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Country Overview

RUSSIA

Spanning 11 time zones, Russia is the largest country on earth in terms of surface area, although
large tracts in the north and east are inhospitable and sparsely populated. In 1547, Ivan IV (the
Terrible) was crowned czar of Russia, beginning a tradition of czarist rule and expansionism.
Czarist rule continued until the 1917 Russian Revolution that overthrew the imperial household and
the Communists, under Vladimir Lenin, seized power. Civil war broke out in 1918 between the
Red Army and White Russians, or anti-communists, and lasted until 1920 when the Bolsheviks
triumphed. After the Red army conquered Ukraine, Belarus, Azerbaijan, Georgia, and Armenia, a
new nation, the Union of Soviet Socialist Republics (U.S.S.R.), was formed in 1922. The brutal
rule of Josef Stalin (1928-53) strengthened Communist rule, and in the 1930s the country saw the
forced collectivization of tens of millions of its citizens in state agricultural and industrial
enterprises. Millions died in the process, and millions more died in political purges. The Soviet
Union emerged from World War II with extended influence, occupying many Eastern European
nations. Mikhail Gorbachev took office in 1985 and introduced openness and a restructuring of the
government. The new political climate resulted in the ultimate breakup of the Soviet Union, and by
late 1991 Russia and 14 other former Soviet republics emerged as independent states. Russia is
endowed with vast natural resources, including oil, natural gas, coal, and timber. It holds the
world's largest natural gas reserves, the second largest coal reserves, and the eighth largest oil
reserves. Russia is also the world's largest exporter of natural gas, and the second largest oil
exporter.

Editor's note --

Ukraine's "Maidan" uprising of 2013 and 2014, resulting in the removal of the pro-Russian Viktor
Yanukovych from office and the dismantling of his authority in 2014, were signs that Ukraine
was actively resisting influence from Moscow. They were also clear signals that Ukraine was
determined to set its own course -- and quite likely in the direction of Europe. The people of
Ukraine were delivering Russia a clear message that they would be the agents of their own self-
determination. However, Russian President Vladimir Putin was not in a mood to receive that
message.

The invasion and de facto annexation of the Ukrainian territory of Crimea by Russia, under the
guise of "protecting" the Russian ethno-linguistic population, showed that Russia felt entitled to
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stake a claim on Ukraine. For the wider world, this action recalled alarming memories of the
Soviet invasion of Czechoslovakia in 1968, under the aegis of the Brezhnev Policy, to subdue the
independence-minded Prague Spring . It also evoked suggestions that Putin was attempting to
recraft a Cold War Russian quasi-empire in the mold of the former Soviet Union.

While the "Maidan" or Independence Square in the Ukrainian capital of Kiev would be stamped in
the history books as "Ground Zero" of Ukraine's 2014 unrest, the battleground had clearly move
eastward with Crimea as a new flashpoint. But with fighting going on elsewhere in eastern
Ukraine, and with "new Russia" enclaves been declared in Donetsk and Luhansk later in 2014, it
was evident that Russia would not end its Ukrainian adventure at the borders of Crimea.

At stake were Russian ambitions to regain territory lost following the collapse of the Soviet Union.
The reality was that Russia was attempting to destabilize Ukraine by supporting pro-Russian cabals
in eastern Ukraine, and with an eye on establishing southern and eastern Ukraine as part of
Vladimir Putin's "new Russia."

It was to be seen if the landscape in eastern Europe represented the foundation for a renewed Cold
War between the East and West. Given the geopolitical and geostrategic stakes, the outcome was
clearly being textured by bloodshed and tears. Russian President Putin was banking on the West's
rationality and its reluctance to be drawn into another conflict -- especially one on European soil.
From the point of view of United States President Barack Obama, the very notion of a Cold War
being in the offing was to be dismissed. According to President Obama, Russia was no longer a
superpower and was now operating from a position of weakness as it intimidated neighbors such as
Ukraine. But the tragic downing of a commercial airliner in eastern Ukraine in July 2014 raised the
geopolitical stakes, and has since spurred the West to apply economic sanctions to Russia.

Economic pressures may have played a hand in forcing Russia to the negotiating table and the
forging of two separate ceasefire agreements in the Belarusian capital of Minsk. But, to date,
neither Minsk ceasefire agreement has managed to stem the flow of blood, and the encroachment
of pro-Russian forces into eastern Ukrainian territory.

In the long run, the outcome to this story was yet to be written.
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Key Data

Key Data

Region:

Population:

Climate:

Languages:

Currency:

Holiday:

Area Total:
Area Land:

Coast Line:

Asia/Europe

136009984

Ranges from steppes in the south through humid continental in much of
European Russia; subarctic in Siberia to tundra climate in the polar north;
winters vary from cool along Black Sea coast to frigid in Siberia; summers
vary from warm in the Steppes to cool along Arctic coast.

Russian
other

1 ruble (RS) = 100 kopeks

Independence Day is 12 June (1990), Christmas is 7 January, Constitution
Day is 12 December

17075200

16995800

37653
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History

Early History

Human inhabitation of the region surrounding Russia dates back to Paleolithic times. Early written
history notes that Greek traders conducted extensive commerce with Scythian tribes around the
shores of the Black Sea and the Crimean region. In the third century B.C.E., the Scythians were
displaced by Sarmatians, who, in turn, were overrun by waves of Germanic Goths. In the third
century C.E. Asiatic Huns replaced the Goths and were in turn conquered by Turkic Avars in the
sixth century. By the ninth century, Eastern Slavs began to settle in present-day Russia, Ukraine,
and Belarus.

The first Slavic state was known as Kievan (Kyivan) Rus and was established in what is now
Ukraine in 862 C.E. In 988 C.E., Kievan Rus was Christianized, and Orthodoxy became the state
religion. Consequently, Byzantine culture became the predominant cultural influence on Russia
during this period.

Over the next three centuries, various invaders, including the princes of Muscovy, assaulted
Kyivan Rus, while the Mongols under Batu Khan succeeding in taking control over Russia in 1237.
The Mongols, also known as the Golden Horde, brought the scattered Russian principalities under
unified control.

Kyivan Rus struggled on into the 13t century, but was decisively destroyed by the arrival of a new
invader-the Mongols. In 1237, Batu Khan, a grandson of Genghis Khan, launched an invasion into
Kyivan Rus' from his capital on the lower Volga (at present-day Kazan).

Over the next three years the Mongols (or Tatars) destroyed all of the major cities of Kyivan Rus'
with the exceptions of Novgorod and Pskov. The regional princes were not deposed, but they were
forced to send regular tribute to the Tatar state, which became known as the Empire of the Golden
Horde. Invasions of Russia were attempted during this period from the west as well, first by the
Swedes (1240) and then by the Livonian Brothers of the Sword (1242), a regional branch of the
fearsome Teutonic Knights. However, luckily for Russia, both were decisively defeated by the
great warrior Aleksandr Nyevsky, a prince of Novgorod who earned his surname from his victory
over the Swedes on the Neva River.
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Ivan the Terrible

For more than 100 years, very little seems to have happened in Russia. In fact, because of the
payments demanded by the Tatars, there wasn't much money available for building, military
campaigns, or anything else of that sort. With the Tatars off to the southwest, the northeastern

cities gradually gained more influence-first Tver, and then, around the turn of the 14t century,
Moscow. As a sign of the city's importance, the patriarchate of the Russian Orthodox Church was
transferred to the city, making it the spiritual capital of Russia. By the latter part of the century,
Moscow felt strong enough to challenge the Tatars directly, and in 1380 a Muscovite prince named
Dmitri Donskoy attacked them. His decisive victory at Kulikovo Field immediately made him a
popular hero, though the Tatar retaliation two years later maintained their rule over the city. It was
not until 1480, after another century had passed, that Moscow was again strong enough to throw
off Tatar rule for good. Its ruler at that time was Grand Duke Ivan III, better known as Ivan the
Great. Ivan began by subjugating most of Moscow's rival cities, and by the time he tore up the
charter binding it to Tatar taxation he was effectively in control of the entire country. However, it
wasn't until the reign of his grandson, Ivan IV (the Terrible), that Russia became a unified state.

