999 on Gratuitous Aid (Assistant) to the Russian Federation and on Amending 
Specific Legislative Acts of the Russian Federation on Taxes and on the Establishment of 
Exemptions from Payments to the State Non-budget Funds in Connection with Granting 

377 Non-profit Law, Article 7.1(2).
378 Non-profit Law, Article 7.2(1).
379 Non-profit Law, Article 7.1(1) and 7.2(1).
380 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021. 
381 Anastasia Urnova, “Russian State Corporations: A Stabilizing Economic Force or a Drag on Growth?” Wilson 
Center, (2012). 
382 Tax Code, Article 219.
383 Tax Code, Article 219. 
384 Tax Code, Article 39(3)(3).
385 Tax Code, Article 284.1.
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Gratuitous Aid (Assistant) to the Russian Federation (Gratuitous Aid Law), goods imported to 
Russia as gratuitous aid shall be exempt from customs duties.386

Bankruptcy Legislation Regarding State Corporations and State Companies. While other types 
of SIEs are subject to the same bankruptcy legislation as private enterprises, as non-profit 
organizations, state corporations and state companies are not subject to Russian bankruptcy 
legislation.387 According to the Civil Code, state corporations and state companies may only be 
declared bankrupt and liquidated if expressly provided by the federal law that set up the 
corporation or company.388

Independence of State Corporations and State Companies from the GOR. As mentioned, state 
corporations were designed to have more independence from the GOR than other types of SIEs 
in terms of asset ownership and obligations. Neither state corporations and state companies are 
required to submit to the GOR detailed reports accounting for their activities, although they are 
required to publish annual reports on their websites.389 Although certain legislative provisions 
grant state corporations and state companies independence from the GOR, the NPO Law grants 
the GOR the ability to appoint members of the GOR to lead them. According to the NPO Law,
each law establishing an individual state corporation “…shall stipulate forming of the board of 
directors or supervisory board of the state corporation…”390 It goes on to state that “[t]he 
supreme managerial body of a state corporation may have members within its composition who 
are not civil servants” and that the GOR “[s]hall establish a procedure for participation of 
members of the Government of the Russian Federation and of civil servants in the supreme 
managerial bodies of state corporations.”391 Similar provisions exist for state companies.392

1.2 Legal Framework Governing Private Ownership and Privatization of State 
Property

The previous section details the lexicon of enterprises within the state sector. While the state 
sector is an important component of Russia’s economy and of the analysis of the extent of 
government ownership and control over the means of production, the role of the private sector in 
Russia’s economy is another important component in the Russian economy. In addition, 
privatization of state property has been a major component of the GOR’s reforms to its economy 

386 Federal Law No. 95-FZ on Gratuitous Aid (Assistance) to the Russian Federation and on Amending Specific 
Legislative Acts of the Russian Federation on Taxes and on the Establishment of Exemptions from Payments to the 
State Non-Budget Funds in Connection with Granting Gratuitous Aid (Assistance) to the Russian Federation (“Law 
on Gratuitous Assistance”), (passed May 4, 1999, last amended November 24, 2008), Article 1 and 2.6(g). Council 
on Foundations, Non-Profit Law in Russia, available at https://www.cof.org/country-notes/nonprofit-law-russia, 
accessed August 30, 2021.
387Anastasia Urnova, “Russian State Corporations: A Stabilizing Economic Force or a Drag on Growth?” Wilson 
Center, (2012).
388 Civil Code, Article 61.3(4). “First-step analysis: restructuring & insolvency in Russia,” Lexology, December 3, 
2019.
389 Non-profit Law, Article 7.1(2) and 7.2(8).
390 Non-profit Law, Article 7.1(3.1).
391 Non-profit Law, Article 7.1(3.1).
392 Non-profit Law, Article 7.2.(7). 
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since the dissolution of the USSR. This section therefore details the legal framework governing 
private ownership and privatization of state property in Russia. 

The primary laws governing private ownership and privatization of state property are: (1) the 
Law on Privatization of State Property; (2) the Constitution; and (3) the Civil Code.

Private Ownership. The Constitution guarantees that the right to private property is protected by 
law.393 The Civil Code also recognizes private ownership, along with state ownership, municipal 
ownership and “other forms of ownership,” and states that “[t]he rights of all the owners shall be 
equally protected.”394 The Civil Code also allows for the privatization of state and municipal 
property through transfer to citizens and legal entities.395

Privatization of State Property. The Law on Privatization of State Property sets out the basic 
principles for privatization of federal and municipal state property and calls for “recognition of 
the equality of buyers of state and municipal property and the transparency of activities of 
governmental bodies and local government bodies.”396 However, the law excludes a number of 
assets from this process, including land, natural resources, state housing, and state property 
“outside of the territory of the Russian Federation.”397 Privatization of such assets is governed by 
other laws. 

The Law on Privatization of State Property requires the GOR to annually endorse a forecast 
federal property privatization plan for the year and to present a report on the results of federal 
property privatization for the preceding year to the State Duma.398 These plans are required to 
“be in compliance with the major guidelines of domestic policy of the Russian Federation 
determined by the President.”399 In 2005, the GOR published the Decision of the Government of 
the Russian Federation No. 806 of December 26, 2005 on the Approval of the Rules for the 
Elaboration of a Predictable Plan (Program) for the Privatization of Federal Property and on 
the Introductions of Amendments to the Rules for the Preparation and Adoption of Decisions on 
the Terms of the Privatization of Federal Property, which includes a list of Rules for the
Elaboration of a Predictable Plan (Program) for the Privatization of Federal Property.400

The methods for the privatization of state property permitted by the Law on Privatization of State 
Property include: (1) the transformation of a unitary enterprise into a public JSC; (2) the sale of 
state or municipal property by auction; (3) the sale of shares of public joint-stock companies by a 
specialized auction; (4) the sale of state or municipal property by tender; (5) the sale of the state-

393 Constitution, Article 35. 
394 Civil Code, Article 212. 
395 Civil Code, Article 217. 
396 Law on Privatization of State Property, Article 2(1). 
397 Law on Privatization of State Property, Article 3(2).
398 Law on Privatization of State Property, Article 6(1).
399 Law on Privatization of State Property, Article 8(1).
400 Decision of the Government of the Russian Federation No. 806 on the Approval of the Rules for the Elaboration 
of a Predictable Plan (Program) for the Privatization of Federal Property and on the Introductions of Amendments 
to the Rules for the Preparation and Adoption of Decisions on the Terms of the Privatization of Federal Property 
(passed December 26, 2005, last amended July 29, 2020).
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owned shares of public joint-stock companies outside of the territory of the Russian Federation; 
(6) the sale of shares of public joint-stock companies through a trade organizer in the securities 
market; (7) the sale of state or municipal property by means of a public offer; (8) the sale of state 
or municipal property without the announcement of a price; (9) the contribution of state or 
municipal property into the authorized capitals of public joint-stock companies; and (10) the sale 
of shares of public joint-stock companies according to the result of trust administration.”401

1.3 Legislation Governing Competition

Competition is another important component of this analysis and is also related to the subsequent 
section (Factor 5) that describe the degree to which the GOR helps allocate resources. A robust 
legislative system governing competition can promote market forces and therefore lessen the 
government control over the means of production and resource allocation. 

The Federal Law No. 135-FZ of July 26, 2006 on Protection of Competition (Competition 
Law)402 sets out provisions to (1) prevent firms from engaging in monopolistic activities that 
inhibit competition, and (2) forbid government organs from inhibiting competition.403 The 
Competition Law prohibits actions of economic units occupying a dominant position which can 
result in restricting or eliminating competition, including, inter alia, fixing monopolistically high 
or low prices, withdrawing a commodity from circulation if it results in a price increase in the 
commodity, and refusing to sell to customers when not economically or technologically 
substantiated.404

The Federal Antimonopoly Service (FAS) of Russia is tasked with ensuring companies comply 
with the anti-monopoly legislation.405 The FAS is a federal government body under the Prime 
Minister, who is responsible for appointing its head.406 Specifically, the FAS is responsible for 
“ensuring state control over the observance of the anti-monopoly legislation,” uncovering 
violations of the anti-monopoly legislation, preventing unfair competition, and “exercising state 
control over economic concentration.”407 These responsibilities are made effective by the powers 
allocated to it, which include initiating legal proceedings, issuing orders to private firms, and 
forwarding admonitions to public bodies suspected of breaching the law.408

In addition to the Competition Law, other government documents establish procedures to 
promote and protect competition. The National Plan for the Development of Competition
requires that a minimum of three economic entities exist in each economic sector, with at least 

401 Law on Privatization of State Property, Article 13.
402 Federal Law 135-FZ On Protection of Competition (Competition Law) (Adopted by the State Duma on July 8, 
2006, Endorsed by the Federal Council July 14, 2006, last amended June 11, 2021).
403 Competition Law, Article 1(1).
404 Competition Law, Article 10. 
405 Competition Law, Article 22. International Monetary Fund, Russian Federation: Selected Issues, IMF Country 
Report No. 18/276 (September 2018), 9. 
406 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 10.
407 Competition Law, Article 22.
408 Competition Law, Article 23.
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one of them being privately owned.409 The same plan also explicitly recognizes that private 
companies do not enjoy the same state support as SIEs.410

1.3.1 Natural Monopoly Law

The Law on Natural Monopolies states that the GOR “shall exercise the state control 
(supervision) over the actions which are performed with the participation of natural 
monopolies…”411 This grants the GOR broad authority for exercising control over industries that 
are deemed natural monopolies and the enterprises in them. The law goes on to state that the 
GOR stall exercise state control over transactions, investments, and prices involving natural 
monopolies.412

This law also defines “natural monopolies”413 and establishes a statutory list of industries that are 
considered natural monopolies.414 This list includes:

- the transportation of oil and oil products along the main pipelines;
- the transportation of gas along pipelines;
- transportation by rail;
- the services of transport terminals, ports and airports;
- the services of generally accessible electric communication and generally accessible 

postal communication;
- services on the transfer of electric power;
- services on the operative-dispatch management in the electric-power industry;
- services in the transfer of thermal energy;
- the services concerning the use of the infrastructure of inland water ways.
- the burial of radioactive waste.
- water supply and water removal using a centralized communal infrastructure system or 

systems; and 
- icebreaker assistance to ships, ice pilotage of ships in the aquatic area of the Northern Sea 

Route.415

409 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 9. 
410 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 3-4.
411 Law on Natural Monopolies, Article 7. 
412 Law on Natural Monopolies, Article 7.
413 The Law on Natural Monopolies states that “a natural monopoly is the state of a commodity market in which the 
satisfaction of the demand on this market is more effective in the absence of competition, due to the specific 
technological aspects of production (in connection with the substantial decrease in the production costs per unit of 
goods to the extent of growing volume of output), whereas goods produced by the subjects of a natural monopoly 
cannot be replaced by consumption of other goods in connection with which the demand on the given commodity 
market for goods produced by the subject of the natural monopolies depends to a lesser degree on changes of prices 
for these goods than on the demand for other goods.” See Law on Natural Monopolies, Article 3. 
414 2002 Review, 17-18.
415 Law on Natural Monopolies, Article 4(1). 
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1.4 Government and SIE Procurement

Government and SIE procurement, or the methods through which the government and the state 
sector acquire goods and services by purchasing from commercial businesses, is important to this 
analysis for several reasons. First, government procurement of resources has the potential to be 
an opportunity for the government to provide benefits to the state sector that are not afforded to 
private enterprises. On the other hand, if it is done using competitive methods, this is less likely 
to occur. Furthermore, if SIEs are treated as other commercial enterprises in terms of 
procurement requirements, it is possible that a large state sector will further contribute to 
resource allocation issues if SIEs are used to implement government policies, such as industrial 
policies, as is discussed in section 2.9 and 2.10 in the developments in the economy section of 
this factor. This issue is therefore related to both resource allocation and government ownership 
and control over the economy. 

Russian legislation recognizes that the government and state sector’s demand for resources is 
large. 416 As such, some laws aim to promote competition regarding government procurement, 
which affects resource allocation.417 Several laws regulate the government procurement system 
in Russia, including (1) Federal Law No. 44-FZ on the Contract System in State and Municipal 
Procurement of Goods, Works and Services (Law on Government Contracts);418 and (2) Federal 
Law No. 223-FZ of July 18, 2011 on Purchases of Goods, Works, Services as Separate Types of 
Legal Entities (Law on SIE Procurement).419

Government Procurement. The Law on Government Contracts requires the GOR, at the federal 
and municipal level, to use competitive procurement methods, including “tenders (public tender, 
tender with limited participation, two-stage tender, closed tender, closed tender with limited 
participation, closed two-stage tender), auctions (auction in electronic form, closed auction), 
request for quotations and request for proposals.”420 It also requires that “small-scale businesses” 
and “socially oriented non-profit organizations” receive at least 15 percent of government 
contracts.421 However, subsidiaries of large holding companies such as state corporations can 
still be considered “small-scale businesses,” so these companies often fill the above-mentioned 
quota for government procurement.422 In addition, SIEs can also fill this quota. The National 
Plan for the Development of Competition calls for increasing the proportion of government 

416 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 15. 
417 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 15. 
418 Federal Law No. 44-FZ on the Contract System in State and Municipal Procurement of Goods, Works and 
Services for Meeting State and Municipal Needs (“Law on Government Contracts”), (passed April 5, 2013, last 
amended April 30, 2021).
419 Federal Law No. 223-FZ on Purchases of Goods, Works, Services as Separate Types of Legal Entities (“Law on 
SIE Procurement”), (passed July 18, 2011, last amended April 5, 2021).
420 Law on Government Contracts, Article 24(2). 
421 Law on Government Contracts, Article 30(1).
422 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 11.
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procurement contracts awarded to small- and medium-sized enterprises (SMEs) to 18 percent by 
2020,423 but this plan was not fulfilled.

SIE Procurement. The Law on SIE Procurement establishes general principles for the purchase 
of goods as services by state entities including SIEs that have over 50 percent GOR 
ownership.424 However, it does not require SIE procurement to be carried out using competitive 
methods.425

GOR and SIE Procurement of Foreign Goods. The Law on Government Contracts gives the 
GOR the ability to impose restrictions on the purchase of foreign goods, works and services for 
the purposes of protecting the constitutional order, national defense and security, and the 
domestic market; developing the national economy; and supporting Russian producers.426

Detailed implementing rules regarding these restrictions have been developed and published in 
the form of Federal Resolutions. Foreign products will only be considered if there is no 
production of the goods or services in the territory of the Russian Federation.427

Restrictions also exist for the purchase of goods and services by the GOR or SIEs, even when the 
above requirements are not met. For example, a foreign bid is automatically not accepted if there 
are bids by two suppliers from Russia or elsewhere in the Eurasian Economic Union (EAEU).428

Russian suppliers also receive a 15 percent price preference.429

2. Developments in the Economy

2.1 The Size of Russia’s State Sector

Issues Concerning Official Data on Enterprises. In its annual Statistical Yearbook, Rosstat 
provides data on important variables, such as number of enterprises, fixed asset investment, and 
employment, that are distinguished by ownership. However, there are several aspects of this data 
that make it difficult to accurately assess the exact size of the state sector in Russia. One of these 
is that the ownership categories in the data are not defined or standardized. For example, some 
statistics use the ownership categories “state ownership”, “private ownership”, and “mixed 
ownership” to distinguish trends from varying forms of firm, while other sets of statistics use the 
category “other types of ownership” rather than “mixed ownership.”430 The difference between 
these categories is not defined in the statistical yearbook. Presumably, all enterprises that are not 

423 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 9.
424 Law on SIE Procurement, Article 1. 
425 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 10-11. 
426 Law on Government Contracts, Article 14(3).
427 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 93.
428 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 15.
429 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 15.
430 Rosstat, Russian Statistical Yearbook, (2019). 
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wholly owned by the GOR would fall into the mixed or other forms of ownership, depending on 
the statistic. 

Another problem with the ownership categories is that some of them include enterprises with 
both state and private ownership and it is not possible to determine the extent of state ownership 
and control of the enterprises in these categories. For example, it is not possible to determine the 
extent of state ownership in the “mixed ownership” category mentioned in the paragraph above. 

While it is convenient to categorize trends from each of these forms of enterprises into the SIE 
definition employed by Commerce because they have at least some government ownership, it is 
nonetheless impossible to accurately assess the extent of that state ownership in the Russian 
economy using Rosstat data alone. 

Since the extent of state ownership and control cannot be determined from categories with mixed 
state and private ownership, Rosstat data does not account for pyramid structures of GOR 
ownership where the GOR maintains a controlling stake in the companies at the top of the 
pyramids while diluting control at the lower levels.431 The ostensible privatization of assets 
allows a government to maintain control over the entire pyramid of companies while giving the
illusion of companies being no longer controlled by the government.

Many sources have reported similar confusion with Rosstat’s statistics and the inherent difficulty 
in using them to estimate the size of the state sector. According to the OECD:

“Given the delay in privatization and the fact that not all state companies can be 
privatized, improvement in the governance of the SOEs is a key challenge. The 
simplification of the SOE ownership models would be a step forward, as currently the 
sector is characterized by many different types of enterprises which reduces transparency 
regarding state ownership and accountability. It also complicates the regulatory 
framework and the unbundling of the commercial and non-commercial roles of SOEs.”432

(Emphasis added.)

Definitional Issue Regarding State Enterprises. Like Russian legislation, Rosstat’s Statistical 
Yearbook does not define what constitutes a “state enterprise” or “municipal enterprise.” It also 
does not explain what is included in the “mixed Russian ownership” category. According to the 
IMF, this category includes “firms established jointly by state and non-state entities; and firms 
established by state and foreign entities in which the foreign stake does not exceed 10 
percent.”433 Therefore, enterprises with both private and state ownership are categorized as 
“mixed Russian ownership” and it is not possible to determine the extent of state ownership in 
these companies based on Rosstat data. 

431 Alexander Abramov, Alexander Radygin and Maria Chernova, “State-owned enterprises in the Russian market: 
Ownership structure and their role in the economy,” Russian Journal of Economics, (vol. 3, issue 1), (2017), 2. 
432 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 14. 
433 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. 
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In addition, according to the IMF, Rosstat data classifies the subsidiaries of enterprises that have 
mixed ownership as private entities.434 This is significant because some of the largest Russian 
conglomerates that are widely known to have high levels of state ownership and control are 
classified as having mixed Russian ownership, including Gazprom and Rosneft (two large and 
important SIEs that are discussed throughout this factor and in particular in section 2.5 on 
nationalization of private enterprises).435 All subsidiaries of such companies being classified as 
private enterprises results in Rosstat data underestimating the size of the state sector.436

Due to the limitations discussed above in measuring state ownership in Russia from official GOR 
statistics, they will be used to estimate the size of Russia’s state sector, but additional estimates 
by authoritative third-party (e.g., IMF) sources will also be relied on for greater insight. 

Size of Russia’s State sector as a share of GDP. The state’s share of value added, or contribution 
to GDP, is the best metric to gauge the state sector’s size.437 While state sector data are subject to 
the definitional issues described above, the state sector’s size is estimated to be in the range of 30 
to 70 percent of GDP.438 The most robust estimates suggest that the state sector is likely to 
encompass 33 to 50 percent of Russian GDP.439 Several important studies on the size of the state 
sector in Russia are detailed below. 

Based on GOR and other estimates listed above, the size of the state sector appears to have 
declined until 1997, remained stable from 1997 to 2005, and increased until the current period.440

The 2002 Review reported that at that time the private sector accounted for 70 percent of GDP.441

The size of the state sector has therefore risen from 30 percent of GDP in 2002 to somewhere 
between 33 to 50 percent of GDP in recent years. In the past few years, it appears to have

434 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12.
435 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12.
436 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12.
437 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 8.
438 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 97-8. International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 
18/276 (September 2018), 4.
439 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. International Monetary Fund, Russian Federation: 
Selected Issues, IMF Country Report No. 18/276 (September 2018), 3-4. Center for Strategic Research, Economic 
Development, Effective Management of State Property in 2018-2024 and up to 2035, (2018), 12. OECD, Improving 
the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12. OECD, Review of SME and 
Entrepreneurship Issues and Policies in the Russian Federation, CFE/SME(2013)9/FINAL, (July 27, 2015), 70-71. 
Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University Press, 
2019), 98.
440 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 10. 
441 2002 Review, 17. 
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remained roughly stable overall, although it increased in certain sectors, including banking, oil 
and gas extraction and processing.442

The most accurate estimates of the size of the state sector as a share of GDP have been done by 
the IMF, OECD, Center of Strategic Research, and Russian economy expert Anders Aslund. The 
IMF study includes in its definition of the state sector (1) enterprises that are wholly owned by 
the federal and municipal governments; (2) state corporations; (3) mixed Russian enterprises; 
and (4) subsidiaries of the largest 20 non-financial state conglomerates whose parent companies 
are classified as mixed Russian enterprises.443 These enterprises include Gazprom, Rosneft, 
Transneft, Inter RAO, Rushydro, Rosseti, Rostelekom, Aeroflot, Tatneft, Alrosa, United Aircraft 
Corporation, Helicopters of Russia, United Engines, and United Shipbuilding Corporation.444

The study by researchers at the IMF found that the state’s share of output increased since the 
early 2000s, and that it marginally increased from 32 percent in 2012 to 33 percent in 2016.445 It
also found that correcting for the size of the informal sector (i.e., accounting for only the formal 
sector) increases the 2016 estimate to almost 40 percent.446 Since 2016, the IMF found that the 
state sector’s overall share has remained roughly constant.447

Other studies used slightly different methodologies and estimated larger contributions to GDP 
than the IMF study. One study by the Center for Strategic Research estimated that the state 
sector accounted for 39.6 percent of GDP in 2006, 51.7 percent of GDP in 2009 during the 
financial crisis, and 46 percent of GDP in 2016.448 The OECD similarly estimated in 2015 (using 
data from 2013) that Russia’s state sector accounted for about 50 percent of GDP.449 Anders 
Aslund came to a similar estimate of the state sector accounting for around 45 percent of GDP in 
2016.450

442 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 4. 
443 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. 
444 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. 
445 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. International Monetary Fund, Russian Federation: 
Selected Issues, IMF Country Report No. 18/276 (September 2018), 3-4. 
446 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13. International Monetary Fund, Russian Federation: 
Selected Issues, IMF Country Report No. 18/276 (September 2018), 3-4.
447 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 3-4.
448 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 12-13. 
449 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12. OECD, Review of 
SME and Entrepreneurship Issues and Policies in the Russian Federation, CFE/SME(2013)9/FINAL, (July 27, 
2015), 70-71.
450 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 98.
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Looking at any of the above estimates, the state sector as a share of GDP has increased since the 
2002 Review, which reported that the private sector account for about 70 percent of Russia’s 
GDP, indicating, as mentioned previously, that the state sector at that time accounted for about 
30 percent.451 The extent to which the state sector has grown cannot be definitively established 
because reliable estimates of its size range from roughly 33 to 50 percent. The next sections 
evaluate other measurements of the size of the state sector in Russia. They primarily use Rosstat 
data to evaluate the size of the state sector, which underestimates its size. Where possible, they
also mention estimations by other reliable sources. 

Trends in the number of SIEs in Russia. According to Rosstat’s 2019 Statistical Yearbook, there 
were 28,900 enterprises that were wholly state-owned in 2018 (9,900 wholly federally owned 
and 19,000 wholly municipally owned).452 That number reflects a drop from 36,800 (15,100 
federal and 21,700 municipal) reported in 2000.453 As a share of total enterprises, total wholly 
state-owned enterprises declined from 11 percent of total enterprises in 2000 to 6.8 percent in 
2018.454 This data is shown in Figure 11. 

Figure 11: Number of Enterprises by Ownership in Russia455

451 2002 Review, 17. 
452 Rosstat, “Enterprises and Organizations by Ownership Type,” Russian Statistical Yearbook, (2010, 2015, 2016, 
2019), data provider: CEIC. International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press 
Release; Staff Report IMF Country Report No. 19/260, (August 2019), 21. Gabriel Di Bella, Oksana Dynnikova and 
Slavi Slavov, The Russian State’s Size and its Footprint: Have They Increased? IMF Working Paper WP/19/53, 
(March 2, 2019), 17.
453 Rosstat, “Enterprises and Organizations by Ownership Type,” Russian Statistical Yearbook, (2010, 2015, 2016, 
2019), data provider: CEIC.
454 Rosstat, “Enterprises and Organizations by Ownership Type,” Russian Statistical Yearbook, (2010, 2015, 2016, 
2019), data provider: CEIC. SIEs at the federal and municipal level made up 4.5 and 6.5 percent of total enterprises 
in 2000 and 2.3 and 4.5 percent in 2018, respectively. Calculations performed by Commerce. 
455 Rosstat, “Enterprises and Organizations by Ownership Type,” Russian Statistical Yearbook, (2010, 2015, 2016, 
2019), data provider: CEIC.
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However, as discussed in the preceding sections, the above estimates of the size of the state 
sector do not include enterprises with mixed state and private ownership. The number of 
enterprises with mixed ownership declined from 24,600 in 2000 to 16,900 in 2018, and as of 
2018 made up roughly 4 percent of total enterprises.456 The IMF found that the GOR often 
maintains significant control over enterprises that have been equitized so many of these 
enterprises may be under GOR control.457 As discussed in section 2.4 of this factor on
privatization efforts, some enterprises that were wholly state-owned have been equitized 
although the GOR maintains majority ownership of them. Some sources find that the number of 
SIEs has increased during portions of the relevant period which is not indicated in the Rosstat 
data.458 Known available evidence does not establish whether the number of SIEs as a share of 
total enterprises has declined in the past 20 years. 

Fixed Asset Investment by the State Sector. Russian fixed asset investment (FAI) is another key 
data source that reveals important insight on the ownership structure of Russian assets. 
According to Rosstat data, as can be seen in Figures 12-13, in 2000, FAI by the state sector 
(including enterprises that were wholly owned by either the federal or municipal governments) 
totaled roughly 330 billion rubles (about $11.7 billion)459 or 28.4 percent of total FAI.460 By 
2018, FAI by the state sector increased to total 3,034 billion rubles (about $48.4 billion),461

which reduced its share of total investment to 17.2 percent of total FAI.462 FAI in the private 
sector increased from 348 billion rubles (about $12.4 billion)463 in 2000 to 10,723 billion rubles 
(about $171.1 billion)464 in 2018.465 This increased the share of total FAI by the private sector 

456 Rosstat, “Enterprises and Organizations by Ownership Type,” Russian Statistical Yearbook, (2010, 2015, 2016, 
2019), data provider: CEIC.
457 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. 
458 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 6. The Center for Strategic Research and other sources find that the number of SIEs 
increased during this time, although this finding is not necessarily corroborated by Rosstat data, which does not 
make clear how the number of SIEs has changed over time due to the definitional issues surrounding Rosstat data. 
See section 2.1 on the size of Russia’s state sector for further details.
459 Annual average exchange rate for the year 2000 of 28.123 Rubles/USD used as the exchange rate for the 
calculation, which was performed by Commerce. 
460 According to Rosstat data, FAI by federal and municipal SOEs in 2000 was 277.9 billion rubles and 52.9 billion 
rubles, respectively (see Rosstat, “Investment in Fixed Capital by Ownership,” Russian Statistical Yearbook, (2010, 
2015, 2016, 2019), 308). (Although FAI for state corporations was included in the 2018 values, they are not 
included in the values for 2000 because state corporations did not exist in 2000.) Calculations performed by 
Commerce. 
461 Annual average exchange rate for the year 2018 of 62.668 Rubles/USD used as the exchange rate for the 
calculation, which was performed by Commerce.
462 In 2018, FAI by federal SOEs, municipal SOEs and state corporations was 2,429.9 billion rubles, 394.8 billion 
rubles and 209.4 billion rubles, respectively (see Rosstat, Russian Statistical Yearbook, (2019), 308). Calculations 
performed by Commerce. 
463 Annual average exchange rate for the year 2000 of 28.123 Rubles/USD used as the exchange rate for the 
calculation, which was performed by Commerce. 
464 Annual average exchange rate for the year 2018 of 62.668 Rubles/USD used as the exchange rate for the 
calculation, which was performed by Commerce.
465 Rosstat, “Investment in Fixed Capital by Ownership,”Russian Statistical Yearbook, (2010, 2015, 2016, 2019), 
data provider: CEIC.
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from 29.9 percent to 60.9 percent.466 As discussed in the preceding sections, this data 
underestimates the size of the state sector by an unknown amount. The remaining investment is 
accounted for by mixed state and private investment, foreign investment, and mixed foreign and 
domestic investment. Since some shares of many SIEs have been sold to private investors, many 
SIEs are included in categories with mixed ownership. 

Figure 12: Share of Fixed Asset Investment by Ownership467

466 Rosstat, “Investment in Fixed Capital by Ownership,” Russian Statistical Yearbook, (2010, 2015, 2016, 2019), 
data provider: CEIC.
467 Rosstat, “Investment in Fixed Capital by Ownership,” Russian Statistical Yearbooks, (2010, 2015, 2016, 2019), 
data provider: CEIC.
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Figure 13: Fixed Asset Investment by Ownership468

Employment in the State Sector. Due to a change in scope of the data provided by Rosstat on 
employment by ownership, such data is only available since 2009. As depicted in Figure 14, this 
data shows that employment in the state sector declined from 43.3 to 38.9 percent from 2010 to 
2019 and that employment in the private sector increased from 45.5 to 49.6 percent during that 
time.469 The IMF study detailed in the section on the state’s share of GDP found that the state 
accounted for about 50 percent of formal employment as of 2016.470 The IMF also found that the 
state sector’s share in employment has declined since the early 2000s.471

468 Rosstat, “Investment in Fixed Capital by Ownership,” Russian Statistical Yearbooks, (2010, 2015, 2016, 2019), 
data provider: CEIC.
469 Rosstat, “Investment in Fixed Capital by Ownership,” Russian Statistical Yearbook, (2010, 2015, 2016, 2019), 
data provider: CEIC.
470 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13. 
471 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 5. 
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Figure 14: Employment by Ownership472

Russia’s SIE Sector Compared with Other Economies. Many countries in the world have state-
invested enterprises. In addition, in all countries, the state, including government services, 
comprises a share of GDP, employment, and other economic measures. The existence of a state 
sector, even a relatively large one, is not necessarily indicative of a non-market economy. 

Russia’s state sector is often compared to those of other BRICS (Brazil, Russia, India, China, 
South Africa) countries. When measuring as a share of GDP, Russia’s state sector is larger than 
all other BRICS countries.473 This includes China, the state sector of which by some estimates 
makes up 21-27 percent of GDP as of 2017.474 As discussed above, the most robust estimates of 
Russia’s state sector suggest it comprises somewhere between 33 and 50 percent of GDP.475

However, the values above measure the size of the state sector’s output as a share of total output, 

472 Rosstat, “Employment by Type of Ownership,” Russian Statistical Yearbooks, (2010, 2015, 2016, 2019), data 
provider: CEIC. 
473 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 229. 
474 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 229. Chunlin Zhang, “How Much Do State-Owned Enterprises Contribute to China’s GDP and 
Employment?” The World Bank, (July 15, 2019) 3, 7. 
475 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. International Monetary Fund, Russian Federation: 
Selected Issues, IMF Country Report No. 18/276 (September 2018), 3-4. Center for Strategic Research, Economic 
Development, Effective Management of State Property in 2018-2024 and up to 2035, (2018), 12. OECD, Improving 
the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12. OECD, Review of SME and 
Entrepreneurship Issues and Policies in the Russian Federation, CFE/SME(2013)9/FINAL, (July 27, 2015), 70-71. 
Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University Press, 
2019), 98.
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or GDP. By other measures, the sizes of other countries’ state sectors are larger. For example, 
China’s state sector is often measured by the total assets as a share of GDP, which, as of 2018, 
totaled 194 percent.476 This is larger by several orders of magnitude than any other country,
including Russia.477 This suggests high government investments in China’s state sector that is 
not met by a concomitant increase in output. 

In addition, some studies have noted that, while the state sector in Russia is large, the share of 
employment accounted for by the state sector compares to Scandinavian countries.478

Furthermore, while, as discussed in section 2.3 below, banks with any state ownership in Russia 
account for almost 75 percent of total banking sector assets in Russia,479 banks with state 
ownership in BRIC (Brazil, Russia, India, China) economies also account for a large share of 
total assets.480 Such banks in BRIC countries all account for over 40 percent of total banking 
sector assets.481 By some estimates, the state sector’s share of banking sector assets in China is 
greater than Russia’s state sector’s share of banking sector assets.482 While comparisons across 
countries are nuanced, the large size of Russia’s economy by international standards cannot be 
overlooked. 

2.2 State Corporations

As described in the legal framework, to pursue its objective of strengthening the state sector, the 
GOR established a new type of legal entity, the state corporation, in 2007.483 As mentioned 
above, six state corporations were established in 2007, all to pursue specific objectives, including 
insuring bank deposits, constructing facilities for the 2014 Olympics, subsidizing housing repairs 
and encouraging technological innovation.484 The state corporations initially created were: (1) 
Russian Technologies (Rostec), an armaments company; (2) Rosatom, the owner of all nuclear 
facilities; (3) Vnesheconombank (VEB), the former Soviet foreign trade bank; (4) Olimpstroi, 
the construction company responsible for construction of the Sochi Olympic facilities; (5) 
Communal Services Reform Fund, which was created to renovate water and sewage pipelines 
and old houses in Russian cities; and (6) Russian Corporation for Nanotechnologies (Rusnano), 

476 International Monetary Fund, People’s Republic of China: Selected Issues, IMF Country Report No. 21/12 
(January 2021), 9.
477 International Monetary Fund, People’s Republic of China: Selected Issues, IMF Country Report No. 21/12 
(January 2021), 9.
478 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 5.
479 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
480 IMF, Fiscal Monitor: Policies to Support People During the COVID-19 Pandemic, (April 2020), Chapter 3: 
State-owned Enterprises: The Other Government, 48. 
481 IMF, Fiscal Monitor: Policies to Support People During the COVID-19 Pandemic, (April 2020), Chapter 3: 
State-owned Enterprises: The Other Government, 48.
482 IMF, Fiscal Monitor: Policies to Support People During the COVID-19 Pandemic, (April 2020), Chapter 3: 
State-owned Enterprises: The Other Government, 48.
483 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, 10. Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, 
(Yale University Press, 2019), 29, 105.
484 Anastasia Urnova, “Russian State Corporations: A Stabilizing Economic Force or a Drag on Growth?” Wilson 
Center, (2012).
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which was created to advance cutting-edge research and development.485 Since 2007, Rusnano 
has been partially privatized and reclassified as a JSC, and an additional state corporation, the 
State Corporation for Space Activities (Roscosmos), was established.486 State corporations can 
own other companies (i.e., state companies), and have become vertically integrated structures 
that cover entire industries.487

Despite the legal separation between the GOR and state corporations, and despite the provision 
in the Non-Profit Law which states that state corporations are not liable for the obligations of the 
Russian government, the GOR exercises control over them.488 For example, President Putin 
appoints the supervisory boards of all state corporations, and the SIEs they own, and their chief 
executives are from his elite circle of allies.489 In addition, the vertically integrated nature of state 
corporations allows the GOR to increase their activity and the activity of the companies under 
them by expanding and diversifying their business.490 This allows the GOR at its highest levels 
to use state corporations to concentrate control over certain sectors of the economy.491

State corporations being characterized as non-profit organizations allows the GOR to channel 
state funding to them more easily than to commercially oriented SIEs.492 Funding ranging from 
the equivalent of five to thirteen billion USD were allocated to most of the state corporations 
when they were established.493 This system allowed the GOR to direct large amounts of funding 
to pursue government industrial policy and other objectives. As discussed further in Factor 5,
VEB and Rusnano were created to identify and invest in large projects to advance technological 
innovation across many industries throughout Russia. 

State corporations are one of the means through which the GOR maintains a tight grip over the 
economy. However, high levels of government ownership and control also exist in particular
sectors where state corporations do not. The next section details evolution of state ownership and 

485 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 105-106.
486 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 106. Roscosmos, Roscosmos General Information, http://en.roscosmos.ru/119/, accessed October 6, 
2021.  
487 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 10. Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to 
Kleptocracy, (Yale University Press, 2019), 29, 105.
488 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 10-11. Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to 
Kleptocracy, (Yale University Press, 2019), 105-106.
489 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 106.
490 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, 10.
491 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University
Press, 2019), 106.
492 Vadim Volkov, “Russia’s New ‘State Corporations’ Locomotives of Modernization or Covert Privatization 
Schemes?” The European University at St. Petersburg, PONARS Eurasia Policy Memo No. 25, (August 2008), 2. 
493 Vadim Volkov, “Russia’s New ‘State Corporations’ Locomotives of Modernization or Covert Privatization 
Schemes?” The European University at St. Petersburg, PONARS Eurasia Policy Memo No. 25, (August 2008), 3. 
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control over time in Russia and the sectors in Russia’s economy that have high government 
ownership and control today.

2.3 Sectors with High Levels of State Ownership and Control

During the 2000s, the GOR’s official policy for SIEs was denationalization, or withdrawal of the 
state from certain sectors of the economy.494 However, at the same time it created “national 
champions” to dominate important sectors of the economy.495 The GOR attempted to 
simultaneously pursue both objectives, which resulted in an increase in the number of Russian 
SIEs from 2000 to 2008.496 The growth of SIEs was largely attributable to renationalization of 
large private enterprises, primarily in the oil and gas sector and the financial sector.497 In 2006-
2007, the GOR officially adopted a policy of promoting large state enterprises that dominated 
particular industries.498 The number of state enterprises stabilized or grew only slightly in the 
years following 2008,499 as the GOR pursued the strategy of growing and strengthening the SIEs 
that already existed to create national champions.500 During that time, the state’s share declined 
in certain sectors that were not deemed strategically important for the GOR to have complete 
control over.501

Today, the state is present in numerous sectors of the Russian economy, although it dominates 
far fewer.502 In recent years, the GOR has undertaken efforts to consolidate SIEs in important 
sectors of the Russian economy.503 The state sector’s share is large in several types of sectors: 
(1) those deemed strategic, including oil and gas extraction and processing, defense (including 
armament production), and the telecommunications sector; (2) the financial sector, including 
banking and other financial services; (3) natural monopolies and public services sectors, 

494 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 7. 
495 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 7. Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to 
Kleptocracy, (Yale University Press, 2019), 29.
496 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 6. The Center for Strategic Research and other sources find that the number of SIEs 
increased during this time, although this finding is not necessarily corroborated by Rosstat data, which does not 
make clear how the number of SIEs has changed over time due to the definitional issues surrounding Rosstat data. 
See section 2.1 on the size of Russia’s state sector for further details.
497 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 97. Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: 
Have They Increased? IMF Working Paper WP/19/53, (March 2, 2019), 10, 13.
498 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104. 
499 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 6.
500 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104. 
501 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13.
502 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13.
503 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104-105. 
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including electricity and water sanitation, heating, pipeline and railway transportation; and (4) 
sectors in which the government would normally have a large presence, including public 
administration, security, health and education.504 Although many sectors in Russia’s economy
are comprised mostly of private sector enterprises, the state sector’s control in large, important 
sectors results in GOR influence over a large share of the economy. 

2.3.1 Banking

As is discussed further under Factor 5, the GOR’s ownership and control in the banking sector
has increased significantly since the 2002 Review. In the past two decades, the GOR has pursued
policies of closing, taking over and merging banks, which has resulted in a decline in the number 
of banks licensed to hold personal deposits in Russia from 1,239 in 2000 to 334 in 2020.505 It has 
also led to increased ownership of the banking sector by the GOR and increased concentration in 
several state-invested banks (SIBs).506 As of 2020, SIBs account for almost 75 percent of total 
banking sector assets in Russia.507 In comparison, at the time of the 2002 Review, SIBs 
accounted for between 35 and 40 percent of total banking sector assets.508

The three largest banks in Russia (Sberbank of Russia (“Sberbank”), Bank VTB (“VTB”), and 
Gazprombank) are all state-owned and -controlled and account for nearly 60 percent of total 
assets in the Russian banking system.509 Because these three banks are predominant in the 
banking sector and all other banks are comparatively quite small, the IMF characterizes the 
banking sector in Russia as one of monopolistic competition.510 The EBRD’s 2018-2019 
Transition Report for Russia lists the concentration of banking assets among large state-owned 
banks as among the key systemic risks in Russia.511 The high degree of government ownership 
and control over the banking sector allows the GOR to influence the allocation of a large portion 
of Russia’s financial resources. Further details on the extent of state ownership and control in the 
Russian banking sector, in addition to its effect on allocation of financial resources, can be found 
in Factor 5.

504 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 98. WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. Gabriel 
Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They Increased? 
IMF Working Paper WP/19/53, (March 2, 2019), 14, 24. 
505 The Central Bank of the Russian Federation, “Number of Credit Institutions: Licensed to Attract Personal 
Deposits,” data provider: CEIC.
506 European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2018-
2019, (2020), 4. Just as Commerce uses the term “state-invested enterprise” or “SIE”, we use the term “state-
invested bank” or “SIB” to refer to banks in which the Government of Russia holds any ownership shares. 
507 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
508 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography
and Economics, (March 2012), 253.
509 See Table 7 in Factor 5. 
510 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19. 
511 European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2018-
2019, (2020), 1.
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2.3.2 Oil and Gas Extraction and Processing. 

As of 2018, oil and gas made up roughly 39 percent of industrial production, and in 2017
comprised over 63 percent of exports.512 While the GOR pursued extensive reforms to privatize 
the oil and gas industry in the 1990s, in the past ten years it has reversed course and increased 
state ownership and control.513 Oil and gas processing and extraction is deemed strategic by the 
GOR, so many of the GOR’s national champions exist in this sector, including Gazprom and 
Rosneft, which are discussed in more detail in this section.514

As with the banking sector, state ownership in the oil and gas extraction and processing sector 
has increased in recent years. From 2012 to 2016 alone, the state sector’s share in the value 
added of this sector increased from about 35 percent to close to 45 percent.515 Within this sector, 
crude oil and gas extraction has the highest degree of state ownership, with 67 percent being 
state-owned as of 2016.516 As a strategic sector, there are restrictions on foreign investment, as 
discussed in Factor 3. 

State ownership in the oil and gas sector in Russia is dominated by two branches of vertically 
integrated companies owned by the GOR, which is depicted in Figure 15. 

Figure 15: Ownership Structure of Russian Oil and Gas SIEs

Natural Gas. Natural gas is the most important fuel for energy consumption within Russia, and is 
used for heating and generating electricity, among other things.517 In addition, natural gas from 

512 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1.
513 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 4. Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 7. 
514 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 9. Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale 
University Press, 2019), 108.
515 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13.
516 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 2018, 16.
517 EIU, Russia Industry Report: Energy, (Fall 2020), 2. The U.S. is the world’s largest producer of natural gas. 

Gazprom

Novatek

GOR

Gazprom Neft

Rosneftegaz JSC

Rosneft

Bashneft

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



106

Russia is an important commodity in the international context because Russia holds the largest 
natural gas reserves in the world and is the second-largest producer and largest exporter of 
natural gas.518 Natural gas production in Russia is highly concentrated, with SIE Gazprom 
accounting for roughly 68 percent of total production as of 2020, as can be seen in Table 6
below.519 Gazprom also holds the world’s largest natural gas reserves and accounts for 12 
percent of global natural gas production.520 Furthermore, Gazprom produces roughly 45 percent 
of all natural gas that is consumed within Russia as of 2020. 521

Table 6: Natural Gas Production in Russia by Company522

Company Name Natural Gas Production (in 
billion cubic meters): 2020

Share of Total Production 

Gazprom 431.2 67.50%
Novatek 72.8 11.40%
Rosneft 42.5 6.70%
Lukoil 20.5 3.20%
Gazprom Neft 21.5 3.40%
Surgutneftegaz 9.1 1.40%
Russneft 2.1 0.30%
Tatneft 0.8 0.10%
Bashneft 0.6 0.10%
Slavneft 0.6 0.10%
Other companies 0.5 0.10%
Total 638.5 100.00%

518 U.S. Central Intelligence Agency, Country Comparisons - Natural Gas: Exports, available at 
https://www.cia.gov/the-world-factbook/field/natural-gas-exports/country-comparison, accessed September 1, 2021; 
U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 19. 
519 Gazprom is majority owned by the GOR via Russia’s Federal Agency for State Property Management (which 
owns 38.37 percent), Rosneftegaz (which owns 10.97 percent), and Rosgazifikatsiya (which owns 0.89 percent). See
Gazprom, Investors-Shares, available at https://www.gazprom.com/investors/stock/, accessed September 1, 2021. 
520 Gazprom, About Gazprom, available at https://www.gazprom.com/about/, accessed September 1, 2021. 
521 Gazprom, Annual Report 2020: Gas Sales in Russia, (2020), 63. Calculation performed by Commerce.
522 The Ministry of Energy of the Russian Federation, “Natural gas production in Russia in 2020, by company (in 
billion cubic meters),” Report about the functioning and development of the fuel and energy complex of Russia in 
2020 (April 2021), data provider: Statista.
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Figure 16: Natural Gas Production in Russia by Company523

Gazprom was formed directly from the USSR’s Ministry of Gas and Industry and inherited all of 
the ministry’s assets.524 Although it has long maintained its status as the predominant producer 
of natural gas, Gazprom’s share of Russian gas production has declined from almost 90 percent 
in 2000 to below 80 percent in 2010 to about 65 percent in 2020.525 However, much of the 
decline in Gazprom’s natural gas production is accounted for by increased production by other 
SIEs. 

Figure 16 also shows production of natural gas in Russia in 2020 by company. After Gazprom, 
the largest producers of natural gas are Novatek and Rosneft, which are both SIEs. Rosneft’s 
largest shareholder is Rosneftegaz JSC, which is wholly owned by the GOR.526 Gazprom owns 
9.99 percent of Novatek.527 Together, Gazprom, Novatek and Rosneft make up nearly 78 percent 

523 The Ministry of Energy of the Russian Federation, “Natural gas production in Russia in 2020, by company (in 
billion cubic meters),” Report about the functioning and development of the fuel and energy complex of Russia in 
2020 (April 2021), data provider: Statista.
524 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 109. 
525 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 32. See Figure 16 for 2020 figure. 
526 Rosneftegaz (which is which is wholly owned by the GOR) owns 40.4 percent of Rosneft. Rosneft’s remaining 
shares are owned by BP (19.75 percent), QH Oil Investments LLC (18.46 percent), and one share is owned by the 
Russian Federation represented by the Federal Agency for State Property Management. See Rosneft, Rosneft at a 
Glance, available at https://www.rosneft.com/about/Rosneft_today/, accessed September 1, 2021. 
527 Although Novatek is often referred to as an independent or private company in the literature, SIE Gazprom owns 
9.99 percent of the company and it is therefore an SIE. See Maria Kiselyova and Vladimir Soldatkin, “Gazprom 
board approves changes to Novatek stake ownership,” Nasdaq (Reuters), (June 4, 2020). Warsaw Institute, Russia 
Monitor: Gazprom not relishing the Novatek’s LNG, (April 14, 2018).
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of total natural gas production.528 The next largest natural gas producer, Lukoil, does not have 
state owners.529 Ownership of the fifth-largest producer, Surgutneftegaz, is opaque but evidence
suggests it is properly viewed as in SIE.530 While SIEs account for the majority of natural gas 
production in Russia, the true extent of control over the sector could be even greater because 
even privately owned companies within the oil and gas sector in Russia are known to have close 
connections with higher political circles.

In addition to Gazprom’s predominance in natural gas production in Russia, Transneft is also the 
sole owner of almost all of Russia’s natural gas pipelines.531 Although the Federal Law No. 69-
FZ of March 31, 1999 on Gas Supply in the Russian Federation (“Gas Supply Law”) requires 
owners of natural gas systems to provide non-discriminatory access to any available capacity for 
supplying domestic consumers, independent natural gas producers have only begun to obtain 
access to the pipelines in recent years.532 Furthermore, the Law on Gas Exports grants Gazprom
a legal monopoly on natural gas exports by granting pipeline export rights exclusively to the 
owner of the Unified Gas Supply System (UGSS), which is Gazprom.533 The law states that 
“[t]he exclusive right to gas export shall be granted to the organization being the owner of the 
unified gas supply system or to a branch company thereof in whose authorized capital the share 
of participation of the organization being the owner of the unified gas supply system amounts to 
100 per cent.”534

Natural Gas Transmission. The Gas Supply Law requires the pipelines that transport oil and gas 
to be state-owned by stating that “[t]he total proportion of ordinary shares of the organization -
owner of the Integrated System of Gas Supply which are in the ownership of the Russian 
Federation and in the ownership of joint-stock companies, of which shares more than 50 per cent 
are owned by the Russian Federation, may not be less than 50 per cent plus one share of the total 
number of ordinary shares of the organization-owner [sic] of the Integrated System of Gas 
Supply.”535 The SIE Gazprom has long owned the UGSS, which is the world’s largest gas 
transmission system.536

528 Calculation done by Commerce based on information in Table 5. 
529 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 123. Lukoil is a former SIE but is now entirely privately owned. 
530 Sources claim Surgutneftegaz has over 33,000 shareholders, some of which may be SIEs or Russian oligarchs. 
See Voice of America, Secretive Russian Oil Giant Has No Fear of Sanctions, (September 26, 2014). See also
Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University Press, 
2019), 173.
531 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 11. 
532 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 24. Federal Law No. 69-
FZ of March 31, 1999 on Gas Supply in the Russian Federation (“Gas Supply Law”), (passed March 31, 1999, last 
amended June 11, 2021).
533 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 24.
OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1. Federal Law No. 117-FZ on Gas 
Export, (passed July 18, 2006), Article 3(1). 
534 Federal Law No. 117-FZ on Gas Export, (passed July 18, 2006), Article 3(1). 
535 Gas Supply Law, Article 15. 
536 Gazprom, Transmission: Unified Gas Supply System of Russia, available at  
https://www.gazprom.com/about/production/transportation/, accessed September 30, 2021. 
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Liquified Natural Gas. Liquified natural gas (LNG), or natural gas cooled to a liquid state, has 
the same uses as natural gas but is less voluminous so is more easily transported. All LNG 
produced in Russia is exported.537 Gazprom held a legal monopoly on LNG exports until 2013, 
when the GOR modified its Law on Gas Exports to allow Novatek and Rosneft to also export 
LNG.538 Although this development reduced concentration of LNG exports on a company basis, 
because, as noted earlier, Novatek and Rosneft are also SIEs, it did not reduce the concentration 
of natural gas exports by SIEs. Non-SIEs are by law still not permitted to export LNG. 

Oil Extraction and Processing. Following the collapse of the Soviet Union, Russia initially 
privatized its oil industry and many private companies were created.539 However, in recent years, 
state control in the oil industry has increased and been consolidated into the hands of a few large 
SIEs.540 (Details of nationalization and renationalization of private oil companies can be found in 
section 2.5.) Oil extraction and processing is dominated by SIEs in Russia, as can be seen in 
Figures 17 and 18 below. Rosneft, Surgutneftegaz, Gazprom Neft, Tatneft,541 and Bashneft,542

are SIEs and together accounted for 61 percent of total oil production in 2018.543 As can be seen 
from Figures 17 and 18, Rosneft is the predominant producer of oil. Rosneft produced 35 percent
of Russia’s oil as of 2018,544 and 6 percent of the world’s oil as of 2019.545

537 Jennifer Josefson, Alexandra Rotar, and Morgan Lewis, “Oil and gas regulation in the Russian Federation: 
overview,” Thomson Reuters, August 1, 2019, 2.
538 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 24; The Oxford Institute 
for Energy Studies, University of Oxford, Russian LNG: Becoming a Global Force, OIES Paper: NG 154, 
(November 2019), 11. 
539 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 9. 
540 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 9. 
541 Tatneft is partially owned by the Republic of Tatarstan, a republic (similar to a state) within Russia (See: Dun & 
Bradstreet, Tatneft PAO Company Profile, available at https://www.dnb.com/business-directory/company-
profiles.tatneft_pao.82fa04051021fbc49b46b25751dda3eb.html, accessed September 1, 2021.
542 Bashneft is owned by SIE Rosneft. See “Sistema to pay damages to Russian oil giant Rosneft in Bashneft deal,” 
Bank of Finland Institute for Emerging Economies, January 12, 2018. 
543 Calculations performed by Commerce from Figure 17. 
544 Deloitte, Overview of the Russian oilfield services market – 2019, Deloitte CIS Research Center (2019), 10. 
545 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020. 
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Figure 17: Oil Production in Russia by Company546

Figure 18: 2018 Oil Production Share by Company547

The above information in this section is related to oil and gas production in general. However, it 
should be noted that the refining component of oil production is much more concentrated than 

546 Deloitte, Overview of the Russian oilfield services market – 2019, Deloitte CIS Research Center (2019), 10.
547 Deloitte, Overview of the Russian oilfield services market – 2019, Deloitte CIS Research Center (2019), 10.
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the extraction component. A total of 288 oil extracting companies operated in Russia as of 
2017.548 In comparison, there are around thirty oil refining companies in Russia, nine of which 
are owned by Rosneft, which alone accounts for roughly 35 percent of domestic oil refining.549

Finally, in addition to oil extraction and processing, the state sector also holds predominant 
ownership of the pipelines for shipment of crude oil, with over 85 percent of crude oil exports 
(most of which are to Europe) being pumped through SIE Transneft’s pipelines.550

2.3.3 Telecommunications

The telecommunications sector includes the technology and services that transmit data in words, 
voice, audio, or video across the globe. The telecommunications sector in Russia is among 
several sectors with a high degree of market concentration, measured by a Gini coefficient of 
0.95.551 The GOR owns 22 percent of the telecommunications sector.552

While foreign entities are permitted to invest in the telecommunications sector (subject to 
restrictions), they cannot hold telecommunications licenses in Russia.553 In addition, “activities 
involving television or radio broadcasting on a territory where more than half of a Russian 
constituent entity’s population resides” is included in the list of strategic industries in the 
Strategic Sector Law and is therefore subject to additional foreign investment restrictions.554

2.3.4 Defense

As with oil and gas extraction and processing, defense is also deemed a strategic sector by the 
GOR and, as such, remains dominated by SIEs. One of Russia’s state corporations, Russian 
Technologies (Rostec), is an armaments company with over 700 subsidiary companies that span 
the entire defense industry and in total employ over half a million people.555 The Law on 
Government Contracts allows the GOR to set prohibitions and restrictions on goods originating 
in foreign countries if being used for the needs of national defense and security.556 The GOR also 

548 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1. 
549 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 10. Rosneft, “Oil 
Refining,” available at https://www.rosneft.com/business/Downstream/Neftepererabotka/, accessed on September 1, 
2021. 
550 Jennifer Josefson, Alexandra Rotar, and Morgan Lewis, “Oil and gas regulation in the Russian Federation: 
overview,” Thomson Reuters, August 1, 2019, 2. 
551 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 16. 
552 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 16. 
553 Decree of the Government of the Russian Federation of February 18, 2005 No. 87 on approval of the list of 
names of communication services included in licenses, and lists of licensing conditions, Article 5. 
554 Law No. 57-FZ, on Foreign Investments in Companies Having Strategic Importance for State Security and 
Defense (Strategic Sectors Law), (passed April 29, 2008), Article 6. 
555 Pavel Luzin, “The Inner Workings of Rostec, Russia’s Military-Industrial Behemoth,” The Wilson Center, (April 
1, 2019). 
556 Law on Government Contracts, Article 14.3.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



112

imposes import-substitution restrictions for the defense sector. Restrictions such as these allow 
the GOR to maintain predominance in the entire value chain in the defense sector. 

2.3.5 Transportation

Government ownership is also high in transportation, including railways and locomotives, 
airlines, and airports. For example, the GOR wholly owns RZD (Russian Railways) and owns 47 
percent of the air transport industry.557 The railway industry is detailed below. 

Rail. Transportation by rail is legally deemed a natural monopoly and is therefore subject to 
government control.558 Indeed, the railway industry in Russia has significant government 
ownership and control. Although this is not unusual and alone is not an indication of a non-
market economy, there are noteworthy aspects. While private shippers are now allowed in 
Russia, RZD maintains a monopoly over the infrastructure of railways in Russia.559 GOR policy 
distinguishes between shippers and infrastructure owners, and locomotives and locomotive crews 
belong to the infrastructure owner, which is RZD, and not to the shippers.560 Although the World 
Bank has long advised the GOR that locomotives should be considered essential assets of the 
train operating companies (i.e., the shippers) rather than of the infrastructure company, the GOR 
has not revised its laws to adopt this policy.561 RZD has advocated for keeping the policy the 
same because it allows RZD to maintain business and revenues.562 Because companies must pay 
RZD fees set by the GOR for use of its infrastructure, including the railways themselves and also 
the locomotives and locomotive crews, it is difficult for private companies to meaningfully 
compete on the basis of prices because roughly 85 percent of the price charged to customers is 
the GOR-set tariff.563

This policy also grants RZD the right to refuse shippers access to the railways and locomotives. 
For example, the Federal Law No. 18-FZ of January 10, 2003 on the Railway Transportation 
Rules of the Russian Federation states that “[t]he infrastructure owner has the right to refuse the 
shipper in agreeing the order, if…” inter alia, “there does not exist any contract between them 
for rendering services on the use of the infrastructure.”564

557 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 86. International Monetary 
Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 16.
558 See section 1.3.1 of this factor for further details on the Law on Natural Monopolies. 
559 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25. 
560 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25. 
561 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25.
562 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25-26.
563 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 29.
564 Federal Law No. 18-FZ on the Railway Transportation Rules of the Russian Federation (passed January 10, 
2003, last amended November 23, 2020), Article 11. 
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RZD maintains a monopoly over railway infrastructure in Russia, and shippers are forced to use 
locomotives that belong to RZD, yet the privatization of the shipping portion of rail 
transportation in 2001 has in some ways resulted in significant changes. While it may be difficult 
for private companies to compete on the basis of price because the majority of the price is set by 
the GOR, they can compete on the basis of quality of service.565 Before the system underwent 
privatization, many customers experienced delays in shipping goods.566 This has resulted in 
private shippers being able to obtain a significant market share. As of 2016, RZD no longer 
operated freight wagons for commercial purposes and the private sector owned 79 percent of 
Russia’s total freight wagon fleet, with subsidiaries of RZD owning the remainder.567

The effects of government ownership and control in the railway sector are therefore mixed. On 
the one hand, the extent of privatization that has been permitted has resulted in improvements to 
the railway system in terms of quality of service. On the other hand, portions of the system, 
namely the ownership of locomotives and locomotive crews, remain under the monopoly of RZD 
despite the World Bank’s recommendation that the GOR to change this policy. Privatizing these 
portions of the railway system would result in more market-based outcomes and would require 
fewer government subsidies. While RZD is wholly owned by the GOR, it was set up as a joint-
stock company and is therefore intended to be a commercially oriented company.568 However, 
even after many years of reform of the railway sector, RZD is not commercially viable and relies 
on government subsidies to allow it to operate while keeping many tariffs below cost.569 Price 
regulation in the railroad transportation industry is further detailed in Factor 5.

2.3.6 Electricity

Electricity can often be best produced by a small number of companies and can therefore be a 
natural monopoly or oligopoly. It is therefore not uncommon for electricity to be provided by 
governments or SIEs. In addition, electricity to citizens is often considered a public good, so 
many governments also often regulate electricity markets. As discussed in section 1.3.1 of this 
factor, the transfer and operation of electric power is deemed a natural monopoly in Russia and is 
therefore subject to government control. 

The entire electricity system in Russia was until 2008 owned and operated by the state-owned 
utility company United Energy System (UES) of Russia.570 In 2008, the UES was liquidated and 
the electricity system was restructured such that different companies were responsible for 

565 European Bank for Reconstruction and Development, Special Study: The EBRD’s Projects in the Russian 
Railway Sector, (March 2016), 31.
566 European Bank for Reconstruction and Development, Special Study: The EBRD’s Projects in the Russian 
Railway Sector, (March 2016), 32.
567 European Bank for Reconstruction and Development, Special Study: The EBRD’s Projects in the Russian 
Railway Sector, (March 2016), 43. 
568 Decision of the Government of the Russian Federation No. 585 on Setting up the Joint Stock Company “Russian 
Railways” (passed September 18, 2003, last amended December 3, 2020).
569 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 6. 
570 European Bank for Reconstruction and Development, Strategy for the Russian Federation, (December 18, 2012),
64. The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of 
the Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2. 
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generating and distributing electricity and both wholesale and retail markets existed.571 The 
UES’s assets were sold to either private companies or SIEs and some electricity prices were 
liberalized.572 In the following years, concentration of the electricity generation segment of the 
market by SIEs increased.573 As of 2018, over half of Russia’s electricity generating capacity 
belongs to SIEs, including RusHydro, Inter RAO, Gazpromenergoholding, and 
Rosenergoatom.574

In addition, the bulk of electricity transmission and distribution remains in the hands of SIE 
Federal Grid Company, which is responsible for transmitting electricity to distribution grid 
companies, large commercial end customers, and retail electricity supply companies.575 The 
retail segment of the electricity market is less concentrated than the wholesale segment and there 
is less state ownership and control.576 However, there is still a lack of competition in the retail 
segment due to the legacy issues of companies inheriting contracts and not because companies 
that are more efficient and productive are able to offer lower prices.577

While the GOR has made attempts to pursue reforms that could positively impact the electricity 
system in Russia, maintaining certain regulated aspects of the system while reforming others has 
resulted in a system where the GOR continues to intervene. For example, the GOR implemented 
a system of capacity supply agreements in 2010, which required power-generating companies to 
build new power generation capacity and promised companies higher prices for the additional 
capacity supplied.578 The GOR not only decided how much additional capacity was produced but 
also where to build new power plants and at what price.579 These decisions were made on an 
administrative basis and did not effectively link supply with demand, resulting in overproduction 
of electricity.580 Certain consumers suffered the consequences of this by being forced to pay 
higher “excess capacity” prices.581 The system of capacity supply agreements resulted in over 

571 European Bank for Reconstruction and Development, Strategy for the Russian Federation, (December 18, 2012), 
64. The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of 
the Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
572 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
573 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
574 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
575 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1. 
576 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
577 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 2.
578 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3. 
579 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
580 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
581 The Oxford Institute for Energy Studies, University of Oxford Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
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100 investment projects being implemented across Russia. 582 According to The Oxford Institute 
for Energy Studies, these agreements “harmed the system’s flexibility and its ability to provide 
market-based signals.”583 In addition, The Oxford Institute for Energy Studies estimates that the 
market-driven portion of the final price of electricity has shrunk to 30 to 40 percent as the share 
of payments under the capacity supply system has expanded over time.584

While governments of many countries regulate and sometimes own and control parts of the 
power system, the extent of government ownership and control results in outcomes that distort 
not only the price but also the quantity, allocation, and quality of electricity supplied (as is 
further detailed in Factor 5). While government involvement in the electricity system may in 
some countries occur to ensure the population has adequate access to electricity, that does not 
appear to be the case in Russia, where electricity access was rated by the IMF as “very low” as of 
2015.585

2.4 Privatization Efforts and Private Sector Development

Although government ownership and control has become increasingly concentrated in some 
sectors of Russia’s economy, the GOR has undertaken divestment efforts in others. Throughout 
the past 20 years, the GOR has continued privatization efforts. This section describes the GOR’s 
privatization plans and their implementation, in addition to the development of the private sector 
that has occurred since the 2002 Review.

Privatization Efforts. In 2010, the GOR adopted a privatization plan for 2011-2013 that called 
for privatization of 1,500 SIEs, including large companies in key sectors of the Russian economy 
that were still predominantly state-owned and -controlled, including banking, energy, 
telecommunication, and transportation.586 A related presidential decree was promulgated in 2012 
which calls for complete withdrawal of the state from all enterprises except those classified as 
natural monopolies and in the oil and defense sectors by 2016.587 A 2012-2013 privatization plan 
further called for full privatization of large SIEs including VTB, Rosneft, Aeroflot, Rusgidro, 
Sheremetyevo Airport, and Sovkomflot, in addition to a significant reduction in state ownership 
in RZD, Transneft, and Zarubezhneft.588

Following the above plans for privatization, the GOR successfully privatized some small SIEs.589

In addition, it sold shares in wholly state-owned enterprises, converting them to JSCs, although 

582 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
583 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
584 The Oxford Institute for Energy Studies, University of Oxford, Market Liberalization and Decarbonization of the 
Russian Electricity Industry: Perpetuum Pendulum, (May 2018), 3.
585 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 16/230 (July 2016), 
22. 
586 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
587 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
588 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
589 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
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often retaining majority ownership of the enterprises.590 However, the majority of privatization 
plans were delayed, with the GOR citing unfavorable market conditions or claiming the 
companies were unready to be privatized.591

As discussed in section 2.1 on the size of the state sector, the SIE sector in the Russian economy 
has grown since the 2002 Review, although data does not definitively show this growth has been 
significant. Acquisitions of large private enterprises by SIEs have outweighed the privatization 
deals that have taken place.592 After the largely failed attempts at privatization, more recent 
privatization plans have been less far-reaching, and have removed some of the larger SIEs from 
the lists of enterprises to be privatized, including VTB, Rosneft, Rusgidro, and Zarubezhneft.593

However, some recent privatization plans still call for significant reduction in GOR shares in 
important enterprises. For example, a 2017 privatization plan calls for the state to reduce its stake 
in VTB, Russia’s second largest bank, to 25 percent plus one share in three years.594 The latest 
privatization plan, spanning 2020-2022, continues to call for privatization of oil pipeline 
monopoly Transneft, railway operator RZD, Aeroflot airline, grid company Rosseti, power firm 
RusHydro, United Grain Company, and shipping group Sovcomflot.595

While the GOR’s stated goal is to privatize certain SIEs, it has also stated plans to maintain 
government ownership over many SIEs. Presidential Decree No. 1009 of August 4, 2004 on 
Approval of the List of Strategic Enterprises and Strategic Joint Stock Companies sets forth a list 
of SIEs deemed to be of strategic value and therefore prohibited from being privatized.596 This 
list includes SIEs across many sectors of the Russian economy, including media, banking, 
natural resources, aviation, defense, and technology.597 This list, which is regularly amended, 
now includes several of the SIEs that are called for to be privatized in the latest privatization plan 
covering 2020-2022, including RusHydro, Transneft, and Aeroflot.598 The GOR has also stated 
its intent to privatize VTB, one of the largest banks in Russia, which is also now included in the 
list of strategic enterprises that are prohibited from being privatized.599

Private Sector Development. As discussed in section 2.1, the state sector as a share of GDP in the 
Russian economy has grown, at least slightly by some estimates, since 2002. The private sector 
has therefore shrunk, in relative terms, since the 2002 Review. However, as discussed in the 
previous section, privatization efforts have continued, and the private sector is predominant in 

590 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
591 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. “Russia to finalize 
2020-2022 privatization goals on December 19,” Reuters, December 15, 2019. 
592 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
593 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 13. 
594 “Russia Approves Privatization Plan Aimed at Raising 17 billion Roubles,” Reuters, February 2, 2017.
595 “Russia to finalize 2020-2022 privatization goals on December 19,” Reuters, December 15, 2019.
596 Presidential Decree No 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
597 Presidential Decree No 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
598 Presidential Decree No 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
599 “Russia’s Improving Economy Leaves Privatization Out in the Cold,” Reuters, October 17, 2017. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



117

many sectors of the economy. In the past decade, the state sector’s share of GDP has remained 
roughly stable, but has grown in certain strategically important sectors, including oil and gas
extraction and processing and banking, and has therefore declined in other sectors.600 The private 
sector is predominant in consumer goods, most manufacturing (excluding the defense and oil and 
gas processing), agriculture, food processing, and services.601

As discussed above, the most robust estimates suggest that the state sector in Russia accounts for 
roughly 33 to 50 percent of Russian GDP.602 The private sector therefore accounts for 
somewhere between 50 and 67 of GDP. In addition, as discussed above in the section on the size 
of the state sector, by other measurements of ownership in the Russian economy, the private 
sector may have grown. For example, the IMF found that the state sector’s share in employment 
has declined since the early 2000s, indicating that employment is higher in the private sector than 
at the time of the 2002 Review.603

Further, since the time of the 2002 Review, credit to the private sector as a share of GDP has 
grown and has continued to increase in recent years. The 2002 Review found that the private 
sector received little domestically funded credit.604 From 2015 to 2018 alone, credit to the private 
sector has a share of GDP grew from 57% to 76%.605

2.5 Nationalization of Private Enterprises

As discussed in the section above, the GOR has in some ways reversed course in terms of 
privatization efforts and undertaken efforts to grow and strengthen the state sector. As part of 
these efforts, it has purchased or otherwise taken over private enterprises in sectors it deems 
important, at times through extralegal means.606 Some of such “corporate raids” have involved 
private companies or JSCs with foreign investment and are inconsistent with the Foreign 
Investment Law, which includes a provision to protect foreign investments from expropriation by 

600 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13.
601 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 13. Anastasia Urnova, “Russian State Corporations: A 
Stabilizing Economic Force or a Drag on Growth?” Wilson Center, (2012).
602 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 12. International Monetary Fund, Russian Federation: 
Selected Issues, IMF Country Report No. 18/276 (September 2018), 3-4. Center for Strategic Research, Economic 
Development, Effective Management of State Property in 2018-2024 and up to 2035, (2018), 12. OECD, Improving 
the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12. OECD, Review of SME and 
Entrepreneurship Issues and Policies in the Russian Federation, CFE/SME(2013)9/FINAL, (July 27, 2015), 70-71. 
Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University Press, 
2019), 98.
603 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 5. 
604 2002 Review, 20. 
605 European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2019-
2020, (2020), 1.
606 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 97. 
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the government.607 The most notable examples of nationalization (or in some cases, 
renationalization) of private enterprises have been in the oil and gas sector, primarily by SIE 
Rosneft, which have allowed it to become one of the largest Russian oil and gas companies. 
Several of these examples are detailed below. 

Rosneft’s Seizure of Yukos. The most significant nationalization of a private company by the 
GOR in recent years in Russia was the seizure of Yukos, a private oil company, by Rosneft, a 
state oil company composed of many state firms.608 In 2003, Yukos’ CEO, Mikhail 
Khodorkovsky, was arrested on multiple charges including major tax crimes which were seen by 
the international community as being implausible and given a long prison sentence.609 Yukos 
went bankrupt following the GOR’s demand for billions of dollars in back-taxes.610

The most relevant aspect of this example for the purposes of state ownership and control is the 
extralegal expropriation of Yukos’ assets by the GOR and their transfer primarily to Rosneft in 
closed auctions at low prices.611 Rosneft received the majority of Yukos’ assets, including 
valuable oil fields, refineries, gas stations and pipelines.612 Yukos’ main oil field was sold to an 
unknown shell company which was created to make the purchase and then be sold to Rosneft.613

Although Yukos was valued between $14 to $22 billion by the Russian Ministry of Justice and 
J.P. Morgan, it was sold for only $9.37 billion.614 By first forcing Yukos into bankruptcy, the 
GOR was not only able to obtain Yukos’s valuable assets but to expropriate them without having 
to pay adequate compensation.

Yukos’s foreign shareholders sued both Rosneft and the GOR in international courts (the 
Permanent Court of Arbitration in The Hague), which in 2014 ruled that Russian officials had 
manipulated the legal system to bankrupt Yukos.615 It was the largest award ever in international 
arbitration.616 According to The New York Times, the tribunal in The Hague “…portrayed the 

607 Foreign Investment Law, Article 8.1. Anders Aslund, Russia’s Crony Capitalism: The Path from Market
Economy to Kleptocracy, (Yale University Press, 2019), 97. 
608 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 28, 100. 
609 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 28, 100-102.
610 “Dutch court backs $50bn Yukos claim against Russia,” BBC, February 18, 2020. 
611 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 28, 102.
612 And The New York Times, 
April 1, 2015. 
613 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 102-103. 
614 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 102.
615 “Dutch court backs $50bn Yukos claim against Russia,” BBC, February 18, 2020. 
616 Andrew Kramer, “Yukos Investors Settle with Rosneft, Russia s State Oil Company,” The New York Times, 
April 1, 2015.
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seizure and breakup of Yukos as ‘devious and calculated expropriation’ and a politically driven 
campaign…”617

Rosneft’s Purchase of TNK-BP. In 2003, British oil giant BP entered into a joint venture with 
private Russian oil company Tyumen Oil Company (TNK), forming TNK-BP.618 It quickly 
became the most efficient oil company in the world measured by return on investment.619 In 
2012-2013, TNK-BP was purchased by the SIE Rosneft, making Rosneft by far the largest listed 
oil producer in Russia and the second-largest oil producer in the world.620 The details of the deal 
were not as contentious as those surrounding Rosneft’s seizure of Yukos detailed above. For 
example, the price Rosneft purchased TNK-BP for was considered fair at $55 billion and the deal 
also resulted in BP obtaining a 12.5 percent stake in Rosneft.621 However, it still resulted in a 
significant increase in GOR ownership and control over the oil industry. Furthermore, BP 
obtaining minority shares of Rosneft did not allow it to exercise meaningful control over the 
company because the GOR remained the majority shareholder.

Renationalization of Bashneft. In 2009, the GOR sold SIE Bashneft to private Russian company 
Sistema, which quickly turned Bashneft into Russia’s fastest-growing oil company.622 In 2014, 
the CEO of Rosneft, along with a Russian court, claimed that Sistema had underpaid for 
Bashneft and the company was renationalized and the owner of Sistema was arrested.623 In 2016,
an auction was held that was originally intended to result in Bashneft’s privatization; however, at 
the last minute the rules were changed, allowing Rosneft to purchase Bashneft.624

Renationalization of Private Enterprises. As shown above, some of the GOR’s efforts to 
nationalize or renationalize privately owned companies have been carried out through extralegal 
means and some have been achieved legally. Another example of legal nationalization of a 
private company was the purchase by oil and gas SIE Gazprom of the private Russian oil 
company Sibneft, which resulted in it being renamed Gazprom Neft.625

617 State Oil Company,” The New York Times, 
April 1, 2015. 
618 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 9. 
619 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 119. 
620 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 9. “Rosneft takes over 
TNK-BP in $55bn deal,” The Guardian, March 21, 2013. 
621 “Rosneft takes over TNK-BP in $55bn deal,” The Guardian, March 21, 2013. U.S. Energy Information 
Administration, Country Analysis: Russia, (October 31, 2017), 9. 
622 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 120.
623 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 120.
624 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 120.
625 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 108. 
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2.6 Benefits Afforded to the State Sector

If private enterprises cannot compete fairly for market share or are effectively excluded from 
business transactions, markets do not function freely. It is therefore necessary to evaluate the 
benefits afforded to state enterprises and their effects on the economy.

Enterprises that make up the state sector in Russia are afforded benefits not granted to private 
enterprises, such as preferential access to cheap credit, government contracts, and government 
assistance. These benefits have implications for the extent to which markets can operate freely. 

Access to Finance. One major benefit granted to SIEs is access to credit at low cost. This low-
cost access is due to the high state ownership in the banking sector which allows the GOR a high 
degree of control over the allocation of financial resources (see the financial sector section of
Factor 5 for further details).626 These banks lend primarily to large SIEs, and large private 
Russian companies therefore rely on foreign banks for funding.627 Small enterprises have
difficulty accessing credit at any cost, much less at the below-market costs that SIEs often obtain 
it at.628

Non-Competitive Access to Government Contracts. Another benefit that large, well-connected 
SIEs are afforded is preferential access to government contracts, including those for large 
infrastructure projects.629 As detailed in section 1.4 of this section, government procurement is 
legally required to be competitive. However, the IMF found that supplier concentration for 
government contracts is high, with 4 percent of suppliers accounting for 80 percent of 
government purchases.630 In addition, in 2017, Russia’s Ministry of Finance similarly found that 
only 5.6 percent of procurement of state projects were competitive.631

The state sector also benefits from not being required to competitively bid out its own contracts, 
as discussed in section 1.4 of this section. Researchers at the IMF found that 96 percent of SIE 
procurement contracts in 2017 were settled through non-competitive methods.632 Since bidding 
is limited for such contracts,633 the value that is settled on is not determined on the basis of 

626 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 6.
627 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
628 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
629 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 154-55.
630 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 16.
631 Nicholas Trickett, “The Fatal Offshore: Deoffshorization and Russia’s Infrastructure Crisis,” The Diplomat, 
January 17, 2018.
632 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 16.
633 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 155.
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competition and is therefore not market based. The SIEs that procure such contracts often extract 
large rents.634

Government Assistance. During recessions and financial crises, the GOR has supported large 
SIEs, even when they were considered relatively inefficient compared to their private sector
counterparts.635 This was the case during the 2008-2009 financial crisis, when, according to 
Anders Aslund, the GOR “bailed out big, inefficient companies owned either by the state or by 
oligarchs, which crowded out more efficient enterprises.”636 79 of the 481 state-owned firms 
deemed “strategic” received state support.637 One study found that SIEs and well-connected 
firms that had quickly increased their debt before the financial crisis were more likely to receive 
government assistance during the crisis.638

Bankruptcy. As described above, some types of SIEs, including JSCs and SUEs, are legally 
permitted to go bankrupt. Other types of SIEs, including state corporations and state companies, 
may only be declared bankrupt and liquidated if expressly provided by the federal law that set up 
the corporation or company.639 Presidential Decree No. 1009 of August 4, 2004 on Approval of 
the List of Strategic Enterprises and Strategic Joint Stock Companies, which establishes a list of 
SIEs deemed to be of strategic value and therefore prohibited from being privatized, also puts in 
place special measures in the case of a possible bankruptcy of strategic enterprises.640 It appears
to grant such enterprises a preferential status by stating that, “when taking measures to prevent 
bankruptcy,… [enterprises on the list] are considered strategic enterprises.”641 It also states that a 
formal decision must be made by the Russian government to liquidate and reorganize such 
enterprises.642

2.7 Competition in the Russian Economy

Priority access to cheap finance, government contracts, and financial assistance from the GOR, 
which are detailed in the previous section, have contributed to the growth of the state sector (and 
the concurrent contraction of the private sector) since the 2002 Review. This section analyzes the 

634 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 155.
635 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University
Press, 2019), 87.
636 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 87.
637 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 87.
638 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 87.
639 Civil Code, Article 61.4. “First-step analysis: restructuring & insolvency in Russia,” Lexology, December 3, 
2019.
640 Presidential Decree No. 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
641 Presidential Decree No. 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
642 Presidential Decree No. 1009 on Approval of the List of Strategic Enterprises and Strategic Joint Stock 
Companies, (passed August 4, 2004, last amended July 2, 2021).
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extent to which competition occurs in the Russian economy and the following section details the 
efficiency of the state sector compared to the private sector. What is found is that little 
competition occurs between private enterprises and SIEs, especially large SIEs that dominate 
certain industries, including the ones detailed in section 2.3 of this factor. State sector enterprises 
largely not being forced to compete with private enterprises allows SIEs to operate less 
efficiently than private enterprises. 

Competition Law Enforcement by FAS. The FAS, which is responsible for enforcing many 
aspects of Russia’s Competition Law, at times has found that SIEs engaged in monopolistic 
behavior which has resulted in them being fined. For example, the FAS investigated Gazprom’s 
operations and determined it violated the Competition Law by engaging in several monopolistic 
practices including price fixing and regulating the quantity sold to increase the price of gas.643

However, such findings are the exception rather than the norm, and the general view is that SIEs 
in the Russian economy are largely not subject to competition.644

Economic Concentration and Competition. The IMF found that economic concentration is 
particularly high in sectors in which state sector firms maintain a predominant role, suggesting 
that they often have monopoly or oligopoly status in those industries.645 The IMF also found that 
“the Russian state’s size contributes to concentration in several economic sectors,” including 
those detailed in section 2.3 of this section.646 Such concentration suggests that in the sectors 
deemed strategic by the GOR, the state sector crowds out the private sector by taking up 
economic space that the private sector would otherwise fill. It is able to do so in part because of 
the benefits afforded to it that are largely not afforded to the private sector and non-competitive 
procurement methods, as discussed in section 2.6. 

Effects of Lack of Competition Throughout the Economy. SIEs not being subject to competition 
has a direct effect on industries where SIEs are predominant, where many transactions are 
conducted behind closed doors in the absence of any competition, as described in the section 
above. The World Bank argues that the dominance of the state sector in certain sectors hinders
innovation.647 According to the World Bank, “[m]ost importantly, SOEs dominate various 

643 Government of Russia, Federal Anti-monopoly Service, FAS Russia Warned Gazprom About the Inadmissability 
of Stopping Gas Sales on the Exchange, (October 16, 2018). Government of Russia, Federal Anti-monopoly Service, 
FAS in the Media: FAS Will Discuss the Indexation of Gazprom’s Tariffs for Gas Transportation for Independent 
Producers in September, (August 9, 2018).
644 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12. International 
Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 8. Anders 
Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University Press, 2019), 
98. 
645 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 4, 16. 
646 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 14. 
647 World Bank, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, (December 16, 
2016), 15. 
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sectors, blocking competition or buying young innovative businesses, and are often neither 
innovative themselves nor purchasers of innovation.”648

State ownership and control in Russia’s economy are found to affect the functioning of markets 
even in industries where SIEs do not operate. According to the OECD, “[t]he continued 
dominance of the largest SOEs…has an important impact on the economy, as it complicates 
market entry and suffocates competition, while preserving pockets of inefficiency.”649 Each year 
fewer private sector firms are created in Russia.650 In addition, only 10 percent of new firms in 
Russia report technological innovation activity compared to 30 to 40 percent in OECD 
countries.651 According to the World Bank, “[t]he low firm productivity has affected not only the 
country’s macroeconomic prospects but also individual incomes, particularly for the bottom 40 
percent of the distribution, as Russians increasingly enter low-productivity informal jobs.”652

2.8 State Sector Efficiency Compared to the Private Sector 

State Sector Efficiency. Despite the benefits afforded to SIEs, they are generally less efficient 
than private enterprises. Precise data on the scope and extent of the inefficiency of SIEs in 
Russia is not available because they remain outside the scope of fiscal reporting and many do not 
publish audited financial statements.653 However, many sources make qualitative assessments of 
the scope and extent of their inefficiency. The IMF’s 2019 Article IV report for Russia found 
that “SOEs are systematically less efficient than peer firms in the private sector.”654 A 2019 
World Bank report found that “SOEs [in Russia] have been shown to lag behind international 
comparators and in many cases private domestic firms on key internal capability measures such 
as capacity for innovation, adoption of technology, managerial skills, and workforce skills.”655

The consolidation and concentration of state assets into large conglomerate SIEs was ostensibly 

648648 World Bank, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, (December 
16, 2016), 16.
649 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12.
650 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1.
651 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1.
652 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1.
653 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 21, Box 5. 
654 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 19. 
655 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1. 
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intended to increase efficiency and competitiveness, due in part to the companies being able to 
benefit from economies of scale.656 However, SIE efficiency does not seem to have improved.657

The lack of competition in the Russian economy has more impact in sectors that SIEs are 
predominant in. For example, the oil and gas industry is dominated by SIE Gazprom. Gazprom is 
a truly large company, holding the world’s largest natural gas reserves and accounting for 12 
percent of global natural gas production.658 Gazprom is also in many ways an inefficient 
company despite having the advantage of having effective monopolies over several aspects of 
the oil and gas sector, including development of new offshore fields, and trunk and export 
pipelines.659 According to the Peterson Institute for International Economics, “[t]he problem is 
that Gazprom is not very good at producing gas.”660

There are several reasons for Russia’s state sector’s inefficiency. First, as discussed above, they 
are in many respects protected from competition, which means they are not forced to operate 
efficiently, as private sector enterprises would be. Second, they benefit from explicit or implicit 
guarantees from the GOR that they will remain afloat. They only go bankrupt if permitted to do 
so by the GOR and these decisions are most often made on an administrative basis. The GOR 
keeping loss-making SIEs afloat results in state-owned banks being required to lend to them 
beyond the point that would be commercially viable. This results in most state-owned banks in 
Russia having lower profitability than private banks.661

In some cases, large SIEs in Russia are inefficient in order to overinvest to benefit other 
companies, either SIEs or companies owned by politically well-connected businesspeople. For 
example, Gazprom overinvests in pipelines that are not commercially viable in order to award
such contracts to individuals with political connections.662 The result is that Gazprom’s cost per 
square kilometer of pipeline in Russia is at least three times higher than the same company’s 
pipelines in neighboring Turkey.663

Corporate Governance of SIEs. Improved corporate governance of SIEs could, if implemented 
meaningfully, have a positive effect on improving efficiency and productivity in the state sector, 

656 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 105. Anastasia Urnova, “Russian State Corporations: A Stabilizing Economic Force or a Drag on 
Growth?” Wilson Center, (2012).
657 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 105. Anastasia Urnova, “Russian State Corporations: A Stabilizing Economic Force or a Drag on 
Growth?” Wilson Center, (2012).
658 Gazprom, About Gazprom, available at https://www.gazprom.com/about/, accessed September 1, 2021. 
659 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 110.
660 Anders Aslund, “Gazprom’s Risky Strategy,” Peterson Institute for International Economics, (June 1, 2008).
661 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 14-15.
662 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 108-110, 114. 
663 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 114. 
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paving the way for improvements in competition.664 However, corporate governance of SIEs is 
often poor because the political leadership often appoints their supervisory boards and chief 
executives, and they are at times intended to pursue government policy objectives. An 
investigation of state corporations called for by then President Dmitri Medvedev in 2009 found 
that “…the lack of proper oversight of state corporations’ activities has led to them making 
inefficient use of the state assets transferred to their control.”665

Efficiency in the Private Sector and the Economic Cost of a Large State Sector. The benefits 
afforded to the state sector, the lack of competition between SIEs and private enterprises, and the 
systemic state sector inefficiency that results frustrates market forces including for the private 
sector and precipitates inefficiency. Because private enterprises have trouble accessing finance, 
they are not able to expand to the level necessary to benefit from economies of scale that would 
increase their efficiency.666 Therefore, although private firms are more efficient than SIEs, since 
they often cannot access profitable contracts and other business deals that involve the 
government or state sector,667 they remain inefficient relative to comparable countries.668 The 
OECD found that small- and medium-size enterprises (SMEs) in Russia lag behind those in other 
countries in terms of production, efficiency, exports, and innovation.669

2.9 Government Influence Over SIEs and Other Companies

State enterprises are at times required to implement aspects of industrial policy. For example, 
under Government Resolution No. 475-r of 21 March 2016, 90 SIEs are required to purchase 
innovative and high-tech products from small- and medium-sized enterprises which is in pursuit 
of the GOR’s objective of advancing innovation and technological development in Russia.670

Some of these enterprises are also included in the list of 35 SIEs required to have their 
procurement schedules approved by the Federal Corporation for Development of Small and 
Medium Enterprises under Government Resolution No. 2258-r of 6 November 2015.671 Federal
government approval of SIE procurement suggests that the GOR can have significant influence 
over procurement of goods and services by some of the largest SIEs. The SIEs included in both 
resolutions mentioned above include Transneft, Uralgonzavod, Atomstroyexport, Central Bureau 

664 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 12.
665 Government of Russia, “Dmitry Medvedev instructed Prime Minister Vladimir Putin to present proposals on 
reform of state corporations by March 1, 2010,” (November 13, 2009), available at 
http://en.kremlin.ru/events/president/news/5985/print, accessed September 2, 2021. 
666 OECD, Improving the Business Climate in Russia, 15.
667 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 154-55. Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its 
Footprint: Have They Increased? IMF Working Paper WP/19/53, (March 2, 2019), 16. The Diplomat, “The Fatal 
Offshore: Deoffshorization and Russia’s Infrastructure Crisis,” January 17, 2018.
668 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 15.
669 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 15.
670 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 85. 
671 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 85. 
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of Marine Engineering, Sevmash, Russian Highways, Gazprom, Rosseti (Federal Grid Company 
of United Energy System), Rostelecom, Aeroflot, Alrosa, Rosneft, and RZD, among others.672

The GOR also uses SIEs to pursue geopolitical objectives, some of which are discussed in Factor 
5 in the industrial policies section. For example, the GOR has used Gazprom to expand natural 
gas production efforts, many of which were non-commercially viable operations. Gazprom has 
also been used to diversify energy exports toward Asian markets by creating the Power of 
Siberia pipeline, which allows Gazprom to supply natural gas to China via pipeline.673 Another 
example of SIEs being used to pursue geopolitical objectives is the GOR using Gazprom to 
allow its customers in foreign countries including Belarus, Moldova, and Baltic countries to 
borrow large amounts of money only to later demand debt-equity swaps to take control of 
pipeline systems in those countries.674

In the Soviet era, the GOR implemented a nomenklatura system which consisted of bureaucrats 
who held high-level positions throughout all areas of the economy and were also members of the 
Communist Party. Members of the nomenklatura system formed the political elite within the 
Soviet Union. However, it was also a means through which the Communist Party could exercise 
direct control over all aspects of the economy. Today, the nomenklatura system is officially no 
longer in place and the ruling party of Russia is no longer Communist.675 However, the ruling 
party still forms the political elite in Russia and is very influential over the economy. As 
discussed above, politically well-connected individuals either own or manage almost all large 
SIEs in Russia in addition to most large private firms.676

According to the Wilson Center, “the decisive role in career advancement is played by 
professional history and origin, a readiness to obey orders at any given moment from whoever 
those bosses happen to be, and absolute loyalty to those superiors and their decisions.”677

Professional success of individuals and businesses being dependent upon personal relationships 
with politicians allows the GOR at its highest levels to be able to exercise control over private 
companies. 

672 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 85. 
673 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020, 6. Gazprom, “Power of Siberia,” available at 
https://www.gazprom.com/projects/power-of-siberia/, accessed September 2, 2021.
674 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 115. 
675 The USSR was a one-party state ruled by the Communist Party of the Soviet Union. The Communist Party of the 
Soviet Union was outlawed in 1991. Today, a Communist Party of the Russian Federation exists, but it is not the 
ruling party. Russia now has a multi-party system and, as of 2021, six parties have members in the federal 
parliament, the State Duma. Vladimir Putin, the president of Russia, ran as an independent candidate in the 2018 
presidential election, but was previously a member of the political party United Russia, the ruling political party in 
Russia. United Russia still supports President Putin. See Eva Hartog, “Putin’s United Russia wins vote — as 
designed — amid hints of discontent,” Politico, September 20, 2021.  
676 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 100. 
677 Pavel Luzin, “The Inner Workings of Rostec, Russia’s Military-Industrial Behemoth,” The Wilson Center, (April 
1, 2019).
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2.10 Use of Industrial Policies to Grow and Strengthen SIEs in the Energy 
Sector

The above sections discuss benefits afforded to SIEs and the influence the GOR has over 
enterprises within the state sector. An important way in which the government exercises 
meaningful control over state sector enterprises is by using them to pursue industrial policy 
objectives, as discussed above. The GOR also uses industrial policies as a means through which 
it provides benefits to particular industries and to certain firms within them. The result is that the 
GOR uses industrial policies to grow and strengthen important companies in strategic sectors, as 
discussed throughout this factor and elsewhere in the memo. The energy sector is perhaps the 
most notable of such industries in which the GOR has used industrial policies to influence 
outcomes. The energy sector is of paramount importance to the Russian economy and the GOR 
has in recent years increased ownership and control in certain companies within it. This section 
discusses industrial policies in the energy sector, including the policies themselves and their 
implementation. Industrial policies also influence resource allocation and are therefore discussed 
more broadly under Factor 5.