Ivan the Terrible succeeded his father Vasily III as grand duke of Moscow in 1533 at the age of
three. His mother served as regent until she died, when Ivan was eight. For the next eight years,
the young grand duke endured a series of regents chosen from among the "boyars" (the nobility).
Finally in 1547, at age 17, he adopted the title of tsar (czar) and set out to crush the power of the
boyars, reorganizing the military, and preparing to defeat the Tatars. In 1552, he conquered and
sacked Kazan, and in 1556 Astrakhan, having thus destroyed the lingering power of the Golden
Horde. Ivan's Tatar campaigns opened vast new areas for Russian expansion, and it was during his
reign that the conquest and colonization of Siberia began.

Ivan was not supposed to have been very terrible at all during the early years of his reign.
However, as he grew older his temper worsened, and by the 1560s he carried out a horrific
campaign against the boyars, confiscating their land and executing or exiling those who displeased
him. In 1581, in a rage, he struck his son and heir, Ivan, with an iron rod, killing him.

When Ivan the Terrible died in 1584, his son Fyodor, who was not exactly up to filling the shoes of
an autocratic legendary father, succeeded him. Fyodor left most of the management of the
kingdom to his brother-in-law, Boris Godunov, and it was not long before Godunov began to work
to secure the succession for himself. In 1591, he murdered Fyodor's younger brother Dmitri in the
ancient town of Uglich, a spot now marked by the magnificent Church of St. Demetrius on the
Blood. When Fyodor died in 1598, Godunov was made tsar, but his rule was never accepted as
entirely legitimate. Within a few years a pretender arose in Poland, claiming to be Dmitri, and in
1604 he invaded Russia. Godunov died suddenly the next year, and the "Time of Troubles" began.
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The Romanovs

For the next eight years both the first and the second, false Dmitri laid claims to the throne, both
supported by invading Polish armies. Finally, in 1613, the Poles were ousted from Moscow, and
the boyars unanimously elected Mikhayil Romanov as tsar. The Romanov dynasty was to rule
Russia for the next 304 years, until the Russian Revolution brought an end to the Tsarist state.

For the first few generations, the Romanovs attempted to maintain the status quo in Russia. They
continued to centralize power, but they did very little to bring Russia up to speed with the rapid
changes in economic and political life that were taking place elsewhere in Europe. Peter the Great
was to change all of that.

Peter the Great

Peter was youngest son of Tsar Alexis and the child of his second wife, neither of which promised
great things. Tsar Alexis also had three children by his first wife: Fyodor, an invalid; Sofia; and
Ivan, a semi-imbecile. When Alexis died in 1676, Fyodor became tsar, but his poor constitution
brought an early death in 1682. The family of Peter's mother succeeded in having him chosen over
Ivan to be Tsar, and the 10-year-old boy was brought from his childhood home at the country
estate of Kolomenskoye to the Kremlin. No sooner was he established, however, than the Ivan's
family struck back. Gaining the support of the Kremlin Guard, they launched a coup d'etat, and
Peter was forced to endure the horrible sight of his supporters and family members being thrown
from the top of the grand Red Stair of the Faceted Palace onto the raised pikes of the guard. The
outcome of the coup was a joint leadership, with both Peter and Ivan placed under the regency of
Ivan's elder and sister Sofia. Peter had not enjoyed his stay in Moscow, a city he would dislike for
the rest of his life.

With Sofia in control, Peter was sent back to Kolomenskoye. It was soon noticed that he
possessed a penchant for war games, especially military drill and siege craft. He became acquainted
with a small community of European soldiers, from whom he learned western European tactics
and strategy. Remarkably, neither Sofia nor the Kremlin Guard found this disturbing. In 1689, just
as Peter was to come of age, Sofia attempted another coup-this time, however, she was defeated
and confined to Novodyevichiy Convent. Six years later Ivan died, leaving Peter in sole possession
of the throne. Rather than taking up residence and rule in Moscow, his response was to embark on
a "grand tour of Europe." He spent about two years there, not only meeting monarchs and
conducting diplomacy but also traveling incognito and even working as a ship's carpenter in
Holland. He amassed a considerable body of knowledge on western European industrial techniques
and state administration, and became determined to modernize the Russian state and to westernize
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its society.

In 1698, still on tour, Peter received news of yet another rebellion by the Kremlin Guard, instigated
by Sofia despite her confinement to the convent. He returned without any sense of humor,
decisively defeating the guard with his own European-drilled units, ordering a mass execution of
the surviving rebels, and then hanging the bodies outside Sofia's convent window. She apparently
went mad. The following day Peter began his program to recreate Russia in the image of Western
Europe by personally clipping off the beards of his nobles.

Peter's return to Russia and assumption of personal rule hit the country like a hurricane. He
banned traditional Muscovite dress for all men, introduced military conscription, established
technical schools, replaced the church patriarchy with a holy synod answerable to himself,
simplified the alphabet, tried to improve the manners of the court, changed the calendar, changed
his title from tsar to emperor, and introduced scores of other reforms, restrictions and novelties (all
of which convinced the conservative clergy that he was "the antichrist"). In 1703 he embarked on
the most dramatic of his reforms-the decision to transfer the capital from Moscow to a new city to
be built from scratch on the Gulf of Finland. Over the next nine years, at tremendous human and
material costs, St. Petersburg was created.

Peter generated considerable opposition during his reign, not only from the conservative clergy but
also from the nobility, who were attached to the status quo. One of the most notable critics of his
policies was his own son Alexis, who became the focus of oppositional intrigue. In fact, Alexis
seemed to desire no such position and in 1716 he fled to Vienna after renouncing his right to the
succession. Having never had much occasion to trust others, Peter suspected that Alexis had in fact
fled in order to rally foreign backing. After persuading him to return, Peter had his son arrested and
tried for treason. In 1718 he was sentenced to death, but died before the execution from wounds
sustained during torture.

Peter himself died in 1725. Although he was deeply committed to making Russia a powerful new
member of modern Europe, it is questionable whether his reforms resulted in significant
improvements to the lives of his subjects. Certainly he modernized Russia's military and its
administrative structure, but both of these reforms were financed at the expense of the peasantry,
who were increasingly forced into serfdom. After Peter's death Russia went through a great
number of rulers in a distressingly short time, none of whom had much of an opportunity to leave
a lasting impression. Many of Peter's reforms failed to take root in Russia, and it was not until the
reign of Catherine the Great that his desire to make Russia into a great European power was in fact
achieved.

Catherine the Great
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On Dec. 25, 1761, Peter 111, a grandson of Peter the Great, was crowned tsar. Peter was 34 years
old, dissolute, and imperceptive. His wife Catherine, a year younger but far more mature, did not
accompany him. Catherine was neither dissolute nor puritan. The couple had been married for 18
years. Both had been newcomers to the Russian court as teens, and for a few years after their
marriage they had been on friendly terms. By 1762, however, their marriage had long since been in
name only. Peter had grown into a fool, while Catherine had become a complete success,
respected as much for her intellect as for her winning personality. Although the court atmosphere in
which they lived was much more cosmopolitan than that inhabited by their royal predecessors,
politics was as always a deadly serious pursuit and everyone knew that Catherine was the more
capable politician.

By the summer of 1762 the conflict between Peter and Catherine had become quite serious. In
only six months of rule, he had managed to offend and outrage virtually the entire court by
diplomatic bumbling and large segments of the population through his hostility to the church and
his evident disdain for Russia. Support for Catherine was widespread, and Peter was suspicious.
Early on the morning of June 28, Catherine left her estate at Peterhof, outside of St. Petersburg,
and departed for the city. Everything had been prepared in advance, and when she arrived she was
greeted with cheers by both the troops of her factional supporters and the populace. By the next
morning, Peter was confronted with a fait accompli and a prepared declaration of his abdication. A
week later, he was dead.