2.10.1 Energy Strategy 2035

The GOR’s Ministry of Energy updates and submits a document describing plans for its energy 
strategy every five years to the central authorities of the Government of Russia.678 In April 2020, 
the GOR officially approved and adopted the Energy Strategy 2035 (ES-2035) planning 
document.679 The ES-2035 is the best available indication of the GOR’s intentions for the energy 
sector, including state ownership within it and whether the GOR will intervene in the economy to 
grant priority access to important resources to certain enterprises. The official goals of the ES-
2035 include: (1) sustaining Russia’s position in global energy markets; (2) diversifying energy 
exports toward Asian markets; (3) ensuring energy availability and affordability for domestic 
consumers; (4) reducing energy intensity and emissions; and (5) developing renewable energy 
systems.680 It includes specific targets for production and exports of, inter alia, natural gas, crude 
oil, coal, and electric power.681 It also calls for increasing production of primary energy 
resources by 4.8 to 7.4 percent by 2024 and by 8.6 to 21.2 percent by 2035.682 It calls for total 
energy exports to increase by 10.7 to 13.9 percent by 2024 and 16.1 to 32.4 percent by 2035.683

678 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
Atlantic Council, (July 2019). 
679 Government of Russia, Ministry of Energy, The Government of the Russian Federation Approved the Energy 
Strategy of Russia for the Period up to 2035, (April 2, 2020).  
680 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,”
French Institute of International Relations, (December 2019), 9. 
681 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 10-11.
682 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 12. 
683 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 12. 
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While the targets set forth in the ES-2035 can be considered unrealistic because many of the 
traditional energy sources are in terminal states of decline, the ambitious agenda is nonetheless 
indicative of the role the GOR intends to play in continued growth and development of the 
industry via its SIEs. Furthermore, while the plan calls for increased efficiency, it does not call 
for structural reforms that would allow the private sector greater scope to operate. Sources 
generally agree that the ES-2035 is an indication of the GOR’s intention for even stronger state 
involvement in the energy sector in general and particularly in certain industries.684

Natural Gas. The ES-2035 envisages a greater role for Russia’s gas industry, with natural gas 
production intended to increase by 25-35 percent from 727 billion cubic meters (bcm) in 2018 to 
907 bcm to 983 bcm by 2035.685 The GOR envisions this growth to be largely driven by exports, 
which the ES-2035 calls for to increase by roughly 29-45 percent from 220 bcm in 2018 to 284 
to 320 bcm in 2035.686

The ES-2035 calls for better third-party access rules and greater financial transparency as part of 
transportation tariff setting.687 However, it does not call for restructuring of the industry, 
including not requiring that Gazprom no longer hold a monopoly on natural gas exports or that 
Gazprom no longer own and control the UGSS.688 This is important because Gazprom takes up a 
large amount of economic space and has preferential access, either on a de jure or de facto basis, 
to important resources. While the ES-2035 does not explicitly state the role of SIEs or of 
Gazprom in the expansion of production and exports of energy, the document suggests that 
Gazprom will continue to be the predominant producer of natural gas. Furthermore, as described, 
Gazprom holds a legal monopoly on natural gas exports so their growth can only be accounted 
for by Gazprom. 

LNG. The ES-2035 calls for an even more significant increase in LNG exports, which are 
anticipated to increase by between 400 and 500 percent from 2018 to 2035 from 27 bcm in 2018 
to 110 to 127 bcm in 2035.689

2.10.2 Energy Strategy 2035 Implementation

Natural Gas. Although, as described, Gazprom has long maintained its status as the predominant 
producer of natural gas, its share of Russian gas production has declined from almost 90 percent 

684 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
Atlantic Council, (July 2019), 1-2. Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035-
Struggling to Remain Relevant,” French Institute of International Relations, (December 2019), 24-26. 
685 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 24. 
686 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 24.
687 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 26.
688 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 26.
689 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 24. 
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in 2000 to below 80 percent in 2010 to 66 percent as of 2020.690 Since Gazprom has a legal 
monopoly on natural gas exports and private companies are therefore not allowed to export gas, 
this increase in production by other companies (much of which is accounted for by other SIEs, as 
described) can be attributed to other companies securing more of the domestic market.691

The ES-2035’s calls for sustaining Russia’s position in global energy markets, diversifying 
energy exports toward Asian markets, and ensuring energy availability and affordability for 
domestic consumers have thus far been accomplished by the GOR and its SIEs and not the 
private sector. 

As described in the legal framework section, the ES-2035 calls for a roughly 35 percent increase
in natural gas production from 2018 to 2035.692 Since traditional oil fields in West Siberia are 
declining in production, this increase has thus far been led by the GOR’s efforts to expand oil 
production in the Yamal Peninsula, Eastern Siberia, the Arctic shelf, and the Russian Far East.693

Natural gas production expansion efforts have been led by Gazprom, which has ramped up 
efforts to expand production in the past decade. This expansion has included efforts to develop 
new conventional deposits, intensify oil production methods, develop offshore fields (such as the 
Arctic shelf), and develop non-conventional oil reserves.694 Gazprom has continued to open new 
oil and gas fields, perhaps most notably Bovanenkovo field on the Yamal Peninsula which 
launched production in 2012.695 Also notable is Gazprom’s increased production at the 
Zapolyarnoye field in West Siberia which was achieved by extracting gas from deeper in the 
earth’s layers and made Zapolyarnoye Russia’s single largest producing gas field.696

The GOR, through Gazprom, is also pursuing the ES-2035 goal of diversifying energy exports 
toward Asian markets by creating the Power of Siberia pipeline, which allows Gazprom to 
supply natural gas to China via pipeline.697 Power of Siberia launched operations at the end of 
2019 and, at the time of writing, is around 3,000 kilometers long.698 It is continuing to be

690 See Factor 4 for statistics. 
691 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 25.
692 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 26. 
693 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 26. Gazprom, About Gazprom, available at 
https://www.gazprom.com/about/, accessed September 1, 2021.
694 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 22.
695 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 24.
696 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 24.
697 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
Atlantic Council, (July 2019), 9. Gazprom, Gas Pipeline: Power of Siberia, available at 
https://www.gazprom.com/projects/power-of-siberia, accessed September 27, 2021.
698 Gazprom, Gas Pipeline: Power of Siberia, available at https://www.gazprom.com/projects/power-of-siberia, 
accessed September 27, 2021. 
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expanded to be able to provide natural gas from additional oil fields to meet China’s growing 
demand.699

LNG. Increased production and exports of LNG have also been driven by the GOR and efforts by 
the state sector. These efforts have included development of East Siberia and the Russian Far 
East resources, primarily for exports to the Asia Pacific region.700 The primary gas fields in this 
region are: (1) the Chayandinskoye gas field in Sakha (which is owned and operated by 
Gazprom); (2) the Kovykta gas field in Irkutsk (also owned and operated by Gazprom); and (3) 
the Sakhalin shelf (which consists of numerous oil and gas fields, and is managed and operated 
by Sakhalin Energy Investment Company, which is majority-owned by Gazprom).701

Novatek also completed the development of LNG fields in the Yamal Peninsula of the Russian 
Arctic in the past several years. This project has been strongly supported by the GOR, which has 
provided it explicit and implicit subsidies, the latter of which include, for example, no Mineral 
Extraction Tax for the first twelve years and lower profit tax.702

Objectives of SIEs in the Oil and Gas Sector. An SIE undertaking large projects is not 
necessarily indicative of non-market-based outcomes. However, Gazprom’s legal monopoly on
natural gas exports implies that it will likely not be economically justifiable for other companies 
operating in Russia to undertake the energy projects that Gazprom has simply because they can 
only legally supply domestic demand. 

In addition, the SIEs in the oil and gas sector in Russia not only carry out company objectives 
but also national objectives, including political, and socio-economic objectives, as well as the 
personal objectives of certain political elite in Russia.703 For example, Gazprom’s increased gas 
production in recent years and creation of infrastructure to transport it can be viewed as an effort 
to improve the GOR’s geopolitical position in global energy markets.704 SIEs’ objectives may 
also include the GOR’s objective of providing oil and gas to domestic consumers at prices well 
below market-clearing levels, as is discussed in Factor 5. 

Oil and gas SIEs pursuing national objectives and not profit-maximization objectives is 
corroborated by the fact that they generally have inefficient operations and that at least some of 
their pursuits are loss-making. Revenue per employee can be used as a measure of companies’ 

699 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
Atlantic Council, (July 2019), 9. Gazprom, Gas Pipeline: Power of Siberia, available at 
https://www.gazprom.com/projects/power-of-siberia, accessed September 27, 2021.
700 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
French Institute of International Relations, (December 2019), 26.
701 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,”
French Institute of International Relations, (December 2019), 26. Shell, Sakhalin-2 – An Overview, available at 
https://www.shell.com/about-us/major-projects/sakhalin/sakhalin-an-overview.html, accessed September 27, 2021. 
702 Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain Relevant,” 
Atlantic Council, 9. 
703 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020. 
704 See, e.g., Tatyana Mitrova and Vitaly Yermakov, “Russia’s Energy Strategy, 2035- Struggling to Remain 
Relevant,” Atlantic Council, (July 2019), 9. See also Gazprom, Gas Pipeline: Power of Siberia, available at 
https://www.gazprom.com/projects/power-of-siberia, accessed September 27, 2021.
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relative efficiencies to others in the same industry. As of 2019, each of Gazprom’s and Rosneft’s 
employees accounted for roughly $250,000 and $400,000 of the companies’ revenue, 
respectively, for the year.705 In comparison, each of British oil company BP’s and Dutch oil 
company Royal Dutch Shell’s employees corresponded to $4 million and $4.2 million, 
respectively.706

Market capitalization can also be used as a measure of efficiency. The market capitalizations of 
Gazprom and Rosneft have declined significantly in the past 10 to 15 years. Gazprom’s market 
capitalization declined 84 percent from $367 billion in 2008 to $58.8 billion in 2020.707

Similarly, Rosneft’s market capitalization fell by almost half from $80 billion in 2006 to $43.7 
billion in 2020.708 Another indicator is the price/earnings ratio, which shows how much investors 
are willing to pay for a company based on perceived future earnings power.709 Gazprom’s and 
Rosneft’s price/earnings ratios are 2.8 and 4.7, respectively.710 Other international oil and gas 
companies have much higher price/earnings ratios.711 For example, Chevron’s is 14.5, Exxon 
Mobil’s is 17.3, BP’s is 19.1, and Royal Dutch Shell’s is 8.7.712

Indeed, certain investments by SIEs in this sector were reported to be loss-making. For example, 
Rosneft invested roughly $9 billion in Venezuelan oil projects between 2010 and 2015 which 
were loss-making.713 Reuters reports that, according to sources, the reason that Rosneft 
continued to invest in Venezuelan oil projects despite not being able to break even was 
motivated by the political leadership’s attempt to provide assistance to allies in Venezuela.714

Both Venezuela and Russia are characterized in the EIU’s 2020 Democracy Index as having 
“authoritarian regimes.”715

705 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
706 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
707 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
708 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
709 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
710 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
711 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
712 Anders Aslund and Steven Fisher, “New Challenges and Dwindling Returns for Russia’s National Champions, 
Gazprom and Rosneft,” Atlantic Council, June 5, 2020.
713 Christian Lowe and Rinat Sagdiev, “Special Report: How Russia sank billions of dollars into Venezuela 
quicksand,” Reuters, March 14, 2019. 
714 Christian Lowe and Rinat Sagdiev, “Special Report: How Russia sank billions of dollars into Venezuela 
quicksand,” Reuters, March 14, 2019. 
715 EIU, Democracy Index 2020, (2021), 12, 34, 38. 
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B. Assessment of Factor

The 2002 Review found that Russia’s privatization program had succeeded in denationalizing 
many industries in Russia, but that the state retained shareholdings in several important 
industries, including electricity, gas, transport, banking, telecom, insurance, and defense.716

Since then, the GOR has continued to broadly withdraw from certain sectors of the economy. 
Private sector firms have also remained the primary drivers of economic activity in Russia since 
2002, at both the national and sector-specific levels. Sectors in which private sector firms have 
been particularly prominent include agriculture, food processing, consumer goods, most 
manufacturing (excluding the defense and oil and gas processing), and many services.

While continuing to pursue denationalization policies in certain industries, since the 2002 
Review, the GOR has nonetheless increased the degree of state ownership and control in certain 
industries. It has also consolidated its role in the economy in select sectors by creating “national 
champions,” which are large, vertically integrated conglomerates that dominate strategic sectors 
of the economy, including banking, oil and gas, defense, construction, nanotechnology, and 
nuclear facilities.

Overall, the relative size of the state sector in the Russian economy has grown since the 2002
Review. However, the extent of this growth cannot be definitively established because reliable 
estimates of its size range from roughly 33 to 50 percent of GDP, while the size of the state 
sector at the time of the 2002 Review was around 30 percent of GDP. This increase, to whatever 
degree is the reality, can largely be attributed to increased government ownership in particular 
industries like banking and oil and gas extraction and processing industries.

While the increase in ownership since the 2002 Review is noteworthy and appears to represent an 
increase in the government’s depth of control over these net new assets, the issue of government 
control over an economy is nuanced. There is little doubt that the GOR uses state sector 
enterprises as instruments of state industrial policy, geopolitical, and other government 
objectives, and that the GOR appears to have significant control even over enterprises it holds 
minority shares in. Russian legislation provides for this by granting the government preferential 
shareholding rights to joint-stock companies that allow it to exercise more control over the 
companies than the size of its shareholding alone would imply. The question remains whether 
the increase in the government’s new share of assets in the economy has had a concurrent, 
proportional, and sufficiently significant influence over the GOR’s control over the economy. 

SIEs make up the state sector in Russia as defined by Commerce, and are afforded benefits not 
granted to private enterprises, such as preferential access to cheap credit, government contracts, 
and government assistance. The GOR often provides these benefits to SIEs even when they are 
less efficient than their private counterparts, which is most commonly the case. This results in 
little competition between private enterprises and SIEs, especially large SIEs that dominate 

716 2002 Review, 18.
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strategic sectors of the Russian economy. As such, the lack of state and private sector 
competition has led to sub-optimal efficiency and production levels. 

Due to the structural weaknesses discussed above, the IMF has recommended substantive 
reforms for several years. Specifically, through the IMF’s Article IV Consultation reports, the 
agency’s primary recommendations have been to reduce Russia’s large state sector footprint in 
the economy, strengthen competition, reduce economic concentration, roll back state 
intervention, and improve the efficiency of state sector enterprises.717 In its Article IV report of 
2019, the IMF stated that “[t]he potential to raise growth will depend on the ambition of reforms 
to strengthen competition and reduce the role of the state.”718 As such, the size and growth of the 
state sector since the 2002 Review hinder Russian economic growth and opportunities, and 
represent signs of an encroaching GOR footprint in economic activity that warrant continual 
monitoring. 

717 See, e.g., International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff 
Report IMF Country Report No. 19/260, (August 2019), 1, 5, 18. See also International Monetary Fund, Russian 
Federation: 2018 Article IV Consultation – Press Release; Staff Report, IMF Country Report No. 18/275
(September 2018), 4.
718 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 23.
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FACTOR FIVE: THE EXTENT OF GOVERNMENT CONTROL OVER THE ALLOCATION 
OF RESOURCES AND OVER THE PRICE AND OUTPUT DECISIONS OF ENTERPRISES.

Excessive government control over the allocation of resources and over the price and output 
decisions of enterprises distorts the free functioning of supply and demand factors that form the 
basis of a market economy. If resources are significantly misallocated due to official direction, or 
the government significantly influences or constrains the price and output decisions of individual 
market actors, then prices and costs will not reflect freely formed supply and demand conditions, 
and non-market conditions in that economy will prevail. 

As previously described, there is considerable overlap between the depth of government 
ownership and control that was the focus of the previous section, and the depth of the 
government’s role in allocating resources which is the focus of this section. The financial sector 
provides an illustrative example of this overlap, as the ownership and control of the government 
in that sector of the economy will be inexorably linked to allocation of capital throughout the 
economy. Land is another important resource, the allocation and pricing of which is discussed in 
this section. To manage the overlapping scopes of each of these factors, they will be described in 
both sections of this analysis but elaborated upon in the section where the impact is greatest. 

The structure of this part of the analysis is divided into three parts. Part A describes the Russian 
government’s strategic planning and industrial policies. This includes a description of the 
Strategic Planning Law and Industrial Policy Law that were promulgated in 2014, in addition to 
the evolution of industrial policy implementation in Russia in the past two decades. Part B 
focuses on two important resources in any economy, financial capital and land, and describes the 
extent of government control over their allocation, and in the case of land, pricing. Finally, Part 
C assesses the government-regulated prices that remain in Russia that affect final prices of 
goods, focusing on natural gas, electricity, oil and gas transportation, and freight railroad 
transportation prices, and assesses whether the prices are consistent with market principles. 

The 2002 Review found that the pace of industrial restructuring remained slow but that Russian 
firms and individuals were allocating resources and engaging in value-adding investment and 
production activities based on private decision-making.719 However, since that time, the GOR
appears to have increased its dependence on industrial policies to dictate market outcomes in
strategic sectors. The government has also increased state ownership and control over the 
financial sector to determine to an even greater extent the allocation of financial resources. 

Regarding land resources, while significant restrictions on the transfer and sale of land remain,
the sale and purchase of land is far more prevalent. More land is privately owned in Russia now 
than at the time of the 2002 Review. With respect to the depth of GOR intervention in affecting 
prices at large in Russia, while some market-based improvements to the pricing of certain goods 
have been made, regulated prices remain for important inputs to production, including natural 
gas, electricity, and rail cargo transportation. However, according to the Economist Intelligence 

719 2002 Review, 21.
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Unit, price controls in Russia are less extensive than price controls in many Eastern and Central 
European countries.720

A. Strategic Planning and Industrial Policies in Russia

This section provides an overview of industrial policies in Russia, including the legal framework 
for industrial policies, and the evolution of industrial policy goals and outcomes in the past two 
decades. While many governments implement some form of industrial policy, such policies can 
range widely in scope. In some cases, industrial policies are merely designed to compensate for 
specific market failures or to initiate certain modest changes to facilitate market outcomes. Other 
cases entail a much deeper level of engagement, where governments impose more widescale 
structural changes or directly intervene in the economy to counteract significant supply and 
demand conditions that the market would otherwise produce or consume.721

It is important to also differentiate industrial policies that either reinforce or distort market 
effects. If benefits provided by the government are widely available to all producers, it is 
conceivable that such industrial policies could reinforce market outcomes rather than distort 
them. However, if industrial policies are aimed at leveraging official control to grow certain 
industries or companies, sometimes at the expense of others, such policies would likely represent 
distortions to otherwise market-determined outcomes and misallocation of the resources they 
would be dependent upon.

Another factor to consider when assessing the depth to which industrial policies distort market-
determined allocations of resources is whether the imposed industrial policies are designed to 
alter specific outcomes or the mechanisms employed to facilitate those outcomes.722 If a 
government was solely attempting to alter an otherwise market-determined outcome, it may be 
indifferent about how those objectives are achieved. However, if industrial policy was aimed at 
changing the mechanisms that effectuate the intended change, a considerably greater degree of 
commitment to control the outcomes is usually presumed. As such, using firms (e.g., SIEs) to 
ensure specific outcomes, is usually indicative of deeper and more coordinated level of 
government involvement than simply setting policy objectives. 

1. Legal Framework

1.1 Strategic Planning Law

Preservation of State Planning After the Planned Economy. State planning was a key 
management aspect of the Soviet Union, where comprehensive plans dictated virtually all 
aspects of the Soviet economy. Such coordination typically included price and output decisions, 

720 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021).  
721 Sergei Sinelnikov-Murylev, Alexander Radygin, Lev Freinkman and Nina Glavatskaya (ed.), “Russian Economy 
in 2013: Trends and Outlooks (Issue 35),” Gaidar Institute for Economic Policy, edition 1, volume 35, number 5 
(2014), 395. Dani Rodrik, “Industrial Policy for the Twenty-First Century,” Harvard University, (2004), 2. 
Warwick, K. (2013-04-05), “Beyond Industrial Policy: Emerging Issues and New Trends”, OECD Science, 
Technology and Industry Policy Papers, No. 2, OECD Publishing, Paris. http://dx.doi.org/10.1787/5k4869clw0xp-
en14-15.
722 Dani Rodrik, “Industrial Policy for the Twenty-First Century,” Harvard University, (2004), 3.
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as well as resource allocation in its entirety.723 After the dissolution of the Soviet Union, the 
reforms that followed resulted in the privatization of many important industries as well as the 
deregulation of many prices in Russia’s economy.724 However, just a few years later, in 1995, 
the GOR adopted the Federal Law on State Forecasting and Programs of Socio-economic 
Development of the Russian Federation, which codified its intent to continue government 
planning at the highest levels of the GOR and set out a system of forecasts of socio-economic 
development.725

Strategic Planning Law. The 2014 Federal Law of the Russian Federation of June 28, 2014 No. 
172-FZ About Strategic Planning in the Russian Federation (“Strategic Planning Law”) replaced 
the 1995 Federal Law on State Forecasting and Programs of Socio-economic Development of 
the Russian Federation.726 The Strategic Planning Law establishes the legal basis for strategic 
planning in Russia.727 It defines strategic planning as “goal-setting, forecasting, planning and 
programming of social and economic development of the Russian Federation, subjects of the 
Russian Federation and municipalities, industries of economy and spheres of the public and 
municipal authority, ensuring national security of the Russian Federation…”728 (Emphasis 
added.) It is notable that strategic planning encompasses not only social and economic 
development but also national security, and that its scope includes strategic planning at both the 
national and municipal levels of government.

The Strategic Planning Law also sets out a hierarchy of legal documents that are considered 
integral to the strategic planning system and groups them by function.729 The first group includes 
documents outlining the goals at the federal level, including the Strategy of Socio-economic 
Development and the Strategy of National Security.730 Next are forecasting documents, including 
the Forecast of Scientific and Technological Development, the Strategic Forecast of the Russian 
Federation, and the Forecast of Socio-economic Development for the Long-term.731 Last are 
documents setting out specific means by which the GOR will carry out its large-scale plans.732

723 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research
Review: NATO Defense College, (June 2012), 1.
724 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 2.
725 Cooper, NDC Research Review, Reviewing Russian Strategic Planning: The Emergence of Strategy 2020, 2.
726 Federal Law of the Russian Federation of June 28, 2014 No. 172-FZ About Strategic Planning in the Russian 
Federation (“Strategic Planning Law”), (passed June 28, 2014). 
727 Strategic Planning Law, Article 1. 
728 Strategic Planning Law, Article 3(1). 
729 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1. 
730 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1. 
731 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1. 
732 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1-2. 
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1.2 Industrial Policy Law

Industrial Policy Law. The same year that the Strategic Planning Law was promulgated, the 
GOR also published the Federal Law No. 488-FZ of December 31, 2014 on Industrial Policy in 
the Russian Federation (“Industrial Policy Law”).733 This law defines Russian industrial policy 
as “complex…legal, economic, organizational and other measures aimed at the development of 
the industrial potential of the Russian Federation and at providing for the production of 
competitive industrial products.”734 The GOR also sets forth its industrial policy goals in that 
law, which include: (1) the “formation of a highly technological and competitive industry 
ensuring transition of the state’s economy from the export of raw materials type of development 
to an innovative type of development;” (2) the “provision for the country’s defense and for state 
security;” and (3) ensuring “the population’s employment and raising the living standard of 
citizens of the Russian Federation.”735 The focus on high-tech industries is reiterated throughout
the law. The targeted nature of industrial policies in Russia being used to advance high-tech 
industries is therefore codified into law. 

Among the various ways the GOR is envisaged to implement its industrial policies is through a
provision in Russian law that states that the GOR will provide financial support to subjects in 
relevant industries.736 It states that such support will be extended through loans, grants, capital 
contributions, and financial leasing.737 The law also states that the GOR will provide support to 
industrial enterprises exporting products manufactured from the Russian Federation,738 and 
emphasizes that it will provide particular support to “scientific-technical innovation activity.”739

The Industrial Policy Law has also created a “state information system for industry…for the 
purposes of automating processes for the collection and processing of information necessary to 
provide for the implementation of industrial policy…”740 According to the GOR, this state 
information for industry shall contain, inter alia, information on “subjects of activity in the area 
of industry” and “on the forecasts of the output of the principal kinds of industrial products and 
on their factual output, on the characteristics of the industrial products taking into account their 
branch affiliation as well as on the volume of import of industrial products into the Russian 
Federation.”741 Codification of such state information systems for industry is indicative of the 
GOR’s intent to track and potentially control industrial production outcomes. This state 
information system appears to have been created in the form of situation centers, which are 

733 Federal Law No. 488-FZ of December 31, 2014 on Industrial Policy in the Russian Federation (“Industrial 
Policy Law”), (passed December 31, 2014, last updated July 20, 2020). Details of the creation of the state
information system are described in section 2.1 below. 
734 Industrial Policy Law, Article 3(1). 
735 Industrial Policy Law, Article 4(1-3). 
736 Industrial Policy Law, Article 10-11.
737 Industrial Policy Law, Article 11(4).
738 Industrial Policy Law, Article 17.
739 Industrial Policy Law, Article 12(6).
740 Industrial Policy Law, Article 14(1).
741 Industrial Policy Law, Article 14(4)(4).
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offices throughout the country responsible for strategic analysis and monitoring of particular 
industries and are discussed in the next section on developments in the economy.742

In addition to the aspects of the Industrial Policy Law described above that can influence the 
allocation of resources in the Russian economy, numerous related government decisions and 
other regulatory documents were published pursuant to the law as part of its implementation. The 
most notable of these decisions are described below.

Special Investment Contracts. As part of the implementation of the Industrial Policy Law, in 
2015 the GOR promulgated Decision of the Government of the Russian Federation of July 16, 
2015 No. 708 on Special Investment Contracts for Certain Industries (“Decision on SICs”), 
which included Rules for Conclusion of Special Investment Contracts.743 This decision and its
corresponding rules establish the concept of special investment contracts (SICs), which are 
contracts between companies and the GOR whereby the company agrees to establish new 
investment projects or update existing investment projects in exchange for government funding 
in the form of subsidies or grants, and/or exemptions from taxes, in addition to other benefits 
from the GOR, either at the federal or regional level.744

The Decision on SICs states: “[a] special investment contract shall be concluded, signed,
amended and terminated in the name of the Russian Federation…to implement an investment 
project related to establishment, upgrading and/or mastering manufacture of industrial products
in the Russian Federation…within the term envisaged by the special investment project using its 
own resources or with involvement of other entities.”745 (Emphasis added.) Although the 
decision states that SICs are intended to support industrial products, neither the decision nor the 
rules specify which specific industries are intended to be targeted so these industries can 
presumably be changed at the government’s discretion. The corresponding rules go on to state 
that “[a] special investment contract shall be concluded for…achievement of target indicators 
and indicators of government programs of the Russian Federation in different industries…”746

(Emphasis added.) SICs therefore often include socio-economic commitments by the companies 
in selected industries such as creation of a certain number of jobs.747

Import Substitution. At the same time that it promulgated the Decision on SICs, the GOR 
published the Decision of the Government of the Russian Federation of July 17, 2015 No. 719 on 

742 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 4. 
743 Decision of the Government of the Russian Federation No. 708 on Special Investment Contracts for Certain 
Industries (“Decision on SICs”), (passed July 16, 2015, last amended December 3, 2020). Rules for Conclusion of 
Special Investment Contracts (last amended October 1, 2020).
744 Decision on SICs - Rules for Conclusion of Special Investment Contracts (last amended October 1, 2020), Article 
5. KPMG, Russia: Special Investment Contracts as Part of Russia’s Industrial Policy, (October 29, 2015). KPMG, 
Doing Business in Russia, (2019), 7. 
745 Decision on SICs - Rules for Conclusion of Special Investment Contracts (last amended October 1, 2020), Article 
2. 
746 Decision on SICs - Rules for Conclusion of Special Investment Contracts (last amended October 1, 2020), Article 
5.
747 KPMG, Russia: Special Investment Contracts as Part of Russia’s Industrial Policy, (October 29, 2015). 
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Confirming that an Industrial Product is Manufactured on the Territory of the Russian 
Federation (“Decision on Domestic Industrial Production”).748 This official document 
established criteria to both determine whether an industrial product is manufactured domestically 
and to define a product with no domestic substitute as one which is not produced in Russia.749

These criteria provide the basis for government implementation of its import substitution 
policies, given that import substitution policies aim to replace imports with domestically 
produced products. 

Beginning in 2015, many Russian government decisions and other regulatory documents 
required the implementation of public procurement procedures to ensure that certain government 
purchases were purchased from within the Eurasian Economic Union (EAEU). This group of 
countries, which consists of Russia, Armenia, Belarus, Kazakhstan, and Kyrgyzstan, essentially 
banned state procurement of foreign industrial goods from countries outside that union. In 2020, 
the GOR promulgated the Decision of the Government of the Russian Federation of 30 April 
2020 No. 616 Banning Industrial Goods Originated from Foreign Countries from Being Used in 
National and Local Government Procurements and also Banning Industrial Goods Originated 
from Foreign Countries, Including Services Provided by Foreign Persons, from Being Used in
National Defense and Security Procurements.750 This decision replaced the previously 
promulgated lists of goods prohibited from being imported from outside of the EAEU.751 The 
decision contains an extensive list of 125 types of goods which are subject to public procurement 
and import substitution restrictions, ranging from clothes, telecommunications equipment, 
helicopters, automotive products, and vehicles.752

At the same time, the GOR also promulgated the Decree of the Government of the Russian 
Federation of April 30, 2020 No. 617 on Restrictions on the Admission of Certain Types of 
Industrial Goods Originating from Foreign Countries for the Purpose of Purchasing to Meet 
State and Municipal Needs.753 This resolution contains another list of goods subject to import

748 Decision of the Government of the Russian Federation No. 719 of July 17, 2015 on Confirming that an Industrial 
Product is Manufactured on the Territory of the Russian Federation (“Decision on Domestic Industrial 
Production”), (passed July 17, 2015, last amended May 19, 2021). Article 1. WTO, Trade Policy Review: Russian 
Federation, WT/TPR/S/345, (August 24, 2016), 83. 
749 Decision on Domestic Industrial Production, Article 1. WTO, Trade Policy Review: Russian Federation, 
WT/TPR/S/345, (August 24, 2016), 83. 
750 Decision of the Government of the Russian Federation of April 30, 2020 No. 616 Banning Industrial Goods
Originated from Foreign Countries from Being Used in National and Local Government Procurements and also 
Banning Industrial Goods Originated from Foreign Countries, Including Services Provided by Foreign Persons, 
from Being Used in National Defense and Security Procurements. 
751 “Systematization security of bans and restrictions on admission of foreign goods for public procurement and for 
the needs of national defense and state” Schneider Group, available at https://schneider-
group.com/en/news/systematization-security-of-bans-and-restrictions-on-admission-of-foreign-goods-for-public-
procurement-and-for-the-needs-of-national-defense-and-state/, accessed September 7, 2021. 
752 Lexology, Russia Remains Set on Import Substitution for State-Procured Goods, (July 21, 2020). 
753 Decree of the Government of the Russian Federation of April 30, 2020 No. 617 on Restrictions on the Admission 
of Certain Types of Industrial Goods Originating from Foreign Countries for the Purpose of Purchasing to Meet 
State and Municipal Needs (passed April 30, 2020). 
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restrictions.754 The list includes 174 items, including office supplies, chemicals, fertilizers, 
radiators, convectors, pumps, construction materials and fittings, musical instruments, games and 
toys, sports equipment, and others. 755

While import substitution policies were initially applied only to government procurement, in 
recent years they have been expanded to apply to enterprises with over 50 percent state 
ownership.756 These restrictions prevent such enterprises from purchasing imported products, 
including, inter alia, automobiles, metal products, heavy machinery, software and machinery,757

and can influence resource allocation decisions in the economy. 

2. Developments in the Economy 

Whether industrial policies distort resource allocation is determined by their implementation. 
This section therefore describes what is known about the evolution of industrial policies in 
Russia in the past two decades and the effectiveness of their implementation. This section also 
includes an analysis of industrial policies in the energy sector, which is just one of several major 
sectors of the economy with extensive industrial policies. While the extent of implementation of 
industrial policies is an important component of this analysis, it should be noted that even if 
industrial policies are not implemented to the fullest extent outlined in industrial policy 
documents, they still have the capacity to be used by the GOR to allocate resources and therefore 
can still distort the allocation of resources.

2.1 Evolution of Industrial Policies in Russia in the Past Two Decades

Improving Market Mechanisms. Industrial policies have evolved throughout the past two 
decades. From 2000 to 2003, industrial policies in Russia were focused on improving market 
mechanisms and institutions, including improving competition, deregulation, and reforming 
natural monopolies and the tax system.758 In 2000, an important industrial policy document was 
published: the Social and Economic Development Strategy in the Russian Federation up to 2020,
which enumerated the aforementioned market-oriented goals for economic development.759

754 Decree of the Government of the Russian Federation No. 617 on Restrictions on the Admission of Certain Types 
of Industrial Goods Originating from Foreign Countries for the Purpose of Purchasing to Meet State and Municipal 
Needs (passed April 30, 2020).
755 Decree of the Government of the Russian Federation No. 617 on Restrictions on the Admission of Certain Types 
of Industrial Goods Originating from Foreign Countries for the Purpose of Purchasing to Meet State and Municipal 
Needs (passed April 30, 2020).
756 Office of the U.S. Trade Representative, 2020 Report on the Implementation and Enforcement of Russia’s WTO 
Commitment, (2020), 4, 30-31. 
757 Office of the U.S. Trade Representative, 2020 Report on the Implementation and Enforcement of Russia’s WTO 
Commitment, (2020), 4, 30-31. 
758 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 10. 
759 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 10.
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Increased Role of the State in Carrying Out Industrial Policies. Beginning around 2004, the state 
began to play a more active role in carrying out industrial policies, and the GOR’s objective 
became more focused on stimulating economic diversification and innovation.760 To accomplish 
these goals, the GOR adjusted its industrial policies to focus on vertical industries, or clusters of 
interrelated industries, where the state could select and support certain “winner” firms.761 The 
GOR began promulgating long-term development plans for specific sectors and also created 
federal programs to develop science and technology industries.762 During this time, the GOR 
also adopted the concept of “strategic planning” and created an inter-agency commission, led by 
senior GOR officials, which was tasked with carrying out the GOR’s strategic planning 
priorities.763 The President of Russia, as the chair of the Security Council, presides over official 
leadership of strategic planning at its highest levels.764

State Corporations. As described in Factor 4, in 2007, the GOR created state corporations, which 
are state-owned, vertically integrated holding companies. Such entities were intended to be a 
means through which the GOR could use the state sector to develop particular interrelated 
industries.765 The most notable of these holding companies are part of the military-industrial 
complex (MIC) (which refers to the nation’s military and the defense industry that supplies it), 
the aeronautical industry, and the shipbuilding industry.766 Vneshekonombank (VEB) and 
Rusnano were financial development institutions that were created to channel credit into areas 
that the market did not allocate funding.767 Rusnano was created to identify and invest in cutting-
edge, high-tech projects and research and development that would advance technological 
innovation in Russia.768 VEB was created to channel funding to support large-scale projects in 

760 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 11.
761 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 7, 11.
762 Sergei Sinelnikov-Murylev, Alexander Radygin, Lev Freinkman and Nina Glavatskaya (ed.), “Russian Economy 
in 2013: Trends and Outlooks (Issue 35),” Gaidar Institute for Economic Policy, edition 1, volume 35, number 5 
(2014), 11.
763 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 3.
764 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 5. 
765 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 11.
766 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 11.
767 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12. 
768 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
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space, aviation, shipbuilding, machine-building, timber, nuclear energy, electronics, and MIC.769

This list was later expanded to also include high-tech industries.770 Rosatom771 (an armaments 
company) and Rostec772 (the owner of all nuclear facilities) are other state corporations that were 
created at the same time as instruments and agents of the GOR to restructure state property, 
consolidate state assets, and raise the competitiveness of the defense and nuclear sectors.773

GOR Support of Large, Strategically Important Companies. In 2008 to 2009, the GOR’s 
industrial policy strategy shifted even more in response to the Global Financial Crisis.774 While 
the 2004 to 2007 period was characterized by an increased role of the state, in the 2008 to 2009 
period, the GOR became more selective in terms of which companies benefitted from industrial 
policies.775 Large, strategically important companies were the primary benefactors of industrial 
policies.776 Benefits provided to the chosen companies, in addition to reciprocal obligations of 
those companies, were generally non-transparent.777 The GOR also implemented protectionist 
policies in some industries and additional government-regulated prices were put into place.778 At 
the same time, public demand largely replaced private demand, which gave the GOR more 
autonomy in selecting winners and losers.779

Focus on Modernization and Technology for New Sources of Growth. Beginning in 2010, the 
GOR focused its industrial policies on technology in search of new sources of economic 

769 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
770 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
771 Rosatom is officially named Rosatom State Atomic Energy Company.
772 Rostec is officially named State Corporation for Assistance to Development, Production and Export of Advanced 
Technology Industrial Product Rostec. 
773 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
774 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
775 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
776 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
777 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
778 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
779 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
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growth.780 Reflecting this, in 2011, it published the Innovative Development Strategy for the 
Russian Federation up to 2020.781 Around the same time, the GOR created the Presidential 
Committee of the Modernization of the Economy, which focused on energy, energy efficiency, 
nuclear, information and space technologies, telecommunication, medicine, pharmaceuticals, and 
nanotechnology as strategic technology priorities.782

2020 Concept for Socio-Economic Development. As part of its strategy to increase innovative 
development, in 2008, the GOR issued what has become one of the apex central government 
planning documents, the Government of the Russian Federation Decree of November 17, 2008 
No. 1662-p Approving the Strategy for Long-Term Social and Economic Development of the 
Russian Federation until 2020 (“2020 Concept for Socio-economic Development”).783 This 
planning document explicates the strategic goal of achieving a level of economic and social 
development corresponding to Russia’s status as a leading world state of the 21st century.784 It
also describes how Russia was to become one of the world’s top five economies and establish 
itself as a leader in technological innovation and global energy infrastructure, as well as a major 
international financial center.785 The planning document also describes a strategy which calls for 
the use of Russia’s competitive advantages in energy, transportation, and agriculture, in addition 
to technological advancements and diversification of its economy, to achieve these goals.786 It
calls for financial resources to be allocated to certain areas of the economy. For example, it states 
that “[s]ignificant financial resources are needed to strengthen the potential of Russian fuel and 
energy sectors, to upgrade them, and to develop resource base and infrastructure, which may lead 
to higher cost factors for the economy.”787

The 2020 Concept for Socio-Economic Development puts forth three possible scenarios with 
varying degrees of achievement of the aforementioned economic goals and corresponding 

780 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 12.
781 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 13.
782 Yuri Simachev, Mikhail Kuzyk, Boris Kuznetsov, and Evgeniy Pogrebnyak, “Russia on the Path Towards a New 
Technology-Industrial Policy: Exciting Prospects and Fatal Traps,” Foresight-Russia: National Research University 
Higher School of Economics, Moscow, Vol. 8, Iss. 4, pp. 6-23, (2014), 13.
783 Government of the Russian Federation Decree of November 17, 2008 No. 1662-p Approving the Strategy for 
Long-Term Social and Economic Development of the Russian Federation until 2020 (“2020 Concept for Socio-
economic Development”) (passed November 17, 2008, last amended September 28, 2018). Julian Cooper, 
“Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research Review: NATO Defense 
College, (June 2012), 3.
784 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 9. 2020 Concept for Socio-economic Development. 
785 2020 Concept for Socio-economic Development, 9, 10, 14, 15. Center for Strategic and International Studies, 
Russia’s 2020 Strategic Economic Goals and the Role of International Integration, (July 31, 2008), 1. 
786 2020 Concept for Socio-economic Development, 8, 11, 15, 17, and 18. Center for Strategic and International 
Studies, Russia’s 2020 Strategic Economic Goals and the Role of International Integration, (July 31, 2008), 4. 
787 2020 Concept for Socio-economic Development, 8. 
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quantitative targets.788 The existence of three possible outcomes perhaps suggests that the GOR 
is anticipating factors outside of its control to influence the outcome. Certainly, the most 
desirable scenario can at best be viewed as aspirational because, as of 2020, Russia’s GDP per 
capita is only slightly greater than a third of the GDP per capita corresponding to that 
outcome.789 However, the existence of the plan suggests the GOR’s intent to influence certain 
market outcomes, likely through its large SIEs that are already global players. One indication 
that this was indeed the GOR’s intent is that achievement of the goals laid out by the GOR is 
predicated on the achievement of trade-related outcomes, and the state sector is predominant in 
exports. Indeed, the specific strategies set forth in the document, including increased economic 
integration with Asia, have been led by the GOR often through its SIEs, as described further 
throughout this section. 

After the quantitative targets outlined in the 2020 Concept for Socio-economic Development
were not met, 21 working groups were formed, each to specialize in a component of the 
strategy.790 In 2012, the GOR published a new 2020 Concept for Socio-economic Development
which did not include as many quantitative targets at the industry level but instead put forward 
described roadmaps summarizing principal policy proposals in each area.791

Increased Use of “Strategic Planning”. As described in the legal framework section, in 2014, 
the GOR promulgated the Strategic Planning Law and the Industrial Policy Law. The World 
Trade Organization (WTO) characterizes the 2014 period as an introduction of a “new industrial 
policy” in Russia, which was carried out through incentives including “direct grants to 
infrastructure, tax breaks, and preferences in government procurement contracts.”792 As part of 
the implementation of these laws, the GOR created a register of strategic planning documents.793

It also created an information system to support the planning process, which is led by the 
Ministry of Economic Development.794 Although the Strategic Planning Law was promulgated 
in 2014, its implementation was postponed until 2019.795 In the meantime, the GOR promulgated 

788 Center for Strategic and International Studies, Russia’s 2020 Strategic Economic Goals and the Role of 
International Integration, (July 31, 2008), 4. Julian Cooper, “Reviewing Russian Strategic Planning: The 
Emergence of Strategy 2020,” NDC Research Review: NATO Defense College, (June 2012), 9-10.
789 Russia’s GDP per capita in current USD in 2019 was $10,127, and the best scenario’s predicted GDP was 
$30,000 by 2020. Although Russia’s GDP was affected by the pandemic, even as of 2019, before the pandemic, 
Russia’s GDP was only $11,585. See CSIS, Russia’s 2020 Strategic Economic Goals and the Role of International 
Integration, (July 31, 2008), 5 and World Bank, “GDP per capita (current US$) - Russian Federation,” (2019), 
available at https://data.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=RU, accessed October 1, 2021. 
790 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 9-10. 
791 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 9-10.
792 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 8. 
793 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1.
794 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1.
795 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 2.
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more documents for strategic planning, and, as of 2018, the register of strategic planning 
included over 54,000 items.796

Situation Centers. An important part of the GOR’s implementation of the 2020 Concept for 
Socio-Economic Development was the increased use of and dependence upon situation centers. 
These centers, which are offices throughout the country responsible for strategic analysis and 
monitoring of particular industries, also monitor the state of national security and determining 
national priorities.797 Situation centers were first established in Russia in the 1990s, but in 2013 
the GOR promulgated several classified documents that were later leaked that called for the 
expansion and unification of the network on such centers which were intended to form an 
integrated system of strategic planning.798 This system appears to be a component of the “state 
information system for industry” called for in the Industrial Policy Law.

Special Investment Contracts. While the decision implementing SICs (described in the legal 
framework section) does not specify which industries benefit from SICs, according to sources, 
investment projects in the following industries may be subject to SICs: machinery manufacturing 
and automotive; metallurgy; oil processing and petrochemicals; gas processing; charcoal, 
aviation and shipbuilding; telecommunications, electric power, electronic and radio electronics; 
pharmaceuticals, medical and biotechnology; forestry, pulp, paper and wood processing; and 
certain agricultural industries.799 However, this list is not exhaustive and SICs can be made in 
any industries.800 Notably, the state sector is predominant in many of the aforementioned 
industries. While these benefits are ostensibly intended to attract all types of investors, including 
foreign, investment in many of the industries listed above is legally restricted, as described in 
Factor 3 (e.g., air transportation, media, and agricultural land).

Industrial Policy in Russia Today. As described above, industrial policy and strategic planning 
have been increasingly used by the GOR since the 2002 Review, and today Russia’s economy 
can be characterized as involving strategic planning.801 According to Julian Cooper, an expert on 
the Russian economy, beginning in the early 2000s, there was a “prolific production of strategic 
plans.”802 The GOR’s strategic planning objectives are explicated in planning documents that are 
published for the short-, medium- and long-term periods (3-5, 5-10 and 10-20 years, 

796 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 1.
797 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 4. 
798 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 4. 
799 KPMG, Doing Business in Russia, (2019), 7. 
800 KPMG, Doing Business in Russia, (2019), 7. 
801 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 3.
802 Julian Cooper, “Strategic Planning, Situation Centers and the Management of Defense in Russia: an Update,” 
Pembroke College: University of Oxford, (November 2018), 3.
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respectively) at the federal, regional, inter-regional, inter-branch and branch levels (i.e., all levels 
of government from the federal to the municipal).803

In addition to the GOR’s intensifying industrial policies as a means of achieving government 
objectives, the GOR has also relied on state corporations and other large SIEs to implement its 
industrial policies and strategic objectives over the past 15 years. According to a report by the 
Gaidar Institute, industrial policy in Russia is often associated with “vigorous and excessive state 
intervention in the economy, protecting the interests of particular large national companies, 
which is why it has been considered to be a particularly dangerous retreat from market 
reforms.”804 The same report characterizes the use of the state sector to carry out industrial 
policies as “an acknowledgement of the state’s incapability or unwillingness to look for the best 
practice in public-private partnerships, and a concentration of structural policy within the public 
sector of the economy (with the growth of this sector).”805

B. Government Control Over Important Resources Used for Production in Russia

Financial capital and land are important resources in an economy and important inputs into the 
production of essentially all goods. Government control over these resources and their allocation 
can have wide-ranging, economy-wide effects, and can impact final prices of goods produced in 
Russia. This section describes the financial sector and the land system in Russia.

1. The Financial Sector

The 2002 Review found that there had been limited reform and restructuring of the banking 
sector and that Russia’s more than 1,300 banks did not play a significant role as financial 
intermediaries between savers and investors.806 It also found that the GOR did not play a 
significant role in capital allocation either, and that, instead, enterprises’ capital needs were 
generally self-financed or financed through foreign capital markets.807 Finally, it found that the 
problems with Russia’s banking sector were not relevant to the issue of the extent of government 
control over credit allocation because so little investment was financed through the banking 
sector.808

803 Julian Cooper, “Reviewing Russian Strategic Planning: The Emergence of Strategy 2020,” NDC Research 
Review: NATO Defense College, (June 2012), 5. 
804 Sergei Sinelnikov-Murylev, Alexander Radygin, Lev Freinkman and Nina Glavatskaya (ed.), “Russian Economy 
in 2013: Trends and Outlooks (Issue 35),” Gaidar Institute for Economic Policy, edition 1, volume 35, number 5 
(2014), 399.
805 Sergei Sinelnikov-Murylev, Alexander Radygin, Lev Freinkman and Nina Glavatskaya (ed.), “Russian Economy 
in 2013: Trends and Outlooks (Issue 35),” Gaidar Institute for Economic Policy, edition 1, volume 35, number 5 
(2014), 404.
806 2002 Review, 20. 
807 2002 Review, 20. 
808 2002 Review, 21. 
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1.1 Legal Framework

The primary laws governing the financial sector in Russia are the Civil Code, Federal Law No. 
395-1 of December 2, 1990 on Banks and Banking Activities (“Banking Law”),809 and the Law 
on the Central Bank.

The Central Bank of the Russian Federation (CBR) is the key regulatory authority for the 
financial sector in Russia. The Law on the Central Bank lays out “the goals of the activity” of the 
CBR, which include, inter alia, “…development and consolidation of the banking system of the 
Russian Federation…”810 It also states that the CBR “shall adopt a decision on the state 
registration of credit institutions, issue licenses to credit institutions for the performance of 
banking operations, suspend the operation of these licenses and withdraw them.”811

In 2013, the GOR amended the Law on the Central Bank to expand the scope of the CBR’s 
mandate to include “develop[ing] the financial market of the Russian Federation” and “securing 
stability of the financial market of the Russian Federation.”812 The 2013 amendments similarly 
added as a function of the CBR “devis[ing] and pursu[ing] a policy for the development and 
securing the stable functioning of the financial market of the Russian Federation.”813 The 
Banking Law provides grounds under which the CBR can revoke banking licenses of credit 
organizations.814 Another article of the Banking Law simply states that “[c]ontrol over activities 
of a credit organization shall be executed by the Bank of Russia in compliance with federal 
laws.”815

Foreign Investment in the Banking Sector. As described in Factor 3 on foreign investment, 
foreign investment in the banking sector is restricted. The Banking Law specifies that the total 
amount of foreign capital in the banking system will be fixed by the GOR with a quota,816 which 
is currently 50 percent.817 In addition, foreign bank branches are banned in Russia by the 
Banking Law, which excludes branches from the definition of the Russian banking system, 
thereby limiting foreign banks to subsidiary operations and representative offices.818 Additional 
restrictions on foreign investment in the banking sector also exist, such as the requirement of 
prior approval by the CBR for non-residents to be able to acquire ten percent or more shares in a 
Russian bank or non-banking credit organization.819

809 Federal Law of December 2, 1990 No. 395-1 On Banks and Banking Activities (“Banking Law”), (passed 
December 2, 1990, last amended July 2, 2021). 
810 Law on the Central Bank, Article 3. 
811 Law on the Central Bank, Article 4(8). 
812 Law on the Central Bank, Article 3.
813 Law on the Central Bank, Article 4(1.1).
814 Banking Law, Article 20. 
815 Banking Law, Article 41. 
816 Banking Law, Article 18. 
817 Baker McKenzie, Doing Business in Russia, (2020), 441. 
818 The Banking Law states that “[t]he banking system of the Russian Federation shall include the Bank of Russia, 
credit organisations, and also representative offices of foreign banks.” While “foreign banks” are defined in the 
Banking Law, the definition of the banking system excludes them. See Banking Law, Articles 1 and 2. See EIU
Viewswire, Russia: Foreign Investment, (June 1, 2016). Baker McKenzie, Doing Business in Russia, (2020), 440.
819 Baker McKenzie, Doing Business in Russia, (2020), 441. 
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1.2 Developments in the Economy

1.2.1 Structure of the Financial System in Russia

The financial system in Russia is bank-dominated and commercial banks are responsible for the 
bulk of retail banking activity (i.e., collecting deposits and making loans).820 In the past two 
decades, some of the most notable trends in the banking sector in Russia have been that many 
banks have closed, the banking sector has become increasingly concentrated, and state ownership 
has increased. After the financial crisis in 1998, half of Russia’s private banks went bankrupt.821

The five large state banks – Sberbank of Russia (“Sberbank”), Bank VTB (“VTB”), and 
Gazprombank, VEB, and Rosselkhozbank – were kept afloat by the GOR.822 The GOR then 
acquired and merged or closed many of the remaining private banks.

Today Sberbank, VTB, and Gazprombank are the three largest banks in Russia and account for 
nearly 60 percent of total assets in the Russian banking system, as can be seen in Table 7.
Sberbank alone accounts for nearly 35 percent of total banking sector assets, 44 percent of 
deposits, and 56 percent of mortgages.823 Because these three banks are predominant in the 
banking sector and all other banks are comparatively quite small, the IMF characterizes the 
banking sector in Russia as one of monopolistic competition.824 In addition to the largest three 
banks, many smaller banks are also state-owned, including, as can be seen in Table 7, six of 
Russia’s ten largest banks. As of 2018, state-invested banks (SIBs) accounted for 80 percent of 
lending to corporations and 70 percent of lending to individuals.825

Table 7: Largest Banks in Russia by Assets826

Rank Bank

Assets (trillion 
RUB) (as of 
September 

2020)

Assets as a 
Share of Total 
Banking Sector 

Assets

Whether the GOR 
is an Investor Ownership details

1 Sberbank 35.124 34.6% Yes
Majority owned by the 

GOR, via the Ministry of 
Finance827

820 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 6.
821 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
822 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
823 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 22. International Monetary Fund, 
Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 20. Jake Cordell, “Russia 
in 2020: Where Are All the Foreign Banks?” The Moscow Times, January 2, 2020.
824 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19. 
825 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 7.
826 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 21-22. CEIC.
827 Sberbank, Sberbank Shareholder Structure, available at https://www.sberbank.com/investor-relations/share-
profile, accessed September 8, 2021. 
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2 VTB 17.426 17.2% Yes

Majority owned by the 
GOR via the Federal 

Agency for State 
Property Management828

3 Gazprombank 7.567 7.5% Yes Majority owned by the 
GOR via Gazprom829

4 Alfa bank 4.406 4.3% No Owned by seven private 
shareholders830

5 Otkritie Bank 3.423 3.4% Yes
100% owned by the 
GOR via the Central 

Bank of Russia831

6 Russian Agricultural 
Bank 3.3 3.3% Yes 100% owned by the 

GOR832

7 Credit Bank of 
Moscow 2.953 2.9% Private Majority owned by 

private shareholders833

8 Promsvyazbank 2.513 2.5% Yes
100% owned by the 

GOR’s Deposit 
Insurance Agency834

9 Sovcombank 1.566 1.5% No

Majority owned by a 
foreign-based company 

with private Russian 
shareholders835

10 Raiffeisenbank 1.422 1.4% No Foreign-owned

Total =79.7 =78.6% of total 
banking sector 
assets

Total 
Banking 
Sector 
Assets

101.4

828 VTB, Shareholder Capital Structure, available at https://www.vtb.com/akcionery-i-investory/raskrytie-
informacii/struktura-akcionernogo-kapitala/, accessed September 8, 2021. 
829 Gazprombank, About Gazprombank: Shareholders, available at 
https://www.gazprombank.ru/en/about/shareholders/, accessed September 8, 2021. 
830 AlfaBank, Ownership Structure, available at https://alfabank.com/corporate-profile/about-us/ownership-
structure-1/, accessed September 8, 2021. 
831 Otkritie Bank, General Information: Fact Sheet, Dividends and Auditors, available at 
https://ir.open.ru/en/info#:~:text=The%20single%20shareholder%20of%20Otkritie,regions%20of%20the%20Russia
n%20Federation, accessed September 8, 2021. 
832 Russian Agricultural Bank, Profile, available at https://www.rshb.ru/en/about/profile/, accessed September 8, 
2021. 
833 Credit Bank of Moscow, Information for Shareholders, available at https://mkb.ru/en/investor/shareholder, 
accessed September 8, 2021. 
834 S&P Global, Russia’s Deposit Insurance Agency takes control of Promsvyazbank, (March 29, 2018). 
835 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 23. 
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The fourth largest bank, Alfa Bank, is a private bank.836 However, although it is the fourth 
largest bank, Alfa Bank holds only 4.3 percent of total banking sector assets.837 Although there
are no policy banks in Russia, the GOR has created development institutions and development 
banks to pursue development objectives. The largest development institution is VEB, which has 
a policy mandate not to compete with commercial credit institutions.838 As such, it does not 
collect retail deposits, although it does on-lend, or lend directly to companies.839 Because it does 
not collect deposits, it is not included in Table 7 above. Another development bank is the 
Russian Agricultural Bank, the sixth largest bank by assets, which was set up in 2000 to fund 
agribusiness and has a policy mandate to focus on such activities840 However, in reality Russian 
Agricultural Bank engages in broader commercial banking activities and is therefore included in 
Table 7.841

Increased Concentration in the Banking Sector. As described above, the financial system in 
Russia is highly concentrated and the top three banks account for nearly 60 percent of total assets 
as of 2020.842 In the past two decades, the number of banks in Russia has declined significantly 
from 1,239 in 2000 to 334 in 2020, as can be seen in Figure 19 below.843

836 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19. AlfaBank, Ownership Structure, available at https://alfabank.com/corporate-profile/about-us/ownership-
structure-1/, accessed September 8, 2021.
837 In addition, while this bank is truly private, it is majority owned by Russian oligarch Mikhail Fridman. See Alfa 
Bank, Ownership Structure, https://alfabank.com/corporate-profile/about-us/ownership-structure/. As described in 
section 2.9 of Factor 4, the GOR often exerts influence over private companies through the relationships it has with 
their owners. Professional success of individuals and businesses is dependent upon personal relationships with the 
Kremlin, and this system allows the GOR, sometimes at its highest levels, to be able to exercise meaningful control 
even over completely private companies.
838 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19-20. World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial 
Services, Technical Note (July 2016), 3. 
839 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19-20. World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial 
Services, Technical Note (July 2016), 12. 
840 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19-20. World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial 
Services, Technical Note (July 2016), 20. World Bank, Financial Sector Assessment Program: Russian Federation, 
Role of State in Financial Services, Technical Note (July 2016), 3. 
841 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 20. World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial 
Services, Technical Note (July 2016), 3. 
842 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
843 Central Bank of the Russian Federation, “Number of Credit Institutions Licensed to Attract Personal Deposits,” 
data provider: CEIC. The graph is of the number of credit institutions licensed to attract personal deposits, an 
accurate proxy of the number of active banks in Russia. 
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Figure 19: Number of Credit Institutions in Russia844

Increased State-Ownership in the Banking Sector. The increased concentration in the Russian 
banking sector is largely due to government efforts to consolidate the banking sector, the legal 
mandate for which is described in the legal framework. The GOR’s efforts to consolidate the 
banking sector, along with state support to SIBs, has led to overall increased government 
ownership in the banking sector and increased concentration of government ownership in 
numerous SIBs.845 As of 2020, SIBs account for almost 75 percent of total banking sector assets 
in Russia.846 In comparison, at the time of the 2002 Review, SIBs accounted for between 35 and 
40 percent of total banking sector assets.847 According to the IMF, while some sectors in Russia 
(including natural monopolies, public services, and natural resource exploitation) are subject to 
large economies of scale and decreasing marginal costs, and therefore are often concentrated 
sectors which often have some state presence, the “large presence of the state in the banking 
sector is more unusual.”848

Another aspect of ownership of SIBs is the complexity of ownership.849 SIBs in Russia are not 
owned by one government entity but rather ownership is spread among the CBR, the Federal

844 Central Bank of the Russian Federation, “Number of Credit Institutions Licensed to Attract Personal Deposits,” 
data provider: CEIC. The graph is of the number of credit institutions licensed to attract personal deposits, an 
accurate proxy of the number of active banks in Russia. 
845 European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2018-
2019, (2020), 1.
846 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
847 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 253.
848 Gabriel Di Bella, Oksana Dynnikova and Slavi Slavov, The Russian State’s Size and its Footprint: Have They 
Increased? IMF Working Paper WP/19/53, (March 2, 2019), 14.
849 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 13. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



152

Agency for Property Management (FASPM), the Deposit Insurance Agency (DIA), regional 
authorities, and federal government ministries.850 As is the case with many SIEs, government 
ownership can also be indirect, either through holding companies or other SIBs or SIEs.851

Examples of SIEs owning SIBs include: VEB owns Globex Bank and Sviaz Bank; VTB owns 
VTB 24, BM-Bank PJSC and Pochta Bank; Gazprom owns Gazprombank; and Rosneft owns the 
Russian Regional Development Bank.852 The implication of state ownership in these entities is 
that control over banking sector assets is diffused throughout different government ministries, 
agencies, and other government entities, at the federal, regional, and local level.853

1.2.2 The Role of the Central Bank of Russia and Nationalization of
Private Banks

CBR Mandate to Consolidate the Banking System. As described in the legal framework, the Law 
on the Central Bank tasks the CBR with consolidating the banking system and is granted the 
authority to carry out this objective by issuing and revoking banking licenses. The consolidation 
mandate is further explicated on the CBR’s website, which states “[t]he Bank of Russia exercises 
continuous supervision over credit institutions to ensure their compliance with the applicable 
laws and, where necessary, removes banks from the market if their operations jeopardize the 
interests of creditors and depositors.”854 The CBR’s legal mandate to consolidate the banking 
system is unique in that it requires the CBR to determine to a certain extent the structure of the 
banking sector rather than allowing market forces to determine the size and number of banks. 

Banking Sector Consolidation Before 2013. Prior to 2013, the reduction in the number of banks 
was largely due to closures of weak banks that posed a risk to the banking system and takeovers 
of smaller banks by some of the large SIBs. The GOR’s early efforts to consolidate and improve 
the health of the banking sector were generally seen as positive, although some of the takeovers 
of private banks by SIBs were regarded as questionable in terms of the motives of the SIBs and 
the GOR. One such example is VTB’s acquisition of numerous banks in 2011, including the 
Bank of Moscow, which was private and Russia’s fifth-largest bank at the time.855 While the 
GOR described these takeovers and others as efforts to reduce money laundering and improve 
transparency, this acquisition also expanded VTB’s market share.856 In addition, the World Bank 
recommended that state-owned financial institutions in Russia not be used to bail out struggling 

850 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 13. 
851 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 13. 
852 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 4.
853 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 13. 
854 Central Bank of the Russian Federation, Banking Sector, available at https://www.cbr.ru/eng/banking_sector/, 
accessed September 8, 2021.
855 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 7. “Russia’s VTB to focus on organic growth,” Reuters, December 10, 2018. 
856 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 7. “Russia’s VTB to focus on organic growth,” Reuters, December 10, 2018. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



153

commercial banks.857 At that time, international development organizations such as the IMF 
encouraged bank consolidation yet also encouraged reduction in state-ownership in the banking 
sector.858 Based on the IMF’s report following its Article IV consultations with the GOR, the 
IMF seemed to be envisioning that the GOR would close unviable banks and allow the private 
banks that remained to grow.859

2013 CBR Mandate to Secure the Stability of the Financial System. Also described in the legal 
framework are the 2013 amendments to the Law on the Central Bank, which expanded the scope 
of the CBR’s mandate to include developing and securing the stability of the Russian financial 
system. The same year, the GOR merged the Federal Service for Financial Markets with the 
CBR.860 These changes expanded the purview of the CBR and have been characterized by the 
Governor of the CBR, Elvira Nabiullina, as “efforts to establish a mega-regulator.”861 The Bank 
of International Settlements (BIS) similarly characterized these changes as resulting in the CBR 
“becoming a mega-regulator empowered to regulate, control and supervise the Russian financial 
market.”862

The changes to the Law on the Central Bank and the purview of operations of the CBR were 
accompanied by a mandate from the GOR for the CBR to clean up the banking sector.863

Although, as described above, consolidation of the banking sector was already ongoing, the 2013
changes resulted in increased closures and takeovers of private banks. As can be seen in Figure 
19 above, there was an acceleration in the decline in the number of banks in Russia in 2013. 
Today, the number of banks continues to decline steadily. Most banks that lost their licenses 
around 2013 were small and mid-sized, and the majority were reported by the CBR to be 
suspected of abuses or illegal activity such as illegal transfers of funds or violation of money
laundering regulations.864 About half of the banks were reported by the CBR to have financial 
issues such as undercapitalization or insolvency.865

CBR Ownership of Commercial Banks. In addition to the high degree of ownership and control 
in the banking sector that has resulted in the CBR’s efforts to consolidate the banking sector,

857 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 18.
858 See, e.g., International Monetary Fund, Russian Federation: 2013 Article IV Consultation—Press Release; Staff 
Report IMF Country Report No. 13/310, (October 2013), 23.
859 International Monetary Fund, Russian Federation: 2013 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 13/310, (October 2013), 23.
860 Elizaveta Danilova and Maxim Morozov, “The Macroprudential Policy Framework in Russia,” Bank of 
International Settlements, BIS Papers No 94, (2017), 306. 
861 Bank of International Settlements, “Elvira Nabiullina: Establishing a mega regulator for the Russian financial 
sector,” available at https://www.bis.org/review/r170314h.htm, accessed September 8, 2021. 
862 Elizaveta Danilova and Maxim Morozov, “The Macroprudential Policy Framework in Russia,” Bank of 
International Settlements, BIS Papers No 94, (2017), 306.
863 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 4. 
864 “Number of Banks in Russia Continues to Fall,” Bank of Finland Institute for Emerging Economies, August 21, 
2015.
865 “Number of Banks in Russia Continues to Fall,” Bank of Finland Institute for Emerging Economies, August 21, 
2015.
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another characteristic of the Russian banking sector is that the CBR itself can and does hold 
ownership stakes in commercial banks. This is unlike in many other countries, in which central 
banks serve a narrower function of managing the currency and controlling the money supply.866

The CBR’s task as both the regulator of the financial sector and also the owner of certain banks 
creates a conflict of interest where the CBR may have incentive to pursue actions that benefit the 
banks it holds ownership shares in at the expense of private banks.867

Bank Consolidation Fund. An additional change to the CBR’s ability to influence the structure of 
the banking system came in 2017, when the CBR set up the Bank Consolidation Fund to bail out 
banks that it deemed to need financial assistance as part of its efforts to consolidate and improve 
the stability of the Russian banking system.868 However, the fund was used not to bail out 
struggling banks and allow them to continue operating but to purchase them in entirety.869 The 
year it was created, the Bank Consolidation Fund purchased several privately owned banks it 
deemed to have financial difficulties.870

One such bank was Otkritie Bank, which at the time was the fifth largest bank in Russia and the 
largest private lender.871 The CBR’s takeover was predicated on Otkritie Bank ostensibly not 
having adequate capital relative to its assets.872 Another bank that was taken over by the GOR 
via the Bank Consolidation Fund was Promsvyazbank, the eighth largest bank in Russia, which 
at the time had a high number of non-performing loans (NPLs).873 It is now wholly owned by the 
GOR’s Deposit Insurance Agency.874 B&N Bank, the 12th largest bank, was also taken over by 
the CBR for similar reasons.875

CBR’s Plans for its Ownership Stakes in Banks. Even before the creation of the Bank 
Consolidation Fund, the CBR has traditionally exercised ownership and control over a large 
portion of banking sector assets by holding shares of numerous banks, including majority shares 
in Sberbank, Russia’s largest bank by far.876 After many years of debate, the CBR successfully 

866 European Central Bank, What is a central bank? available at https://www.ecb.europa.eu/explainers/tell-
me/html/what-is-a-central-bank.en.html, accessed September 8, 2021. 
867 Berkeley Economic Review, Privatization of the Banking Industry in the Russian Federation, March 16, 2021.
868 S&P Global Market Intelligence, Russia’s banking sector consolidation fund names board chairman, July 15, 
2020. 
869 S&P Global Market Intelligence, Russia’s banking sector consolidation fund names board chairman, July 15, 
2020. International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 
(September 2018), 20.
870 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 22. International Monetary Fund, 
Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 20.
871 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 22. International Monetary Fund, 
Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 20.
872 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 22. International Monetary Fund, 
Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 2018), 20.
873 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 23.
874 S&P Global, Russia’s Deposit Insurance Agency takes control of Promsvyazbank, (March 29, 2018).
875 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 20.
876 Berkeley Economic Review, Privatization of the Banking Industry in the Russian Federation, March 16, 2021.
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sold its shares in Sberbank in April 2020 to the Ministry of Finance.877 While such a sale seems 
to be a positive development in terms of reducing the conflicts of interest the CBR faces, because 
the CBR’s shares in Sberbank were simply transferred to a ministry within the GOR, this change 
did not reduce government ownership in the banking sector.

The CBR claims to intend to sell shares of the other commercial banks in which it holds shares, 
such as Otkritie Bank and Autotorgbank (ATB).878 However, its plans to do so have thus far 
been delayed. For example, it has owned Otkritie Bank in entirety since 2017 and has thus far 
delayed selling it.879 In addition, the CBR has announced its intention not to sell some of the 
banks it has acquired and to turn some into banks that are intended to pursue government 
objectives. For example, in 2018, the CBR announced that Promsvyazbank, which was also 
acquired by the GOR in 2017, would be designated a “special purpose bank for serving the 
military-industrial-complex-business.”880

According to the World Bank in 2019, while the CBR “plans to return rehabilitated banks to the 
private sector, it does not yet have a clear strategy for doing this.”881 While the IMF sees the 
benefit in recapitalization of weak banks, in its 2019 Article IV report, it underscored “the 
importance of having a credible strategy for returning rehabilitated banks to the private sector in 
a way that is consistent with increasing competition among banks.”882 One of the IMF’s key 
policy recommendations of that report was that the GOR should “[c]ontinue the consolidation 
process of the banking sector while reducing state presence.”883 In response to the IMF’s 
recommendation, the GOR “emphasized that [it] intend[s] to disinvest the rescued banks, but 
question[ed] whether the market is ready and if there is enough private sector capital to enter into 
the financial sector.”884

Positive Banking Sector Clean-Up vs. Efforts to Increase Government Ownership and Control.
Some of the CBR’s efforts to close economically unviable banks were undoubtedly prudential 
and in pursuit of the goals to secure the stability of the Russian financial system. For this reason, 
some sources refer to the CBR’s takeover of private banks as “rescues.”885 However, although 
the CBR’s consolidation efforts could have resulted in the CBR allowing and encouraging 

877 “UPDATE 2-Russian finance ministry buys 50% of Sberbank from central bank,” Reuters, April 10, 2020.
878 “Number of Banks in Russia Still Declining But Not as Fast as Earlier,” Bank of Finland Institute for Economies 
in Transition, December 18, 2020.
879 “Russia’s Otkritie Bank aiming for IPO in 2022 with state firms, ex-owners to be barred,” Reuters, April 7, 2021. 
880 “There are concerns that Putin could be using Russia’s banking sector clean-up to raid cash for the state budget,” 
Business Insider, March 16, 2018.
881 World Bank, How Wealthy is Russia?: Measuring Russia’s comprehensive wealth from 2000-2017, Russia 
Economic Report No. 42, (December 2019), 35. 
882 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 4, Executive Board Assessment. 
883 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 6.
884 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 17. 
885 See, e.g., International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 
(September 2018), 20. 
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healthy private banks to grow and develop, instead the result was a substantial increase in 
government ownership and control over the banking sector, as described in the sections above. 
For many years, international institutions such as the European Bank for Reconstruction and 
Development (EBRD) and IMF have called for the state to withdraw its presence in the banking 
sector and allow the private sector to grow and develop.886

Due to the nationalization of private banks and delays in selling them, in just the past few years 
the share of banking sector assets owned and controlled by the GOR has risen from roughly 66 
percent in 2017 to almost 75 percent in 2021.887 Moreover, the CBR’s ability to own commercial 
banks raises the question of whether it is truly intended to be only a market regulator or if it is 
also intended to be an instrument of the state through which the GOR can influence the structure 
of the banking sector and control the allocation of credit and therefore market outcomes. 

An indication that the CBR’s actions are beyond those of simply market regulator and are instead 
indications that the CBR is acting to pursue additional government objectives is that the CBR has 
in the past two decades closed hundreds of private banks that it claimed were in financial straits 
while continuing to bail out undercapitalized SIBs.888 Four of the largest six private banks in 
Russia have been taken over by the GOR and are now owned and controlled by it.889 Two of the 
formerly private banks are among the top ten largest banks in Russia.890 In comparison, as 
described below, VTB alone received five bailouts from the GOR since 2008.891 The range of 
benefits provided to SIBs is described in the next section. 

1.2.3 Benefits Provided to State-Invested Banks by the GOR

SIBs in Russia are provided many benefits compared to private banks by the Russian 
government. These benefits vary widely from beneficial prudential regulation to direct financial 
injections.892

Access to Funding. SIBs benefit from holding GOR deposits, which in turn allows them to have 
access to much cheaper and stable sources of funding compared to private banks.893 The GOR is 

886 See, e.g., European Bank for Reconstruction and Development, Strategy for the Russian Federation, (December 
18, 2012). International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff 
Report IMF Country Report No. 19/260, (August 2019), 4-6.
887 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 20. Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20.
888 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 3. 
889 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 6.
890 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,”
PONARS Eurasia, (May 13, 2019), 6. 
891 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 11.
892 Andrei Vernikov, “National Champions in Russia’s Banking Services Market,” Problems of Economic 
Transition, (August 2014), 3-4. 
893 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18. 
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the source of a substantial amount of investment in Russia, including roughly two-thirds of all 
investment in industry and infrastructure.894 The GOR channels its investments through SIBs by 
depositing large amounts of funds in them which it subsequently uses to invest.895 Another 
reason the GOR invests funds in large SIBs is simply to keep them afloat.896 It therefore does so 
without requiring a high savings rate on its deposits and is in this sense “cheaper” from the 
bank’s perspective than holding funds for private individuals and entities. Large government 
deposits allow SIBs to in general be less reliant on deposits from private individuals and entities.

In addition to government deposits, the explicit and implicit government guarantees that the 
GOR will not allow SIBs to fail often results in private individuals and entities also keeping 
deposits with SIBs.897 Finally, often due to large initial investments by the GOR and the legacy 
that the largest SIBs have in Russia, these banks generally have wide branch networks that make 
them a more convenient choice.898

Government Support and Bailouts. Another benefit provided to SIBs and not private banks is 
state funding during times of economic hardship. During economic recessions, the GOR provides 
state aid to SIBs and largely does not do so for private banks, which gives a significant 
advantage to SIBs during these periods.899 However, even outside of times of economic distress, 
the GOR provides funding to SIBs. For example, as mentioned above, VTB alone has received 
five bailouts from the GOR since 2008.900 In recent years, the GOR has also pumped large 
amounts of funding into the Russian Agricultural Bank and VEB.901

SIBs receive financial support and bailouts despite generally being less profitable than private 
banks.902 Banks increasingly rely on financing from the CBR, which has resulted in the CBR 
playing an increasing role in determining which banks survive and which fail, not only because it 
can revoke their licenses but also because bank survival in the current economic climate in 
Russia all but requires government support.903

894 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 257. 
895 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 257. 
896 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
897 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18. 
898 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18. 
899 Berkeley Economic Review, Privatization of the Banking Industry in the Russian Federation, March 16, 2021.
900 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 11.
901 “State banks dominate Russian banking sector,” Bank of Finland Institute for Emerging Economies, January 4, 
2019. 
902 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18. A notable exception is Sberbank, which is a profitable SIB. 
903 “Russia’s banking sector reflects economic uncertainty,” Bank of Finland Institute for Emerging Economies, 
February 13, 2015. 
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Soft Budget Constraints and Government Guarantees. As mentioned above, SIBs also benefit 
from implicit or explicit guarantees that the GOR will not allow them to fail.904 The existence of 
these government guarantees results in SIBs often having soft budget constraints. Such 
constraints are especially prevalent in many of the large SIBs in Russia, which, as described 
above, often receive large government supports and bailouts, sometimes on a regular basis.

The government guarantees also extend to loans from SIBs to SIEs, as the GOR often does not 
allow SIEs to default on the loan extended to them.905 Such a practice can result in loans being 
made by SIBs to SIEs that would otherwise be uncreditworthy borrowers.906 However, the 
government guarantees to SIBs and the soft budget constraints that result also seem to lead to 
riskier lending by SIBs to firms that do not repay the loans since they know the government will 
bail them out. The evidence for this is that there are higher default rates on loans from SIBs than 
private banks.907 Risky lending by SIBs likely leads to the high levels of NPLs in the Russian 
banking system, which account for ten percent of total outstanding assets in the banking 
sector.908

1.2.4 Competition in the Banking Sector

The many benefits provided to SIBs by the Russian government inhibit competition in the 
Russian banking sector.909 The lack of competition has resulted in Russian banks being less 
efficient than banks in peer countries, and the gap between them has increased from the 2002-
2007 period to the 2011-2016 period.910 Foreign-owned banks are the most competitive in 
Russia.911 However, due to foreign investment restrictions and the lack of competitive landscape 
that prevents these banks from being very profitable, foreign presence in the banking sector in 
Russia is low and accounts for just six percent of banking sector assets.912 According to Fitch 
Solutions, one of the largest internationally recognized credit rating agencies, Russia’s banking 

904 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18.
905 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18.
906 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 18.
907 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 22. 
908 World Economic Forum, “Global Competitiveness Report 2018,” (2018), 19. International Monetary Fund, 
Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report IMF Country Report No. 19/260, 
(August 2019), 15. 
909 Berkeley Economic Review, Privatization of the Banking Industry in the Russian Federation, March 16, 2021.
International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19. Fitch Solutions, “Russia Banking System and Financial Services Report,” 2021, 11. 
910 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 24.
911 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 18/276 (September 
2018), 19.
912 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
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sector is “a difficult market for foreign and private players to penetrate, thanks largely to the 
heavy hand that the government maintains in the country’s economy.”913

The ability of private banks to compete with SIBs has worsened since the GOR increased bank 
closures in 2013. Although deposit insurance exists in Russia, which ensures that depositors’ 
funds will be safe even if the bank is closed, the CBR revoking licenses of so many private banks 
has resulted in a negative stigma being associated with private banks in general because 
depositors are aware of the relatively high probability of their closure.914 To be competitive, 
private banks must now increase savings rates beyond the savings rates of SIBs to attract 
customers.915

1.2.5 Use of Banks as Instruments of the State to Pursue Government 
Objectives

In addition to being provided benefits, banks in Russia are also used to pursue industrial policy, 
socio-economic, political, and other objectives.916 A few examples are described below. 

Use of Banks to Pursue Industrial Policy Objectives. As described above, the GOR channels 
large amounts of funding through SIBs for investment in industry and infrastructure, either 
domestic or abroad. Just as large banks are provided the bulk of benefits from the GOR, these 
banks are also used to pursue government objectives.917 For example, Sberbank and VTB have 
been used to pursue the GOR’s economic expansion to Europe and Asia.918

Use of Banks to Pursue Socio-economic Objectives. SIBs are also used to pursue the socio-
economic objective of maintaining economic growth or mitigating economic slowdowns during 
recessions. According to the Russian public policy think tank Center for Strategic Research 
(CSR), “the indirect influence of state-controlled banks and structures that act as government 
agents in the implementation of anti-crisis measures has intensified, and the scale of this process 
(and the potential growth of the state’s influence in the future) remains unclear.”919

Use of Banks to Exercise Control over Private Enterprises. The increased role of the state in the 
banking sector and the concurrent diminishment of private banks also increases the degree of 

913 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
914 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 7.
915 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 7.
916 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 257-258. Berkeley Economic Review, Privatization of the Banking Industry in the 
Russian Federation, March 16, 2021.
917 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 258, 263. 
918 Andrei Vernikov, “The Impact of State-Controlled Banks on the Russian Banking Sector,” Eurasian Geography 
and Economics, (March 2012), 258-259.
919 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 11.
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control the GOR can have over private companies.920 This increased control is made possible by 
the GOR requiring private companies to comply with government directives to receive credit.921

GOR Use of SIBs to Influence Elections. Banks in Russia have been known to finance political 
elections.922 In addition, the GOR reportedly channels funding through the banks it owns to firms 
to incentivize employees to vote for certain political candidates.923 Millions of workers 
reportedly face pressure from their employers to vote for relevant candidates.924 This is done at 
local, regional and federal levels.925

1.2.6 Diversification of Economic Activities of SIBs

In recent years, large SIBs have expanded their businesses beyond banking operations. Sberbank 
began diversifying into other sectors of the economy over a decade ago with the primary goal of 
becoming a leading internet company in Russia.926 In 2009, Sberbank acquired a golden share in 
Yandex, Russia’s largest technology company and search engine.927 In 2021, Sberbank 
announced its intention to change its name to “Sber” to reflect its strategy of diversifying 
operations beyond banking services.928 Sberbank’s services now consist of healthcare, robotics, 
food delivery, and real estate.929 Sberbank expects that 20-30 percent of its revenue will come 
from non-financial services.930 Similarly, in 2018, VTB purchased the majority share of Magnit, 
Russia’s largest retailer.931

SIBs diversifying their operations beyond the financial sector has the potential to impact 
resource allocation because banks that own companies or operate in other industries face a 
conflict of interest where they have an incentive to allocate funding to themselves or the 

920 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019). 
921 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019). 
922 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 8.
923 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 8.
924 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 8.
925 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 8.
926 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 9.
927 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,”
PONARS Eurasia, (May 13, 2019), 9. 
928 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
929 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
930 Fitch Solutions, Russia Banking System and Financial Services Report, (2021), 20. 
931David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 11.
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companies they own at the expense of other enterprises. Such a phenomenon has funded
Yandex’s expansion into other industries.932

1.2.7 Effects of Increased State Ownership and Control on Capital 
Allocation

The GOR’s efforts to clean up the banking sector and allow the most inefficient and unprofitable 
banks to go bankrupt has had benefits. Bank profitability has increased with both the return on 
assets and the return on equity reaching all-time highs at the end of 2019.933 In addition, the 
banking sector as a whole has adequate capital buffers, with a capital adequacy ratio (which 
measures banks’ available capital expressed as a percentage of risk-weighted credit exposures) 
above 12 percent.934 However, the increased state ownership and control that has also resulted 
has had implications for the allocation of resources in the Russian economy. 

Since banks are the primary means of capital allocation in Russia, the degree of government 
ownership and control in the banking sector allows the GOR to influence which sectors, 
industries, business, and individuals can grow.935 The result is that SIBs lend primarily to large 
SIEs, and large private Russian companies therefore rely on foreign banks for funding.936 Loans 
from SIBs or SIEs are not considered related-party transactions and are therefore not disclosed in 
financial statements or annual reports, although the World Bank recommends that they are.937

Small enterprises in Russia generally have little access to credit.938 The World Economic 
Forum’s 2018 Global Competitiveness Report found one of the weakest areas in the Russian 
economy to be the financial system, especially with respect to financing SMEs.939

An indication that much of the capital in Russia is misallocated is the high levels of NPLs in the 
Russian banking system, which, as described above, account for ten percent of total outstanding 
banking sector assets.940 The EBRD’s 2019-2020 Transition Report states that “steps should be 
taken to address the high concentration of assets in large state banks and the persistently high 

932 David Szakonyi, “Banking on Politics: How Russia’s Banking Sector Clean-Up Affects Regime Stability,” 
PONARS Eurasia, (May 13, 2019), 9. 
933 International Monetary Fund, Russian Federation: 2020 Article IV Consultation—Press Release; Staff Report,
IMF Country Report No. 21/36, (February 2021), 15. 
934 International Monetary Fund, Russian Federation: 2020 Article IV Consultation—Press Release; Staff Report,
IMF Country Report No. 21/36, (February 2021), 15. Under Basel III, the minimum capital adequacy ratio that 
banks must maintain is 8 percent. 
935 Center for Strategic Research, Economic Development, Effective Management of State Property in 2018-2024 
and up to 2035, (2018), 6.
936 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
937 World Bank, Financial Sector Assessment Program: Russian Federation, Role of State in Financial Services, 
Technical Note (July 2016), 5. 
938 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 104.
939 World Economic Forum, “Global Competitiveness Report 2018,” (2018), 483. 
940 World Economic Forum, “Global Competitiveness Report 2018,” (2018), 19. International Monetary Fund, 
Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report IMF Country Report No. 19/260, 
(August 2019), 15. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



162

level of non-performing loans (NPLs).”941 For the reasons described above, the high degree of 
concentration of state sector assets in several SIBs has significant effects on capital allocation in 
Russia. Similarly, the EBRD’s 2018-2019 Transition Report for Russia lists the concentration of 
banking assets among large state-owned banks as among the key systemic risks in Russia.942

2. The Land System

Like financial capital, land is another important resource in an economy and an important input 
to production. Its allocation and pricing, and the government’s role in it, either directly or 
indirectly through restrictions on land use and transfer are also important components of this 
analysis. 

This section examines the land system in Russia. Part 1 describes legislation related to land 
rights, including: (1) the scope of land rights in Russia; (2) restrictions on the sale and purchase 
of land; (3) legislation surrounding government termination of land-use rights and expropriation 
of land; and (4) the legal framework for valuation and allocation of land owned by the GOR. Part 
2 describes: (1) the current structure of the land market in Russia; (2) the extent of government 
ownership of land in Russia; (3) the government’s role in pricing and allocating land in Russia; 
(4) the extent of land misallocation that results from the restrictions on land use and transfer that 
were described in the legal framework section; and (5) the effect of weak property rights on the 
functioning of land markets in Russia. 

2.1 Legal Framework

2.1.1 Scope of Land Rights

Many laws and other regulatory documents govern land rights in Russia, including the Land 
Code of the Russian Federation No. 136-FZ (“Land Code”),943 the Federal Law No. 101-FZ of 
July 24, 2002 on Transactions with Farm Land (“Law on Farmland Transactions”),944 the Civil 
Code, the Constitution, and the Federal Law No. 74-FZ of June 11, 2003 on Farm Households 
(“Law on Farm Households”).945

Land Ownership and Sale. Although private citizens and entities in Russia have had the right to 
own and lease land since promulgation of the Constitution in 1993,946 the sale of land was

European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2018-2019, 
(2020), 1.
942 European Bank for Reconstruction and Development, Country Assessments: Russia - Transition Report 2018-
2019, (2020), 1. 
943 The Land Code of the Russian Federation No. 136-FZ (“Land Code”), (passed October 25, 2001, last amended 
November 8, 2007). 
944 Federal Law No. 101-FZ of July 24, 2002 on Transactions with Farm Land (“Law on Farmland Transactions”), 
(passed July 24, 2002, last amended June 28, 2021). 
945 Federal Law No. 74-FZ of June 11, 2003 on Farm Households, (passed on June 11, 2003, last amended 
December 29, 2020).
946 Constitution, Articles 9 and 36. 
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prohibited until the adoption of the 2001 Land Code.947 Even once the Land Code was adopted, 
the sale and purchase of agricultural land remained illegal because the Land Code did not include 
provisions to legalize such transactions.948 This omission was significant because at the time 
agricultural land constituted 98 percent of total land in Russia.949 The sale of agricultural land 
was legalized with the adoption of the 2002 Law on Farmland Transactions.950 Therefore, at the 
time of the 2002 Review, the land market in Russia had just begun to develop.

Foreign Ownership of Land. The Land Code allows foreign nationals, noncitizens and foreign 
legal entities to own land, except in areas adjacent to the national border.951 This provision 
prohibits foreigners from owning land in 380 cities and ports located along the border (including 
St. Petersburg) and in specifically designated areas.952 In addition, foreigners (including Russian 
companies of which over 50 percent of charter capital is controlled by foreigners) are forbidden 
from owning farmland, although they may lease it for up to 49 years.953

Other Types of Land Rights. In addition to ownership rights, the Land Code allows for several 
types of land-use rights, including: (1) permanent (or “ongoing”) use; (2) lease; (3) life-time 
inheritable possession; (4) limited use of another person’s plots of land (also referred to as 
“easement”); and (5) gratuitous fixed-term use (i.e., use for a set term with no fee).954 These 
rights vary in scope and comprehensiveness. 

Permanent or ongoing land-use rights are granted only to state institutions, including SIEs and 
government bodies.955 Land may be leased by the owner to individuals or companies, including 
foreigners, for a fee.956 Life-time inheritable possession of land is a type of land-use right 
granted to citizens in the early land privatization phase when land owned by the state was 
granted to individuals. This type of right remains valid today but is no longer granted.957

947 Stephen K. Wegren, “Russia’s New Land Legislation,” The National Council for Eurasian and East European 
Research, (October 28, 2003), 1. Land Code. While many privatization reforms in Russia took place in the 1990s, 
legislation governing land reform lagged behind other legislative reforms in Russia by about ten years. This was due 
to disagreement within the GOR, primarily regarding the purchase and sale of land, in particular agricultural land. 
See Stephen K. Wegren, “Russia’s New Land Legislation,” The National Council for Eurasian and East European 
Research, (October 28, 2003), 1.
948 Stephen K. Wegren, “Russia’s New Land Legislation,” The National Council for Eurasian and East European 
Research, (October 28, 2003), 2.
949 Stephen K. Wegren, “Russia’s New Land Legislation,” The National Council for Eurasian and East European 
Research, (October 28, 2003), 6. 
950 Law on Farmland Transactions.
951 Land Code, Article 15, Paragraph 3.
952 Constitution, Article 62(3); Land Code, Article 5(2); Decree of the President of the Russian Federation No. 26 on 
the Approval of a List of the Border Territories on Which Foreign Citizens, Stateless Persons and Foreign Legal 
Entities Shall not have a Right of Ownership of Land Plots, (passed January 9, 2011, last amended March 20, 2020). 
953 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). Law on Farmland Transactions. Land Code, Article 
15.3. 
954 Land Code, Articles 20-24. 
955 Land Code, Article 39.9.2. 
956 Land Code, Article 22.
957 Land Code, Article 21. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



164

Easement, or limited use of another person’s land, is a type of land-use right that can either 
belong to public or private individuals or institutions.958 When easement is conducted by private 
entities, the terms of such rights can vary and are negotiated privately.959 Public easement rights 
must be determined by a law or other government document that allows the GOR to use private 
land for government purposes which are stipulated in the Land Code.960 Such rights may be 
permanent or for a fixed term.961 Lastly, gratuitous fixed-term land-use rights are granted for no 
fee and can be for either public or private land.962 If public land, they can be granted to state 
institutions including government bodies or SIEs for a term not exceeding one year.963 If private 
land, it can be granted to citizens of legal entities with no fixed-term requirement.964

Land Classifications. The Land Code classifies all land in Russia into the following categories: 
(1) agricultural-purpose land; (2) land of localities; (3) industry, power, transport, 
communication, radio-broadcasting, television, information technology, space activity support, 
defense, security land and land of other special purposes; (4) the land of specially preserved 
territories and facilities; (5) forestry land; (6) water stock land; and (7) reserve land.965 Land in 
each category is further divided into subcategories. For example, land categorized as 
agricultural-purpose land is subcategorized as either arable land, hay-mowing land, pastureland, 
fallow land, or lands occupied by perennial plants (gardens, vineyards, etc.).966

Land Granted to Individuals for Peasant Farms. Previous versions of the Land Code called for 
“[c]itizens who have expressed their wish to run a peasant (individual) farm” to be “granted plots 
of land out of agricultural-purpose land.”967 This provision was created during the privatization 
phase of the land system in Russia and such land plots were to be granted to individuals for no 
fee. While this provision in the Land Code was terminated in 2015 and citizens are no longer 
entitled to receive free agricultural land for farming from the GOR, the GOR is still permitted to 
renew such land-use rights upon expiration.968

Citizens’ Right to Exchange Common Land Ownership Shares for Land. The Law on Farm 
Households states that “[a] citizen, participating in the common ownership of a land plot 
designated agricultural land, shall be entitled to demand the allotment of a land plot on account 
of the land share, emerging as a result of privatizing agricultural land prior to the entry into force 
of [the Law on Farmland Transactions], for exercising by an individual farm its activities and for 
expansion of such activities.”969 This provision allows citizens who were allocated common 

958 Land Code, Article 23. 
959 Land Code, Article 23(3). 
960 Land Code, Article 23. 
961 Land Code, Article 23. 
962 Land Code, Article 24.
963 Land Code, Article 24.
964 Land Code, Article 24.
965 Land Code, Article 7(1). 
966 Land Code, Article 79(1).
967 Land Code, Article 81, which lost force in 2015. 
968 Land Code, Article 39.5.
969 Law on Farm Households, Article 13(1). 
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ownership rights to land during the privatization of land phase following the dissolution of the 
USSR to trade in their ownership share for a plot of agricultural land. 

2.1.2 Restrictions on Land Use and Transfer

Although the Land Code has been amended several times since it was adopted to promote land 
use and transfer, restrictions remain on land transactions, as discussed below. 

Restrictions on Land Classification Changes. As described above, the Land Code classifies all 
land in Russia into specific land-use classifications, including: (1) agricultural-purpose land; (2) 
land of localities; (3) industry, power, transport, communication, radio-broadcasting, television, 
information technology, space activity support, defense, security land, and land of other special 
purposes; (4) the land of specially preserved territories and facilities; (5) forestry land; (6) water 
stock land; and (7) reserve land.970 The Land Code requires all land to be “used in compliance 
with the purpose thereof established for them.”971

Agricultural-purpose land is particularly protected in Russia and is defined as “land situated 
outside the boundaries of an inhabited locality and which have been granted for agricultural 
needs and also intended for such purposes.”972 Agriculture-purpose land can be used for a variety 
of activities, including not only agricultural production but also for scientific research or 
education related to agriculture, land that is protected that could be used for agriculture, intra-
farm roads and communications, water bodies, and land used for storage and primary processing 
of agricultural products.973 Government approval is required for changing agricultural-purpose 
land to other land-use categories, even when the land is privately owned.974

In addition, the classification of some types of land cannot be changed. For example, the Land 
Code states that “high-yield special-value agricultural land areas…may be included in a list of 
lands prohibited [from] use for other purposes under the legislation of Russian regions.”975

Restrictions such as these provide the GOR discretion in determining when land can be 
reclassified on an ad hoc, case-by-case basis.

Restrictions on Land Sale Related to Land Registration. The Land Code regulates the purchase 
and sale of non-agricultural land in Russia.976 It states that “[o]nly plots of land recorded in the 
state land registry shall be the object of a purchase/sale.”977 To be recorded in the land registry, 
the land must be surveyed.978 Therefore, if land is not surveyed and registered, it cannot be sold. 