Catherine went on to become the most powerful sovereign in Europe. She continued Peter the
Great's reforms of the Russian state, further increasing central control over the provinces. Her skill
as a diplomat, in an era that produced many extraordinary diplomats, was remarkable. Russia's
influence in European affairs, as well as its territory in Eastern and Central Europe, were increased
and expanded. Catherine was also an enthusiastic patron of the arts. She built and founded the
Hermitage Museum, commissioned buildings all over Russia, founded academies, journals, and
libraries, and corresponded with the French intelligentsia, including Voltaire, Diderot, and
d'Alembert. Although Catherine did in fact have many lovers, some of them trusted advisors and
confidants; stories alleging her to have had an excessive sexual appetite are unfounded.

With the onset of the French Revolution, Catherine became strikingly conservative and increasingly
hostile to criticism of her policies. From 1789 until her death, she reversed many of the liberal
reforms of her early reign. One notable effect of this reversal was that, like Peter the Great,
Catherine ultimately contributed to the increasingly distressing state of the peasantry in Russia.

Napoleon in Russia

When Catherine the Great died in 1796, she was succeeded by her son Paul I. Catherine never
really liked Paul, and her son reciprocated her feelings. Paul's reign lasted only five years and was
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by all accounts a complete disaster. His most notable legacy is the remarkable and tragic Engineer's
Castle in St. Petersburg. Paul was succeeded by his son Alexander I, who is remembered mostly
for having been the ruler of Russia during Napoleon Bonaparte's epic Russian Campaign.

In June 1812, Napoleon began his fatal Russian campaign, a landmark in the history of the
destructive potential of warfare. Virtually all of continental Europe was under his control, and the
invasion of Russia was an attempt to force Tsar Alexander I to submit once again to the terms of a
treaty that Napoleon had imposed upon him four years earlier. Having gathered nearly half a
million soldiers, from France as well as all of the vassal states of Europe, Napoleon entered Russia
at the head of the largest army ever amassed. The Russians, under Marshal Kutuzov, could not
realistically hope to defeat him in a direct confrontation. Instead, they began a defensive campaign
of strategic retreat, devastating the land as they fell back, a tactic to be called "scorched earth," and
harassing the flanks of the French. As the summer wore on, Napoleon's massive supply lines were
stretched ever thinner, and his force began to decline. By September, without having engaged in a
single key battle, the French Army had been reduced by more than two thirds from fatigue, hunger,
desertion, and raids by Russian forces.

Nonetheless, it was clear that unless the Russians engaged the French army in a major battle,
Moscow would be Napoleon's in a matter of weeks. The tsar insisted upon an engagement, and on
September 7, with winter closing in and the French army only 70 miles from the city, the two
armies met at Borodino Field. By the end of the day, 108,000 soldiers had died, but neither side
had gained a decisive victory. Kutuzov realized that any further defense of the city would be
senseless, and he withdrew his forces, prompting the citizens of Moscow to begin a massive and
panicked exodus. When Napoleon's army arrived on Sept. 14, they found a city depopulated and
bereft of supplies, a meager comfort in the face of the oncoming winter. To make matters worse,
fires broke out in the city that night, and by the next day the French were lacking shelter as well.

After waiting in vain for Alexander to offer to negotiate, Napoleon ordered his troops to begin the
march home. Because the route south was blocked by Kutuzov's forces (and the French were in
no shape for a battle) the retreat retraced the long, devastated route of the invasion. Having waited
until mid-October to depart, the exhausted French army soon found itself in the midst of winter, in
fact, in the midst of an unusually early and especially cold winter. Temperatures soon dropped well
below freezing, Cossacks attacked stragglers and isolated units, food was almost non-existent, and
the march was 500 miles. Ten thousand men survived. The campaign ensured Napoleon's downfall
and Russia's status as a leading power in post-Napoleonic Europe. Yet even as Russia emerged
more powerful than ever from the Napoleonic era, its internal tensions began to increase.

Power and Resistance

Since the reign of Ivan the Terrible, the Russian tsars had followed a fairly consistent policy of

Russia Review 2016 Page 14 of 708 pages



Russia

drawing more political power away from the nobility and into their own hands. This centralization
of authority in the Russian state had usually been accomplished in one of two ways: either by
simply taking power from the nobles and braving their opposition (Ivan the Terrible was
particularly adept), or by compensating the nobles for decreased power in government by giving
them greater power over their land and its occupants. Serfdom, as this latter system was known,
had increased steadily in Russia from the time of Ivan the Terrible, its inventor. By the time of
Catherine the Great, the Russian tsars enjoyed virtually autocratic rule over their nobles. However,
they had in a sense purchased this power by granting those nobles virtually autocratic power over
the serfs, who by this time had been reduced to a status closer to slaves or serfs than to villagers or
farmers.

By the j9th century, both of these relationships were under attack. In the "Decembrist" (Dekabrist)
revolt in 1825, a group of young, reformist military officers attempted to force the adoption of a
constitutional monarchy in Russia by preventing the accession of Nicholas (Nikolai) I. They failed,
and Nicholas became the most reactionary leader in Europe.

Nicholas' successor, Alexander 11, seemed by contrast amenable to reform. In 1861, he abolished
serfdom, though the emancipation didn't in fact bring on any significant change in the condition of
the peasants. As the country became more industrialized, its political system experienced even
greater strain. Attempts by the lower classes to gain more freedom provoked fears of anarchy, and
the government remained extremely conservative. As Russia became more industrialized, larger,
and far more complicated, the inadequacies of autocratic tsarist rule became increasingly apparent.

By the 20t century conditions were ripe for a serious convulsion.

At the same time, Russia had expanded its territory and its power considerably since the 19t
century. Its borders extended to Afghanistan and China, and it had acquired extensive territory on
the Pacific coast. The foundation of the port cities of Vladivostok and Port Arthur there had
opened up profitable avenues for commerce, and the construction of the Trans-Siberian Railway
(constructed from 1891-1905) linked the European Russia with its new eastern territories.

Reform Movement

In 1894, Nicholas (Nikolai) II acceded to the throne. He was not the most competent of political
leaders, and his ministers were reactionaries. To make matters worse, the increasing Russian
presence in the Far East provoked the hostility of Japan.

In January 1905, the Japanese attacked, and Russia experienced a series of defeats that dissolved
the tenuous support held by Nicholas' already unpopular government. Nicholas was forced to grant
concessions to the reformers, including most notably a constitution and a parliament, the latter of
which was called the Duma. In this way, the power of the reform movement characterized
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emerging Russian politics of the time. The industrialization of the major western cities and the
development of the Baku oil fields had brought together large concentrations of Russian workers,
and they soon began to organize into local political councils, or soviets. It was in large part the
power of the Soviets, united under the Social Democratic party that had forced Nicholas to accept
reforms in 1905.

After the war with Japan was over, Nicholas attempted to reverse the new freedoms, and his
government became more reactionary than ever. Popular discontent gained strength, and Nicholas
countered it with increased repression, maintaining control but worsening relations with the
population.

In 1912, the Social Democrats split into two camps-the radical Bolsheviks and the comparatively
moderate Mensheviks. This move would set the stage for significant future developments.

Then, in 1914, another disastrous war once again brought on a crisis. If the Russo-Japanese war
had been costly and unpopular, it was at least remote. The first World War, however, took place
right on Russia's western doorstep. Unprepared militarily or industrially, the country suffered
demoralizing defeats, suffered severe food shortages, and soon suffered an economic collapse.

By February 1917, the workers and soldiers had had enough. Riots broke out in St. Petersburg,
then called Petrograd, and the garrison there mutinied. Workers councils were set up, and the
Duma approved the establishment of provisional government to attempt to restore order in the
capital. It was soon clear that Nicholas possessed no support, and on March 2, 1917, he abdicated
the throne in favor of his brother Mikhayil (Michael). Michael renounced his claim the next day.

The provisional government set up by the Duma attempted to pursue a moderate policy, calling for
a return to order and promising reform of worker's rights. However, it was unwilling to endorse the
most pressing demand of the Soviets: an immediate end to Russia's involvement in the war. For the
next nine months, the provisional government, first under Prince Lvov and then under Aleksandr
Kerensky, unsuccessfully attempted to establish its authority. In the meanwhile, the Bolsheviks
gained increasing support from the ever more frustrated soviets. On October 25, led by Vladimir
Ilyich Lenin, they stormed the Winter Palace and deposed the Kerensky government.

The Bolshevik Revolution

Although the Bolsheviks enjoyed substantial support in St. Petersburg and Moscow, they were by
no means in control of the country as a whole. They succeeded in taking Russia out of the war
(though on very unfavorable terms), but within months civil war broke out throughout Russia. For
the next three years the country was devastated by civil strife, until by 1920 the Bolsheviks had
finally emerged victorious, despite foreign intervention on the side of the monarchists. After the
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Red Army conquered Ukraine, Belarus, Azerbaijan, Georgia and Armenia, Moscow formed a new
state in 1922, the Union of Soviet Socialist Republics, also known as the U.S.S.R.

The first few years of Soviet rule were marked by an extraordinary outburst of social and cultural
change. Although the Bolsheviks had maintained complete control of the economy during the civil
war, Lenin decided at its end that a partial return to a market economy would help the country
recover from the destruction of the previous three years. His New Economic Policy, or NEP,
brought about a period of relative prosperity, allowing the young Soviet government to consolidate
its political position and rebuild the country's infrastructure. This was also the period during which
the Russian avant-garde reached its height, developing the radical new styles of constructivism,
futurism, and suprematism. Although the country still faced enormous challenges, there was a
widespread sense of optimism and opportunity.

Stalinism

Lenin's death in 1924 was followed by an extended and extremely divisive struggle for power in
the Communist Party. By the latter part of the decade, Joseph Stalin had emerged as the victor,
and he immediately set the country on a much different course. NEP was replaced by an economic
plan dictated from the top. Agricultural lands were collectivized, creating large, state-run farms.
Industrial development was pushed along at breakneck speed, and production was almost entirely
diverted from consumer products to capital equipment. Art and literature were placed under much
tighter control, and the radical energy of the Russian avant-garde was replaced by the solemn
grandeur of Soviet realism. Religion was violently repressed, as churches were closed, destroyed,
or converted to other uses. Stalin purged all opposition to himself within the party as well as all
opposition to party policy in the country. By the end of the 1930s, the Soviet Union had become a
country in which life was more strictly regulated than ever before. Experimentation had ended, and
discipline was the rule of the day. Arrests, trials and executions were commonplace. The
confiscation of wheat and other food products from the agricultural regions of the U.S.S.R.,
notably Ukraine, resulted in the death of some seven to 10 million men, women and children.

World War 11

With the outbreak of the Second World War, the Soviet Union found itself unprepared for the
conflict. Political purges had stripped the military of much of its experienced leadership, and
industrial production was slow in converting from civil to military production.

On Aug. 23, 1939, Germany and the Soviet Union signed the Molotov-Ribbentrop non-aggression
pact, which secretly provided for the division of Poland into Nazi and Soviet controlled zones. On
Sept. 1, 1939, Hitler ordered his troops into Poland. On Sept. 17, Soviet troops invaded, and then
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occupied, eastern Poland under the terms of this agreement. By June 1941, the agreement between
the U.S.S.R. and Germany had broken down, and Germany had invaded the Soviet Union, which
subsequently joined the Allies.

Although its non-aggression pact with Germany served for a while to forestall an attack by Hitler,
the Soviets were caught by surprise by the invasion of June 1941. By the end of the year, the
Germans had seized most of the Soviet territory in the west, surrounded Leningrad (formerly St.
Petersburg), and advanced to within a few hundred miles of Moscow. With tremendous effort, a
Soviet Russian counter-offensive pushed back the advance on the capital, but in the summer of
1942, the Germans launched a new invasion against the southern front in an attempt to gain control
of the rail center of Stalingrad on the Volga and the vital Caucasus oil fields. Despite an
overwhelming disadvantage in numbers and inferior weaponry, the Red Army succeeded in holding
out against the enormous Nazi army. In November, a relieving force managed to encircle the
attackers and compel the surrender of the entire force, marking a decisive turning point in the war.
From that point onward, the Russian army remained on the attack. By 1944, they had driven the
Germans back to Poland, and on May 2, 1945, Berlin fell.

Post-War Developments

As was the case with the Napoleonic Wars, the Soviet Union emerged from World War II
considerably stronger than it had been before the war. Although the country suffered enormous
devastation and lost more than 20 million lives, it had gained considerable territory and now ranked
as one of the two great world powers along with the United States. Nonetheless, the standards of
living in the country continued to decline. Industrial production was once again concentrated on
heavy industry, agricultural failures produced widespread famine, political freedoms were restricted
even further, and another huge wave of purges was carried out.

The Cold War Years

As the Cold War got underway, an increasing proportion of the Soviet Union's resources were
funneled into military projects, further exacerbating the quality of life. Stalin remained in power
until 1953, when he died of a cerebral hemorrhage.

Almost immediately after the death of Stalin, many of the repressive policies that he had instituted
were dismantled. Under the leadership of Nikita Khrushchev, a thaw ensued and political controls
were to some degree relaxed, and cultural life experienced a brief period of revival. This gave rise
to independence movements in the satellite republics, Poland, East Germany, Hungary, all of which
was quashed by Soviet tanks. Intellectuals continued the drive for human, religious and national
rights within the U.S.SR. and throughout the Eastern bloc. However, opposition to Khrushchev
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gradually gained strength within the party, and in 1964 he was ousted.

In a notable break with historical traditions, Khrushchev was permitted to quietly retire. He was
replaced by Leonid Brezhnev and Aleksei Kosygin but within a couple of years Kosygin's role was
diminished and he was retired. In 1968, Brezhnev, the sole leader of the USSR, proclaimed the so-
called Brezhnev Policy, which stated that if any of the eastern European satellite republics swayed
from communism, it was Moscow's duty to bring them back into line. Thus, the Soviet army,
together with armies of satellite republics, attacked Czechoslovakia in order to subdue the
independence-minded Prague Spring movement.

By the early 1970s, Leonid Brezhnev, as general secretary of the Communist Party of the Soviet
Union, or CPSU, had become the next prominent Soviet leader. His tenure was marked by a
determined emphasis on domestic stability and an aggressive foreign policy. The country entered a
decade-long period of stagnation, its rigid economy slowly deteriorating and its political climate
becoming increasingly pessimistic.

The Helsinki Accords

In an attempt to have the West formally recognize Moscow's control over its own Soviet territory
as well as the post-World War Il Eastern European borders, Moscow had more than 30 Western
democracies, including the United States, sign the so-called Helsinki Accords in August 1975. Even
though the West agreed, it demanded that the agreement include a separate section on human and
religious rights, to which Russia agreed. This agreement became the bane of the Soviet Union until
its demise.

Based on the tenets of the Helsinki Accords, national and regional Public Groups to Promote the
Implementation of the Helsinki Accords sprang up in Moscow, Ukraine and across the U.S.S.R.
and Eastern Europe. Intellectuals, dissidents, clergy, former freedom fighters and the average man
and woman in the street took advantage of the principles incorporated in this document and
pressed Moscow for more freedoms. Some even used the Helsinki Accords to push for the de-
colonization of the U.S.S.R. and independence for their countries. Consequently, repression and
arrests of human-rights activists across the U.S.S.R. and in Eastern Europe increased in the 1970s.

Movement Toward Democracy

When Brezhnev died in 1982 he was succeeded as general secretary in quick succession first by
Yuri Andropov, head of the intelligence service, Committee for State Security (known in the West
by the acronym KGB), and then by Konstantin Chernenko, neither of who managed to survive
long enough to effect significant changes. In March 1985, when Mikhail Gorbachev became
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general secretary, the need for reforms was pressing.