970 Land Code, Article 7. 
971 Land Code, Article 7(2). 
972 Land Code, Article 77(1). 
973 Land Code, Article 78.
974 Land Code, Article 7(2) and Article 8. 
975 Land Code, Article 79(4).
976 Land Code, Article 37. 
977 Land Code, Article 37(1).
978 Land Code, Article 66(2). 
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The Law on Farmland Transactions includes a similar requirement that agricultural land be 
surveyed and registered in the state land cadaster before it can be leased.979

Although the Land Code requires land to be surveyed and registered prior to being sold, the 
details surrounding GOR involvement into this process are opaque. For example, the Land Code
requires that the GOR monitor and manage land use, and create state land registries and cadasters 
to record information on the land, including the legal ownership status of the land plots, values of 
the land plots according to the land registry, location and size of land plots, and immovable 
property on the land plots.980 However, the Land Code does not provide specific details for how 
this requirement will be enforced, including the relevant agencies that will be responsible for its 
implementation. In addition, land registration is a particularly tedious process in Russia and 
requires submission of the following documents: (1) a transaction application; (2) documents 
identifying the applicant; (3) confirmation of payment of the state registration fee; (4) description 
of the land plot with its cadaster number (including its drawings); and (5) evidence of title for the 
land plot.981

The Right of the GOR to Purchase Farmland that is Wished to be Sold. The Law on Farmland 
Transactions, which regulates the purchase and sale of agricultural land, states that the GOR, 
whether at the federal or municipal level, “shall enjoy the preferential right to purchase” any 
farmland that is wished to be sold.982 The law requires the farmland owner wishing to sell the 
land to submit a letter to the GOR stating its intent to sell the land and the desired sale price.983

The GOR may exercise its right to purchase the land within a month of receiving the letter.984 If
the GOR does not purchase the land within a month, the seller has one year to sell the land at a 
price that cannot be below that expressed in the letter to the GOR.985

Restrictions on the Sale of State-Owned Land. The Land Code allows for some types of state-
owned land to be sold to citizens and legal entities.986 However, the Law on Farmland 
Transactions establishes some restrictions on the sale of state and municipal agricultural land. 
For example, state-owned agricultural land may only be sold if there is more than one bidder.987

If there is only one bidder, the land cannot be sold and must instead be leased.988

Size and Term Limitations. The Law on Farmland Transactions limits the amount of agricultural 
land that a citizen or legal entity can own to 10 percent of the total agricultural land in the given 
administrative territory.989 The law also limits the length of time agricultural land can be leased 

979 Law on Farmland Transactions, Article 7.1.
980 Land Code, Articles 67-70. 
981 Federal Law No.218-FZ of July 13, 2015 on the State Registration of Immovable Property (passed July 13, 2015, 
last amended July 2, 2021), Article 16-17. Land Code, Article 26(1).
982 Law on Farmland Transactions, Article 8.1.
983 Law on Farmland Transactions, Article 8.2. 
984 Law on Farmland Transactions, Article 8.3.
985 Law on Farmland Transactions, Article 8.3.
986 Land Code, Article 15.2.
987 Law on Farmland Transactions, Article 10.2.
988 Law on Farmland Transactions, Article 10.2.
989 Law on Farmland Transactions, Article 4.2. 
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to 49 years.990 While such leased agricultural land may be sold to the user of the land, it still 
cannot exceed the 10 percent of total agricultural land in the given agricultural territory.991

Restrictions on Combining Land Plots and Sizes of Land Plots. Restrictions also exist on 
combining land plots. For example, the Land Code states that “[i]t is not allowable to combine 
land plots allotted for permanent (termless) use, for life-long inherited possession or for 
gratuitous term use, except when all said land plots are allotted for permanent (termless) use, for 
life-long inherited possession or for gratuitous use to a single person.”992 Restrictions also exist 
on the sizes of land plots. For example, the Land Code states that town planning regulations will 
set minimum and maximum sizes of land plots.993 Such restrictions limit individuals’ ability to 
acquire more land plots and scale up development or production, and can therefore be
particularly restrictive for land-intensive industries such as agriculture. 

2.1.3 Government Termination of Land-use Rights and Expropriation of Land

The Land Code sets forth the GOR’s right to expropriate land from individuals or legal entities 
by means of termination of land-use rights other than ownership rights, confiscation of land 
without compensation, or requisition of land temporarily with compensation paid to the 
owner.994 The GOR has the right to terminate land-use rights for “state or municipal needs” as 
long as the land user does not have ownership rights to the land.995 These land-use rights include: 
(1) permanent land-use rights; (2) leased land; (3) life-time inheritable possession of land; and 
(4) gratuitous fixed-term use. The Land Code also establishes the grounds under which the GOR 
can terminate land-use rights for “state or municipal needs,” which include: (1) execution of 
international treaties; (2) construction of facilities of state importance; and (3) other grounds 
provided for by other federal laws.996

The GOR can confiscate (i.e., expropriate without compensation) land from its owner only by
decision of a court in the form of penalty for committing a crime.997 Land can be requisitioned 
(i.e., expropriated temporarily with compensation paid to the owner) in cases of natural disasters, 
accidents, epidemics, and other similar circumstances.998

In 2016, the GOR passed the Federal Law No. 354-FZ on the Introduction of the Amendments 
into the Individual Acts of the Government of the Russian Federation Concerning Improvement 
of the Procedure for the Withdrawal of Land Plots out of Agricultural Lands if they are not use 
to the Set Purpose or if they are used with a Violation of the Legislation of the Russian 

990 Law on Farmland Transactions, Article 9.3.
991 Law on Farmland Transactions, Article 9.4.
992 Land Code, Article 11.6(5).
993 Land Code, Article 11.9(2).
994 Land Code, Article 51.
995 Land Code, Article 51(2).
996 Land Code, Article 49. 
997 Land Code, Article 50. 
998 Land Code, Article 51(1). 
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Federation (“Law on Withdrawal of Agricultural Land Plots”).999 This law amends the Civil 
Code to allow the GOR to “withdraw” agricultural land from the current owner if it has not been 
used for its intended purpose for the past three or more years.1000 It does not state whether 
compensation is to be paid for such land. 

2.1.4 Valuation and Allocation of Land Owned by the GOR

While private land ownership and sale of land is allowed in Russia, much of Russia’s land is still 
owned by the GOR and the process of privatization of land is still ongoing. Therefore, land 
transactions involving the GOR comprise a significant share of total land transactions and how 
the GOR values and allocates state land is an important component of Russia’s land market. This 
section describes the legislation surrounding government valuation and allocation of state land. 

The Land Code states that land owned by the GOR at the federal or municipal level can be sold, 
leased, or allocated for use for no fee to the user on the grounds of any decision by the GOR.1001

Land owned by the GOR that is to be sold must be sold via auctions except under certain 
instances permitted under the law, many of which are listed in the law.1002 The price of land sold
by the government that is not sold in auctions will be determined by the GOR.1003 The payment 
for state land that is leased can either be a fixed payment determined by the GOR or can be 
determined via an auction.1004

The Land Code also states that the price of government-owned land that is leased shall be 
determined through auctions, except in certain instances described in the law.1005 Over 40 of 
these instances are laid out in the law, and together grant the GOR discretion in determining 
when such land will not be leased using an auction.1006

The Land Code specifies eleven instances where state land can be allotted on a “free-of-charge 
basis,” including, inter alia, land used for religious purposes, “common share ownership land” 
used for “gardening and truck-farming,” land that is being used by a citizen for which the rights 
for gratuitous use were previously granted by the GOR and have expired, land for citizens having 
three or more children, and land located within a research and technology center.1007

The Land Code states that “[t]he market value of a plot of land shall be set in compliance with 
the federal law on valuation activity.”1008 According to the Land Code, the government will 

999 Federal Law No. 354-FZ on the Introduction of the Amendments into the Individual Acts of the Government of 
the Russian Federation Concerning Improvement of the Procedure for the Withdrawal of Land Plots out of 
Agricultural Lands if they are not use to the Set Purpose or if they are used with a Violation of the Legislation of the 
Russian Federation (“Law on Withdrawal of Agricultural Land Plots”), (passed July 3, 2016, last amended June 11, 
2021).
1000 Law on Withdrawal of Agricultural Land Plots, Article 1, which amends Article 284 of the Civil Code.  
1001 Land Code, Article 39.1(1).
1002 Land Code, Article 39.3.
1003 Land Code, Article 39.4.
1004 Land Code, Article 39.7.
1005 Land Code, Article 39.6.
1006 Land Code, Article 39.6.
1007 Land Code, Article 39.5(3).
1008 Land Code, Article 66(1). 
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create land registries containing government-set land values and that executive governmental 
bodies of the GOR will approve “an average level of registry value” for each city.1009 It does not 
explain how such land will be valued. 

In 2002, the GOR promulgated the Order of the Ministry of Property Relations of the Russian 
Federation No. 568-R of March 6, 2002 on Endorsing the Methodological Recommendations for 
Appraising the Market Value of Land Plots (“Land Plot Valuation Recommendation”), which 
makes recommendations for how the GOR should value land.1010 It states that the government 
should take into account the following factors when determining the value of land: the intended 
purpose and permitted use; the land-use methods prevailing in the vicinity of the land plot 
valuated; the prospects of development of the area where the land plot is located; and the way the 
land plot is being used at the present time.1011

2.2 Developments in the Economy

At the time of the 2002 Review, many changes had been made to land legislation in Russia, 
including the adoption of the Land Code and Law on Farmland Transactions and the changes to 
rights and restrictions of individuals those laws entailed. The effects of those modifications on 
the land system in Russia, including the reduction in ownership and control by the government, 
had yet to be seen. The 2002 Review therefore only included a brief legislative analysis and did 
not describe the current state of the land system. This section describes (1) the current structure 
of the land market in Russia; (2) the extent of government ownership of land in Russia; (3) the 
government’s role in pricing and allocating land in Russia; (4) the extent of land misallocation 
that results from the restrictions on land use and transfer that were described in the previous 
section; and (5) the effect of weak property rights on the functioning of land markets in Russia. 

2.2.1 Structure and Evolution of the Land System in Russia

As of 2017, half of total land in Russia was comprised of forest, 13 percent was agricultural land,
13 percent was surface waters, and 23 percent was “other lands”.1012 Urban and industrial lands 
make up a minority of total land in Russia.1013 Figure 20 below indicates that the amount of 
agricultural land sown (where agricultural products can be grown) in Russia has declined 
somewhat since the early 1990s and has remained roughly consistent since the time of the 2002
Review. Agricultural land sown is only one component of agricultural-purpose land, so the data 
above do not fully indicate the extent to which agricultural-purpose land has changed over time.

1009 Land Code, Article 66(2).
1010 Order of the Ministry of Property Relations of the Russian Federation No. 568-R on Endorsing the 
Methodological Recommendations for Appraising the Market Value of Land Plots (issued March 6, 2002).
1011 Order of the Ministry of Property Relations of the Russian Federation No. 568-R on Endorsing the 
Methodological Recommendations for Appraising the Market Value of Land Plots (issued March 6, 2002), II.
1012 Federal State Statistics Service of Russia (Rosstat), Russian Statistical Yearbook (Moscow: Rosstat, 2019), 74. 
1013 Government of Russia, “Information on the Availability and Distribution of Land by Categories and Forms of 
Ownership (as of January 1, 2020, thousand hectares),” Ministry of Economic Development of the Russian 
Federation Comment in Response to the Opportunity to Comment of Russia’s Market Economy Status Under the 
U.S. Antidumping Duty Laws, Exhibit IV-3. 
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Figure 20: Total Agricultural Land Sown in Russia1014

Structure of Agricultural Land in Russia. Since agricultural-purpose land makes up the bulk of 
used land in Russia, its structure is important to this analysis. The adoption of the Law on 
Farmland Transactions in January 2003, which allowed the sale and purchase of agricultural 
land, led to the increase in the number of household and peasant farms.1015 It also led to the 
consolidation of corporate farms into agroholdings, which are large, vertically integrated agri-
food conglomerates that acquired corporate farms in addition to companies at other stages of the 
agri-food value chain.1016 There is no official definition of agroholdings, and they are not 
measured separately in the GOR’s official data. However, they are comprised of corporate farms 
and are included in the measurement of corporate farms in Russia.

The two major economic developments in agricultural land ownership in Russia that unfolded 
since the 2002 Review have been (1) the growth of the number of household plots and peasant 
farms, and (2) the increased concentration of land of large corporate farms.1017 Household plots 
and peasant farms have also increased as a share of total farms from only 3 percent in 1991 to 83 

1014 Rosstat, “Sown Area: All Enterprises,” (2020), data provider: CEIC. As agricultural land sown is only a partial 
indicator of land use, it should be noted that the declining trends depicted in the figure do not include a full 
accounting of agricultural land use in Russia.
1015 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 526. 
1016 Nicholas Rada, William M. Liefert, and Olga Liefert, “Agricultural Recovery in Russia and the Rise of Its 
South” United States Department of Agriculture: Economic Research Service, (April 25, 2017), 5-6. 
1017 World Bank Group, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, 
(December 16, 2016), 174. 
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percent in 2016.1018 Corporate farms accounted for the remaining 97 percent of total farms in 
1991 and 17 percent of farms in 2016.1019

While the number of corporate farms as a share of total farms has declined significantly over 
time, the average size of corporate farms, which affects production levels, has increased from 
6,929 hectares (17,122 acres) in 2006 to 8,067 hectares (19,934 acres) in 2016.1020 Peasant farms 
have also increased in size from 103 hectares (255 acres) in 2006 to 248 hectares (613 acres) in 
2016.1021 Household plots have remained small and average 0.6 hectares (1.5 acres) in 2016.1022

Although corporate farms comprise only 17 percent of total farms in Russia, they accounted for 
the majority (63.2 percent) of Russia’s farmland in 2016.1023 While GOR statistics do not 
measure the size or number of agro-holdings, one study found that as of 2016, there were 100 
large agro-holdings that accounted for almost 12 percent of total agricultural land.1024 Household 
plots and peasant farms account for the remaining 36.8 percent of total farmland not accounted 
for by corporate farms.1025 This disparity has resulted in a land system in Russia that can be 
characterized as having an extreme concentration of land in a small number of large corporate 
farms and a large number of very small farms accounting for the rest of farmland.1026

2.2.2 Government Ownership in the Russian Land System

According to GOR data, the GOR owns 92 percent of all land in Russia as of 2020.1027 While 
this figure may seem high and implies that only 8 percent of total land in Russia is privately 
owned, if forestland is excluded, the share of state-owned land drops to 77 percent.1028

1018 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 4. Rosstat, “Russian Agricultural Census,” (2016), 100-101. 
1019 Rosstat, “Russian Agricultural Census,” (2016), 100-101. 
1020 Rosstat, “Russian Agricultural Census,” (2016), 20-21. 
1021 Rosstat, “Russian Agricultural Census,” (2016), 20-21. 
1022 Rosstat, “Russian Agricultural Census,” (2016), 20-21. 
1023 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 529. Rosstat, “Russian Agricultural Census,” (2016), 
92-93. 
1024 Vasily Uzun, Natalya Shagaida, and Zvi Lerman, “Russian Agroholdings and their Role in Agriculture,” Post 
Communist Economies, (April 2020), 10. 
1025 Rosstat, “Russian Agricultural Census,” (2016), 92-93. 
1026 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), pp.514-543, Chapter: 22 (June 2013), 514-515. 
1027 Government of Russia, “Information on the Availability and Distribution of Land by Categories and Forms of 
Ownership (as of January 1, 2020, thousand hectares),” Ministry of Economic Development of the Russian
Federation Comment in Response to the Opportunity to Comment of Russia’s Market Economy Status Under the 
U.S. Antidumping Duty Laws, Exhibit IV-3.
1028 Government of Russia, “Information on the Availability and Distribution of Land by Categories and Forms of 
Ownership (as of January 1, 2020, thousand hectares),” Ministry of Economic Development of the Russian 
Federation Comment in Response to the Opportunity to Comment of Russia’s Market Economy Status Under the 
U.S. Antidumping Duty Laws, Exhibit IV-3.
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Agricultural Land. Roughly 67 percent of total agricultural land is owned by the GOR.1029 The 
extent of the predominance of state ownership of agricultural land varies significantly by region.
Notably, five of Russia’s total 21 republics (Chechnya, Dagestan, Ingushetia, Kabardino-
Balkaria, and North Ossetia) still do not allow privatization of former collective and state 
farms.1030

Non-Agricultural Land. Although the purchase and sale of urban land was allowed prior to that 
of agricultural land, in 2000, only 5 percent of urban land had been privatized.1031 There was 
significant variation in how urban areas were privatized, with some local governments 
attempting to sell land at high prices to extract rents.1032 However, many SIEs in urban areas 
either remained SIEs or became JSCs and often kept the land they owned. The result is that much 
of the land in Russian cities is industrial land.1033 The Bank of Finland Institute for Economies in 
Transition (BOFIT) found that “[m]arket forces…have been slow to reallocate Russia’s urban 
land to new users more capable of exploiting its value” and that “[l]arge swaths of real estate in 
the country’s largest cities have remained stubbornly attached to old industrial firms even as new 
and more dynamic firms complain of problems acquiring suitable land.”1034 Much land in urban 
areas is therefore still owned by the GOR. For example, GOR data reports that 84 percent of 
“urban settlements” are owned by the GOR.1035

2.2.3 Government Pricing and Allocation of Land

As discussed above, because government transactions involving land make up a large portion of 
total land transactions, how the GOR prices and allocates land, and whether it takes market 
factors into account when doing so, are important for this analysis. 

Government Pricing of Land. The government methods for pricing land, described in section 
2.1.5 of this section, are different from the prices paid for similar land in Russia that are not 
determined by the government. An academic paper published in the International Advances in 
Economic Research journal found that government-determined prices of land are usually below 

1029 Government of Russia, “Information on the Availability and Distribution of Land by Categories and Forms of 
Ownership (as of January 1, 2020, thousand hectares),” Ministry of Economic Development of the Russian 
Federation Comment in Response to the Opportunity to Comment of Russia’s Market Economy Status Under the 
U.S. Antidumping Duty Laws, Exhibit IV-3. Calculations performed by Commerce. 
1030 “World Bank, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, (December 
16, 2016), 174.
1031 Leonid Limonov, “Land Reform and Property Markets in Russia,” Lincoln Institute of Land Policy, (April 
2002), 1. 
1032 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 8.
1033 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 9.
1034 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 5.
1035 Government of Russia, “Information on the Availability and Distribution of Land by Categories and Forms of
Ownership (as of January 1, 2020, thousand hectares),” Ministry of Economic Development of the Russian 
Federation Comment in Response to the Opportunity to Comment of Russia’s Market Economy Status Under the 
U.S. Antidumping Duty Laws, Exhibit IV-3. Calculation performed by Commerce. 
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the “real market value.”1036 The paper states that “land assessment…is…based on the former 
practices of the Communist period following a federally mandated general formula that takes 
into account soil productivity criteria, topographic features of the landscape, and the presence of 
irrigation, but still has little in common with the market price of farmland.”1037

Government Allocation of Land. In a well-functioning market, economic actors are incentivized 
to put land to its most productive use, taking into account factors such as land quality and 
location. When the government exercises ownership and control over land, however, the 
dynamics of the land market are different. Government authorities take many administrative 
factors into account when deciding how to use land, such as revenue from land sales, future tax 
revenues from the opening of profitable businesses on the land, and the need to meet economic 
growth targets and implement industrial policy directives set by the government. As described in 
section 2.2.4 below, the GOR does indeed take multiple factors into consideration when 
allocating land, not all of which are the same as the factors profit-oriented market actors would 
take into account. 

Government Allocation of Land to Political Elites. As is described in section 2.2.5 below, when 
collectively owned land for farming was “privatized” during the initial land privatization reforms 
in the 1990s, the users of the land were granted shares to the jointly owned “corporate farms” 
that were successors of the collective and state farms that previously existed.1038 However, these 
land rights ended up being weak for several reasons, which are discussed in section 2.5 of this 
section. In many cases shareholders of the jointly owned corporate farms have not been able to 
sell their land shares, and many of them quickly ended up in the hands of a few well-connected 
people, most often the previous managers of the state or collective farms.1039 Therefore, much of 
the land that was previously either state or collectively owned is now in the hands of those with 
close connections in high-level political circles.1040 In many cases, the original shareholders lease 
the land to large farming conglomerations owned by the political elite.1041 According to Anders 
Aslund, “local magnates with good contacts with the regional governors accumulate hundreds of 
thousands of hectares of land. As usual, restrictions benefited the wealthy and well connected 

1036 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 348.
1037 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 21, 348.
1038 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524. Michael Khodarkovsky, “So Much Land, Too 
Few Russians,” The New York Times, September 16, 2016. 
1039 Michael Khodarkovsky, “So Much Land, Too Few Russians,” The New York Times, September 16, 2016. 
Nicholas Rada, William M. Liefert, and Olga Liefert, “Agricultural Recovery in Russia and the Rise of Its South” 
United States Department of Agriculture: Economic Research Service, (April 25, 2017). In 2016, there were 36,048 
agriculture organizations (i.e., corporate farms) and 136,719 peasant farming households. (See Rosstat, “Russian 
Agricultural Census,” (2016), 100-101). Calculations performed by Commerce.
1040 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 4-5.
1041 Susanne A. Wengle “Local effects of the new land rush: How capital inflows transformed rural Russia,” 
University of Notre Dame, (May 2017), 266.

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



174

rather than the original landholders.”1042 In both cases, there was often little change in the
internal organization, administration, and work incentives on the farms.1043 The new corporate 
farms were therefore very similar to the previous state and collective farms.1044 In addition, some
agricultural land remained state property.1045

2.2.4 Land Misallocation that Results from Restrictions on Land Use and 
Transfer

As described in the section on the legal framework, there are many restrictions on land use and 
transfer. Some of these restrictions grant the GOR discretion in allowing the use-purpose of land
to change or allowing land to be transferred. Some of these restrictions can be characterized as 
increasing the transaction costs of land transfers or use change, and the restrictions result in a 
transfer of rights that would otherwise be held by private market participants instead of being 
held by the GOR. 

This section describes the implications of the restrictions on land use and transfers. It also 
describes their effects on the land market in Russia, including the extent of underutilized land,
and the black market for land. Lastly, it describes the misaligned incentives and uncoordinated 
objectives of the government in using its discretion to allocate land in Russia.

Restrictions Resulting in Government Discretion that Influences Land Allocation. Some
provisions discussed in the legal framework require the GOR, at the federal or municipal level, 
to serve as an intermediary to allow certain land transactions to occur. This condition allows the 
government discretion in determining whether land sales can occur. For example, the 
requirement that government approval is required for land-use classification changes has the 
potential to prevent land transactions if the government refuses to do so. 

The GOR’s ability to classify land into categories that prevent its use-purpose to change also 
grants the GOR the ability to prevent the use of land from changing at its discretion. For 
example, the GOR’s ability to categorize agricultural land as “high-yield special-value,” which 
prevents its use-purpose from changing, allows the GOR scope to do so at its discretion. Without 
being able to reclassify the land, the landowner may not be able to, for example, sell it at a higher 
price to a developer. 

Evidence suggests that the GOR does indeed exercise these rights and restricts the conversion of 
land to other land-use types.1046 At times, the GOR does so to maintain fertile land for farming

1042 Anders Aslund, How Capitalism Was Built: The Transformation of Central and Eastern Europe, Russia, and 
Central Asia, Second Edition (Cambridge University Press, 2013), 187. 
1043 Nicholas Rada, William M. Liefert, and Olga Liefert, “Agricultural Recovery in Russia and the Rise of Its 
South” United States Department of Agriculture: Economic Research Service, (April 25, 2017). 
1044 Nicholas Rada, William M. Liefert, and Olga Liefert, “Agricultural Recovery in Russia and the Rise of Its 
South” United States Department of Agriculture: Economic Research Service, (April 25, 2017).
1045 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524.
1046 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 348.
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purposes.1047 Indeed, maintaining agricultural land is one of the GOR’s key priorities for land, as 
indicated in the Decree on the Strategy of National Security, which lists “preventing and 
reducing the depletion of agricultural land and cropland” as a strategic objective of the GOR.1048

This practice leads to the GOR not allowing land-use changes to occur that would transfer 
agricultural land to non-agricultural land and allow for non-agricultural construction and 
development on the land. However, at other times, in what has been characterized as being due 
to corruption, the GOR has been seen to convert such prime farmland surrounding cities into 
non-farmland so it can be developed.1049 In any case, it is the GOR or individuals within it that 
determine if and when land can be allocated for certain purposes and not the market.

In addition, the GOR’s preferential right to purchase farmland before it is sold to a private buyer 
may allow the GOR to obtain the land at a different price than could otherwise be realized. It
also could prevent the seller from evaluating the market and lowering the price if deemed 
necessary since the seller cannot reduce the sales prices without re-submitting the offer to the 
GOR.

The restrictions on land transfer described above result in rights that would normally be held by 
market actors instead being held by the government. These rights allow the government to play a 
greater role in market mechanisms than would otherwise occur.1050

Underutilization of Agricultural Land. A result of the misallocation of land resulting from land 
use and transfer restrictions is that much of the agricultural land in Russia is unutilized or 
underutilized. According to former President Dmitry Medvedev in 2012, the amount of unused 
or inefficiently used agricultural land may total 30 million hectares (about 74 million acres),
which is over 20 percent of the total amount of agricultural land in Russia.1051 Land utilization 
varies drastically by region, and has been found to be largely unrelated to the agro-climatic 
conditions and productivity of the land, although theory predicts that production should shift to 
regions that yield greater returns.1052 There are often no buyers for agricultural land and large 
swaths of it are abandoned or unused.1053 The most unused land is collectively owned land.1054

1047 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 348.
1048 Decree of the President of the Russian Federation No. 683 on the Strategy of the National Security of the 
Russian Federation (passed December 31, 2015), Article 54. 
1049 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 348.
1050 Stephen K. Wegren, “Russia’s New Land Legislation,” The National Council for Eurasian and East European 
Research, (October 28, 2003), 11. 
1051 Natalia Mamonova and Max Spoor, “Oligarchs, Megafarms and Land Reserves: Understanding Land Grabbing 
in Russia,” Journal of Peasant Studies, Vol. 39, Nos. 3–4, 899–931 (July – October 2012), 900. Rosstat. 30,000,000 
/ 142,659,700 = 21.03%. Calculations performed by Commerce.
1052 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 5.
1053 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 5, 7.
1054 Susanne A. Wengle “Local effects of the new land rush: How capital inflows transformed rural Russia,” 
University of Notre Dame, (May 2017), 266.
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Scarcity and Misallocation of Urban Land. The restrictions on transferring agricultural land spill 
over into the non-agricultural land market. Because it is difficult to transfer agricultural land to 
non-agricultural land, the latter is often difficult to obtain. Studies have found land access to be 
among the major obstacles facing Russian firms.1055 While some of these studies are dated, more 
recent publications iterate similar conclusions. According to BOFIT, “[i]ronically, the country 
with the world’s largest landmass suffers from scarcity of urban land.”1056 Much of the limited 
urban land that does exist is also misallocated. Large swaths of urban land are taken up by old 
Soviet-era industrial firms, while more efficient firms report not being able to acquire suitable 
land.1057 A 2018 World Bank report found that significant spatial disparities exist in Russia.1058

Productivity and Efficiency of Farms in Russia. As described above, conversion of agricultural-
purpose land to land used for other purposes has been slow and much agricultural-purpose land 
is underutilized. At the same time, urban land is scarcer. Another determinant of whether land is 
efficiently allocated is the productivity and efficiency of the land use. What is found in Russia is 
that land use is inefficient, especially for farmland. 

Farms in Russia on average have low productivity, with value added per hectare of arable land 
lower than in other BRICS (Brazil, Russia, India, China, and South Africa) countries and high-
income countries with a large agricultural land base.1059 Although peasant farms and household 
plots are often much smaller than corporate farms and account for a smaller share of total 
farmland in Russia, they are more productive than corporate farms. As of 2019, although they 
accounted for 36.8 percent of total farmland, peasant farms and household plots produced 42.3 
percent of total agricultural output.1060 Such a disparity in output is counter to economic theory, 
which predicts that larger farms benefit from economies of scale in efficiency and are ultimately 
able to be more productive than smaller farms. 

Despite corporate farms in Russia being so large that they are considered megafarms,1061 their 
productivity is mediocre.1062 The mediocre productivity of corporate farms can in part be 

1055 European Bank for Reconstruction and Development, Diversifying Russia: Harnessing Regional Diversity, 
(December 2012), 7. World Bank Group, Enhancing Russia’s Competitiveness and Innovative Capacity, (2007), 99, 
101. 
1056 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 5.
1057 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 5.
1058 World Bank Group, Rolling Back Russia’s Spatial Disparities: Re-assembling the Soviet Jigsaw under a Market 
Economy, (May 2018), 9. 
1059 World Bank Group, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, 
(December 16, 2016), 174.
1060 According to Rosstat data, household plots and peasant farms accounted for 28.6 percent and 13.7 percent of 
agricultural production in 2019, respectively.
1061 Natalia Mamonova and Max Spoor, “Oligarchs, Megafarms and Land Reserves: Understanding Land Grabbing 
in Russia,” Journal of Peasant Studies, Vol. 39, Nos. 3–4, 899–931 (July – October 2012), 901. 
1062 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 514-515.
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explained by a significant share of them remaining jointly owned corporate farms (i.e., the 
successors of collective farms) with many shareholders.1063

Agricultural production by household plots and peasant farms as a share of total production has 
declined since 2002 when it amounted to 57.7 percent.1064 One reason for their decline in output 
could be that there is an extreme policy bias toward large corporate farms,1065 and more land is 
allocated to them by the GOR, especially if their owners have ties to the GOR. Legal, topographic, 
and geographical constraints may also inhibit households from scaling up.

The relative efficiency of peasant farms and household plots can in part be explained by the 
characterization of “peasant farms”, which are not necessarily small farms and averaged 248 
hectares (613 acres) in 2016.1066 However, it is also an indication that the more efficient and 
productive farms are not able to scale up and that the least efficient farms are not forced to close, 
as would be expected. Such a phenomenon is largely explained by the legacy of state-owned and 
-controlled collective farms that existed in the USSR, some of which have remained in some 
form today. However, it is perpetuated by the restrictions on land use and allocation. 

The most efficient and profitable farms have foreign parent companies.1067 Although at the time 
of the 2002 Review there was almost no FDI in agriculture in Russia, it more than quadrupled in 
the decade between 2004 and 2013.1068 However, due to restrictions on land transactions and 
foreigners not being allowed to own farmland in Russia, these farms account for only 5 percent 
of total land in Russia.1069

Black Market for Land. The restrictions on transferring land and the dysfunctional land markets 
that result have led to the emergence of a black market for land. In the early 2000s, due to the 
difficulty in selling land legally, the black market for land leasing in Russia was extensive.1070

Although black market land transactions seemed to decline after that, they rose during the 
2007/08 Global Financial Crisis.1071 Although a black market may seem like it would be more 

1063 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 7. Susanne A. Wengle “Local effects of the new land rush: How 
capital inflows transformed rural Russia,” University of Notre Dame, (May 2017), 262. Matthew Ponsford, 
“Megafarms Linked to Russia’s Political Elite Boom, Fuelling Fears for Smallholders,” Thomson Reuters 
Foundation, May 11, 2017.
1064 According to Rosstat data, household plots and peasant farms accounted for 53.8 percent and 3.9 percent of 
agricultural production in 2002, respectively.
1065 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 515. 
1066 Rosstat, “Russian Agricultural Census,” (2016), 20-21. 
1067 World Bank Group, Russian Federation: Systematic Country Diagnostic: Pathways to Inclusive Growth, 
(December 16, 2016), 174.
1068 Susanne A. Wengle “Local effects of the new land rush: How capital inflows transformed rural Russia,” 
University of Notre Dame, (May 2017), 262-263.
1069 Leibniz Institute of Agricultural Development in Transition Economies, Study: Foreigners Control 5% of 
Russia’s Farmland Through Ownership in Agroholdings, December 27, 2019. 
1070 Leonid Limonov, “Land Reform and Property Markets in Russia,” Lincoln Institute of Land Policy, (April 
2002). 
1071 Natalia Mamonova and Max Spoor, “Oligarchs, Megafarms and Land Reserves: Understanding Land Grabbing 
in Russia,” Journal of Peasant Studies, Vol. 39, Nos. 3–4, 899–931 (July – October 2012), 901. 7.
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functional in terms of allowing market mechanisms to occur than the legal land market in Russia, 
evidence suggests that this is not the case. Because prices in black market transactions are not 
shared publicly, an extensive black market for land results in the absence of shared information 
on land values in those transactions,1072 which can further frustrate market mechanisms. 

2.2.5 Weak Property Rights Limit the Functioning of Land Markets

The Legacy of Collectively Owned Land Created a System of Weak Property Rights. As 
described above, much land in Russia remains “jointly owned corporate farms,” which are 
successors of the collective and state farms that existed during the Soviet era.1073 During the 
initial land privatization reforms in the 1990s, unlike many of the other former USSR nations, 
which followed the land privatization approach of granting land to former (i.e., pre-USSR) 
owners, Russia allocated land to current users.1074 To do so, the GOR distributed vouchers 
among eligible citizens which granted them shares to the jointly owned “corporate farms” 
mentioned above.1075 Citizens that were eligible to receive vouchers included adults who were 
either a state or collective farm worker, pensioner, or employee of rural social services.1076 Each 
received one share, the corresponding land size of which varied by region.1077

Each shareholder could withdraw from the collective by either selling their share for 
compensation, or by requesting an actual plot of land which they would operate
independently.1078 However, in reality, those who chose to sell their shares were often paid little
or nothing for the plots.1079 Because shareholders have generally not been able to sell their land 
shares, many of these farms remained collectively owned with many shareholders.1080

1072 Leonid Limonov, “Land Reform and Property Markets in Russia,” Lincoln Institute of Land Policy, (April 
2002). 
1073 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524. Michael Khodarkovsky, “So Much Land, Too 
Few Russians,” The New York Times, September 16, 2016.
1074 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524.
1075 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524. Michael Khodarkovsky, “So Much Land, Too 
Few Russians,” The New York Times, September 16, 2016.
1076 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524.
1077 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 524.
1078 Zvi Lerman and David Sedik, “Russian Agriculture and Transition,” Oxford Handbook of the Russian Economy
(Publisher: Oxford University Press), Chapter 22 (June 2013): 525.
1079 Anders Aslund, How Capitalism Was Built: The Transformation of Central and Eastern Europe, Russia, and 
Central Asia, Second Edition (Cambridge University Press, 2013), 187. Zvi Lerman and David Sedik, “Russian 
Agriculture and Transition,” Oxford Handbook of the Russian Economy (Publisher: Oxford University Press), 
Chapter 22 (June 2013): 525.
1080 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 10. Susanne A. Wengle “Local effects of the new land rush: How 
capital inflows transformed rural Russia,” University of Notre Dame, (May 2017), 262-263.
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Not being able to sell the land shares also resulted in a system of insecure property rights. In 
addition, the government agencies responsible for land registrations and management often did 
not have clear records of land ownership which exacerbated the weak property rights already 
existing in the land system.1081 This system of weak property rights remains in place today.1082

Titling and Registration of Agricultural Land. As described in the legal framework, land must be 
surveyed and registered to be sold. However, titling and registration of land in Russia remains 
low, and in some areas is particularly rare, and is a significant barrier to efficient land allocation 
of both agricultural and urban land. Although the Land Code requires the GOR to survey and 
register land in land registries and cadasters,1083 many landowners do not have title and 
registration documents for land plots.1084 Titling and registration for plots of jointly owned 
corporate farms is particularly weak. A study found that in 2012, only 400,000 of 12 million land 
shareholders of such corporate farms had been able to register their plots.1085 This low 
registration rate makes it difficult for the shareholders to claim their property rights and sell 
them. Many observers note that land registration is a cumbersome, costly, and time-consuming 
process with a lack of government transparency.1086 Studies have found the uncertainty 
surrounding farmland property rights to be one of the primary reasons that the sale and purchase 
of agricultural land remains low.1087

Lack of clarity in the Land Code regarding surveying and registering land has hindered property 
rights. The Land Code does not, for example, provide specific details on how the surveying and 
registration of land is to take place, including whether it is the government’s responsibility. The 
result of the vague provisions surrounding titling and registration of land resulted in the GOR not 
creating a national land system that ensures such titling and registration takes place.1088 Weak 
property rights allow the government further control over the land system and allow it to monitor 
and control the extent to which land is able to be allocated by the market.

Titling and Registration of Urban Land. Titling and registration of urban land is also low. A 
2011-12 study found that only a quarter of Russian firms in cities with over 50,000 residents held 
the titles to their land.1089 Although known available evidence does not establish whether titling 

1081 Natalia Shagaida and Zvi Lerman, “Land Policy in Russia: New Challenges,” The Hebrew University of 
Jerusalem, Discussion Paper No. 2.15, (2015), 10.
1082 Susanne A. Wengle “Local effects of the new land rush: How capital inflows transformed rural Russia,” 
University of Notre Dame, (May 2017), 261. 
1083 Land Code, Articles 67-70. 
1084 Mikhail Kabanenko, et al, “The Contemporary State of Russian Land Policy,” EDP Sciences Journals, (2020), 
5. 
1085 Natalia Mamonova and Max Spoor, “Oligarchs, Megafarms and Land Reserves: Understanding Land Grabbing 
in Russia,” Journal of Peasant Studies, Vol. 39, Nos. 3–4, 899–931 (July – October 2012), 905. 
1086 Susanne A. Wengle “Local effects of the new land rush: How capital inflows transformed rural Russia,” 
University of Notre Dame, (May 2017), 267.
1087 Ekaterina Gnedenko and Michael Kazmin, “Agricultural Land and Regulation in the Transition Economy of 
Russia,” International Atlantic Economic Society, (July 7, 2015), 347. 
1088 Mikhail Kabanenko, et al, “The Contemporary State of Russian Land Policy,” EDP Sciences Journals, (2020), 
5.
1089 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 5.
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and registration of land in urban areas has improved in recent years, research suggests it remains 
an issue that impacts allocation of land. For example, a 2020 study found that industrial firms in 
city centers that hold land titles are more likely to have plans to relocate to less high-demand 
areas,1090 suggesting that better titling and registration of land would lead to reallocation of land 
to more efficient users. 

C. Price Regulation

At the time of the 2002 Review, state regulated prices predominated in the industries with natural 
monopolies, including oil and gas, electricity, heat, health care, and public services.1091 The 2002
Review found that most regulated prices remain well below world-market levels and that some 
do not even cover the cost of production.1092 With respect to energy prices, the 2002 Review
concluded that “energy is of such significance to the Russian economy that continuation of the 
Russian government’s current energy price regulatory policies may warrant careful consideration 
of energy price data in future trade remedy cases.”1093

When Russia joined the WTO in 2012, many of the state-regulated prices remained and there 
were concerns among WTO members regarding the economic distortions that result from them, 
including misallocation of resources and distortions in prices of downstream goods. In particular, 
members expressed concerns about regulated prices of oil and gas for domestic consumption, 
electricity, operating tariffs on railways, government purchase of certain agricultural products, 
and minimum prices for vodka, liquor products and other alcohol stronger than 28 percent sold 
domestically.1094 According to one of two paramount documents published upon a country’s 
accession to the WTO, the Report of the Working Party on the Accession of the Russian
Federation (“Working Party Report on Russia’s WTO Accession”), “[m]embers expressed strong 
concerns about the trade distortions caused by State controls on the pricing of energy for 
domestic consumption (whether in the form of gas, oil or electricity). The effect of these controls 
was to depress prices for domestic industrial users, which could lead to a very wide differential 
between the price paid by domestic industrial users and the price paid by export customers, as 
well as the world market price.”1095

1. Legal Framework

As described above, at the time of the 2002 Review, state regulated prices remained in industries 
with natural monopolies, including oil and gas, electricity, heat, health care, and public 

1090 Paul Castañeda Dower and William Pyle, “Land Rights, Rental Markets and the Post-Socialist Cityscape,” Bank 
of Finland Institute for Emerging Economies, BOFIT Discussion Papers 17/2016, (November 16, 2016), 19.
1091 2002 Review, 18. 
1092 2002 Review, 19. 
1093 2002 Review, 21. 
1094 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 26-32. 
1095 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29.
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services.1096 State regulated prices still exist in those industries. However, of note, some specific 
prices have since been partially or fully liberalized. 

The 1995 Decree of the President of the Russian Federation No. 221 of February 28, 1995 on
Measures to Improve the State Regulation of Prices (Tariffs) (“Decree on State Prices”)1097 and 
1995 Decision of the Government of the Russian Federation No. 239 of March 7, 1995 on
Measures to Streamline the State Regulation of Prices (Tariffs) (“Decision on State Prices”),1098

along with the Federal Law No. 147 of August 17, 1995 on Natural Monopolies (“Law on 
Natural Monopolies”),1099 provide the legal basis for prices of goods and services to be regulated 
by the state in the domestic market and establish statutory lists of prices subject to state 
regulation. The Decision on State Prices also establishes the relevant government ministries 
responsible for regulating prices.1100 Many additional laws exist for specific industries that 
provide further details of price regulation, including prices to be regulated and lists of factors to 
take into account when regulating prices for specific industries. 

1.1 State Regulation of Prices in Russia

1.1.1 Goods and Services Subject to State-regulated Prices

As mentioned, the Decree on State Prices and Decision on State Prices together provide the 
legal basis for prices of certain goods and services to be regulated by the state. The Decree on 
State Prices states “[t]o recognize as essential the further liberalization of prices (tariffs)…[t]he 
state adjustment of prices (tariffs) shall be effected only with regard to the products of natural 
monopolies.”1101 (Emphasis added.) The Law on Natural Monopolies defines “natural 
monopolies”1102 and establishes a statutory list of industries that are considered natural 
monopolies.1103

The statutory list of industries that are considered natural monopolies include:

1096 2002 Review, 18. 
1097 Decree of the President of the Russian Federation No. 221 of February 28, 1995 on Measures to Improve the 
State Regulation of Prices (Tariffs) (“Decree on State Prices”), (passed February 28, 1995, last amended April 30, 
2016), Paragraph 1.
1098 Decision of the Government of the Russian Federation No. 239 of March 7, 1995 on Measures to Streamline the 
State Regulation of Prices (Tariffs) (“Decision on State Prices”), (passed March 7, 1995, last amended December 
27, 2019).
1099 Federal Law No. 147 of August 17, 1995 on Natural Monopolies (“Law on Natural Monopolies”), (passed July 
19, 1995, last amended July 29, 2017). 
1100 Decision on State Prices, Paragraph 4.
1101 Decree on State Prices, Paragraph 1. 
1102 The Law on Natural Monopolies states that “a natural monopoly is the state of a commodity market in which the 
satisfaction of the demand on this market is more effective in the absence of competition, due to the specific 
technological aspects of production (in connection with the substantial decrease in the production costs per unit of 
goods to the extent of growing volume of output), whereas goods produced by the subjects of a natural monopoly 
cannot be replaced by consumption of other goods in connection with which the demand on the given commodity 
market for goods produced by the subject of the natural monopolies depends to a lesser degree on changes of prices 
for these goods than on the demand for other goods.” See Law on Natural Monopolies, Article 3. 
1103 2002 Review, 17-18. 
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The transportation of oil and oil products along the main pipelines;
The transportation of gas along pipelines;
Transportation by rail;
The services of transport terminals, ports and airports;
The services of generally accessible electric communication and generally accessible 
postal communication;
Services on the transfer of electric power;
Services on the operative-dispatch management in the electric-power industry;
Services in the transfer of thermal energy;
The services concerning the use of the infrastructure of inland waterways;
The burial of radioactive waste;
Water supply and water removal using a centralized communal infrastructure system or 
systems; and
Icebreaker assistance to ships, ice pilotage of ships in the aquatic area of the northern sea 
route.1104

However, while natural monopolies are intended to be the only industries subject to government 
price regulations, the Decision on State Prices, which was promulgated pursuant to the Decree 
on State Prices, includes three statutory lists of goods and services for which prices are regulated 
by the GOR.1105 Some of the goods and services included in these three lists fall into the 
industries listed in the Law on Natural Monopolies and many do not. 

The list of industries in the Decision on State Prices include: (1) goods and services for which 
prices are regulated by the GOR at the federal level; (2) goods and services for which prices are 
regulated by the GOR at the level of the subjects of the Russian Federation (which are similar to 
states in the U.S.); and (3) additional goods and services for which prices are regulated by the 
federal GOR, including prices of transportation services and some others.1106 These lists can be 
found in Tables 8-10, respectively. 

Table 8: Statutory List of Goods and Services for Which the Federal Government of Russia 
Regulates Prices

The List of Engineering Products, Consumer Goods and Services Whose Prices (Tariffs) on the Home Market of the 
Russian Federation Are Controlled by the Government of the Russian Federation and the Federal Executive Bodies
Natural gas, petroleum (associated) gas and stripped dry gas produced by the public joint stock company Gazprom and its 
affiliated parties, owners of regional systems of gas supplies (other than the gas sold by the public joint stock company 
Gazprom and its affiliated parties at organized tenders in the volumes specified by the Government of the Russian Federation 
or to organizations for making natural gas in liquefied condition for subsequent export and organizations having concluded the 

1104 Law on Natural Monopolies, Article 4. 
1105 Decision on State Prices. 
1106 These lists are formally titled: (1) List of Engineering Products, Consumer Goods and Services Whose Prices 
(Tariffs) on the Home Market of the Russian Federation Are Controlled by the Government of the Russian 
Federation; (2) List of Engineering Products, Consumer Goods and Services Whose Prices (Tariffs) on the Home 
Market of the Russian Federation Are Controlled by the Executive Bodies of the Subjects of the Russian Federation; 
and (3) List of Services of Transport, Supply, Marketing and Trade Organizations, on Which the Executive Bodies 
of the Subjects of the Russian Federation Are Given the Right to Introduce State Control over Tariffs and Price 
Additions. See Decision on State Prices.
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contracts for gas supplies after November 1, 2018 implying the beginning of supplies of the natural gas after January 1, 2020 
for making methanol from natural gas in gaseous condition for subsequent export, as well as the natural gas produced using 
the gas liquefaction technology and/or its re-gasification supplied to consumers not included in the population category), as 
well as the one sold by joint stock companies Yakutgazprom, Norilskgazprom, Rosneft-Sakhalinmorneftegaz.

Products of the nuclear fuel cycle.
Electric and thermal energy, produced by organizations, supplying energy to the wholesale market, the services involved in 
the transmission of electric energy by the networks, the services involved in the operational-monitoring management and the 
other services, rendered on the electric energy (power) markets, the tariffs (the prices) on which are regulated by the Federal 
Antimonopoly Service, in accordance with the List approved by the Government of the Russian Federation.