Gorbachev's platform for a new Soviet Union was founded on two now-famous terms: "glasnost"
(openness) and "perestroika" (restructuring). Like Khrushchev, Gorbachev intended to revitalize
the Soviet economy by loosening its centralized control, opening some room for new ideas, and
relaxing control of the economy. Restructuring began in earnest, with a vigorous housecleaning of
the bureaucracy and a significant investigation into corruption. Nonetheless, he was determined to
preserve the Soviet Union. Glasnost, however, lost some credibility right at the outset when it was
discovered in April 1986 that the government had waited several days before begrudgingly
admitting to the infamous nuclear disaster at Chernobyl (Chornobyl, some 90 miles north of Kyiv,
the capital of Ukraine), a reactor explosion that had thrown radioactive material over a wide area of
the country. For days after the explosion life went on as if nothing had happened. Outdoor school
activities, including public salutes to Lenin, in Ukraine and Belarus continued even as radioactive
particles settled on the children and the ground. Backed into a corner on Chernobyl, Gorbachev
ultimately permitted news of the disaster to be reported.

For the first time in decades, the problems of the country became subjects for open public
discussion. Poverty, corruption, the enormous mismanagement of the country's resources, the
unpopularity of the Afghan war, and a host of other problems and grievances were raised. Radical
reform leaders emerged, including the new Moscow Party chief Boris Yeltsin, and prominent
dissidents like Andrei Sakharov were able to voice their views for the first time. The government
found it was the target of most of the criticism, but it also found that it wasn't any longer in much a
position to do anything but try to move with the flow of events. Early in 1989, Soviet troops were
withdrawn from Afghanistan. In the spring of 1989, the first open elections since 1917 were held,
allowing voters a choice of more than one candidate for seats in the Congress of People's Deputies.
The governments of the Soviet satellite states in Eastern Europe, subjected to the same rising tide
of public criticism, fell one after the other in a rapid series of revolutions culminating in the fall of
the Berlin Wall.

In 1990, the Soviet Union itself began to unravel. Its own constituent republics began to issue
declarations of independence. In the Russian Republic, Yeltsin was elected chairman of the
parliament, taking a lead in the independence movement. Large-scale strikes shattered the
Communist Party's traditional claim to be the representative of workers' rights. Demonstrations
against the government and the party intensified. The economy worsened, food shortages became
a problem, and the crime rate began to skyrocket. Gorbachev, caught between popular demands
for more radical reform and party demands for the re-imposition of strict control, failed to satisfy
either side.

The following summer, the radical reform movements became strong enough to openly defy the
government. In the press, criticism of Gorbachev intensified. Yeltsin, on the other hand, was the
overwhelming victor in June elections for the Russian presidency. On August 18, party
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conservatives made a desperate bid for power. A group led by Defense Minister Dmitry Yazov and
Vice President Gennady Yanayev detained Gorbachev at his country retreat in the Crimea. After he
refused to support the imposition of military law, the head of state was placed under house arrest.
The next morning the coup leaders issued the announcement that Gorbachev had resigned and that
a state of emergency had been declared. Military units were dispatched to enforce the authority of
the new government, but they were met with overwhelming popular protest led by Yeltsin and the
other presidents of the republics. After three days the attempted coup had collapsed. Gorbachev
was reinstated, only to realize that his position had become completely obsolete.

The Collapse of the Soviet Union

By the end of the year the Soviet Union had been voted out of existence. Out of the union's ashes
a loose association, called the Commonwealth of Independent States, or CIS, was established. Its
full effectiveness has yet to be determined. On December 25, Gorbachev resigned, and at midnight
on Dec. 31, 1991, the Soviet flag atop the Kremlin was replaced by the Russian tricolor.

After the December 1991 dissolution of the Soviet Union, the Russian Federation became by
default its largest successor state, inheriting its permanent seat on the United Nations Security
Council, as well as the bulk of its foreign assets and debt. The popularly elected government of
Boris Yeltsin emphasized the need for radical economic reform and a restructuring of Russia's
relations with the West.

The 1990s

In June 1992, Yeltsin appointed Yegor Gaidar, a pro-reform economist, as acting prime minister, to
correct for Yeltsin's dual role as president and prime minister. In December 1992, the Congress of
People's Deputies opposed Gaidar's appointment and a compromise candidate, Viktor
Chernomyrdin, was chosen in his place.

The communist-controlled Congress of People's Deputies continued to oppose many of the
government's economic reforms, and relations between the Yeltsin presidency and the Congress of
People's Deputies deteriorated. A contributing factor to the poor state of executive-legislative
relations was the unclear power balance between the two branches in the constitution. In March
1993, Yeltsin threatened to rule by decree after the Congress of People's Deputies voted against
Yeltsin's proposed referendum on the powers of president and legislature. Later in March, a motion
to impeach Yeltsin for violating the constitution, for his use of decree powers, was defeated in the
Congress of People's Deputies.

On Sept. 12, 1993, Yeltsin suspended the Congress of People's Deputies and announced elections
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to a bicameral Federal Assembly. The Congress of People's Deputies met in an emergency session
beginning on Sept. 23, 1993, which was subsequently cordoned off by police forces. On Oct. 4,
1993, Yeltsin ordered the army to oust the recalcitrant legislators in the face of anti-Yeltsin, pro-
legislature demonstrations. Numerous people were killed in the ensuing conflict, and tanks shelled
the so-called White House (the building housing the legislature), forcing the legislators to succumb
to arrest. After dismissing the Constitutional Court, Yeltsin decreed a national referendum be held
on a new constitution on the same day as elections to the, as yet unapproved, Federal Assembly.

On Dec. 12, 1993, the new Yeltsin-drafted constitution was approved by 58 percent of the
participating voters. Pro-Yeltsin forces, however, fared worse in the Federal Assembly elections.
Although the pro-reform Russia's Choice, led by Yegor Gaidar, won the largest number of seats of
all the winning parties, the balance was held by a combination of anti-reform parties. Nevertheless,
the strong presidential powers granted by the new constitution, along with the fragmentation and
political rivalries of the anti-reform, anti-Yeltsin forces, afforded Yeltsin considerable more power
to enact economic reforms.

In October 1994, the Russian ruble collapsed, losing overnight almost one-fourth of its value. The
collapse of the ruble exacerbated the deteriorating economic situation. Yeltsin was simultaneously
faced with a worsening situation in the (Russian) republic of Chechnya, where the president,
Dzhokhar Dudayev, had claimed independence in 1991. Opposition forces supported by Moscow
had begun fighting against Dudayev's pro-independence forces. In November 1991, Russian planes
attacked the capital of Chechnya, Grozny, and in December, Yeltsin ordered a full invasion of
Chechnya.

Although the Russian forces had an advantage in numbers and weapons, the Chechen forces
resisted the initial Russian invasion with small, highly mobile units. When Russia sent tanks into the
capital, Grozny, on Dec. 31, 1991, the small Chechen units were able to trap and systematically
destroy the Russian tanks in the narrow city streets. While Russia continued to bomb Chechen
positions in Grozny, the Chechens continued their small guerrilla attacks on the Russian forces.
Once Russia gained control over much of the Chechen territory, the Chechen rebels launched
attacks from mountain hideouts. Russian public opinion at the time was in strong opposition to the
war.

In June 1995, Chechens under the leadership of Shamil Basayev took 2,000 people hostage in the
southern Russian town of Budennovsk. Russian Prime Minister Chernomyrdin agreed to new
peace talks with the Chechen insurgents and granted Basayev safe passage back to Chechnya in
return for the release of hostages.

One week later, the State Duma, the lower house in the Federal Assembly, passed a no-confidence

vote against the Chernomyrdin government, but a subsequent call for his impeachment in July
failed.
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In December 1995, new elections were held for the State Duma. The Communist Party won the
largest number of seats, 157 out of 450 seats, and with other allied leftist parties, controlled the
largest faction in the State Duma. The nationalist Liberal Democratic Party of Russia, or LDPR,
led by Vladimir Zhirinovsky, came in second in the percentage of popular votes received. The pro-
Yeltsin Our Home is Russia party, led by Chernomyrdin, won the second largest number of seats;
however, the pro-Yeltsin groups remained outnumbered in the new parliament.

The unpopular war in Chechnya appeared to end with a cease-fire agreement that went into effect
just two weeks before the scheduled presidential elections. In addition to the thousands of
casualties suffered by both armies in the conflict, tens of thousands of civilian deaths were reported
as well. The Russian government and military were strongly criticized in Russia and abroad for the
indiscriminate use of force against Chechen civilians. The conflict was generally considered a
humiliating defeat of the Russian military.

Despite the unpopular war, the continued decline of the Russian economy, and questions about his
health, Yeltsin won reelection in the second round of presidential voting on July 3, 1996, with 54
percent of the vote. Yeltsin's rival in the second round was Gennady Zyuganov of the Communist
Party. Yeltsin's victory was made possible after Aleksandr Lebed, a popular former general, who
commanded Russian troops in the Trans-Dnisteria region, won 15 percent of the vote in the first
round and endorsed Yeltsin's candidacy in return for a government position.

In August 1996, Chechen insurgents, under the leadership of Aslan Maskhadov, attacked Russian
forces in Grozny. Aleksandr Lebed, as Secretary of the Security Council, succeeded in negotiating
a new cease-fire by agreeing to withdraw Russian forces from Chechnya. The Chechens and
Russians also agreed to suspend (temporarily) the issue of Chechen independence.

Yeltsin's popularity rapidly declined as allegations of corruption grew. Many of Yeltsin's allies had
grown immensely wealthy as state industries were sold off, often to former Communist Party
"apparatchiks" (Soviet bureaucrats). Simultaneously, questions of Yeltsin's health and his ability to
govern became more frequent. In November 1996, Yeltsin temporarily handed presidential power
to Prime Minister Chernomyrdin while he underwent heart surgery. By December 1996, large
numbers of Russian miners were striking and calling for Yeltsin's resignation because of wage
arrears.

In March 1997, Yeltsin responded to the national unrest by criticizing Chernomyrdin and
reshuffling the government in favor of more reformist ministers. Nevertheless, the relationship
between Yeltsin and the legislature continued to be highly antagonistic.

In March 1998, the unpopular Chernomyrdin government was abruptly dismissed by Yeltsin who
appointed a relative unknown, Sergei Kiriyenko, as the new prime minister. After rejecting
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Kiriyenko's appointment in two separate votes, the State Duma finally approved the new
government in April.

In June and July 1998, the Communist Party pursued impeachment proceedings against Yeltsin for
alleged constitutional violations. As Yeltsin and the Kiriyenko government battled the anti-reform
parties in the State Duma, the already deteriorating Russian economy worsened due to low oil
prices, one of Russia's principal exports, and the Asian financial crisis. In August 1998, the
government was forced to devalue substantially the ruble. In an attempt to halt a further decline in
the Russian currency, Yeltsin dismissed Kiriyenko in August 1998 and re-appointed Chernomyrdin.
The State Duma rejected the appointment twice, and Yeltsin was forced to nominate a compromise
candidate, the Foreign Minister Yevgeny Primakov.

While Primakov was not appointed as a radical reformer, the Primakov government did witness an
increase in political stability due to better relations between the government and the legislature.
Although Primakov succeeded in getting an austerity budget passed, the government made little
progress in changing Russia's poor tax collecting record or in reforming the banking system.
Nevertheless, the slowing of Russia's economic decline and the political prominence of Primakov
during a long Yeltsin absence, presumably due to reasons of health, did much to bolster the public's
approval of the government.

Additionally, Primakov was credited with reigning in the influence of the "oligarchs," a small group
of Russians made extremely wealthy through the privatization of Russian industries. Boris
Berezovsky seemed to especially benefit. It was rumored that Berezovsky, a media tycoon,
sometime government official, and Yeltsin supporter, was closely tied to the president through
Yeltsin's daughter, Tatiana Dyachenko. Tatiana, in turn, was known to be Yeltsin's most important
political adviser. Public perception of the close connection between the oligarchs and the Yeltsin
administration, as well as a growing scandal related to Kremlin property holdings, were key factors
in Yeltsin's substantial unpopularity. Yeltsin also faced renewed problems with the State Duma as
the Communists continued to push for Yeltsin's impeachment, and many others pushed for his
resignation.

Despite, or perhaps because of, Primakov's popularity, Yeltsin dismissed Primakov on May 12,
1999. Sergei Stepashin replaced Primakov as prime minister. Stepashin had previously commanded
ministry of internal affairs forces and had been one of the architects of the failed Chechen war in
1994-96. His nomination was quickly confirmed by the Duma even though his government
program was based on the demands of the International Monetary Fund. In particular, this program
included higher taxes and reforms of the tax collection bureaucracy. Both had previously been
opposed by the Duma. Stepashin was eventually dismissed and succeeded by Vladimir Putin as
Prime Minister.

Russia Review 2016 Page 24 of 708 pages



Russia

Putin Comes to Power

Later in 1999, Yeltsin unexpectedly announced his resignation as president of Russia and named
the prime minister, Vladimir Putin, as acting president and successor. Putin went on to win the
presidency in a subsequent election and continues as president to date.

Note on History: In certain entries, open source content from the State Department Background
Notes and Country Guides have been used. A full listing of sources is available in the
Bibliography.

Political Conditions

Introduction

Islamic insurgency and a decade of transitional economic orchestrations have politically bedeviled
the Russian Federation. Today, still amid those concerns, it continues its evolution from the Boris
Yeltsin administration to a new cadre of leaders.

First came the August 1999 firing of Prime Minister Sergei Stepashin, who had been prime minister
since May 1999. In Stepashin's place, President Yeltsin nominated Vladimir Putin, the former head
of the Federal Security Service (previously known as the KGB). Putin won Duma approval on
Aug. 16, 1999, on a program of restoring law and order, continuing the fight against Islamic
separatists, and pursuing the economic policies of Stepashin. The continuation of Stepashin's
policies was also evident in the reappointment of most of the previous government's ministers.

Seven months following his appointment, Putin was elected president by 53 percent of the vote in
March 2000. Following his victory, Putin nominated an ally, Mikhail Kasyanov, as his choice for
prime minister.

The State Duma, the lower house of Russia's parliamentary system, approved Kasyanov as the
country's new prime minister on May 17, 2000. As a former finance minister it was expected the
pro-Putin Kasyanov would earmark economic recovery as his chief responsibility. Kasyanov made
a name for himself earlier in 2000 by negotiating and winning a large reduction in the portion of
debt owed to creditors, The London Club. He was also credited with increasing the salaries of state
employees and for maintaining the federation's schedule of payments to foreign creditors.
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Much of his acumen for fiscal reform was expected to continue. "Reforms must be energetic,
consistent and balanced," the newly installed prime minister said in his acceptance speech on May
17, 2000. He added there were some tough political decisions ahead to be forged and that the will,
support and consensus of the Russian people would be required. "Even the strongest government
of professionals can't resolve national problems without the support of the whole of society,"
Kasyanov said.

Fortunately for the Putin administration, its political voyage began on a high note. Russian oil
prices had been increasing, leading to a replenished treasury. However, what is past is prologue: the
breakaway republic of Chechnya (discussed in the Appendix of this review) and the transition from
a closed-system economy to a more open one paved the road ahead.

To appreciate what Putin, Kasyanov and federation ministers faced, what follows is an exploration
of the political conditions, which has set the stage for today's reform in Russia. This exploration
begins with the elections in the period of 1999 and 2000 and moves toward the post-Putin era at
the end of the decade, followed by the return of Putin to the forefront of the Russian political
scene from 2012 and beyond. Other domestic, regional and international issues are also considered
in the discussion following.