The transportation of crude oil and petroleum products via main pipelines.

Products for defense purposes.

Raw diamonds, and precious stones.

Prosthetic and orthopedic appliances.

Freight traffic, loading and unloading operations on the railway transport.

Transportation of passengers, baggage, cargoes and mail by rail (except for suburban traffic).
Services at transport terminals, ports and airports rendered by entities of natural monopolies included in the List of Entities of 
Natural Monopolies in the Sphere of Services at Transport Terminals, Ports and Airports Whose State Regulation Shall Be 
Carried Out by the Federal Antimonopoly Service.
Ice-breaking assistance, ice-breaking pilotage of ships at the Northern Sea Route Aeronavigation service of aircraft, 
passengers and cargoes in airports.
Services of the use of the infrastructure of inland waterways.
Particular postal and electric communication services, TV communication services for broadcasting programs of Russian state 
TV and radio organizations according to the list, endorsed by the Government of the Russian Federation.
Alcoholic products with ethyl alcohol content greater than 28% of the volume of finished products, as well as the wine and 
sparkling wine (champagne) produced on the territory of the Russian Federation or imported to the territory of the Russian 
Federation.

Ethyl alcohol from edible raw materials, produced on the territory of the Russian Federation.
Medicines included into the List of Vitally Necessary and Most Important Medicines.

Table 9: Statutory List of Goods and Services for Which the Federal Subjects of the GOR 
Regulate Prices

The List of Engineering Products, Consumer Goods and Services Whose Prices on the Home Market of the Russian
Federation Are Controlled by the Executive Bodies of the Subjects of the Russian Federation

Solid fuel, domestic stove fuel and kerosene realized to persons, managing organizations, condominiums, housing, housing-
construction, or other specialized consumers’ cooperatives created for the purpose of satisfying the needs of people in 
housing.

Passenger and luggage transportation by all types of public-use urban transport (other than the motor road transport and the 
urban ground electric transport) and suburban transport (other than the railroad transport, motor road transport and the urban 
ground electric transport).

The ultimate sizes of wholesale and the ultimate sizes of retail markups to the manufacturers’ actual ultimate release prices for 
medicines included into the List of Vitally Necessary and Most Important Medicines.

Social services provided to citizens by state organizations of social services.
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Passenger and luggage transportation by the urban railroad transport on condition of reimbursement of losses in incomes 
arising because of the regulation of tariff rates at the expense of appropriate budgets of the Russian Federation.

Passenger and luggage transportation by motor road transport and urban ground electric transport in the cases specified by
federal laws.

Table 10: Statutory List of Additional Prices Regulated by the Federal GOR, Including 
Transportation Services and Some Others

The List of Services of Transport, Supply, Marketing and Trade Organizations, on Which the Executive 
Bodies of the Subjects of the Russian Federation Are Given the Right to Introduce State Control over 
Tariffs and Price Additions

The supply and marketing and mercantile additions to prices for products and goods sold in the Far North areas 
and the localities equated therewith with organization periods of delivery of cargoes.

Increased prices of products (goods), sold at public catering enterprises in general education schools, vocational 
schools, specialized secondary and higher educational establishments.

Carriage of passengers and baggage by local air and river transport and in crossing places.

Haulage of cargoes, passengers and baggage by sea, river and air transport in the Far North areas and the 
localities equated therewith.

The transportation services rendered on the approach railway lines by organizations of the industrial railway transport and by 
the other economic subjects regardless of their legal organizational form, with the exception of organizations of the federal
railway transport.

Transshipment of cargoes (except for crude oil and petroleum products delivered to the ports via petroleum pipelines and 
petroleum product pipelines) at the sea ports in which respect no competition was found under the duly established procedure,
in the market of services related to provision of berths, loading, unloading, warehousing of cargoes located in the Far North 
areas and in the territories eligible thereto and included into the list of the sea ports, as approved by the Federal Antimonopoly 
Service in coordination with the Ministry of Transports of the Russian Federation.

Another confusing aspect of legislation surrounding government regulation of prices in Russia is 
that, despite the Federal Tariffs Service being merged with the FAS in 2015, and the former 
therefore no longer in existence, legislation surrounding some state regulated prices continues to 
reference the Federal Tariffs Service and its role in setting regulated prices. This is true even for 
legislation that has been amended as recently as in 2021.1107

1.1.2 Methodologies for State Regulation of Prices

The Law on Natural Monopolies requires the ministries responsible for regulating prices of 
natural monopolies to take into account the “stimulating role in improving the quality of 
produced (sold) goods and in satisfying the demand for them.”1108 It also states that when setting 
prices in natural monopolies, the relevant ministries will take into consideration: (1) the cost of 

1107 See, e.g., Decision of the Government of the Russian Federation No. 1178 on Pricing in the Area of Regulated 
Prices (Tariffs) in the Electricity Industry (“Decision on Regulated Electricity Prices”), (passed December 29, 
2011, last amended March 2, 2021).
1108 Law on Natural Monopolies, Article 12.
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production of goods, including wages and salaries, the cost of raw and auxiliary materials and 
overhead expenses; (2) taxes and other payments; (3) the cost of fixed production assets, the 
requirements for investments needed for their reproduction and depreciation deductions; (4) 
predictable profit from the possible sale of goods at different prices (tariffs); (5) the remoteness 
of various groups of consumers from the place of production of goods; (6) the compliance of the 
quality of produced (salable) goods with the demand of consumers; and (7) government 
subsidies and other measures of state support.1109 Neither the Decision on State Prices nor the 
Decree on State Prices sets out factors to be considered when establishing regulated prices that 
are not within natural monopolies. 

Individual laws and other legal documents regulate state prices for specific industries, including 
prices to be regulated and lists of factors to take into account when regulating prices for specific 
industries. The following sections provide important details of legislation surrounding price 
regulation of particularly important commodities, including (1) natural gas (including the gas 
itself, and the related transportation and storage services); (2) electricity; (3) oil and gas 
transportation; (4) railroad transportation; and (5) socially important goods.

1.2 Regulated Prices for Natural Gas

The Working Party Report on Russia’s WTO Accession indicates that the organization’s 
members expressed particular concern about the regulated prices of natural gas in Russia that 
were in place in 2012. According to this report, the GOR stated at that time that “upon accession, 
producers/distributors of natural gas in the Russian Federation would operate, within the relevant 
regulatory framework, on the basis of normal commercial considerations, based on recovery of 
costs and profit.”1110 However, the GOR also confirmed that it planned to “continue to regulate 
price supplies to households and other non-commercial users, based on considerations of 
domestic social policy.”1111

Today, natural gas prices remain largely regulated by the GOR.1112 Included in the list in the 
Decision on State Prices on goods and services for which the federal government will regulate 
prices is “[n]atural gas, petroleum (associated) gas and stripped dry gas produced by the public
joint stock company Gazprom and its affiliated parties, owners of regional systems of gas 
supplies (other than the gas sold by the public joint stock company Gazprom and its affiliated 
parties at organized tenders in the volumes specified by the Government of the Russian 
Federation or to organizations for making natural gas in liquefied condition for subsequent 
export and organizations having concluded the contracts for gas supplies after November 1, 2018 
implying the beginning of supplies of the natural gas after January 1, 2020 for making methanol
from natural gas in gaseous condition for subsequent export, as well as the natural gas produced 
using the gas liquefaction technology and/or its re-gasification supplied to consumers not 

1109 Law on Natural Monopolies, Article 12.
1110 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 32. 
1111 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 32. 
1112 OECD, Russia: Inventory of Estimated Budgetary Support and Tax Expenditures for Fossil-Fuels, (2014), 2.
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included in the population category), as well as the one sold by joint stock companies 
Yakutgazprom, Norilskgazprom, Rosneft-Sakhalinmorneftegaz.”1113

Natural gas produced by Gazprom and the other companies listed is therefore regulated. The 
Decision on State Prices does not define “petroleum (associated) gas,” but according to 
Gazprom’s website it refers to gas dissolved in oil, which is a byproduct of oil production and 
can be further processed into stripped dry gas and liquified natural gas (LNG).1114 The Decision 
on State Prices also does not define “stripped dry gas,” prices for which are also regulated by the 
GOR, according to the Decision on State Prices. However, according to Gazprom’s website, 
stripped dry gas can be used as natural gas.1115

The Gas Supply Law provides additional guidance on the scope of gas prices that are subject to 
government-regulated prices in Russia. According to the law, the definition of “gas” includes 
“natural gas, casing-head gas, stripped dry gas, gas from gas-condensate deposits, gas extracted 
and collected by oil-producing organizations, and gas produced by gas and oil processing 
organizations.”1116

1.2.1 Determination of Natural Gas and LNG Prices 

The Gas Supply Law sets forth the GOR’s myriad of objectives in determining regulated prices 
for gas, which include, inter alia, “the creation of favorable conditions for the exploration, 
prospecting and development of gas deposits, the extraction, transportation, storage and supply 
of gas and for the self-financing of the organizations of gas supply systems,” “control over the 
observance of government-regulated prices and rates in the sphere of gas supply,” “the 
satisfaction of the effective demand for gas,” and “the maintenance of the competitive capacity 
of Russian gas on the world power market.”1117 In addition, the Gas Supply Law sets forth that 
government-set prices for gas that is not provided to the population are to cover the losses 
sustained by gas distribution companies during the delivery of gas to the population.1118 This 
implies that the price of gas supplied to the population is below cost and that of other gas is 
above cost. 

The Decision of the Government of the Russian Federation No. 1021 of December 29, 2000 on
the State Regulation of Gas Prices and Gas Transportation Services Tariffs on the Territory of 
the Russian Federation (“Decision on State Regulation of Gas Prices”) also sets forth 
“Principles for the Formation and the State Regulation of Prices for Gas and Tariffs on the 
Services for Its Transportation,” which overlap with but are not identical to the objectives for 

1113 Decision on State Prices, The List of Engineering Products, Consumer Goods and Services Whose Prices 
(Tariffs) on the Home Market of the Russian Federation Are Controlled by the Government of the Russian 
Federation and the Federal Executive Bodies, (last amended November 30, 2018). 
1114 Gazprom, “What is associated petroleum gas,” available at http://www.gazprominfo.com/articles/associated-
gas/, accessed September 20, 2021.
1115 Gazprom, “What is associated petroleum gas,” available at http://www.gazprominfo.com/articles/associated-
gas/, accessed September 20, 2021. 
1116 Gas Supply Law, Article 2. 
1117 Gas Supply Law, Article 20. 
1118 Gas Supply Law, Article 8. 
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regulating gas prices outlined in the Gas Supply Law.1119 The principles set forth in the Decision 
on State Regulation of Gas Prices include, inter alia, “recompense to the organizations, 
performing the regulated kinds of activity of the economically substantiated outlays…”, “the 
establishment [of] the organizations…”, “the satisfaction of the solvent demand for gas,” and 
“taking into account in the structure of the regulated prices (tariffs) of all the taxes and of the 
other obligatory payments in conformity with the legislation of the Russian Federation.”1120

The Decision on State Regulation of Gas Prices also sets forth a “Procedure for Considering the 
Materials, Submitted for the Establishment (Alteration) of the Prices (Tariffs),” which allows 
companies that produce goods and services in the gas industry that are subject to state-regulated 
prices to submit an application for the alteration of tariffs for the relevant goods or services.1121

The application must include, inter alia, (1) a calculation of prices (tariff rates) that is in 
compliance with the methodology directions for regulation of tariff rates; (2) the organization’s 
balance sheet; (3) the substantiation of the necessary profit; and (4) the organization’s plans for 
the capital investments for the corresponding period.1122

In 2007, the GOR promulgated Decision of the Government of the Russian Federation No. 333
of May 28, 2007 on the Improvement of the State Control of Gas Prices, which was intended to 
“improve the state control of gas prices and to develop the market principles of price formation 
on the home gas market.”1123 However, the decision does not clearly identify how market 
principles are to be included in the prices of gas.

1.3 Regulated Prices for Electricity

In the Working Party Report on Russia’s WTO Accession, member countries expressed concerns 
about regulated electricity prices, which were fixed for both industrial consumers and 
households.1124 Russia at the time stated that prices of electricity sold to industrial consumers 
were in the process of being reformed and that regulated electricity prices for household 
consumers would remain in place for the foreseeable future.1125

Today, as is described in further detail below, the electricity market in Russia is segmented into a 
wholesale market, which is primarily used for trade in electricity between generating companies 
and suppliers, as well as certain large end-consumers, and a retail market, which supplies most 
final consumers other than large end-consumers. Electricity prices remain regulated for 

1119 Decision of the Government of the Russian Federation No. 1021 of December 29, 2000 on the State Regulation 
of Gas Prices and Gas Transportation Services Tariffs on the Territory of the Russian Federation (“Decision on 
State Regulation of Gas Prices”), (passed December 29, 2000, last amended 20, 2021).  
1120 Decision on State Regulation of Gas Prices, Paragraph 11. 
1121 Decision on State Regulation of Gas Prices, Paragraphs 16, 17, 24. 
1122 Decision on State Regulation of Gas Prices, Paragraph 24.
1123 Decision of the Government of the Russian Federation No. 333 of May 28, 2007 on the Improvement of the State 
Control of Gas Prices, (passed May 28, 2007, last amended December 31, 2010). 
1124 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29. 
1125 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29.
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household retail consumers. In addition, certain other retail prices also remain regulated. Certain 
prices in the wholesale electricity market in Russia are also regulated. 

The laws and other regulatory documents surrounding regulated prices of electricity are 
challenging to decipher. The Federal Law No. 35-FZ of March 26, 2003 on the Electric Power 
Industry (“Electric Power Law”) sets forth the details surrounding price regulation in the electric 
power industry. It states that state regulation of prices in the electric power industry “shall be 
used to regulate and control the electric power industry by the state.”1126 The law also establishes 
lists of prices in the wholesale and retail electricity markets that are subject to government 
regulation.1127 In addition to the instances listed below in which electricity prices are set by the 
GOR in either wholesale or retail markets, according to the Electric Power Law, all services 
involved in the transmission of electricity performed by electricity companies are also 
regulated.1128

1.2.1 Regulated Electricity Prices in the Wholesale Market. 

The Electric Power Law sets forth the conditions under which electricity prices in the wholesale 
market are regulated. All wholesale electricity prices remain regulated for “non-price zones” in 
Russia.1129 The Electric Power Law does not indicate which areas are included in the non-price 
zones, and instead states that the GOR shall “determine and change the boundaries of wholesale 
market price and non-price zones…”1130 Prices of electricity sold between zones is also 
regulated.1131 Furthermore, electricity prices in the wholesale market can be regulated in certain 
cases, including, inter alia, when there is an “absence or restriction of competition”, including 
within the price zones if there is a temporary deficit of electricity.1132

Electricity sold under certain contracts by “guaranteeing suppliers” is also subject to 
government-regulated prices.1133 The Electric Power Law defines guaranteeing suppliers as 
“profit-making [organizations], which…[are] engaged in power supplying activities and [are] 
bound…to make a contract of power supply, a contract of electric energy (power) purchase and 
sale (supply) with any electric energy consumer that has applied to it...”1134 The International 
Finance Corporation of the World Bank Group characterizes guaranteeing suppliers as the 
suppliers of last resort in Russia.1135 According to the Electric Power Law, the regulated prices 
under these contracts not only apply to electricity consumption of the population but also to 

1126 Federal Law No. 35-FZ of March 26, 2003 on the Electric Power Industry (“Electric Power Law”), (passed 
March 26, 2003, last amended December 30, 2020), Article 20.2. 
1127 Electric Power Law, Article 23.1.
1128 Electric Power Law, Article 23.1(4). 
1129 Electric Power Law, Article 23.1(2).
1130 Electric Power Law, Article 21(1).
1131 Electric Power Law, Article 23.1(2).
1132 Electric Power Law, Article 23.1(2). 
1133 Electric Power Law, Article 23.1(2). The International Finance Corporation of the World Bank Group translates 
these contracts as “Power Purchase Agreements”. See International Financial Corporation (World Bank), Regional 
Renewable Energy Tariffs in Russia, (2013), 8.
1134 Electric Power Law, Article 3. 
1135 International Financial Corporation (World Bank), Regional Renewable Energy Tariffs in Russia, (2013), 28. 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



189

“consumption of electric power by consumers that are not general public and/or the equated 
consumer categories.”1136

According to the Decision of the Government of the Russian Federation No. 442 of May 4, 2012
About Functioning of the Retail Markets of Electrical Energy, Complete and (or) Partial 
Restriction of the Mode of Consumption of Electrical Energy (“Decision on Retail Electricity 
Markets”), guaranteeing suppliers must sell electricity to network organizations (i.e., electricity 
distributors) at premium (i.e., high) regulated prices according to the contracts mentioned above 
to cover losses from below-market prices.1137 It also states that, in the absence of such contracts, 
network organizations must pay the guaranteeing suppliers for any losses.1138 These rules 
suggest that electricity prices alone do not cover costs of network companies. 

Exported electricity prices are also set by the government.1139 While several other scenarios are 
listed in the Electric Power Law for which electricity prices are set by the government in the 
wholesale market, the ones discussed above seem to make up most of the market.1140 Electricity 
prices within the wholesale market are not uniform and vary for each of the above scenarios that 
are subject to government regulation. In addition, in the wholesale electricity market, regulated 
prices are established for electricity produced by each wholesale market supplier and by power
stations.1141 The Electric Power Law also states that “guaranteeing suppliers shall fix non-
controllable prices of electric energy” and that, beginning in 2011, the prices of all other 
electricity supplied to consumers “shall be free, formed by demand and supply and not subject to 
state regulation.”1142

1.3.2 Regulated Electricity Prices in the Retail Market

Like in the wholesale market, some electricity prices in the retail market for electricity in Russia 
are regulated and others are not. According to the Decision on Retail Electricity Markets, the 
retail market for electricity is made up of: (1) consumers; (2) contractors of utility; (3) 
guaranteeing suppliers; (4) power sales and power supplying organizations; (5) electric power 
producers (capacities) in the retail markets; (6) network organizations; and (7) the system 
operator and subjects of supervisory control in technologically isolated areas.1143

1136 Electric Power Law, Article 23.1(2). 
1137 International Financial Corporation (World Bank), Regional Renewable Energy Tariffs in Russia, (2013), 29. 
Decision of the Government of the Russian Federation No. 442 of May 4, 2012 on the Functioning of Retail 
Electricity Markets (“Decision on Retail Electricity Markets”), (passed May 4th, 2012, last amended February 3, 
2020), Article 10.
1138 International Financial Corporation (World Bank), Regional Renewable Energy Tariffs in Russia, (2013), 29. 
Decision on Retail Electricity Markets, Article 4. 
1139 Electric Power Law, Article 23.1(2).
1140 See Electric Power Law, Article 23.1(2) for all scenarios in which electricity provision is subject to government-
set prices. 
1141 Decision on Regulated Electricity Prices, Item 42. 
1142 Electric Power Law, Article 40. 
1143 Decision on Retail Electricity Markets, Basic Provisions of Functioning of the Retail Markets of Electrical 
Energy, Section 1, Item 3. 
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According to the Electric Power Law, prices in the retail market that are subject to state 
regulation include: (1) electricity “supplied to the population and to the categories of consumers 
that are equated to it”; (2) electricity supplied to consumers that are not located within pricing 
zones; (3) electricity sold by guaranteeing suppliers which can seemingly be sold to any buyers 
(described in the previous section); (4) electricity produced by qualified facilities which function 
on the basis of renewable energy; (5) electricity supplied in emergency situations; (6) certain 
electricity produced and sold in technologically isolated areas; and (7) electricity supplied to 
“purchasers in retail markets, in particular to the population and to the categories of consumers 
equated to it, in the areas that are not united into price and non-price zones of the wholesale 
market.”1144 The last item does not make clear how it differs from (2) (electricity supplied to 
consumers that are not located within pricing zones) and is one of many examples of the 
incoherency of much of Russian legislation. 

1.3.3 Formation of Regulated Electricity Prices

Decision of the Government of the Russian Federation No. 1178 of December 29, 2011 on 
Pricing in the Area of Regulated Prices (Tariffs) in the Electricity Industry (“Decision on 
Regulated Electricity Prices”) sets out several methods the GOR is required to use for 
determining regulated prices, including: (1) the economically viable cost method; (2) the tariff 
indexation method; (3) the yardstick method; (4) the rate-of-return-on-invested-capital method; 
and (5) the method of long-term indexation of required gross proceeds.1145 While the decision 
makes clear in some instances which method is to be used to calculate electricity prices, it does 
not always state which method will be used in particular instances, and it does not state any 
instances in which the yardstick method is to be used or how prices under the yardstick method 
are calculated. 

Formation of Regulated Electricity Prices in the Wholesale Market. The Decision on Regulated 
Electricity Prices states that the tariff indexation method is to be used to calculate regulated 
electricity prices for suppliers selling electricity on the wholesale market.1146 However, “for the 
first regulation year” such prices can be calculated using either the method of economically 
viable costs method or the indexation method.1147 The decision makes clear that neither method 
is to take into account profits or losses from the sale of electricity incurred in the preceding 
regulation period.1148 In addition, in some cases, it appears the GOR intends to use the method of 
long-term indexation of required gross proceeds to calculate such prices in the retail market.1149

1144 Electric Power Law, Article 23.1(3).
1145 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 12. 
1146 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 42. 
1147 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 42.
1148 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 42.
1149 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 39.1. 
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For example, this method is to be used to calculate prices for electricity sold by suppliers in the 
wholesale market in non-price zones.1150

The method of economically viable cost calculates the prices based on “the amount of required 
gross proceeds” from selling electricity and the estimated output of electricity for the relevant 
regulation period.1151 The indexation method takes into account: (1) the cost-reduction programs 
of organizations pursuing regulated activities that are approved by regulators; (2) changes in the 
composition and/or amounts of financing of an investment program; (3) the deviations of actual 
product output indicators on a retail market and/or of provided services from forecast ones; (4) 
the deviations of actual fuel prices from forecast ones; (5) the deviations of the actual consumer 
price index from the forecast index adopted when regulated prices (tariffs) were established; (6) 
the amendments to normative legal acts that affect the amount of expenses of the organizations 
pursuing regulated activities; (7) changes in regulated fuel prices; (8) changes in the rates of 
taxes and fees; (9) changes in the amounts of money paid in keeping with the contracts required 
for the pursuance of activities in the electricity industry and participation in the wholesale and 
retail electricity (capacity) markets; (10) the technological details of generation of electricity 
(capacity) (for the operators pursuing their activities in the field of atomic energy - in accordance 
with the programs of measures for atomic power station safety in all phases of their life-cycle 
and development approved in the established procedure); and (11) changes in the expenses of 
regulated organizations.1152 According to the Decision on Regulated Electricity Prices, the 
indexation method will not be used to determine regulated electricity prices on the wholesale 
market when the level of inflation defined in the forecast of socio-economic development 
exceeds 12 percent.1153

The method of long-term indexation of required gross proceeds takes into account the following 
information: (1) the base level of operating expenses; (2) the index of efficiency of operating 
expenses; and (3) indicators of energy saving and enhancing energy efficiency according to an 
approved program of energy saving and enhancing energy efficiency.1154

Formation of Regulated Retail Electricity Prices. Although the Decision on Regulated Electricity 
Prices claims that the GOR and the regulating authorities within it will use one of the five 
methods mentioned above,1155 the GOR calls for a separate methodology to be used to calculate 
regulated electricity prices for the retail market. The Decision on Regulated Electricity Prices
states that, when setting retail electricity prices, the GOR will take into account: (1) 

1150 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 39.1.
1151 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 15.
1152 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 40. 
1153 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 40. 
1154 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 39.1.
1155 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 12. 
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macroeconomic indicators of the socio-economic development forecast of Russia for the relevant 
period; (2) changes in the types, volumes, and prices of the fuels used to generate electricity; (3) 
changes in the volume of electricity delivered by guaranteeing suppliers to consumers; (4) “the 
curbing of growth of regulated electricity prices by executive government bodies of subjects of 
Russia that was observed in preceding regulation period and lacked economic substantiation”;
(5) a deviation of the actual volumes of delivery of electricity to the population and categories of 
consumers qualifying as such from the forecast volumes taken into account when prices were 
established; and (6) a change in the structure of consumption by the consumer group and by the 
level of voltage as compared with those accepted when the relevant prices were established.1156

The same decision also sets out additional requirements for the GOR to take into account which 
differ by categories of end users (described in the previous section). Regulated electricity prices 
are therefore not consistent across end user categories. 

1.4 Regulated Prices of Oil and Gas Transportation

As mentioned, according to the Law on Natural Monopolies, the transportation of oil, oil 
products, and gas along pipelines are legally considered natural monopolies and are therefore 
subject to regulated prices by the GOR.1157 The transportation of crude oil and petroleum 
products via main pipelines is further listed in The List of Engineering Products, Consumer 
Goods and Services Whose Prices (Tariffs) on the Home Market of the Russian Federation Are 
Controlled by the Government of the Russian Federation and the Federal Executive Bodies 
within the Decision on State Prices.1158

1.4.1 Formulation of Oil Transportation Prices

The Decision of the Government of the Russian Federation No. 980 of December 29, 2007 on
State Regulation of Rates for the Services of the Subjects of Natural Monopolies of Oil and Oil 
Products Transportation (“Decision on Oil Transportation Prices”) sets forth the methods to be 
used for formulation of oils transportation prices and prices of related services.1159 These 
methods include: (1) the method of economically justified expenditures; (2) the method of 
economically justified profitability for the invested capital; (3) the method of the maximum 
possible rates or of the maximum correlation with the cost of oil and oil products transportation 
by an alternative route by alternative kinds of transport; and (4) the method of indexing the 

1156 Decision on Regulated Electricity Prices, Fundamentals of Pricing in the Area of Regulated Prices (Tariffs) in 
the Electricity Industry, Item 64. 
1157 Law on Natural Monopolies, Article 4. 
1158 Decision on State Prices, List of Engineering Products, Consumer Goods and Services Whose Prices (Tariffs) 
on the Home Market of the Russian Federation Are Controlled by the Government of the Russian Federation (last 
amended November 30, 2018). 
1159 Decision of the Government of the Russian Federation No. 980 of December 29, 2007 on State Regulation of 
Rates for the Services of the Subjects of Natural Monopolies of Oil and Oil Products Transportation (“Decision on 
Oil Transportation Prices”), (passed December 29, 2007, last amended September 4, 2015), Rules for State 
Regulation of Rates or Their Maximum Levels for the Services of the Subjects of Natural Monopolies of Oil and Oil 
Products Transportation by Trunk Pipelines (last amended June 27, 2013), Item 12.
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rates.1160 The decision also sets forth some provisions governing when each method is to be used 
and how each is calculated. 

The method of economically justified expenditures provides for determination of the rates on the 
basis of the planned earnings of the companies, and is to take into account: (1) changes in the 
prices of inputs to production of oil; (2) forecasted profits; (3) the need for the companies to 
service borrowed capital; (4) the need for companies to make capital investments; and (5) 
dynamic expenditures associated with the previous regulation period.1161 The method of 
economically justified profitability for the invested capital shall take the following into account 
when calculating rates: (1) coverage of operating expenses; (2) return on invested capital; and (3) 
income to be derived from the invested capital.1162

When using the method of the maximum possible rates or of the maximum correlation with the 
cost of oil and oil products transportation by an alternative route by alternative kinds of transport, 
rates shall be calculated based on the comparison of the effectiveness of oil and oil products 
transportation by an alternative route by alternative kinds of transport.1163 Finally, the Decision 
on Oil Transportation Prices states that the method of indexing the rates shall be used in the 
event of a change in economic activity leading to an insignificant deviation in the actual and 
planned earnings.1164 However, it does not state how rates are calculated under this method. 

1.4.2 Formulation of Gas Transportation Prices

The Decision on State Regulation of Gas Prices sets forth certain principles for the formation of 
gas transportation prices, which are among those that are used for formation of gas prices, and 
include, inter alia, compensation gas transport companies, the cost of establishing such 
companies, “the satisfaction of the solvent demand for gas”, and taxes and other obligatory 
payments the company is subject to.1165 As with gas prices, the Gas Supply Law sets forth that 
government-set prices for transportation of gas that is not provided to the population are to cover 
the losses sustained by transportation of gas provided to the population.1166

1.5 Regulated Prices of Railroad Transportation 

Railroad transportation services are another service for which prices are regulated by the GOR. 
Railway transportation is deemed a natural monopoly in Russia by the Law on Natural 
Monopolies. According to the Decision on State Prices, prices of “[t]ransportation of passengers, 
baggage, cargoes and mail by rail (except for suburban traffic)” are set by the GOR at the federal 

1160 Decision on Oil Transportation Prices, Rules for State Regulation of Rates or Their Maximum Levels for the 
Services of the Subjects of Natural Monopolies of Oil and Oil Products Transportation by Trunk Pipelines (“Rules 
for State Regulation of Rates”) (last amended June 27, 2013), Item 12.
1161 Decision on Oil Transportation Prices, Rules for State Regulation of Rates, Item 13. 
1162 Decision on Oil Transportation Prices, Rules for State Regulation of Rates, Item 14.
1163 Decision on Oil Transportation Prices, Rules for State Regulation of Rates, Item 15.
1164 Decision on Oil Transportation Prices, Rules for State Regulation of Rates, Item 16.
1165 Decision on State Regulation of Gas Prices, Basic Provisions on the Formation and the State Regulation of
Prices for Gas and Tariffs for the Service of Transporting It and Payment for the Technological Connection of Gas-
Using Equipment to Gas-Distribution Networks on the Territory of the Russian Federation, Item 11. 
1166 Gas Supply Law, Article 8. 
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level and prices of “[t]ransportation of passengers and baggage by rail in suburban traffic” are set 
by the GOR at the municipal level.1167 The Federal Law No. 17-FZ of January 10, 2003 on
Railway Transport in the Russian Federation (“Railway Transport Law”) governs the railway 
system in Russia.1168 It states that the tariffs, fees and other charges related to railways services 
shall be set by the GOR on the basis of costs and a return-on-investment level ensuring the loss-
free activity of railway transport organizations.1169

1.5.1 Railway Tariffs Set by the GOR

While the Decision on State Prices and Railway Transport Law grant the GOR the right to set all 
tariffs, fees, and other charges pertaining to railway transport, additional regulatory documents 
clarify exactly which of such tariffs and other charges are indeed set by the GOR. All tariffs for 
passengers are set by the GOR, but the GOR only regulates certain tariffs, fees, and charges for 
freight rail transportation (i.e., transportation of cargo).

The Decision of the Government of the Russian Federation No. 643 of August 5, 2009 on the 
State Regulation of Tariffs, Fees and Payment in Respect of the Works (Services) of Natural-
Monopoly Entities in the Areas of Railway Carriage (“Decision on State Regulations of Railway 
Tariffs”) includes a List of the Works (Services) of Natural-Monopoly Entities in the Area of 
Railway Carriage for Which Tariffs, Fees and Payment Are Regulated by the State, which 
includes: (1) the services of using public railway transport infrastructure; (2) freight carriage by 
public railway transport; (3) additional services relating to freight carriage by means of public 
railway transport;1170 (4) additional services performed on railway transport in public and non-

1167 Decision on State Prices, List of Engineering Products, Consumer Goods and Services Whose Prices (Tariffs) 
on the Home Market of the Russian Federation Are Controlled by the Government of the Russian Federation and 
Federal Executive Bodies.
1168 Federal Law No. 17-FZ of January 10, 2003 on Railway Transport in the Russian Federation (“Railway 
Transport Law”), (passed January 10, 2003, last amended December 8, 2020).
1169 Railway Transport Law, Article 8(1).
1170 This includes (a) the carriage of goods with declared value; (b) cargo transshipment from wagons featuring a 
certain gauge to wagons featuring another gauge when Russian railways are used to carry export and import cargoes 
in direct international traffic or indirect international traffic via intermediate border stations of the Russian 
Federation (except for transit); (c) switching wagons to bogies intended for another gauge when Russian railways 
are used to carry export and import cargoes in direct international traffic or indirect international traffic via 
intermediate border stations of the Russian Federation (except for transit); (d) supporting the transshipment 
demurrage of foreign wagons when Russian railways are used to carry export and import cargoes in direct 
international traffic or indirect international traffic via intermediate border stations of the Russian Federation (except 
for transit); (e) driving railway rolling stock on/off a ferry boat pier; (f) the travel of the conductors who accompany 
cargoes; (g) re-making carriage documents in the cases and in the procedure envisaged by the legislation of the 
Russian Federation and international treaties of the Russian Federation when Russian railways are used to carry 
export and import cargoes in direct international traffic or indirect international traffic via intermediate border 
stations of the Russian Federation (except for transit); (h) restoring the flowability of (thawing) cargoes when 
Russian railways are used to carry export and import cargoes in direct international traffic or indirect international 
traffic via intermediate border stations of the Russian Federation (except for transit); (i) watering animals as they are 
carried by Russian railways in direct international traffic or indirect international traffic via intermediate border 
stations of the Russian Federation (except for transit); and (j) the escort and protection of cargoes en route and at 
railway stations ensured by the carrier under a contract with the consignor or consignee or persons empowered by 
the consignor or consignee when the cargoes are carried by railway. See Decision of the Government of the Russian 
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public areas;1171 (5) public railway passenger carriage in national traffic; (6) carriage of luggage 
and cargo-luggage by public railway in national traffic; (7) running wagons/cars which do not 
belong to the carrier and are incorporated in fast, high-speed, passenger, postal-luggage, and 
freight-passenger trains in national traffic; and (8) the provision of additional services relating to 
the carriage of passengers, luggage, and cargo-luggage by railway in national traffic.1172

1.5.2 Formulation of Freight Rail Tariffs

The Decision on State Regulations of Railway Tariffs states that GOR-set freight rail tariffs will
be based on, inter alia, “…the cost and return-on-capital level for the purpose of ensuring the 
break-even operation of regulated entities.”1173 To determine tariff rates, fees, and additional 
charges, the GOR will take into account several factors, including expenses pertaining to the 
services fulfilled by the subjects of regulation, profits, taxes, and subsidies and other measures of 
state support.1174 The Decision of the Government of the Russian Federation No. 706 of July 13, 
1995 on the Improvement of the System of Tariffs on Freight Transportation by Rail provides the 
legal basis for differing tariffs to apply to different classifications of cargo.1175

1.5.3 Russian Railway Infrastructure Owner 

The Railway Transport Law also establishes the concept of the “the owner of infrastructure” 
which is defined as “a legal person or an individual entrepreneur having infrastructure under the 
right of ownership or another right and providing services using it under a contract.”1176 Neither 
that law nor the Decision of the Government of the Russian Federation No. 585 of September 18, 

Federation No. 643 of August 5, 2009 on the State Regulation of Tariffs, Fees and Payment in Respect of the Works 
(Services) Of Natural-Monopoly Entities In The Area Of Railway Carriage (passed August 5, 2009, last amended 
December 19, 2017), List of the Works (Services) of Natural-Monopoly Entities in the Area of Railway Carriage for 
Which Tariffs, Fees and Payment Are Regulated by the State, Item 3. 
1171 This includes (a) marshalling within the boundaries of railway stations, and providing and removing wagons; (b) 
providing wagons and containers for use; (c) providing public railway tracks for railway rolling stock to stay on 
them, irrespective of the stock’s ownership; and (d) weighing cargoes in public areas when the carriers ensure 
loading and unloading in public areas and the consignors or consignees ensure loading and unloading in public 
areas, non-public areas and on non-public tracks. See Decision of the Government of the Russian Federation No. 
643 on the State Regulation of Tariffs, Fees and Payment in Respect of the Works (Services) Of Natural-Monopoly 
Entities In The Area Of Railway Carriage (passed August 5, 2009, last amended December 19, 2017), List of the 
Works (Services) of Natural-Monopoly Entities in the Area of Railway Carriage for Which Tariffs, Fees and 
Payment Are Regulated by the State, Item 4. 
1172 Decision of the Government of the Russian Federation No. 643 on the State Regulation of Tariffs, Fees and 
Payment in Respect of the Works (Services) Of Natural-Monopoly Entities In The Area Of Railway Carriage (passed 
August 5, 2009, last amended December 19, 2017), List of the Works (Services) of Natural-Monopoly Entities in the 
Area of Railway Carriage for Which Tariffs, Fees and Payment Are Regulated by the State.
1173 Decision of the Government of the Russian Federation No. 643 on the State Regulation of Tariffs, Fees and 
Payment in Respect of the Works (Services) Of Natural-Monopoly Entities In The Area Of Railway Carriage (passed 
August 5, 2009, last amended December 19, 2017), List of the Works (Services) of Natural-Monopoly Entities in the 
Area of Railway Carriage for Which Tariffs, Fees and Payment Are Regulated by the State, Item 5.
1174 Decision on State Regulations of Railway Tariffs, Article 14. 
1175 Decision of the Government of the Russian Federation No. 706 of July 13, 1995 on the Improvement of the 
System of Tariffs on Freight Transportation by Rail (with the Amendments and Additions of August 8, 2003).
1176 Railway Transport Law, Article 2.
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2003 on Setting up the Joint Stock Company “Russian Railways”1177 specifically grant RZD 
(Russian Railways) the status as the infrastructure owner, GOR websites, including the FAS 
website, widely refer to RZD as the infrastructure owner.1178

1.6 Regulated Prices of “Socially Important Essential Food Products”

The Federal Law No. 381-FZ of December 28, 2009 on the Fundamentals of State Regulation of 
Trading Activities in the Russian Federation allows the GOR to set price caps for “certain types 
of socially important essential food products” in Russia for a maximum of 90 calendar days at a 
time.1179 The same law also states that “[t]he list of individual types of socially important 
essential goods and the procedure for establishing ultimate retail prices thereof shall be such as 
prescribed by the Government of the Russian Federation.”1180

2. Developments in the Economy

While all regulated prices in Russia have potential market-distorting effects, some are more 
distortionary than others. The following sections detail the effects of price regulation of goods 
and services that are important inputs to upstream production in Russia’s economy. Given the 
reliance that upstream production has on these inputs, it is reasonable to assume that the 
regulatory effects on commodity prices also have spillover distortionary effects into other sectors 
of the economy. 

2.1 Natural Gas Prices

Natural gas is the most important fuel for energy consumption in Russia.1181 In addition, Russia 
is the world’s second-largest producer and largest exporter of natural gas.1182 As such, natural 
gas prices are important for the Russian and global economies.1183

1177 Decision of the Government of the Russian Federation No. 585 of September 18, 2003 on Setting up the Joint 
Stock Company “Russian Railways,” (passed September 18, 2003, last amended December 3, 2020).
1178 See, e.g., Government of Russia, Federal Anti-monopoly Service, Abuse of Dominance Leads to Problems, 
available at http://en.fas.gov.ru/press-center/news/detail.html?id=54885, accessed September 21, 2021. In addition, 
the RZD website states as a key strategic priority to “Maintain ‘Russian Railways’ as the network-wide freight 
carrier and owner of the infrastructure.” See RZD, Overview of the Company’s Strategy, available at 
http://ar2012.rzd.ru/en/development-strategy/overview-of-the-company-s-strategy/, accessed September 21, 2021. 
1179 Federal Law No. 381-FZ on the Fundamentals of State Regulation of Trading Activities in the Russian 
Federation, (passed December 28, 2009, last amended December 30, 2020), Article 8(5).
1180 Federal Law No. 381-FZ of December 28, 2009 on the Fundamentals of State Regulation of Trading Activities 
in the Russian Federation, Article 8(6).
1181 EIU, “Industry Report – Energy – Russia,” 2020, 2. The U.S. is the world’s largest producer of natural gas. 
1182 U.S. Central Intelligence Agency, Country Comparisons - Natural Gas: Exports, available at 
https://www.cia.gov/the-world-factbook/field/natural-gas-exports/country-comparison, accessed September 1, 2021.
1183 U.S. Energy Information Administration, Country Analysis: Russia, (October 31, 2017), 19. The U.S. is the 
world’s largest producer of natural gas. See U.S. Energy Information Administration, “The U.S. leads global 
petroleum and natural gas production with record growth in 2018,” (August 20, 2019).  
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2.1.1 Share of Domestic Natural Gas Subject to GOR-Regulated Prices. 

As described in the legal framework section, domestic natural gas prices remain largely 
regulated.1184 This price regulation exists for natural gas that is consumed domestically and also
produced by Gazprom and other smaller companies. It also appears to exist for gas used by 
housing construction cooperatives. 

This section explains the extent to which natural gas prices are regulated. While it shows that the 
majority of domestically consumed natural gas prices are subject to regulation, the exact amount 
is unknown. When asked about it by WTO members in the context of Russia’s accession to the 
WTO, the GOR explained that no such data existed at least for the unregulated portion of 
sales.1185 Figure 21 below indicates that, as of 2020, Gazprom accounted for roughly 45 percent 
of total gas consumption in Russia.1186

Figure 21: Domestic Gas Consumption in Russia1187

In addition to the 45 percent of total domestic consumption of natural gas met by Gazprom, 
natural gas produced by Gazprom’s affiliated companies is also subject to regulated prices. As 
described in Factor 4, Gazprom holds ownership shares of Novatek and Gazprom Neft, so prices 
of gas produced by these companies are presumably regulated. Novatek and Gazprom Neft 
produce 11 percent and 6 percent of Russia’s gas, respectively, as described in Factor 4, although 
the shares of these companies’ gas production that are consumed domestically are unknown. 

1184 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1.
1185 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 30. 
1186 Gazprom, “Annual Report 2020: Gas Sales in Russia,” 2020, 61. Calculation performed by Commerce 
(208.4/460.5=0.453).
1187 Gazprom, “Annual Report 2020: Gas Sales in Russia,” 2020, 61.  
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Taken together, the 45 percent of total gas production produced by Gazprom, plus the natural gas 
produced by Gazprom’s affiliates, plus natural gas produced by other companies that is 
consumed by the domestic population and housing construction cooperatives, demonstrate that a 
large share of natural gas in Russia is subject to regulated prices.

2.1.2 Whether GOR-Regulated Natural Gas Prices Have Reflected Market 
Forces

As described in the legal framework section, the GOR is legally required to take into account a 
myriad of objectives when determining gas prices. At the time of the 2002 Review, gas prices 
were very low compared to gas prices in other countries and gas exports to the European market. 
This remained true in 2012 when Russia joined the WTO in 2012. At the time, members had 
expressed concerns that the regulated price for gas used by industrial consumers was not fixed at 
a level that permitted a gas supplier full recovery of all costs.1188 Studies at that time showed that 
domestically regulated prices did not cover the full long-run marginal cost of Gazprom’s 
production of natural gas.1189 However, when the WTO members requested a confirmation from 
the GOR that gas suppliers would act on the basis of commercial considerations, based on full 
recovery of costs and a reasonable profit, the GOR representatives responded that the GOR 
would continue to exercise its sovereign rights over its subsoil and mineral resources, and added 
that the GOR’s natural gas price regulation was not dissimilar from practices of other WTO 
Members who continued to regulate energy prices.1190

According to the Working Party Report on Russia’s WTO Accession, “[m]embers considered 
that the fact that industrial producers of the Russian Federation did not have to pay the full 
market price for their energy inputs, including gas, especially, in energy-intensive industries and 
in industries that used gas as an input (rather than an energy source) constituted an unfair 
competitive advantage.”1191 The report went on to state that “[t]his situation had implications for 
the ability of imported goods to compete on the market of the Russian Federation and could lead 
to a displacement of Member products from third country markets. In addition, exports of 
‘downstream’ intermediate or finished goods of the Russian Federation, particularly, of products 
that were energy-intensive, such as fertilizers or metals, could take place at prices below their 
normal value or at subsidized prices, leading to the possibility of facing anti-dumping or 
countervailing actions in export markets.”1192

Since the 2002 Review there have been several attempts by the GOR to increase the price of 
natural gas such that it is based on cost recovery and profit. For example, in 2002, the GOR 

1188 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 30. 
1189 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 30. 
1190 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 30. 
1191 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29-30.
1192 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29-30.
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planned a two-stage process that would increase gas prices by 38 percent that year.1193 However, 
the GOR subsequently implemented a cap on natural monopoly tariffs to 20 to 30 percent per 
annum which prevented the planned gas price increase.1194 In 2006, the GOR set a target for 
regulated gas prices to reach parity with the price of Russian gas exports to the European market 
(which were traditionally much higher than domestic gas prices) by 2011.1195 This target was
later extended to 2015 due to the rise in global oil prices in 2008.1196 If realized, this price 
increase would have more than doubled the domestic price of gas.1197 Although domestic gas 
prices increased somewhat from 2006 to 2015, they did not come close to the export price, as 
shown in the next section.1198 In addition, since then, prices have fallen and remain close to their 
2009 levels, as can be seen in Figure 22. 

Price reforms have in some respects stalled since 2017, when the GOR adopted a policy that 
prevents regulated prices from increasing faster than the forecasted level of inflation.1199 In fact, 
they can only increase at a level that is below the forecasted level of inflation.1200 If kept in 
place, this policy will ensure that natural gas prices do not grow at all in real terms. 1201

2.1.3 Comparison of Domestic, Export and World Prices of Natural Gas

As can be seen in Figure 22, prices of natural gas consumed domestically have traditionally been 
far below export prices of natural gas. This is true for natural gas subject to regulated prices and 
gas for which the price is not controlled, as shown in the graph below which includes the average 
of all domestic gas prices in Russia. Although, overall, the gap between domestic and export 
prices of gas has declined in recent years, it remains significant and, even as recently as 2018, 
natural gas prices in Russia remained less than 30 percent of export prices. Moreover, the most 
recently available values for 2020 indicate that domestic gas prices were below half of export 
prices. Furthermore, while export prices of natural gas fluctuate significantly over time, the 
average domestic price of natural gas in Russia has remained relatively consistent.