Duma and Presidential Election Atmosphere (1999-2000)

Although Russia faced numerous political and economic challenges, such as combating organized
crime and strengthening tax collection efforts, the Chechen war dominated as the major issue of
the December State Duma election campaign. The approval of the initial Russian attacks in
Chechnya resulted in most candidates expounding support of the war effort. There was, however,
some opposition to the ongoing attack; many candidates publicly opposed a ground war. In the
early days of the conflict, Putin, too, had stated his intention to avoid a long ground war. Other
political leaders who supported military action short of a ground war included Grigory Yavlinsky of
the liberal "Yabloko" party, former Prime Minister Primakov, and the mayor of Moscow, Yuri
Luzhkov.

Many analysts viewed the Duma elections as a foretaste of the presidential election scheduled for
June 2000. Undeclared presidential candidates used the Duma election campaigns of their various
parties or factions as a means of testing the public's appetite for their own candidacies. Although
Prime Minister Putin was not a leader of any political party, a new pro-Kremlin party, "Unity," or
MEDVED, was formed under the leadership of the Emergencies Minister, Sergey Shoygu (or
Shoigu). Other major contenders in the Duma elections included: the Communist Party of the
Russian Federation, or KPRF, under Zyuganov; Fatherland-All Russia, or OVR, led by the mayor
of Moscow, Luzhkov, and former prime minister, Primakov; the liberal "Yabloko" party, led by
Grigory Yavlinsky; and the pro-Kremlin, Union of Right Forces, or SPS, under the leadership of
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former prime minister Kiriyenko and other reformers. The Liberal Democratic Party of Russia, or
LDPR, which espouses strongly nationalistic and xenophobic policies, was barred from registering
the party's list of candidates by the Central Election Commission because several of the LDPR
candidates were undergoing criminal prosecution. The leader of t he LDPR, Zhirinovsky, formed a
new association, "Zhirinovsky's Bloc," or BZ, to replace the banned LDPR and removed the
offending candidates from the party list.

The media played a very central role in the campaigning, with various candidates closely allied with
various media companies. The centrist party of Fatherland-All Russia viewed as being attacked by
Kremlin-controlled state media, but Fatherland-All Russia responded to the attacks with media in
Moscow influenced by Luzhkov. The campaigns were also characterized by the candidacy of a
number of the oligarchs and criminal figures that allegedly ran for seats in the Duma to win
immunity from prosecution. Media mogul Boris Berezovsk, who had been seen as a pivotal
political actor behind Yeltsin's administration while also routinely facing investigationd, ran for and
won a seat in the Duma.

Eleven parties or party alliances, plus a large group of non-partisans, won seats in the Dec. 19,
1999, Duma elections. The "Kommunisticheskaya Partiya Rossiiyskoyi Federatsiyi" (Communist
Party of the Russian Federation or KPRF) won the highest percentage of popular votes with 24.3
percent and won the greatest number of seats at 113. The pro-Kremlin "Mezhregional'noye
Dvizhenie Yedinstvo" party (Inter-Regional Movement Unity, "Unity" or MEDVED) came in
second with 23.3 percent of the votes, winning 72 out of the 450 Duma seats. The centrist
"Otechestvo Vsya Rossiya" (Fatherland-All Russia or OVR) won 13.3 percent of the votes and 66
seats. The other major parties to pass the five-percent threshold included: "Soyuz Pravykh Sil"
(Union of Right Forces or SPS) winning 8.5 percent and 29 seats; the former Liberal Democratic
Party of Russia, now "Blok Zhirinovskogo" (Zhirinovsky's Bloc or BZ), winning six percent and
17 seats; and "Yabloko" winning 5.9 percent and 21 seats.

Other parties which failed to pass the five percent threshold but still won seats in the single -seat
constituencies include: "Nash dom Rossiya" (Our Home is Russia or NDR) with seven seats;
"Obsherossiyskoye Politcheskoye Dvizhenie v Podderzhku Armiyi" (All-Russian Political
Movement in Support of the Army or DPA) with two seats; "Partiya Pensionerov" (Pensioners'
Party or PP) with one seat; the "Kongress Russkikh Obshchin 1 Dvizhenie Y. Boldyreva"
(Congress of Russian Communities and Yuri Boldyrev's Movement or KRO-DYB) with one seat;
and "Russkaya Sotsialisticheskaya Partiya" (Russian Socialist Party or RSP) with one seat.
Additionally, non-partisans won 106 seats. In another important election at the time, Yuri Luzhkov
won reelection as Moscow's mayor by a large percentage.

On Dec. 31, 1999, Yeltsin unexpectedly announced his resignation as president of Russia and
named the prime minister, Vladimir Putin, acting president. While apologizing for many of his
failed policies, Yeltsin also endorsed Putin as his successor. Abiding by the constitutional
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requirement that presidential elections be held within three months of a president's resignation,
Yeltsin also announced that the presidential elections previously scheduled for June would be held
on March 26, 2000, a date later approved by the upper house of the parliament. In addition to
providing opponents less time to organize presidential campaigns, Yeltsin's resignation allowed
Putin to take advantage of incumbency and the popularity that resulted from the Chechen war.

Upon taking over as president, Putin attempted to change some of the impressions of cronyism
created by the Yeltsin administration by dismissing Tatiana Dyachenko, Yeltsin's daughter and key
adviser. Putin also dismissed the manager of Kremlin properties, Pavel Borodin. Issues concerning
the Kremlin's vast holdings had given rise to most of the impressions of corruption in the Yeltsin
administration, and Borodin, as the person in charge, had been under investigation for receiving
bribes. However, Putin also granted immunity to Yeltsin against prosecution for alleged crimes that
occurred during his years in power.

On Jan. 18, 2000, the Duma re-elected a Communist deputy, Gennady Seleznyov, as speaker of
the lower house. Seleznyov's re-election was made possible by cooperation between the
Communists, the largest faction in the Duma, and the Unity party, the pro-Kremlin party formed in
September prior to the Duma elections. More than 100 deputies began boycotting Duma sessions
in protest against the alliance made between the Communists and Unity. Among those boycotting
were the centrist Fatherland-All Russia, led by Primakov, who also ran for speaker of the Duma,
the liberal Union of Right Forces, and the liberal "Yabloko." In addition to Seleznyov's reelection,
many deputies were upset by Zhirinovsky's elevation to deputy speaker of the Duma. On Jan. 27,
2000, the deputies ended their boycott. Nevertheless, an odd situation had arisen in which political
parties whose political programs complement the goals of the Kremlin were compelled to enter into
opposition to Putin and a government appointed by Putin.

While the politics of the Duma elections, Yeltsin's surprise resignation, and its aftermath were being
played out, the military action in Chechnya had entered a new phase. Russian forces were no
longer engaged in just bombardment of Chechen positions, but were also actively engaging
Chechen separatists with ground troops in an attempt to capture Chechen strongholds. While
Russian forces were successful in capturing key towns in Chechnya as well as parts of the capital,
Grozny, fighting in the capital continued.

The change in tactics from only artillery shelling and air attacks to bombardment in tandem with
ground assaults increased Russian casualty numbers. Although the exact numbers were under
much dispute, it was evident that Russian forces were suffering substantial casualties as the
intensity of the fighting increased.

On March 26, 2000, Russia held its second post-Soviet presidential elections; acting President
Vladimir Putin won the election with 52.6 percent of the votes. His opponents received the
following: Gennady Andreyevich Zyuganov (KPRF) 29.3 percent, Grigoriy Alekseyevich
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Yavlinsky (Yabloko) 5.8 percent, Amman M. Tulane 3 percent, Vladimir Vol'fovich Zhirinovsky
(LDPR) 2.7 percent, Konstantin A. Titov 1.5 percent, Ella A. Pamfilova 1 percent, Stanislav S.
Govorukin 0.5 percent, Yuri I. Skuratov 0.4 percent, Alexei I. Podberyozkin 0.1 percent and Umar
A. Dzhabrailov 0.1 percent. Although the election was supervised by a group of international
mediators, which judged the election fair, it should be noted there was widespread speculation of
the media's bias toward Putin.