1193 Oxford Institute for Energy Studies, “The SPIMEX Gas Exchange: Russian Gas Trading Policies,” (January 
2018), 5. 
1194 Oxford Institute for Energy Studies, University of Oxford, “The SPIMEX Gas Exchange: Russian Gas Trading 
Policies,” (January 2018), 5.
1195 Oxford Institute for Energy Studies, University of Oxford, “Domestic Gas Prices in Russia – Towards Export 
Netback,” (November 2011), 4, 13. 
1196 Oxford Institute for Energy Studies, University of Oxford, “Domestic Gas Prices in Russia – Towards Export 
Netback,” (November 2011), 4, 13. 
1197 Oxford Institute for Energy Studies, University of Oxford, “Domestic Gas Prices in Russia – Towards Export 
Netback,” (November 2011), 4. 
1198 Oxford Institute for Energy Studies, University of Oxford, “Domestic Gas Prices in Russia – Towards Export 
Netback,” (November 2011), 18. Also see Figure 22 for domestic gas prices. 
1199 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 85.
1200 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 85.
1201 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 85.
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Figure 22: Domestic and Export Prices of Natural Gas in Russia1202

In addition to domestic natural gas prices being far below export prices of natural gas, domestic 
natural gas prices are also among the lowest in the world.1203 A 2017 report by the European 
Commission found that natural gas prices within Russia are consistently below other major 
producers in the world, including the EU-28, Argentina, Australia, Brazil, Canada, China, India,
Indonesia, Japan, Mexico, Saudi Arabia, South Africa, South Korea, Turkey, and the U.S.1204

2.1.4 Export Prices of Natural Gas and LNG May Also Not Reflect Market 
Forces

Although export prices of natural gas are significantly higher than domestic prices, they too may
be subject to some distortions. The GOR has traditionally pursued a policy of increasing export 
volume over time and to do so has kept natural gas prices low relative to international prices 
(although still high relative to domestic prices).1205 The decline in prices of natural gas exports 
from Russia since around 2011 is due to Gazprom, facing increased international supply of 
natural gas, being forced to reduce prices of natural gas sold to Europe, its primary export 
market.1206 Gazprom often negotiated the prices of gas on a company-specific basis and the 
resulting price was dependent upon the historical relationship with the buyer and its strategic 

1202 Rosstat, “Avg Purchasing Price: OKPD: Quarterly: Period End: Natural Gas,” and “Average Export Price: 
Natural Gas,” data provider: CEIC. 
1203 European Commission – DG Energy, Study on Energy Prices, Costs and Subsidies and their Impact on Industry 
and Households, (November 2018), 77.
1204 European Commission – DG Energy, Study on Energy Prices, Costs and Subsidies and their Impact on Industry 
and Households, (November 2018), 77.
1205 Tatyana Mitrova and Tim Boersma, “The Impact of U.S. LNG on Russian Natural Gas Export Policy,” 
Columbia (SIPA) Center on Global Energy Policy, (December 2018), 11. 
1206 Tatyana Mitrova and Tim Boersma, “The Impact of U.S. LNG on Russian Natural Gas Export Policy,” 
Columbia (SIPA) Center on Global Energy Policy, (December 2018), 17.
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significance.1207 The sharp decline in export prices from 2014-16 is consistent with the decline in 
global gas prices during that time.1208 Gazprom and other companies in Russia exporting LNG
also renegotiated LNG prices with buyers on a company-specific basis during that time which 
resulted in their decline.1209

2.1.5 Government-Set Prices of Natural Gas Influence Unregulated Prices 

Data on price differences between regulated and unregulated natural gas prices in Russia, or 
price differences paid by major end-users, does not appear to exist. Nevertheless, studies have 
found that prices of natural gas in Russia that are not subject to government regulation are 
influenced by the regulated prices of natural gas, since such natural gas makes up the bulk of 
total natural gas consumed in Russia.1210 Specifically, the influence of regulated natural gas 
prices on prices throughout the industry is due to the large volumes produced by Gazprom and its 
affiliates that are consumed domestically.1211

Regulated natural gas prices have therefore traditionally been below market-clearing levels. 
Natural gas prices have not increased and have actually declined in the past decade, as depicted 
in Figure 22 above. This decline suggests that natural gas prices largely remain below market-
clearing levels, which is corroborated by the fact that the SIEs that produce natural gas have been 
kept afloat by financial support from the GOR.1212

2.1.6 Natural Gas as an Important Input to Production. 

As can be seen in Figure 23 below, natural gas accounts for the majority (53 percent as of 2019) 
of domestic energy consumption. Importantly, it is a key input to electricity production. It is 
therefore an important input to production and manufacturing of virtually all goods. 

1207 Tatyana Mitrova and Tim Boersma, “The Impact of U.S. LNG on Russian Natural Gas Export Policy,” 
Columbia (SIPA) Center on Global Energy Policy, (December 2018), 17.
1208 Tatyana Mitrova and Tim Boersma, “The Impact of U.S. LNG on Russian Natural Gas Export Policy,” 
Columbia (SIPA) Center on Global Energy Policy, (December 2018), 17.
1209 Tatyana Mitrova and Tim Boersma, “The Impact of U.S. LNG on Russian Natural Gas Export Policy,” 
Columbia (SIPA) Center on Global Energy Policy, (December 2018), 17.
1210 Oxford Institute for Energy Studies, University of Oxford, “The SPIMEX Gas Exchange: Russian Gas Trading 
Policies,” (January 2018), 1. 
1211 Oxford Institute for Energy Studies, University of Oxford, “The SPIMEX Gas Exchange: Russian Gas Trading 
Policies,” (January 2018), 1. 
1212 OECD, Russia: Inventory of Estimated Budgetary Support and Tax Expenditures for Fossil-Fuels, (2014), 3.
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Figure 23: Domestic Energy Consumption in Russia (2019)1213

2.2 Oil and Gas Transportation Prices

Transportation costs have a significant impact on the final prices of oil and gas products.1214

Commerce has not found definitive evidence of whether the regulated prices of oil and gas 
transportation are below the cost of production or below what they would be if they were 
determined by the market. However, as can be seen from Figure 24 below, the price of
transporting gas is lower per unit of distance when transported domestically or within the EAEU 
than when transported outside the EAEU. Furthermore, the gap between these prices has 
increased over time and the international tariff is now more than double the domestic price.

1213 BP, Statistical Review of World Energy, 2020, 9. 
1214 I.V. Provornaya, et al, “Features of the petroleum products pricing in Russia, in the USA, and Saudi Arabia,”
Energy Reports Volume 6(Supplement 6), (November 2020), 517.
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Figure 24: Gazprom Tariffs: Natural Gas Transportation1215

2.3 Electricity Prices

As described in the legal framework section, the electricity system in Russia is comprised of 
wholesale and retail electricity markets. Companies that generate electricity sell it to other 
generating companies, suppliers, and/or certain large end-consumers on the wholesale market. 
Network companies (i.e., electricity suppliers or distributors) sell the purchased electricity on the 
retail market, which is further disintegrated into household and non-household consumers. 

2.3.1 Government-Regulated Electricity Prices

As described in the legal framework section, some electricity prices in both the wholesale and 
retail markets are still set by the GOR. In addition, certain government-regulated prices, such as 
those for electric power transmission services and for services to ensure system reliability, are 
regulated for both the wholesale and retail market, in the entirety of the country. The FAS, in 
addition to government agencies at the municipal of Russia, are responsible for setting regulated 
prices in the wholesale and retail markets.

Electricity Subject to Government-Regulated Prices. Prices of electricity sold on the wholesale 
market that remain regulated by the GOR include: (1) electricity required to be sold via regulated 
price agreements or capacity supply agreements (which make up roughly 20 percent of total 
wholesale electricity1216); (2) electricity sold within the “non-pricing zone,” which includes 

1215 Rosstat, “Avg Gazprom Tariffs: Natural Gas Transportation for 100 km: Domestic Market;” “Customs Union 
Countries, Avg Gazprom Tariffs: Natural Gas Transportation for 100 km: Beyond Customs Union Countries,” data 
provider: CEIC. 
1216 Thomson Reuters Practical Law, Electricity Regulation in the Russian Federation, (July 2019), 63.
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Kaliningrad, Arkhangelsk, Komi, and the Far East;1217 and (3) electricity sold between pricing 
zones. 

Certain electricity prices on the retail market also remain regulated. This includes electricity sold 
to household consumers, electricity sold to consumers not located in pricing zones, electricity 
sold by guaranteeing suppliers, electricity sold within isolated areas (which are also depicted in 
the map below), and several other instances which seem to be less common.

Formulation of GOR-set Prices. As described in the legal framework section, there are numerous 
methodologies for regulating electricity prices. However, these methodologies do not seem to
always be used in practice. According to the EIU, “[t]here is no clear formula for [setting utility
prices] in Russia, which increases the sway of political lobbying and the demands of the 
government’s counter-inflation policy.”1218 As of 2021, the EIU reported that “[g]overnment-
restructuring plans for these sectors envisage a gradual increase in tariffs to commercially viable 
levels,” suggesting that GOR-set utility prices remain below market-clearing levels.1219

In addition, as with the price of natural gas and other prices regulated by the GOR, since 2017, 
regulated electricity prices are only permitted to increase at a level that is less than the level of 
forecasted inflation, thereby ensuring that the real price of electricity declines over time.1220

Academics at the Financial University under the Government of the Russian Federation 
characterize this as a “serious economic problem, since it implies no tariff growth in real 
terms.”1221 It was found that as recently as 2020, changes in regulated prices corresponded to the 
forecasted parameters and did not take into account market factors.1222 The same researchers also 
found that even before the policy was officially adopted, for the past ten years average retail 
electricity prices moved in line with inflation.1223 While this would not be problematic if the 
government-set electricity prices were consistent with market fundamentals, as described above, 
they do not appear to be at commercially viable levels. 

2.3.2 Unregulated Electricity Prices

As described, some electricity in Russia is sold at unregulated prices in both the wholesale and 
retail markets in Russia. The two means through which electricity can be sold on the unregulated 
market are: (1) in the day-ahead market, and (2) through free bilateral contracts.1224 In the day-

1217 Tarjei Kristiansen, “The Russian Power Market,” International Association for Energy Economics, (December 
2011), 27.
1218 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021).  
1219 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021).  
1220 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 85.
1221 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 85.
1222 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 86.
1223 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 87-
88.
1224 European Bank for Reconstruction and Development, Russia Country Profile, (2010), 231.
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ahead market, buyers and sellers submit bids that include the price and quantity they are willing 
to pay or accept, respectively, in an electricity price auction conducted every hour for electricity 
delivered the next day.1225 Free bilateral contracts are made between electricity suppliers and 
large consumers (such as large companies) where the price and quantity of electricity is 
determined in advance.1226 According to the EBRD, prices of electricity in the retail market that 
are not subject to government regulation in part reflect market forces.1227

Regulated Prices of Fuel Inputs to Electricity Production. In addition to regulated electricity 
prices playing a role in influencing non-regulated prices, prices of important inputs to production 
are regulated by the GOR. As can be seen in Figure 25 below, half of electricity in Russia is 
produced from natural gas, which is subject to regulated prices in Russia. As described above,
natural gas prices seem to remain below market-clearing levels and remain below the Russian 
export price and world market prices of natural gas. Therefore, since an important input to 
production of electricity does not reflect market principles, the price of electricity generated 
using natural gas will likely largely not reflect market principles. 

Figure 25: Electricity Production in Russia by Fuel Type (share of total) (2015)1228

The Effect of Continued State Presence in the Electricity System on Electricity Prices. As 
described under Factor 4, as of 2018, over half of Russia’s electricity generating capacity 
belongs to SIEs, including RusHydro, Inter RAO, Gazpromenergoholding, and 

1225 European Bank for Reconstruction and Development, Russia Country Profile, (2010), 231.
1226 European Bank for Reconstruction and Development, Russia Country Profile, (2010), 231.
1227 European Bank for Reconstruction and Development, Russia Country Profile, (2010), 232. 
1228 World Bank DataBank, “Worldwide Development Indicators,” available at
https://databank.worldbank.org/reports.aspx?source=2&series=EG.ELC.PETR.ZS&country=RUS#, accessed 
September 22, 2021. Value for nuclear sources is for the year 2014. 
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Rosenergoatom.1229 These companies are vertically integrated structures that are either owned by 
oil and gas companies or the GOR. For example, Gazpromenergoholding is wholly owned by 
Gazprom,1230 and Rosenergoatom is partially owned by Rosneftegaz group,1231 which also owns 
Rosneft. The suppliers of fuel for electricity production sharing ownership structures with some 
of the power plants themselves results in greater market power and control over the industry as a 
whole by those vertically integrated companies.1232 In addition, some fuel prices being 
deregulated and others not in some cases increases the fuel component costs of independent 
producers.1233 Such an increase is particularly noticeable for coal and oil,1234 which, as shown in 
Figure 25 above, cumulatively make up 16 percent of electricity inputs.

In addition, as described in Factor 4, the GOR’s system of capacity supply agreements, which 
requires power-generating companies to build new power generation capacity and with the 
promise of higher prices for the additional capacity supplied, results in capacity decisions being 
made on an administrative basis.1235 The GOR decided how much additional capacity was 
produced and where to build new power plants and at what price.1236 This resulted in decisions 
being made that resulted in significant overproduction of electricity.1237 Certain consumers 
suffered the consequences of this overproduction by being forced to pay higher “excess 
capacity” prices.1238

The system of capacity supply agreements resulted in over 100 investment projects being 
implemented across Russia. 1239 According to The Oxford Institute for Energy Studies, these 
agreements “harmed the system’s flexibility and its ability to provide market-based signals.”1240

An academic paper published by researchers at the Financial University under the Government
of the Russian Federation states that “inefficient use of capacities occurs against the background

1229 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 2.
1230 Gazprom Energoholding, About the Company, available at  
https://energoholding.gazprom.com/about/#:~:text=Gazprom%20Energoholding%20LLC%20is%20a,according%20
to%20unified%20corporate%20standards, accessed September 22, 2021.    
1231 Inter RAO, Shareholder Structure, available at https://www.interrao.ru/en/investors/securities-
information/shareholder-structure/, accessed September 22, 2021. 
1232 Evgeny Lisin, et al., “Analysis of Competitiveness: Energy Sector and the Electricity Market,” Taylor & Francis 
Group, (2017), 1822. 
1233 Evgeny Lisin, et al., “Analysis of Competitiveness: Energy Sector and the Electricity Market,” Taylor & Francis 
Group, (2017), 1822.
1234 Evgeny Lisin, et al., “Analysis of Competitiveness: Energy Sector and the Electricity Market,” Taylor & Francis 
Group, (2017), 1822.
1235 The Oxford Institute for Energy Studies, University of Oxford “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3. 
1236 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
1237 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
1238 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
1239 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
1240 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
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of a chronic lack of investments in the electric grid complex, significant physical and 
technological deterioration of electric networks.”1241 The Oxford Institute for Energy Studies
estimates that the market-driven portion of the final price of electricity has shrunk to 30 to 40 
percent as the share of payments under the capacity supply system has expanded over time.1242

Non-transparency Regarding Which Consumer Groups are Benefitting from Preferential Prices. 
While many government-regulated electricity prices seem to be below what they would be if 
they were fully determined by the market, the GOR provides preferential prices to certain 
consumer groups.1243 Providing preferential electricity prices to certain consumer groups is not 
unique to Russia. Many countries implement policies that provide preferential electricity rates to, 
for example, low-income households. However, the GOR applies the policy in a non-transparent 
manner such that which consumer groups are provided rates that are below the cost of production
is unknown.1244 Industry and qualified energy-intensive consumers pay the lowest prices for 
electricity, and households also receive preferential electricity rates.1245

2.3.3 Comparison of Russian Electricity Prices to Other Countries

The information above suggests that electricity prices in Russia are largely determined by the 
GOR on an administrative basis. Retail electricity prices are most relevant for this analysis 
because they will be reflected in the final prices of goods. All electricity prices at the retail level 
remain subject to regulation but may in part reflect market forces to the extent they are 
incorporated into wholesale prices. According to World Bank data, as can be seen in Figure 26,
electricity prices in Russia are lower than in most other countries. Although not all countries are 
shown in the graph, electricity prices in Russia are a small fraction of electricity prices in most 
countries in Europe.1246 Of all G20 countries, Saudi Arabia is the only country to have lower 
electricity rates than Russia.1247

1241 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 88.
1242 The Oxford Institute for Energy Studies, University of Oxford, “Market Liberalization and Decarbonization of 
the Russian Electricity Industry,” (May 2018), 3.
1243 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 88.
1244 KPMG, “Cross-subsidies in the Russian power sector: international benchmarking,” (April 2021), 6. 
1245 KPMG, “Cross-subsidies in the Russian power sector: international benchmarking,” (April 2021), 8.
1246 World Bank - Doing Business “Getting Electricity: Price Of Electricity, US Cents Per KWh (DB16-20 
Methodology), available at  
https://govdata360.worldbank.org/indicators/h6779690b?country=BRA&indicator=42573&countries=AUS,CHN,D
EU,IDN,IND,RUS,USA,SAU&viz=line_chart&years=2014,2019&indicators=944. Data provider: World Bank, 
GovData360 
1247 The cost of electricity in Russia in 2017, 2018 and 2019 were 7.8, 8, and 8.1 US cents/KWh, respectively, and in 
Saudia Arabia were 8.5, 7.6, and 7.4 US cents/KWh, respectively, during that time. See World Bank, “Getting 
Electricity: Price Of Electricity, US Cents Per KWh (DB16-20 Methodology),” available at  
https://govdata360.worldbank.org/indicators/h6779690b?country=BRA&indicator=42573&countries=AUS,CHN,D
EU,IDN,IND,RUS,USA,SAU&viz=line_chart&years=2014,2019&indicators=944, data provider: World Bank, 
GovData360.
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Figure 26: Price of Electricity, US Cents Per KWh1248

2.3.4 Electricity as an Important Input to Production

Electricity is an important input to production of essentially all goods. According to a paper 
published by researchers at the Financial University under the Government of the Russian 
Federation, electricity “forms a significant share of the costs of producing goods and providing 
services, [and] is crucial for the development of the national economy and creating a sustainable
business environment.”1249 Electricity prices that do not reflect market forces therefore result in 
prices of goods produced in Russia also not being driven by market forces.

2.4 Railroad Transportation 

Like electricity prices, countries sometimes regulate prices of railway tariffs for passengers for 
the benefit of the public. However, transportation costs of goods are reflected in final prices of 
goods. If railway tariffs for cargo are not market-based, that will have a distortive effect on final 
prices of goods produced in Russia to the extent such goods are transported by rail. 

While prices charged by RZD for both passengers and cargo are set by the GOR, private 
operators and subsidiaries of RZD can set their own prices for shipment of cargo.1250 However, 
even the prices charged by private operators have a government-set component. Moreover, 

1248 World Bank, “Getting Electricity: Price Of Electricity, US Cents Per KWh (DB16-20 Methodology),” available 
at  
https://govdata360.worldbank.org/indicators/h6779690b?country=BRA&indicator=42573&countries=AUS,CHN,D
EU,IDN,IND,RUS,USA,SAU&viz=line_chart&years=2014,2019&indicators=944, data provider: World Bank, 
GovData360.
1249 O. V. Danilova, K. V. Ordov, and I. Yu. Belayeva, “Tariff Policy in the Electric Power Industry of Russia: 
Methods, Problems, Prospects,” Financial University under the Government of the Russian Federation, (2021), 84. 
1250 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 29. 
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RZD’s railway tariffs are below those of private operators, which results in relatively little 
freight transportation being done by private operators. 

2.4.1 Railway Prices that are Regulated by the GOR. 

Final prices charged to customers of RZD are determined by the GOR while prices charged by 
non-RZD companies are not.1251 The government-set prices are published in the 2003 Price List 
No. 10-01 “Tariffs for freight transportation and infrastructure services rendered by Russian 
railways” (Price List) which is regularly amended.1252 As discussed, RZD is the “infrastructure 
owner” of railways in Russia, which allows it to maintain a monopoly over the use of all 
infrastructure within the railway system in Russia, which includes locomotives (i.e., the power 
unit of a train which does not carry passengers or freight itself, but pulls the coaches, rail cars, or 
wagons) and locomotive crews.1253 Non-RZD shippers must pay RZD tariffs and fees set by the 
GOR for use of its infrastructure, including the railways themselves, the locomotives, and the
locomotive crews.1254 Private companies are allowed to supply their own wagons (i.e., the 
portion of the train that does not have power and is pulled by the locomotive). Since these tariffs 
and fees must be included in the final shipping price, all railway prices, even those that are 
technically unregulated include a GOR-regulated component. 

The final freight rates charged to companies are therefore comprised of two components: (1) 
payment for infrastructure, including the railway itself, the locomotive, and the relevant services
for each; and (2) payment for the wagon and related services.1255 According to the EBRD, the 
first and second components make up about 85 and 15 percent of the total changes, 
respectively.1256 The government-set portion of the price charged to consumers therefore makes 
up the majority of the final freight rate tariffs charged by non-RZD companies. According to the 
Asian Development Bank (ADB), the first component (i.e., the component set by the government 
and most of the final tariff) bears little relationship to cost.1257

2.4.2 Formulation of Railway Prices

In the Working Party Report on Russia’s WTO Accession, the GOR stated that “one of the goals 
of structural reform of the railway sector was a gradual transition to market-based pricing,”1258

1251 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 29.
1252 RZD, “Tariff Policy,” available at https://ar2016.rzd.ru/en/company-overview/market-review/tariff-policy, 
accessed September 23, 2021.
1253 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25. 
1254 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 25. 
1255 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 29.
1256 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 29.
1257 Asian Development Bank, Rail Infrastructure Tariffs: Enabling Private Sector Development in Mongolia’s 
Railway Sector, (2014), 7. 
1258 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 28. 
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suggesting that the tariffs in place at that time were not market-based. The GOR also stated that a 
“levelling of tariffs was being implemented through the gradual increase of tariffs…up to the 
value of tariffs for transportation of import cargoes shipped through border land checkpoints of 
the Russian Federation.”1259 This suggests that tariffs for goods transported domestically were 
below what they would have been if they were driven by market forces. Freight transportation 
prices charged by private operators suggest this may be true, as they are higher than RZD 
prices.1260 Because RZD prices are lower than private operators’ prices, competition in the 
industry is limited and private operators are segmented to generally only serving niche 
markets.1261

Moreover, the cargo tariff policies implemented by the GOR in recent years have resulted in a 
decline in tariffs in real terms because they are only permitted to increase annually at a level less 
than inflation. This has been the case since the end of 2017, when the GOR implemented a 
policy to index the railway freight tariffs for the 2018-2025 period to 0.1 percent below the level 
of inflation.1262

2.4.3 Differentiation of Freight Prices by Commodity and GOR Discretion in 
Setting Tariffs

In the Working Party Report on Russia’s WTO Accession, WTO members expressed concerns 
that differential rates continued to be charged for rail transportation of domestic cargoes and 
cargoes for export by land border crossings.1263 However, as of 2013, the GOR modified the 
Price List to unify freight tariffs for domestic and export-import railway use.1264 In the Working 
Party Report on Russia’s WTO Accession, the GOR stated it was in the process of equalizing 
tariffs of certain goods, including ferrous metals and ores, chemical industry products, grain, and 
fertilizers.1265

Price Differentiation by Commodity. As described in the legal framework section, freight tariffs 
are not uniform across commodities. The 2003 Price List No. 10-01 provides freight tariffs that 
separate commodities into three separate groups.1266 The first group (Class I) can broadly be 
characterized as raw materials and includes coal, ores (including iron ore), sandstone, stone, 

1259 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 28.
1260 Asian Development Bank, Rail Infrastructure Tariffs: Enabling Private Sector Development in Mongolia’s 
Railway Sector, 7. 
1261 Asian Development Bank, Rail Infrastructure Tariffs: Enabling Private Sector Development in Mongolia’s 
Railway Sector, 7.
1262 RZD, Condensed Annual Report, (2018), 15. 
1263 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 29. 
1264 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 31. 
1265 WTO, Report of the Working Party on The Accession of the Russian Federation to the World Trade 
Organization, WT/ACC/RUS/70/WT/MIN(11)/2, (November 17, 2011), 28.
1266 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14. 
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concrete, timber, and construction materials.1267 The second group (Class II) can be categorized 
as intermediate goods, including oil, grain, fertilizers, food, and many other goods.1268 The third 
group (Class III) can be characterized as finished goods and includes commodities such as 
chemicals, metals, and machinery.1269 While it is difficult to know the cost of RZD’s services, it 
is generally agreed that tariffs of at least Class I are below RZD’s cost of production.1270 Tariffs 
for Class III may be above RZD’s cost of production in order to compensate for the below-cost 
tariffs charged to Class I.1271 However, the low cost of production may also be due to 
government support to RZD that allows it to keep all tariffs lower than private operators can
charge. The GOR’s goal in keeping prices low, especially for Class I, are to encourage long-
distance transportation, especially of raw materials, to stimulate production.1272

GOR Discretion in Amending Prices. The GOR has discretion in changing the tariff rates for 
freight rail transportation. Beginning in 2013, the GOR allowed RZD to introduce a surcharge or 
provide a discount to base rates charged to each company on an ad hoc basis, determined in a 
specific percentage range, compared to the tariff rate set by the GOR.1273 This policy was 
changed at the end of 2017, when, as described above, the GOR implemented a policy to index 
the railway freight tariffs for the 2018-2025 period to 0.1 percent below the level of inflation.1274

However, the GOR can also apply tariff changes at its discretion to particular products or can 
exclude particular products from increases in tariffs for freight rail transportation. For example, 
according to RZD’s 2016 annual report, “competitive tariffs” were established for the 2016 
freight year on the transportation of cotton, ferrous scrap, alumina, aluminum, non-ferrous 
metals, coal, mineral fertilizers, oil and oil products, raw sugar, and sulfur.1275 In 2018, the FAS 
implemented a policy where export tariffs on freight rail transportation were increased by a 

1267 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14.
1268 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14.
1269 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14.
1270 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14. While this source is from 2011, a 2014 ADB report confirms that RZD tariffs for 
products such as domestic coal are discounted. See Asian Development Bank, Rail Infrastructure Tariffs: Enabling 
Private Sector Development in Mongolia’s Railway Sector, 6.
1271 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14.
1272 Russell Pittman, “Blame the Switchman? Russian Railways Restructuring After Ten Years,” U.S. Department of 
Justice, (February 3, 2011), available at https://www.justice.gov/atr/blame-switchman-russian-railways-
restructuring-after-ten-years#14.
1273 Bruce Murray, “Russian Railway Reform Programme,” European Bank for Reconstruction and Development, 
(June 2014), 30.
1274 RZD, Condensed Annual Report, (2018), 15.
1275 RZD, “Tariff Policy,” available at https://ar2016.rzd.ru/en/company-overview/market-review/tariff-policy, 
accessed September 23, 2021.
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factor of 1.08 for all products except oil and aluminum.1276 The GOR can also determine to not 
implement the inflation indexing in a given year on an ad hoc basis, as was done in 2014.1277

2.4.5 The Extent to Which GOR-regulated Railway Tariffs Influence Cost of 
Production

As can be seen in Figure 27, rail accounts for most cargo transportation in terms of million tons 
per kilometer in Russia (88 percent as of 2019). In addition, railway in Russia is responsible for 
transporting many types of important inputs to production of many downstream goods, 
including, among others, hard coal, oil and petroleum products, iron ore and non-ferrous metal 
ores, ferrous metals, chemical and mineral fertilizers, timber and wood, cement, and grain and 
milled products, as shown in Figure 28 below. Railway transport can therefore be considered an 
important input to production in Russia, and below-market prices of railway transportation 
therefore have important implications for the final prices of Russian goods. 

Figure 27: How Russian Goods are Transported (in million tons/km) (2019)1278

1276 Government of Russia, Federal Anti-monopoly Service, FAS Board Approved Amendments to the Tariff List For
Railway Freight, (November 20, 2018).
1277 RZD, “Tariff Policy,” available at https://ar2016.rzd.ru/en/company-overview/market-review/tariff-policy, 
accessed September 23, 2021.
1278 OECD, “Amount of freight transported by rail in Russia from 2006 to 2019,” “Amount of freight transported by 
road in Russia from 2006 to 2019,” “Tonne-kilometres of freight transported by inland waterway in Russia 2006-
2019,” “Volume of air cargo in Russia 2018-2019,” (2020), data provider: Statista.
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Figure 28: What Russian Railway Transportation Hauls (in millions metric tons) (2019)1279

2.6 Regulated Prices of Agricultural Products

The GOR often regulates prices for certain agricultural food products. As described in the legal 
framework section, there is no legislative list of agricultural products subject to government 
regulation. The GOR therefore can implement this policy with discretion. In 2020, the GOR 
required producers and sellers of sugar and sunflower oil to sign price control agreements with 
the GOR in which they agreed to lower prices of these products to a certain level.1280 The GOR 
also imposed export quotas for various grains at that time, which also serve as effective price 
controls by increasing the supply of grains domestically.1281 Price controls also exist for 

1279 Ministry of Transport, “Rail freight transport volume in Russia 2019-2020, by commodity” (July 2021), data 
Provider: Statista. 
1280 “Russia imposes price controls in response to rising prices of certain food items,” Bank of Finland Institute for 
Emerging Economies, December 18, 2020. OECD, Agricultural Policy Monitoring and Evaluation 2020: Russian 
Federation, (2020). Government of Russia, “On Decisions Following the Meeting on the Dynamics of Food Prices, 
available at http://government.ru/orders/selection/401/41102/, accessed September 23, 2021.
1281 “Russia imposes price controls in response to rising prices of certain food items,” Bank of Finland Institute for 
Emerging Economies, December 18, 2020. OECD, Agricultural Policy Monitoring and Evaluation 2020: Russian 
Federation, (2020). Government of Russia, “On Decisions Following the Meeting on the Dynamics of Food Prices, 
available at http://government.ru/orders/selection/401/41102/, accessed September 23, 2021.
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imported livestock products and sugar.1282 These government-regulated prices are generally 
considered to be below world levels.1283

2.7 Taxes Are Used as Effective Price Controls 

In addition to the formal price controls described above, the GOR also uses taxes to control the 
prices of certain energy commodities to, in turn, carefully control both export and domestic 
prices of commodities that are important to the Russian economy.1284 For example, the GOR has 
implemented an export tax on crude oil which is higher than the one for petroleum products to 
strategically keep prices of petroleum products low relative to global prices to encourage 
technological investments in oil refining.1285 Also to accomplish this goal, in 2015, the GOR 
implemented a gradual increase in the mineral extraction tax (MET) and corresponding decline 
in the export tax to ensure the tax rates remain revenue neutral.1286

However, the GOR at times pursues the competing objective of maintaining relatively low 
domestic oil prices. To pursue this objective, in 2019, the GOR implemented a negative excise 
duty on crude oil and at the same time increased the export duties on certain petroleum products 
to prevent an increase in domestic crude oil prices.1287 The result of these effective price controls 
is that domestic oil prices remain lower than exports. The taxes, which are most often export 
taxes, serve as revenues for the government and the low domestic prices serve as a type of 
support. The GOR further provides support for certain oil companies through partial or full 
exemptions from the federal extraction tax.1288 The GOR also uses taxation of exported grains 
and oilseeds as effective domestic price controls.1289

2.8 Federal Antimonopoly Service

Prior to 2004, there was no unified government agency that was responsible for price regulation 
in Russia. In 2004, the Federal Tariff Service (FTS) was created, which was responsible for 
setting the rates natural monopolies charged, in addition to maintaining a list of natural 
monopolies.1290 In 2015, the FTS was merged with the Federal Antimonopoly Service (FAS), 

1282 “Russia imposes price controls in response to rising prices of certain food items,” Bank of Finland Institute for 
Emerging Economies, December 18, 2020. OECD, Agricultural Policy Monitoring and Evaluation 2020: Russian 
Federation, (2020), 1. Government of Russia, “On Decisions Following the Meeting on the Dynamics of Food 
Prices, available at http://government.ru/orders/selection/401/41102/, accessed September 23, 2021.
1283 OECD, Agricultural Policy Monitoring and Evaluation 2020: Russian Federation, (2020), 1. Government of 
Russia, “On Decisions Following the Meeting on the Dynamics of Food Prices, available at   
http://government.ru/orders/selection/401/41102/, accessed September 23, 2021.
1284 OECD, Russia: Inventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels (2014). 
OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1. 
1285 OECD, Russia: Inventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels, (2014). 
OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 1. 
1286 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 2. 
1287 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 2. 
1288 OECD, Fossil Fuel Support Country Note: Russian Federation, (June 2020), 2-3.
1289 OECD, Agricultural Policy Monitoring and Evaluation 2020: Russian Federation, (2020), 1. Government of 
Russia, “On Decisions Following the Meeting on the Dynamics of Food Prices, available at   
http://government.ru/orders/selection/401/41102/, accessed September 23, 2021.
1290 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021). 
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which has since taken over those duties.1291 In addition to setting prices subject to government 
regulation, the FAS is also responsible for investigating price increases that are considered 
excessive and imposing restrictions on price setting on a company specific basis if the company 
has a dominant position in the market.1292

D. Assessment of Factor

The 2002 Review found that the pace of industrial restructuring remained slow but that Russian 
firms and individuals were allocating resources and engaging in value-adding investment and 
production activities based on private decision-making.1293 It further found that this was being 
done to such an extent that Russia’s economy was experiencing sustained growth.1294 The 
Government of Russia continues to rely on industrial policies to influence market outcomes, 
especially in strategic sectors that are of particular importance to it. It has also increased state 
ownership and control over the financial sector to determine to the allocation of financial 
resources. 

In addition, structural and institutional weaknesses remain. In the context of the IMF’s Articles 
of Agreement Article IV consultations, the IMF has found that “low growth rates underscore the 
urgency of reforms”1295 and identified structural reforms as the primary driver of potential 
economic growth for the Russian economy.1296 The World Bank similarly found in 2019 that 
“[t]he proximate causes of Russia’s weak productivity are structural, including inefficient 
allocation of resources and weaknesses in internal firm capabilities.”1297 It further found that 
“[b]asic factors of production, such as land, labor, and capital, are not allocated to the most 
productive sectors and firms.”1298 For many years, the IMF’s Article IV consultations with the 
Government of Russia have focused on reforms that would reduce the government’s role in the 
economy and address structural constraints. If implemented, these reforms would allow the 
private sector opportunity to grow and develop and would allow resources, including land and 
financial capital, to reallocate to more efficient uses.

1291 Decision of the Government of the Russian Federation No. 941 of September 5, 2014 on the Introduction of 
Amendments, on Recognizing as Invalid Certain Acts of the Government of the Russian Federation in Connection 
with the Elimination of the Federal Tariffs Service and on the Approval of the Rules for Adoption by the Federal 
Tariffs Service and on the Approval of the Rules for Adoption by the Federal Antimonopoly Service of Decision on 
Defining (Establishing) Prices (Tariffs) and (or) Their Ultimate Levels in the Area of Activity of the Natural 
Monopolies’ Subjects and Other Regulated Organizations, (passed September 4, 2015, last amended October 26, 
2020).
1292 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021).
1293 2002 Review, 21.
1294 2002 Review, 21.
1295 International Monetary Fund, Russian Federation: 2018 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 18/275, (September 2018), 4.
1296 International Monetary Fund, Russian Federation: 2020 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 21/36, (February 2021), Executive Board Assessment.
1297 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1.
1298 World Bank, State-Owned Enterprises in the Russian Federation: Employment Practices, Labor Markets, and 
Firm Performance, (June 2019), 1.
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Since the 2002 Review, the Government of Russia has continued to rely on industrial policies to 
achieve more specific and targeted outcomes. The 2014 promulgation of the Strategic Planning 
Law and the Industrial Policy Law, which provide the legal basis for the government’s continued 
use of extensive industrial and strategic planning to dictate market outcomes, are indicative of 
the government’s intention to continue use of such policies in a select part of the economy. 
Indeed, the Government of Russia’s industrial policies have evolved since the 2002 Review from 
an approach of improving market mechanisms to playing a greater role in determining market 
outcomes, including selecting and supporting certain “winner” firms at its discretion. The GOR 
also created certain strategically important companies to carry out economic growth, socio-
economic, geopolitical, national security, and other industrial policy objectives. These companies 
exist in many sectors, including high-tech, energy, defense, banking, aviation, shipbuilding,
electronics, telecommunications, and other industries. 

Despite these issues, questions remain about the depth of the increased reliance on such control 
mechanisms affecting resource allocation in Russia. To better understand this, we delve into how 
resources are allocated in two central parts of the Russian economy – the land and financial 
sectors – which have significant spillover effects into other areas of the economy. These sectors 
provide important economy-wide resources to upstream industries that can have notable effects 
over other industries’ production costs. We also investigate what is known about the breadth and 
depth of control the GOR exerts over general prices in Russia.

Since the 2002 Review, the GOR has increased the concentration of state-invested banks in the 
banking sector. This has resulted in a significant increase in state ownership in the banking sector 
from between 35 and 40 percent of total banking sector assets at the time of the 2002 Review to 
nearly 75 percent as of 2020. As part of the consolidation efforts, the Central Bank of Russia has 
taken ownership over numerous previously privately owned banks. The practice of increasing 
GOR ownership over banking sector assets also presents a conflict of interest where the CBR 
may have incentive to pursue actions that benefit the banks it holds ownership shares in at the 
expense of private banks.

While the GOR has played an even greater role in the allocation of resources in Russia’s 
financial sector, the land market appears to be more developed since the 2002 Review. More land 
is privately owned, and the sales and purchases of land are much more prevalent. As an 
important resource in an economy and an important input to production, the allocation and 
pricing of land in Russia in important for this analysis. In the 2002 Review, the sale and purchase 
of agricultural land, which at the time constituted most land in Russia, had just recently been 
legalized. There was therefore almost no land market in existence. Today, 23 percent of non-
forestland in Russia is privately owned.

However, restrictions on land use and transfer in Russia remain, which result in inefficient 
pricing mechanisms and, relatedly, allocations of land. Reallocation of urban land to efficient 
uses has been slow and the legacy issue of the most valuable land being in the hands of large 
industrial state-owned enterprises remains. In addition, the extent of private land ownership 
varies across regions in Russia, with some regions still preventing the privatization of former 
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collective and state farms. Since the process of privatization of land is still ongoing, government 
methods of pricing land are still prevalent. Under these methods, the prices are often below 
prices paid for similar land in Russia that are not determined by the government.

With respect to the depth of GOR intervention in affecting prices at large in Russia, there has 
been inaction regarding curtailing the dependence upon low, regulated energy costs, and 
sustained dependence upon regulated rail transportation costs. Countering these trends, however, 
there has been a noticeable uptick in dependence upon more liberalized prices in other important 
areas related to the energy sector. 

At the time of the 2002 Review, state regulated prices remained in certain industries, such as in 
the energy sector, which affected economy-wide production costs in a variety of Russian 
manufacturing firms. The 2002 Review found that most regulated prices remained well below 
world-market levels and that some did not even cover the cost of production, including energy 
prices. Today, while some market-based improvements to the pricing of certain goods have been 
made, regulated prices remain for important inputs to production, including natural gas, 
electricity, and rail cargo transportation. Certain prices within all three of these industries have 
been liberalized, although large shares are subject to regulated prices. 

While prices for natural gas and electricity have increased since the 2002 Review, they remain 
below world energy prices, and evidence suggests they remain below the cost of production. 
Government-set rail cargo tariffs vary by commodity, and evidence suggests tariffs for certain 
goods, including raw materials such as coal, iron ore, sandstone, stone, concrete, timber, and 
construction materials are at preferential levels. While private operators and subsidiaries of the 
government-owned railway transportation company, RZD, can set their own prices for shipment 
of cargo, even those prices have a government-set component. Moreover, RZD’s railway tariffs 
are below those of private operators, which results in relatively little freight transportation being 
done by private operators. 

Due to a policy implemented in 2017, natural gas, electricity, and rail cargo transport prices will 
continue to decline in real terms since they are legally prohibited from increasing at levels up to 
or beyond the forecasted level of inflation. However, even in light of this development,
according to the Economist Intelligence Unit, price controls in Russia are less extensive than 
price controls in many Eastern and Central European countries.1299

1299 EIU Viewswire, Competition Policy: Price Controls, (June 1, 2021).  
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FACTOR SIX: SUCH OTHER FACTORS AS THE ADMINISTERING AUTHORITY 
CONSIDERS APPROPRIATE.

Under this factor, Commerce can address any additional issues relevant to its consideration of a 
country’s market economy status. The WTO has identified corruption, weak government 
transparency, poor rule of law, a biased judicial system, and a broad scale disrespect for property 
rights as key obstacles to greater FDI inflows in Russia.1300 Accordingly, this section explores 
these issues in greater detail, particularly as they relate to market conditions in Russia. Part A 
reviews the degree of corruption that exists in Russia and the extent to which it continues to 
affect market decisions. Part B consider the extent to which Russia maintains an established rule 
of law system, including whether the judicial system is independent and unbiased, and the extent 
to which property rights are protected. Finally, Part C describes restrictions on freedom of 
information in Russia and the impact they have on the market. 

The 2002 Review found that while corruption in Russia was pervasive, it was not indicative of 
broader state control over the economy and did not alter the fact that prices and costs in Russia 
were market-based. Since then, corruption has remained a significant issue in the Russian 
economy, as are the related problems of rule of law and protection of property rights. Moreover, 
there is considerable evidence that freedom of information has deteriorated since the 2002 
Review. Despite these developments, we have been unable to find evidence that these problems
had a worsening effect on market conditions since Commerce’s last analysis. 

A. Corruption

Corruption is defined by the World Bank as the abuse of public office for private gain.1301

Corruption can involve a wide array of activities such as bribery, theft of public funds, or 
granting jobs or government contracts to family or friends.1302 While some degree of corruption 
exists in all countries, the extent of it varies by country. Corruption is found to have a strong 
negative impact on economic growth, and to discourage investment.1303 If corruption is pervasive 
and intrusive throughout an economy such that government officials have a significant influence 
over market outcomes, corruption can affect the ability of the market to function freely.

The 2002 Review found that “[s]ome commenters view corruption as so extensive and pervasive 
in Russia that it completely undermines Russia’s claim that it has a market economy.”1304

However, it also found that the high level of corruption in Russia “[did] not alter the fact that 
prices and costs in Russia [were] market-based or indicate state control of the economy” and 
that, “[w]hile the level of corruption in Russia is high, it [was] no higher than levels in some 

1300 WTO, Trade Policy Review: Russian Federation, WT/TPR/S/345, (August 24, 2016), 8-9. EIU Viewswire,
Russia: Foreign Investment, (June 1, 2016). 
1301 World Bank, Anticorruption Fact Sheet, (February 19, 2020), available at 
https://www.worldbank.org/en/news/factsheet/2020/02/19/anticorruption-fact-sheet, accessed August 24, 2021.
1302 World Bank, Anticorruption Fact Sheet, (February 19, 2020), available at 
https://www.worldbank.org/en/news/factsheet/2020/02/19/anticorruption-fact-sheet, accessed August 24, 2021.
1303 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 6. 
1304 2002 Review, 21. 
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other market economies.”1305 This section evaluates whether changes in Russia’s corruption 
environment since 2002 have had an observable and material impact on the functioning of its 
markets.

1. Legal Framework

In 2009, the GOR promulgated the Federal Law No. 273-FZ of December 25, 2008 on
Counteracting Corruption (“Anti-corruption Law”), which establishes the legal and 
organizational framework for preventing corruption.1306 The Anti-corruption Law defines 
corruption as the “abuse of office, giving a bribe, receiving a bribe, abuse of powers, commercial 
bribery or another illegal use of office...”1307 The Anti-corruption Law also states that countering 
corruption in Russia is based on basic principles including: (1) the recognition, ensuring [sic] and 
protection of basic human and civil rights and freedoms; (2) lawfulness; (3) the transparent 
nature and openness of the activities of state bodies and local government bodies; (4) the 
imminent nature of accountability for the commission of corruption offences; (5) the 
comprehensive use of political, organizational, information-publicity, socio-economic, legal, 
special, and other measures; (6) the priority implementation of corruption-prevention measures; 
and (7) the cooperation of the state with civil society institutions, international organizations and 
natural persons.1308 Moreover, the Anti-corruption Law also states that government officials will 
be released from office if they are connected to certain corruption incidents, which are laid out in 
the law.1309

Corruption legislation has become more encompassing since the 2002 Review. Notably, in 2012, 
the Government of Russia ratified the OECD Convention on Combating the Bribery of Foreign 
Public Officials in International Business Transactions (“Anti-Bribery Convention”), which 
prompted legislative changes banning bribes to foreign officials.1310 However, according to the 
OECD Working Group on Bribery, legislative deficiencies remain and Russian legislation on 
bribery is not in compliance with the Anti-Bribery Convention.1311 Since 2012, the Working 
Group has continuously recommended specific amendments to Russia’s anti-bribery legislation
to more forcefully deter its prevalent practice, but the GOR has not adopted them.1312 One key 
weakness that remains with respect to bribery legislation in Russia that is unusual relative to 

1305 2002 Review, 22.
1306 Federal Law No. 273-FZ of December 25, 2008 on Counteracting Corruption (passed December 25, 2008, last 
amended May 26, 2021) (“Anti-corruption Law”), Article 3.
1307 Anti-corruption Law, Article 1. 
1308 Anti-corruption Law, Article 3. 
1309 Anti-corruption Law, Article 13.1.
1310 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 8. 
1311 OECD, Russia must urgently step-up fight against foreign bribery, available at 
https://www.oecd.org/corruption/russia-must-urgently-step-up-fight-against-foreign-bribery.htm, accessed 
August 24, 2021.
1312 OECD, Russia must urgently step-up fight against foreign bribery, available at 
https://www.oecd.org/corruption/russia-must-urgently-step-up-fight-against-foreign-bribery.htm, accessed 
August 24, 2021.
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other countries is that criminal liability for giving or receiving bribes applies only to individuals 
in Russian law and not to legal entities.1313

2. Developments in the Economy

Russia’s historically poor corruption assessment scores have not materially changed in recent 
years.1314 This section provides evidence for this, using two different corruption perception
indicators that analyze changes both over time and relative to other countries. Relatedly, this 
section also describes how perceptions of the prevalence of bribery and fiscal transparency have 
evolved in Russia in recent years. 

World Bank’s Worldwide Governance Indicator, “Control Over Corruption.” The World Bank’s
Worldwide Governance Indicators include a “control over corruption” indicator, which captures 
perceptions of the extent to which public power is exercised for private gain in both petty and 
grand forms.1315 It also measures perceptions of the extent to which the government is influenced 
by elites and private interests.1316

As can be noted from a review of Russia’s “Control Over Corruption” indicator (see Figure 29),
Russia currently ranks below other BRICS (Brazil, Russia, India, China, and South Africa) 
economies. In addition, its rank relative to other considered countries has not changed since the 
mid-2000s. Since the 2002 Review, Russia’s score on this indicator improved only marginally, 
from a poor indicator of -0.93 in 2002 to a slightly less poor indicator of -0.83 in 2019. 

1313 Alexei Panich and Sergei Eremin, “The Anti-Bribery and Anti-Corruption Review: Russia,” The Law Reviews, 
November 30, 2020. 
1314 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 5.
1315 World Bank, “World Governance Indicators,” available at 
https://info.worldbank.org/governance/wgi/Home/Reports, 2019. 
1316 World Bank, “World Governance Indicators,” available at 
https://info.worldbank.org/governance/wgi/Home/Reports, 2019.
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Figure 29: Worldwide Governance Indicators: Control Over Corruption1317

Transparency International’s Corruption Perceptions Index. As can be seen in Figure 30 below, 
Russia also scores below all other BRICS countries and many other countries on Transparency 
International’s Corruption Perceptions Index.1318 Transparency International only publishes the 
Corruption Perceptions Index data beginning in 2012. However, the trend in the data is roughly 
the same as for the Worldwide Governance Indicators’ Control Over Corruption measurement 
and shows that Russia has only modestly improved on this indicator from 28 in 2012 to 30 in 
2020.1319 The average score for 2020 was 43 where 0 represents a highly corrupt system and 100 
represents no corruption.1320 Therefore, although Russia’s Corruption Perceptions Index score 
remains below average and significantly below OECD and other BRICS countries, small 
improvements in this index have been made since the 2002 Review.

1317 World Bank DataBank, “Worldwide Governance Indicators,” available at 
https://databank.worldbank.org/source/worldwide-governance-indicators#, accessed August 25, 2021. 
1318 Transparency International, Corruption Perceptions Index, available at 
https://www.transparency.org/en/cpi/2020/index/rus, accessed August 25, 2021.
1319 Transparency International, Corruption Perceptions Index, available at 
https://www.transparency.org/en/cpi/2020/index/rus, accessed August 25, 2021.
1320 Transparency International, Corruption Perceptions Index, available at 
https://www.transparency.org/en/cpi/2020/index/rus, accessed August 25, 2021.
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Figure 30: Corruption Perceptions Index (2020)1321

Figure 31: Corruption Perceptions Index1322

1321 Transparency International, Corruption Perceptions Index, available at 
https://www.transparency.org/en/cpi/2020/index/rus, accessed August 25, 2021.
1322 Transparency International, Corruption Perceptions Index, available at 
https://www.transparency.org/en/cpi/2020/index/rus, accessed August 25, 2021.
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Areas of the Economy with Highest Corruption. As in other countries, corruption in Russia is 
generally not uniform across different areas of the economy. Areas of government spending that 
ranked highest in corruption were public procurement, media, national defense, and public 
utilities.1323 As described in Factor 4, these also are all areas with high levels of state ownership. 

Bribery. As described under the legal framework section of this factor, in 2012, the GOR ratified 
the OECD Anti-Bribery Convention, which resulted in legislative changes such as more stringent 
banking on bribes to foreign officials.1324 Since then, enforcement efforts regarding bribery 
appear to have also improved.1325 As can be seen in Figure 32 below, the number of recorded 
bribery offenses has, overall, declined from 2010 to 2020, although it has increased slightly in 
the past few years from its low in 2017. As Figure 33 indicates, there has concurrently been 
overall growth in the number of prosecutions for bribery offenses since 2013, even though the 
number fell slightly in 2019. As the number of recorded bribe-receiving offenses has generally 
been decreasing, and prosecutions for bribery have been on the general rise, it appears as though 
improvements have been made over the course of the last decade.

Figure 32: Number of Recorded Bribe-receiving Offenses in Russia 2010-20201326

1323 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at 
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021.
1324 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 8. 
1325 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 8.
1326 Government of Russia, “Number of bribe-receiving offenses registered in Russia from 2010 to 2020,” data 
provider: Statista 

Barcode:4176946-01 A-821-831 INV - Investigation  - 

Filed By: Aleksandras Nakutis, Filed Date: 10/29/21 11:51 AM, Submission Status: Approved



224

Figure 33: Prosecutions for Bribery Offenses in Russia1327

In 2018, the GOR created a “blacklist” of government officials that were dismissed due to 
corruption-related activities and added 1,243 names to the list.1328 This is consistent with the 
graph above, which seems to indicate that corruption enforcement efforts by the GOR were
ramped up in the latter half of the 2010s. While in some respects the government’s clampdown 
on corruption has increased, the OECD Working Group on Bribery found in 2019 that the GOR 
failed to investigate or prosecute any cases involving bribery of foreign public officials since it 
became a member of the Working Group in 2012.1329

The World Bank found that, in 2019, 27 percent of firms experienced at least one bribe payment 
request across public transactions dealing with utilities access, permits, licenses, and taxes.1330

The OECD reported that, in some regions, bribery is so widespread that local firms consider it a 
convenient alternative to legal and administrative compliance.1331

Fiscal Transparency. The IMF’s 2019 Article IV Selected Issues report, which focused on fiscal 
transparency in Russia, found that fiscal transparency is correlated with lower borrowing costs, 
higher efficiency of public investment and revenue collection, and improved corruption 
perceptions.1332 It also found that that non-transparent fiscal practices tend to create allocative 

1327 Baker McKenzie, Russia: Corporate Anti-Corruption Enforcement Trends, (2020), 8. 
1328 Council of Europe, Anti-Corruption Digest: Russian Federation – A “black list” of officials in Russia, available 
at https://www.coe.int/en/web/corruption/anti-corruption-digest/russian-federation, accessed August 25, 2021. 
1329 OECD, Russia must urgently step up fight against foreign bribery, available at 
https://www.oecd.org/corruption/russia-must-urgently-step-up-fight-against-foreign-bribery.htm, accessed August 
25, 2021.
1330 World Bank, “Bribery Incidence: % of Firms Experiencing at Least One Bribe Payment Request – Russian
Federation,” (2019), https://data.worldbank.org/indicator/IC.FRM.BRIB.ZS?locations=RU. 
1331 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 5.
1332 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 20. 
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distortions in public finances. In the IMF’s 2019 Article IV Selected Issues report, Russia scored 
relatively well on fiscal transparency, even when compared to European counterparts, and had 
made significant improvements in the past five years.1333 However, the report also found that 
Russia’s fiscal reporting, budgeting, and risk management practices fell short of international 
best practices in several important areas.1334 First, as discussed under Factor 4, Russia’s over 
30,000 SIEs remain outside the scope of consolidated fiscal reporting and many do not publish 
audited financial statements.1335 In addition, Russia’s fiscal rules have been subject to frequent 
revisions which undermine their credibility as durable anchors for fiscal planning.1336 Another 
significant factor was that the GOR had used Russia’s National Welfare Fund (NWF) for 
“extrabudgetary domestic spending to finance bank recapitalizations, infrastructure spending, 
and subsidized credit for SMEs.”1337

B. Rule of Law in Russia

Rule of law within a country is the extent to which all persons and legal entities are accountable 
to the laws within the country.1338 In a strong rule of law system, laws are publicly promulgated, 
equally enforced, independently adjudicated, and consistent with international human rights 
principles.1339 The extent to which all actors within an economy are subjected to the same rule of 
law within a country can influence the extent to which markets are able to function. 

As described in Factor 3 on foreign investment, the judicial system in Russia is generally weak 
and is often biased in favor of the state.1340 Fundamental human rights in Russia are weakly 
protected, particularly because of poor due process and government influence over the justice 
system.1341 This exacerbates the problems related to corruption because it is often difficult for 
individuals and businesses to get adequate redress in courts for unlawful corruption activities.1342

Unfounded lawsuits and arbitrary enforcement actions remain common in Russia.1343 Moreover, 
it is not uncommon for the Russian judicial system to transform civil cases into criminal matters 

1333 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 20-21, Box 5. 
1334 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 19/261 (June 25, 
2019), 10. 
1335 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 21, Box 5. 
1336 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 19/261, (June 25, 
2019), 10. 
1337 International Monetary Fund, Russian Federation: Selected Issues, IMF Country Report No. 19/261, (June 25, 
2019), 10. 
1338 United States Courts, Overview: Rule of Law, available at https://www.uscourts.gov/educational-
resources/educational-activities/overview-rule-law, accessed August 25, 2021.
1339 United States Courts, Overview: Rule of Law, available at https://www.uscourts.gov/educational-
resources/educational-activities/overview-rule-law, accessed August 25, 2021. 
1340 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at 
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021.
1341 OECD, Improving the Business Climate in Russia, ECO/WKP(2015)10, (March 25, 2015), 9.
1342 EIU Viewswire, Russia: Foreign Investment, (June 1, 2016).
1343 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at 
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021.
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which sometimes result in severe penalties.1344 The 2020 annual review by the GOR’s 
presidential ombudsman for business shows that 94 percent of firms surveyed felt that they lack 
protection from baseless criminal charges.1345 This section evaluates the World Justice Project’s 
Rule of Law Index and the World Bank’s Worldwide Governance Indicators to evaluate rule of 
law in Russia today on a quantitative basis and whether it has strengthened or weakened since 
the 2002 Review.

1. World Justice Project’s Rule of Law Index. 

The World Justice Project’s 2020 Rule of Law Index ranks Russia 94 out of a total of 128 
countries.1346 Its total score under this index is 0.47 on a scale from zero to one, where zero 
represents the weakest adherence to rule of law and one represents the strongest adherence to 
rule of law.1347 Since 2019, Russia’s ranking has increased from 88 to 94, indicating that rule of 
law in Russia has gotten slightly worse compared to other countries since 2019.1348 Russia ranks 
lower than BRICS peers, OECD countries, and all Eastern European and Central Asian countries 
included in the report except for Turkey (i.e., Georgia, Kosovo, North Macedonia, Kazakhstan, 
Bosnia and Herzegovina, Belarus, Ukraine, Serbia, Albania, Moldova, Kyrgyz Republic, and 
Uzbekistan).1349

Several components make up the Rule of Law Index, including constraints on government 
powers, absence of corruption, open government, fundamental rights, order and security, 
regulatory enforcement, civil justice, and criminal justice. As shown in Table 11 below, Russia 
ranks particularly low on several components compared to its regional, income, and global peers. 
Under the “Constraints on Government Powers” component, which measures the extent to which
the government is bound by law, Russia ranks 115 out of the total 128 countries.1350 Under the 
“Fundamental Rights” component, which measures the extent to which the legal system respects 
core human rights established under international law, Russia ranks 104 out of 128.1351 Under the 
“Order and Security” component, which measures how well a society ensures the security of 
persons and property, Russia ranks 91 out of 128.1352 Under the “Criminal Justice” component, 
which measures the extent to which a country has in place conventional mechanisms to redress 
grievances and bring action against individuals for offenses against society, Russia ranks 110 out 

1344 U.S. Department of State, 2021 Investment Climate Statements: Russia, available at
https://www.state.gov/reports/2021-investment-climate-statements/russia/, accessed October 7, 2021. 
1345 “Russian Firms Give Low Marks to Government Agencies With Respect to Business Environment 
Improvement,” Bank of Finland Institute for Emerging Economies, July 17, 2020.
1346 World Justice Project, Rule of Law Index, (2020), 7.
1347 World Justice Project, Rule of Law Index, (2020), 164.
1348 World Justice Project, Rule of Law Index, (2019), 6. 
1349 World Justice Project, Rule of Law Index, (2020), 18, 76-7. 
1350 World Justice Project, Rule of Law Index, (2020), 22. This factor measures the means, both constitutional and 
institutional, by which the powers of the government and its officials and agents are limited and held accountable 
under the law. It also includes non-governmental checks on the government’s power, such as a free and independent 
press.
1351 World Justice Project, Rule of Law Index, (2020), 25.
1352 World Justice Project, Rule of Law Index, (2020), 26.
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of 128.1353 Russia’s ranking for the other components of the Rule of Law Index can be found in 
Table 11 below. 

Table 11: Breakdown of Russia’s Rule of Law Index by Component1354

Rule of Law Index Component Regional Rank Income Rank Global Rank

Constraints on Government Powers 11/14 38/42 115/128

Absence of Corruption 9/14 33/42 77/128

Open Government 6/14 24/42 69/128

Fundamental Rights 12/14 38/42 104/128

Order and Security 14/14 28/42 91/128

Regulatory Enforcement 5/14 25/42 73/128

Civil Justice 5/14 20/42 62/128

Criminal Justice 14/14 39/42 110/128

2. Rule of Law Measurement in World Bank’s Worldwide Governance Indicators

The World Bank’s Worldwide Governance Indicators similarly evaluates rule of law across 
countries. The World Bank’s data, a subset of which is shown in Figure 34 below, shows that 
Russia has consistently ranked below its BRICS peers and many other countries since the early 
2000s. However, while rule of law overall remains weak in Russia, as Figure 34 below indicates, 
it has improved slightly since 2002 from -0.839 to -0.724.

1353 World Justice Project, Rule of Law Index, (2020), 29.
1354 World Justice Project, Rule of Law Index, (2020), 129. 
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Figure 34: Rule of Law Perceptions1355

3. Protection of Property Rights in Russia

Protection of property rights is a key aspect of rule of law that impacts entrepreneurship and 
innovation in an economy. In 2019, the IMF reported weak protection of property rights to be a 
key long-standing weakness of Russia’s economy, along with the large footprint of the state, lack 
of competition, excessive regulations, corruption vulnerabilities, and adverse demographic 
trends.1356 Some examples of these weaknesses are discussed elsewhere in this memo, such as 
the GOR’s extralegal takeover of private oil company Yukos.1357 However, while property rights 
in Russia often remain weakly protected, this issue is long-standing and there is no known 
definitive evidence that protection of property rights have gotten worse since the 2002 Review.

C. Freedom of Information

The degree of freedom of information in an economy is indicative of the extent to which market 
actors are able to make informed decisions, including investment decisions. Restrictions on mass 
media publication or individuals’ ability to access it can result in information asymmetry where 
market actors do not have adequate information to inform their market decisions. Such 

1355 World Bank DataBank, “Worldwide Governance Indicators,” available at 
https://databank.worldbank.org/source/worldwide-governance-indicators#, accessed August 25, 2021. 
1356 International Monetary Fund, Russian Federation: 2019 Article IV Consultation—Press Release; Staff Report
IMF Country Report No. 19/260, (August 2019), 4, 18.
1357 Anders Aslund, Russia’s Crony Capitalism: The Path from Market Economy to Kleptocracy, (Yale University 
Press, 2019), 28, 102. Further information on this can be found in section 2.5 in Factor 4.
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restrictions, and their subsequent effects on market decisions, can affect prices and costs in an 
economy. 

1. Legal Framework

1.1 Regulatory Bodies 

In Russia, two main government agencies form the main regulatory bodies affecting the media, 
and freedom of information more broadly. The Ministry of Digital Development, 
Communications, and Mass Media (Minkomsvyaz) develops and implements legislation 
surrounding telecommunications, mass media, and the internet.1358 An executive body, the 
Federal Service for Supervision of Communications, Information Technology and Mass Media 
(Roskomnadzor), is responsible for the control, supervision, and enforcement of compliance 
within the mass media sector, including communications, information technology, and 
telecommunications.1359 Roskomnadzor maintains the registry of blacklisted content and 
providers; monitors compliance with legislation, issues communications and broadcasting 
licenses; and has the authority to block access to media content without a court order.1360

Russia’s Federal Security Service (FSB) contributes to media and communications regulation by 
collecting data on phone calls, emails, and website traffic in Russia and identifying non-
compliant providers of communication services.1361

1.2 Rights and Restrictions on Mass Media 

Russia’s Constitution guarantees the rights to freedom of thought, speech, and mass media.1362

The Law on Mass Media is the primary federal law which grants basic rights of expression, 
including the freedom of mass communication and the press, and the protection from 
censorship.1363 It also prohibits all forms of censorship, including that conducted by “officials, 
state bodies, organizations, institutions or public associations.”1364 This law also prohibits the 
termination or suspension of media activity, except “by decision of its founder or by a court of 
law in the administrative court procedure at a suit filed by the registration body.”1365

1358 Government of Russia, Ministry of Digital Development, Communications and Mass Media of the Russian 
Federation, available at http://government.ru/en/department/387/events/, accessed September 30, 2021.
1359 The Government of The Russian Federation Regulation No. 228 On The Federal Service For Supervision Of 
Communications, Information Technology, And Mass Media, (passed March 16, 2009,), Statute 1. Government of 
Russia, Federal Service for Supervision of Communications, Information Technology and Mass Media, available at 
http://government.ru/en/department/58/, accessed September 28, 2021. 
1360 Iana Fremer, Russian Federation: New Law Enables Restrictions on Digital Platforms, available at 
https://www.loc.gov/item/global-legal-monitor/2021-02-22/russian-federation-new-law-enables-restrictions-on-
digital-platforms, accessed September 28, 2021.
1361 James Andrew Lewis, “Reference Note on Russian Communications Surveillance,” Center for Strategic & 
International Studies (April 18, 2014). Zach Whittaker, Documents reveal how Russia taps phone companies for 
surveillance, available at https://techcrunch.com/2019/09/18/russia-sorm-nokia-surveillance/, accessed October 4, 
2021.
1362 Constitution, Article 29. 
1363 Law of the Russian Federation No. 2124-I on Mass Media (Law on Mass Media), (passed December 27, 1991, 
last amended July 1, 2021), Article 3.
1364 Law on Mass Media, Article 3.
1365 Law on Mass Media, Article 16. 
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The Law on Mass Media also grants citizens the right to receive authentic information, including 
information on “the activities of state organs and organizations, public associations and their 
officials.”1366 It also requires official institutions to “reply to the inquiries of editorial offices or 
broadcasting sections.”1367

Despite efforts to ban censorship and ensure the freedom of information in the media, several 
laws were passed since the Law on Mass Media that provide noteworthy exemptions. For 
example, the law amending Federal Law No.149-FZ on Information, Informational 
Technologies, and Protection of Information, known as the “Disrespect for the Authorities Law”,
outlaws the “spreading of information which shows blatant disrespect for society, the 
government, official state symbols of the Russian Federation, the Constitution of the Russian 
Federation or authorities exercising governmental authority in the Russian Federation.”1368

Violations of this law result in fines ranging from $1,500 to $4,500, and repeat offenders can be 
placed in “administrative detention” for up to 15 days.1369 Another law prohibits the spread of 
“untrustworthy socially significant information disseminated under the pretense of reliable 
reports that poses a danger of inflicting harm on citizens’ life and/or health” as well as “a danger 
of mass violation of public order.”1370 Fines for noncompliance range from $6,000 to $23,000, 
which are the largest fines in the Code of Administrative Offenses in relation to the spreading of 
information.1371

1.3 Restrictions on Foreign Media Providers 

In the last decade, the Government of Russia has increased the restrictions imposed on foreign 
mass media and the requirements imposed on foreign mass media providers.

The “Foreign Agent” Designation. In 2012, promulgation of the Federal Law No. 121-FZ on 
Amending Certain Legislative Acts of the Russian Federation, as Regards Regulation of the 
Activities of Non-Profit Organizations Exercising the Functions of a Foreign Agent (“Foreign 
Agent Law”) introduced the concept of a “foreign agent,” which is any nongovernmental 
organization (NGO) involved in political activities (including both domestic and foreign), or 
individual or media outlet that receives financing from abroad.1372 According to the law, these 

1366 Law on Mass Media, Article 38. 
1367 Law on Mass Media, Article 38. 
1368 Federal Law No. 30-FZ on Amending the Federal Law No. 149-FZ on Information, Informational Technologies 
and Protection of Information (Disrespect for Authorities Law), (passed March 7, 2019), Article 10.6.
1369 Joan Barata and Ruslan Dairbekov, Federal Law No. 30-FZ “On Amendments to the Federal Law ‘On 
Information, Information Technologies and Information Protection’” March 18, 2019, available at 
https://wilmap.stanford.edu/entries/federal-law-no-30-fz-amendments-federal-law-information-information-
technologies-and, accessed September 29, 2021. 
1370 Federal Law No. 31-FZ on Amending Article 15.3 of the Federal Law on Information, Informational 
Technologies and Protection of Information (Federal Law No. 31-FZ), (passed March 18, 2019), Article 1. 
1371 Joan Barata and Ruslan Dairbekov, Federal Law No. 31-FZ “On Amending the Article 15.3 of the Federal Law 
“On Information, Information Technologies, and Information Protection”, March 18, 2019” available at 
https://wilmap.stanford.edu/entries/federal-law-no-30-fz-amendments-federal-law-information-information-
technologies-and, accessed September 29, 2021. Currency conversion calculation performed by Commerce. 
1372 Federal Law No. 121-FZ on Amending Certain Legislative Acts of the Russian Federation, as Regards 
Regulation of the Activities of Non-Profit Organizations Exercising the Functions of a Foreign Agent (Federal Law 
No. 121-FZ), (passed July 20, 2012, last amended June 4, 2014), Article 1. 
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organizations are considered to be politically motivated institutions regardless of their mission if 
they take part in “arranging and conducting political actions for the purpose of influencing the 
adoption of state bodies of decisions aimed at changing the state policy pursued by them, as well 
as in forming public opinion for the cited purposes.”1373 Any entity deemed a foreign agent is 
subject to special registration and monitoring rules.1374 While this does not prohibit such entities 
from operating in Russia, it does impose constraints upon them. For example, foreign agents are 
placed on a publicly available list and are required to report about “the purpose and actual 
expenditure of foreign funds” on a quarterly basis.1375 The Foreign Agent Law also provides for 
“extraordinary inspections” of financial documents by government agencies if the Russian 
authorities are notified of potential violations or extremism.1376

Following the promulgation of the Foreign Agent Law, the Law on Mass Media was also 
amended to prohibit non-profit organizations, public associations, and citizens branded as 
foreign agents to publish, unless their works contained a disclaimer that they were “carrying out 
the functions of a foreign agent.”1377 An order promulgated by Roskomnadzor requires the 
aforementioned words to: (1) be twice the size of the text of the publication; (2) be placed in the 
center of the page or image; and (3) take up no less than 20 percent of the space allotted for the 
publication.1378 Non-compliance of these rules may result in suspension of operations, 
imposition of heavy fines, and/or imprisonment.1379 These actions were recognized as violations 
of basic media rights by Russia’s Human Rights Commissioner, but the claims were ultimately 
rejected by the Constitutional Court in 2014 on the grounds that the foreign agent classification 
was “in line with the public interest.”1380

Organizational Classifications. In 2015, the government passed the Federal Law No. 129-FZ of 
May 23, 2015 on Amending Certain Legislative Acts of the Russian Federation (“Undesirable 
Organizations Law”), which prohibits providers from operating or distributing materials within 
Russia if the institution was classified as an “undesirable organization.”1381 Such classifications 
were made if the activities of foreign agents in such institutions “threatens the foundation of the 
constitutional order of the Russian Federation, the country’s defense capability, or the security of 
the state.”1382 Since 2015, approximately 40 organizations have been placed on the list of foreign 

1373 Federal Law No. 121-FZ, Article 2. 
1374 Peter Roudik, Russian Federation: Restrictions on Media with Foreign Funding Imposed, available at 
https://www.loc.gov/item/global-legal-monitor/2021-05-14/russian-federation-restrictions-on-media-with-foreign-
funding-imposed/, accessed September 28, 2021. 
1375 Federal Law No. 121-FZ, Article 2.
1376 Federal Law No. 121-FZ, Article 2.
1377 Law on Mass Media, Article 4. 
1378 Law on Mass Media, Article 27.
1379 Federal Law No. 525-FZ on Amending Article 330-1 of the Russian Federation Criminal Code, (passed 
December 30, 2020), Article 1.  
1380 Yulia Klimova, Russia: Government vs. Rights Groups, available at https://www.hrw.org/russia-government-
against-rights-groups-battle-chronicle, accessed October 18.
1381 Federal Law No. 129-FZ on Amending Certain Legislative Acts of the Russian Federation (Federal Law No. 
129-FZ), (passed May 23, 2015), Article 1.
1382 Federal Law No. 129-FZ on Amending Certain Legislative Acts of the Russian Federation (Federal Law No. 
129-FZ), (passed May 23, 2015), Article 2. 
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and international NGOs whose activities are considered to be undesirable by the Kremlin.1383

This designation has led to the closure of almost all of these groups, which has in turn provided 
Russian state-approved sources with a larger market presence.1384

Reduction in Foreign Ownership Permitted in Mass Media Companies. As described in Factor 3, 
the 2015 amendments to the Law on Mass Media increased foreign investment restrictions in the 
media sector. More specifically, it reduced the allowable share of foreign ownership in any mass 
media company from 50 percent, which used to apply only to the broadcast sector, to 20 percent 
of any company that was in the media sector.1385 These actions led to a subsequent departure of 
many foreign media companies from Russia by the end of 2016.1386 These amendments also 
granted Roskomnadzor the authority to monitor compliance and terminate operations of 
noncompliant parties.1387 Additionally, shareholders of media corporations that are found guilty 
of violations are denied their rights to vote on company decisions and access corporate 
information.1388

1.4 Government Control Over Individual Access to Mass Media on the 
Internet

The Government of Russia passed a package of amendments to public safety and criminal code 
laws known as the Yarovaya Laws in 2016, which introduced unprecedented surveillance 
legislation allowing the government to have unrestricted access to information on what 
individuals access on the internet.1389 Moreover, in 2019, the GOR amended the Federal Law on 
Communications1390 to require media and internet service providers to insert mechanisms (such 
as the installation of special hardware) that would allow the FSB to bypass service provider 
consent to access information.1391 The law also requires certain types of companies, including, 
inter alia, internet providers, telecommunications operators, and owners of communication 
networks and social networks to install equipment to filter, reroute, or block internet traffic for 

1383 RadioFreeEurope/RadioLiberty’s Russian Service, “Russia Effectively Bans Investigative News Outlet By 
Declaring it ‘Undesirable’,” RadioFreeEurope/RadioLiberty, July 15, 2021. 
1384 RadioFreeEurope/RadioLiberty’s Russian Service, “Russia Effectively Bans Investigative News Outlet By 
Declaring it ‘Undesirable’,” RadioFreeEurope/RadioLiberty, July 15, 2021.
1385 Law on Mass Media, Article 19.1. EIU Viewswire, Russia: Foreign Investment, (June 1, 2016). U.S. Department 
of State, Russia Investment Climate, (2019), 5.
1386 “Restricting Foreign Ownership of Media Is Legal, Russia’s Top Court Rules,” The Moscow Times, Jan 17, 
2019.
1387 Law on Mass Media, Articles 19.1 and 19.2.
1388 Law on Mass Media, Article 19.1 and 19.2.
1389 Federal Law No. 374-FZ on Amendments to the Federal Law “On Combating Terrorism” and Certain 
Legislative Acts of the Russian Federation and Federal Law No. 375-FZ on Amendments to the Criminal Code of 
the Russian Federation and the Criminal Procedure Code of the Russian Federation (“Yarovaya Laws”), (passed 
July 6, 2016, last amended July 1, 2018). “Russia: ‘Big Brother’ Law Harms Security, Rights – Repeal Rushed 
Counterterrorism Legislation,” Human Rights Watch, July 12, 2016. 
1390 Federal Law No. 90-FZ on Amendments to Federal Law No. 127-FZ “On Communications” and Federal Law 
No. 149-FZ “On Information, Information Technologies, and Information Protection,” (passed May 5, 2019).
1391 James Andrew Lewis, “Reference Note on Russian Communications Surveillance,” Center for Strategic & 
International Studies (April 18, 2014). 
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individuals.1392 The surveillance initiative was further developed through the Federal Law No. 
276-FZ on Amending the Federal Law on Information, Information Technologies, and 
Protection of Information of 2017, which prohibits the use of anonymizers and virtual private 
networks (VPNs) that would allow individuals access to blacklisted media.1393

As a result of the changes to Russian law, individuals can now only access the media through 
government-approved internet channels. Moreover, the GOR is now able to monitor what 
individuals access on the internet, and shut down sources of information that it deems illegal at 
its discretion. While it is common for governments to have some degree of control over what is 
accessed on the internet, as discussed below, the GOR uses its control to prevent citizens from 
accessing media sources it disagrees with. 

These laws also grant the government the ability to fine individuals and corporations for 
accessing information deemed illegal. Under these laws, all active internet users are subject to 
penalties including the heaviest fines in the Code of Administrative Offenses which range from 
about $5,500 for individuals, and up to $20,700 for corporations.1394 Because of the ambiguity in 
the legislation, it is not always clear which media information will be deemed illegal by the 
GOR. 

2. Developments in the Economy

2.1 Measurements of Regulatory Restrictions on Mass Media

Empirical evidence shows the high and growing number of regulatory restrictions placed on the 
Russian media sector. The European Center for International Political Economy’s digital 
platform restrictiveness index (DPRI) is one such example. It quantifies restrictions that affect 
online platforms, focusing on online searches, e-commerce, and social media in 64 countries.1395

The index ranges from 0 to 1, with 0 signifying the regulatory regime is completely open for 
online platforms, and 1 indicating a regulatory regime that is virtually closed for online 
platforms.1396 According to Figure 35, as of 2018, Russia had the second highest DPRI (second 
only to China), indicating that its legislative environment surrounding media was the second-
most restrictive of the 64 countries observed.

1392 James Andrew Lewis, “Reference Note on Russian Communications Surveillance,” Center for Strategic & 
International Studies (April 18, 2014). Madeline Roache, “How Russia is Stepping Up its Campaign to Control the 
Internet,” Time (April 1, 2021). 
1393 Federal Law No. 276-FZ on Amending the Federal Law on Information, Information Technologies, and 
Protection of Information (Federal Law No. 276-FZ), (passed July 29, 2017), Article 15.8. 
1394 Joan Barata and Ruslan Dairbekov, “Federal Law No. 31-FZ, On Amending the Article 15.3 of the Federal Law 
“On Information, Information Technologies, and Information Protection,” World Intermediary Liability Map (March 
18, 2019). Currency conversion calculations performed by Commerce. 
1395 Marina Ferracane and Erik van der Marel, Patterns of Trade Restrictiveness in Online Platforms: A First Look, 
available at https://ecipe.org/publications/patterns-of-trade-restrictiveness/, accessed September 30, 2021. 
1396 Marina Ferracane and Erik van der Marel, Patterns of Trade Restrictiveness in Online Platforms: A First Look, 
available at https://ecipe.org/publications/patterns-of-trade-restrictiveness/, accessed September 30, 2021.
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Figure 35: Digital Platform Restrictiveness Index (2018)1397

Another indicator of the regulatory restrictiveness in the media sector is the OECD’s Services 
Trade Restrictiveness Index (STRI). This indicator shows the effects of changes in legislation on 
the broadcasting industry and digital services sector. Like the DPRI, the STRI values range 
between 0 and 1, with 0 signifying the country is completely open for trade in a particular 
industry, and 1 signifying the country is completely closed for trade in that industry.1398 From 
2015 to 2020, Russia’s broadcasting sector STRI value grew from 0.293 to 0.427, indicating an
increase in trade restrictiveness in the broadcasting sector.1399

2.2 World Press Freedom Index

In addition to the measurements of regulatory restrictions discussed above, the Reporters 
Without Borders (RSF) 2021 World Press Freedom Index measures the broad editorial freedom
journalists have. To determine its scores, the RSF considers a broad range of related factors 
including the depth of pluralism (the diversity of views and analyses of information), media 
independence, environment and self-censorship, legislative framework, transparency, 
infrastructure, and abuses.1400 In this index, countries are given scores ranging from 0 to 100, 

1397 Digital STRI Regulatory Database, “Digital Services Trade Restrictiveness Index,” OECD Digital STRI 
(February 8, 2021), data provider: OECD.
1398 Digital STRI Regulatory Database, “Digital Services Trade Restrictiveness Index,” OECD Digital STRI 
(February 8, 2021), Data Provider: OECD.Stat.
1399 Digital STRI Regulatory Database, “Digital Services Trade Restrictiveness Index,” OECD Digital STRI 
(February 8, 2021), Data Provider: OECD.Stat.
1400 Reporters Without Borders, Detailed Methodology, available at https://rsf.org/en/detailed-methodology, 
accessed September 28, 2021. 
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with 0 representing pure editorial freedom and 100 representing full censorship.1401 Russia 
ranked 150th out of 180 observed countries in 2021.1402 From 2012 to 2021, Russia’s ranking fell 
from 142nd to 150th, moving it lower than countries with consistently low freedom rankings such 
as Pakistan, Venezuela, and Thailand.1403 The report further states that the “draconian laws, 
website-blocking, and Internet cuts,” implemented after the anti-government protests of 2011 
and 2012, have caused a “stifling atmosphere for independent journalists.”1404 The restrictions 
applied through legislation have put pressure on independent media providers, which face 
consequences like defamatory labels, arrests, and arbitrary fines.1405 According to the report, “at 
least five news sites – independent or critical of the Kremlin – have had to cease operations in 
Russia this year”1406 due to high risks of criminal proceedings and/or losses of advertisers and 
sources.1407 The report also indicates the disproportionate distribution of fines on foreign social 
networks, as shown in Figure 36 below.

Figure 36: Fines Imposed on Social Media Companies (2021)1408

1401 Reporters Without Borders, Detailed Methodology, available at https://rsf.org/en/detailed-methodology, 
accessed September 28, 2021.
1402 Reporters Without Borders, 2021 World Press Freedom Index: Index Details, available at 
https://rsf.org/en/ranking_table, accessed October 14, 2021.
1403 Reporters Without Borders, World Press Freedom Index 2011-2012, available at https://rsf.org/en/world-press-
freedom-index-20112012, accessed October 14, 2021.
1404 “Stifling atmosphere for independent journalists,” Reporters Without Borders, 2021. 
1405 “Stifling atmosphere for independent journalists,” Reporters Without Borders, 2021.
1406 “Taking Control? Internet Censorship and Surveillance in Russia: Update,” Reporters Without Borders, July 1, 
2021.
1407 “RSF alarmed by gradual disappearance of independent media in Russia,” Reporters Without Borders, June 16, 
2021.
1408 Reporters Without Borders, “Fines imposed on social networks,” Updated Report (July 2021).
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2.3 Government Control Over Media Operations

The result of the increased regulatory restrictiveness in Russia’s media sector appears to have 
amplified the influence of state media at the expense of independent sources. In addition, the 
ambiguity in much of the recently passed legislation has provided the GOR with wide discretion 
regarding media that is permitted to be published. It has also added elements of uncertainty in 
media outlets regarding what reporting may appear to conflict with government regulations. 

Three primary mechanisms have been used to gradually increase the GOR’s control over the 
media sector. These include the closure and/or takeovers of foreign and independent Russian 
media operations, the targeting/silencing of independent reporters, and the increased dependence 
upon internet censorship. 

Closure or GOR Takeovers of Foreign and Independent Media Operations. The changes to the 
Law on Mass Media regarding foreign ownership forced major foreign media holdings to either 
leave Russia or sell significant ownership shares to domestic companies by the end of 2016.1409

For example, Forbes, a U.S.-owned news agency, was forced to sell 100 percent of its ownership 
to a Russian businessman in 2016.1410 In addition, several independent domestic news outlets 
have either been taken over by the GOR or forced to shut down completely.1411 These efforts 
were increased from 2011 to 2016, when twelve national news outlets were forced to shut down 
or change management or ownership.1412

One example was Russian Media Group, which was forced to sell all its assets to the GOR in 
2015.1413 Another example is TV2, one of the oldest independent television networks in Russia,
which was forced to shut down its television broadcasting operations.1414 As of 2014, it has only 
been permitted to exist on the internet, apparently because of its independent editorial policy.1415

Furthermore, the GOR exercises meaningful control even over private and ostensibly 
independent news companies.1416

As a result of the above-mentioned closures and takeovers, the largest national television 
networks in Russia (Rossiya-1 and Channel One) are both owned and operated by the GOR.1417

The third largest network is NTV, a state-invested enterprise owned by Gazprom.1418 Many of 
the other television networks are also owned by the GOR or by companies with close ties to the 

1409 “Restricting Foreign Ownership of Media Is Legal, Russia’s Top Court Rules,” The Moscow Times, Jan 17, 
2019.
1410 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1411 Alexei Kovalev, “In Putin’s Russia, the hollowed-out media mirrors the state,” The Guardian, March 24, 2017.
1412 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1413 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1414 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1415 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1416 “12 newsrooms in 5 years - How the Russian authorities decimated a news industry,” Meduza, May 18, 2016.
1417 BBC, Russia Profile: Media, (June 8, 2021). 
1418 BBC, Russia Profile: Media, (June 8, 2021).
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GOR, often at its highest levels.1419 Two of the three major print and online news agencies, 
Rossiya Segodnya and Tass, are also owned by the GOR.1420

Targeting and Silencing of Independent Reporters. Independent reporters regularly face 
censorship, fines, and intimidation.1421 For example, many reporters were arrested for reporting 
on the demonstrations in support of imprisoned opposition politician Alexei Navalny.1422 Some 
were even beaten, and several received visits from the police to prevent them from reporting on 
the case.1423 According to human rights group Agora, “almost twice as many people were 
assaulted or threatened for statements made online in 2020 than in previous years.”1424 The 
aforementioned RSF report indicates that in the first half of 2021, media outlets were fined 
“millions” for violating the data storage requirements under the Sovereign Internet Law, and for 
“failing to block content banned by the Russian media regulator [Roskomnadzor].”1425 The 
escalation in internet patrolling has served as an effective intimidation tactic, which has reduced
media pluralism and disincentivized independent media providers from entering the market.1426

Internet Censorship. In addition to closing or otherwise taking over independent media 
operations and silencing independent reports, the GOR has increasingly censored the internet by
blocking certain websites from public view. Figure 37 below shows that censorship is the 
primary means through which the GOR restricts internet freedom in Russia.  

1419 BBC, Russia Profile: Media, (June 8, 2021). 
1420 Alexei Kovalev, “In Putin’s Russia, the hollowed-out media mirrors the state,” The Guardian, March 24, 2017.
1421 Freedom House, Freedom on the Net 2020: Russia, available at 
https://freedomhouse.org/country/russia/freedom-net/2020, accessed September 28, 2021.
1422 “Taking Control? Internet Censorship and Surveillance in Russia: Update,” Reporters Without Borders, July 1, 
2021.
1423 “Press freedom “massively flouted” during 2nd round of pro-Navalny protests,” Reporters Without Borders, 
August 31, 2021. 
1424 “Taking Control? Internet Censorship and Surveillance in Russia: Update,” Reporters Without Borders, July 1, 
2021.
1425 “Taking Control? Internet Censorship and Surveillance in Russia: Update,” Reporters Without Borders, July 1, 
2021.
1426 Kira Tverskaya, Legislative restrictions, bomb threats and vandalism are just some of the issues Russian 
journalists have faced this year, available at https://www.indexoncensorship.org/2019/05/legislative-restrictions-
bomb-threats-and-vandalism-are-just-some-of-the-issues-russian-journalists-have-faced-this-year/, accessed October 
7, 2021. 
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Figure 37: Number of State-led Interventions in Internet Freedom in Russia in 2020, By 
Type1427

Furthermore, many of the website blockages seem to have been done by GOR authorities 
without official government or court decisions being made. According to Russian NGO 
RosKomSvoboda, approximately five million websites are currently blocked in Russia “without 
reference to the decisions of either courts or state bodies.”1428 This represents about 94 percent of 
the total website blocks in place, while website blocks that have been made according to 
decisions by Russian courts or state bodies represent the remaining 6 percent.1429

GOR Control Over Media Content. The result of the developments discussed above is that it is 
much more difficult for content to be published that is not government approved. According to 
Reporters Without Borders, government authorities “suppress any information that runs counter 
to the official version of current events.”1430 Therefore, while the laws themselves and their 
implementation are largely responsible for the increased restrictiveness on media, extralegal 
government actions also seem to occur since an analysis by the GOR found that the media sector 
has one of the highest corruption rankings out of all of Russia’s sectors with public spending.1431

The lack of freedom of information that has resulted from the increased restrictions on media 
operations inhibits individuals from making informed market decisions. 

1427 Roskomsvoboda/Agora International Human Rights Group, “Number of state-led interventions in internet 
freedom in Russia in 2020, by type,” Survey (2020), data provider: Statista.
1428 Freedom House, Freedom on the Net 2020: Russia, available at 
https://freedomhouse.org/country/russia/freedom-net/2020, accessed September 28, 2021. 
1429 Freedom House, Freedom on the Net 2020: Russia, available at 
https://freedomhouse.org/country/russia/freedom-net/2020, accessed September 28, 2021.
1430 “Taking Control? Internet Censorship and Surveillance in Russia: Update,” Reporters Without Borders, July 1, 
2021.
1431 U.S. Department of State, Russia Investment Climate, (2019), 27.
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D. Assessment of Factor 

Factor 6 of the 2002 Review focused on barter, Russia's bid to join the WTO, capital flight, and 
corruption. It found that, while barter, payment arrears, and other non-cash settlements were 
widespread in Russia throughout the 1990s, they were less common at the time of the 2002
Review. It also found that the GOR had undertaken several specific actions aimed at WTO 
membership including bringing certain laws into WTO compliance. It assumed that Russia's 
accession negotiations would accelerate its institutional and economic reforms. Russia joined the 
WTO in 2012, and, while that accession likely accelerated certain reforms in Russia, WTO 
members at that time had considerable concerns about several aspects of Russia’s economy, 
some of which are detailed elsewhere in this memo. Regarding capital flight, the 2002 Review
found that capital flight in Russia was significant but declining. While capital flight and money 
laundering, which are often related, continue to be issues of concern, they do not seem to have 
increased in recent years, and, moreover, we have been unable to find evidence to determine the 
extent of their distortionary effects on domestic markets and prices.

The 2002 Review found that corruption was extensive and pervasive in Russia, but that it was not 
indicative of state control over the economy and did not alter the fact that prices and costs in 
Russia were market-based. It also found that corruption was no higher than levels in some other 
market economy countries. Corruption is difficult to measure at any point in time, let alone in a 
comparative sense between recent years and those analyzed in the 2002 Review. Nevertheless, 
some indicators do exist. Indicators such as the World Bank’s “Control over Corruption” 
Worldwide Governance Indicator and Transparency International’s Corruption Perceptions Index 
suggest that corruption has improved slightly over time to become slightly less pervasive since 
the 2002 Review when it was last assessed by Commerce. 

Rule of law in Russia also remains poor (as it was in 2002), and Russia ranks below OECD 
countries and BRICS counterparts, and below most other regional and income peers. Protection 
of property rights is also a long-standing weakness of Russia’s legal system. However, as with 
corruption, evidence does not suggest that Russia’s continued weak judiciary system and 
protection of property rights have become materially worse since the 2002 Review, or that those 
characteristics have markedly impacted domestic market conditions. 

The Russian government maintains considerable restrictions on freedom of information, and 
those restrictions have intensified in recent years. While laws have been codified to protect the 
basic sanctity of freedom of information, they co-exist with ambiguities in newer legislation that 
have provided the GOR with considerable discretion in its implementing practices. Newer 
legislation even allows the government to characterize certain media outlets as “undesirable 
organizations”, which prevents them from operating in Russia.

The GOR seems to have increased its dependence upon monitoring internet use and limiting 
individuals’ access to information. Empirical evidence suggests that Russia has the second 
highest (second only to China) number of restrictions on online platforms. Numerous closures 
and takeovers by the GOR of foreign and independent Russian media operations have also been 
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documented in recent years. There are also many reports of the government targeting and 
silencing independent reporters.

Market-based systems typically possess information that is free from government censorship or 
influence. Such freedoms help ensure independence, credibility, and reliability of information, 
which is often used to make market-based business (as well as interpersonal) decisions. While 
Commerce did not assess freedom of information in the 2002 Review, available evidence 
suggests that it has worsened since that time.
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FINAL ASSESSMENT

Russia’s economy has grown and developed since Commerce’s last inquiry in 2002. In the 
intervening period, the Russian government has taken a range of steps to modify the laws, 
regulations, and institutions that govern Russia’s economy. Certain aspects of the Russian 
economy have become more liberalized. For example, the ruble is more convertible, and the 
exchange rate-setting process is more transparent. Foreign direct investment inflows are much
higher than in 2002, and more land is privately owned. Fiscal transparency has also improved. 
Private sector development has continued in many sectors of the economy, and credit to the 
private sector as a share of GDP has grown since the 2002 Review. The private sector remains 
particularly prominent in agriculture, food processing, consumer goods, most manufacturing 
(excluding the defense and oil and gas processing), and many services. In addition, the share of 
employment in the private sector is higher than at the time of the 2002 Review.

However, at the same time, state ownership in the Russian economy has increased, by some 
estimates slightly and, by others, more significantly. The government’s ownership within the 
banking sector has increased substantially, in part due to IMF-encouraged consolidation in the 
sector. Failure to encourage development of private banks allows the GOR to play an influential 
role in how resources are allocated across the economy. The GOR has also increased its reliance 
on industrial policies and has used them to select “winner” firms, often at the expense of the 
private sector in some industries. Freedom of information, including freedom of the press and 
censorship, has worsened in recent years. 

Certain other aspects of the economy remain largely unchanged. For example, regulated prices of 
natural gas, electricity, and freight rail transportation remain significant distortions within the 
Russian economy. Corruption and rule of law remain significant issues that affect many areas of 
the Russian economy. Workers remain largely unrepresented, and wages remain low. 
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Taken together, the developments in the Russian economy since the 2002 Review indicate that, 
while the state’s role in the economy remains significant in some areas, the change since the 
2002 Review is not substantial enough to warrant a change in Russia’s status as an ME country. 
As the evidence does not categorically demonstrate a fundamental change such that Russia no 
longer broadly operates on market principles, for the purposes of Commerce’s antidumping 
investigations, we find that Russia’s prices and costs continue to remain broadly responsive to 
market factors. However, after almost 20 years since Commerce reviewed Russia’s status as an
NME country, Commerce expected Russia’s progress in economic reforms to be greater, and
will monitor the progress of reforms in the Russian economy for the near future.

____________________________

Ryan Majerus
Deputy Assistant Secretary
for Policy and Negotiations,
performing the non-exclusive functions and duties of the
Assistant Secretary for Enforcement and Compliance
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