President Putin's determination to resolve the problem in Chechnya became the focal point of his
presidential campaign. Prior to the election, Russian forces captured two of the main Chechen
guerrilla commanders Salman Raduyev and Salautdin Timirbulatove. In addition, Putin visited
Russian troops stationed in Chechnya to boost morale. Polls suggested that voters looked favorably
on these actions.

Domestic Political Landscape

Since taking office, President Putin's government faced several pressing issues on the domestic
landscape, including a weak economy, decentralized power and waning international recognition. In
terms of the economy, one third of the population lives in poverty while the country's wealth is
concentrated in a small percentage. President Putin announced his intention to modernize the
economy with the hope of rescuing Russia's economy from several years of depression. President
Putin suggested that his government would espouse market reform. According to Putin, state
intervention would increase, inevitably forcing Russia's 89 regions to become less autonomous.
Finally Putin announced plans to bolster Russia's military capacity with an emphasis on nuclear
weapons. This decision to increase Russia's nuclear arsenal could significantly hurt Russia's foreign
relations with certain countries such as the United States and Great Britain.

Russia has suffered from very high criminal activity ranging from petty street crime to white collar
and bureaucratic corruption. Although early in his presidency, President Putin announced his
intention to fight corruption at all levels, little improvement has been made. In mid-2001,
Transparency International ranked Russia as a corrupt country giving it a score of 2.3, with 10
being highly "clean" and one being highly corrupt. Organized crime has influenced politics in
Russia; often, political parties are funded with mafia money. Corruption and organized crime have
also affected foreign investment in the country. In 2001, over 7,000 murderers escaped
punishment and remain free; and 30,000 people have disappeared. In a February 2002 speech
directed at law enforcement officials, Putin harshly criticized the current state of law enforcement
and demanded that changes be made to ensure the safety of the Russian citizens in business and
daily life.

Critics have suggested that Putin's ability to push through land reform has been a vital indicator of
his ability to enact and secure economic reform and his commitment to attracting foreign and
domestic investment. Although since 1993 it has been legal for Russian citizens to own land, there
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had been no legal means for land to be bought or sold. In October 2001, the Russian Land Code,
the legal framework for selling and buying urban land and land for industrial use, was approved by
President Putin and became law. This law is a milestone in Russian political and economic life as it
makes provisions for foreign ownership, taxation, the methods of placing value on land, the legal
rights of landowners and enacts measures to protect the environment on industrialized lands.

Although the framework for urban and industrialized land has been in place for several months
now, agricultural land reform has been slower in developing, as it is considered a very controversial
subject. Putin's biggest critics of this reform have been the communists and agrarians who are
firmly against the selling of farmlands to foreigners. Other worries that surround private ownership
include the concern that agricultural lands will be used for speculation and how much land can be
sold to an individual. Putin is insisting that agricultural reform be pushed forward and that
individual regions put forth their recommendations on the restrictions and procedures on private
land acquisition. Legislation on a new agricultural land code was expected to be completed in the
next few years.

The accidental sinking of the Russian submarine Kursk in August 2000 and the death of more than
100 crewmembers rattled the Putin administration. The families of the victims, who apparently
suffocated in the submerged vessel, declared Putin and other Russian officials cold and
unconcerned. Ultimately a military commission determined the accidental cause of the disaster and
the vessel was raised and returned to his home base of Murmansk. The Kremlin demoted three top
navy commanders and sacked another eight admirals on Dec. 1, 2001, in a expulsion that some
observers said was punishment for the Kursk nuclear submarine catastrophe in which 118 crew
died a year and a half earlier. Senior military officials denied a direct link with the Kursk disaster,
saying the sanctions related to "serious failures in the organization of the military training activities
of the fleet." The disaster, the worst in modern Russian naval history, saw Putin publicly berated
for failing to end his holiday and take personal charge of the crisis.

Russia, a country of about 145 million people, had in December 2001 about 163,000 patients
infected with HIV/AIDS, a fraction of the four million cases registered, for example, in South
Africa, according to government health officials.

However, experts say these statistics hide a catastrophic epidemic, with real figures up to five times
those on government files. A bigger problem is the number of young people affected by the
disease. More than 80 percent of recorded cases affect people under 30 years old. Initially, HIV
spread heavily through Russia's gay community, though drug addicts contracting the disease from
infected needles soon came to represent the vast majority of cases. HIV/AIDS is now spreading
rapidly among heterosexuals, doctors have noted. Many heterosexuals remain off the record books,
their contamination with the virus registered only as "reason unknown."

The issue of media freedom in Russia has also been a key concern for the country. The June 2003
closure of the last of Russia's three independent television stations has resulted in charges of
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political influence. TVS, like TV6 and NTV before, had been critical of the Russian government
and Russian leaders. Its sudden closure was described as being reminiscent of "Soviet-style"
machinations when critical and contestatory voices were silenced. Other news agencies across the
expanse of Russian media expressed dismay at the closure of TVS. They warned against state
monopolization of media channels. Some observed that Russia's national television had been
reduced to state-run channels and entertainment channels. Certainly, in the case of TVS, the plan is
to have it replaced with a sports channel.

Meanwhile, the Russian press ministry explained that the closure of the station had been due to
financial, personnel and management problems. Indeed, before being shut down completely, TVS
had earlier been dropped from Moscow's main cable company's offering. Nevertheless, TVS
insisted that aside from the obvious financial, personnel and management problems, there was also
a political element that led to the station's closure. Representatives from TVS charged that instead
of allowing the operational challenges to bring an end to the station, it had been pulled off the air
instead. Questions about media freedom have thusly been a concern in recent years.

Elections in 2003 and 2004

In December 2003, approximately 23 party lists participated in the fourth elections since the
collapse of the former Soviet Union. Half of the 450 seats in the Duma were at play, while the
other 225 seats were contested by individual candidates. The results of the election determined the
composition of the Duma for the next four years.

Early results showed that the United Russia Party, which has backed President Putin and the
Kremlin, appeared headed for victory with over 36 percent of the votes cast. The nationalist party
of Vladimir Zhirinovsky, ironically named the Liberal Democrats, appeared to have secured 12
percent of the votes -- just slightly less than the Communists, who garnered 12.8 percent of the
votes cast. Other sources, however, suggested that the Communists may have acquired as much as
15 percent. The Homeland bloc obtained close to 9 percent. According to some sources, the two
liberal, free market parties each carried less than the 5 percent required to control party list seats in
parliament. Other election sources, however, showed a range of results for the Union of Right
Forces -- from 4 percent to 9 percent of votes, and Yabloko -- from 5 percent to 7 percent of
votes.

Turnout for the election was over 30 percent and therefore exceeded the 25 percent threshold
required to validate the election poll.

The overwhelming success of the United Russia Party resulted in criticism by observers and
opposition. They charged that the election campaign had been dominated by media bias in favor of
the leading party.
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On Feb. 24, 2004, Russian President Putin announced the dismissal of the government led by
Prime Minister Mikhail Kasayanov. Having sacked his entire cabinet, Russian President Putin
named European Union envoy and former tax police chief, Mikhail Fradkov, as his new prime
minister. Reports suggested that Putin decided to remove Kasyanov because of his close
relationship with Russia's oligarchs and his ties to the administration of Boris Yeltsin. The move
came in anticipation of the March 14 elections, which Putin was expected to win by a landslide
victory.

In those presidential elections, President Vladimir Putin won more than 70 percent of the votes
cast. Putin's closest opponent, Communist candidate Nikolai Kharitonov, achieved a distant second
with 13.7 percent of the vote. None of the other four candidates acquired more than 5 percent of
the votes cast. Many of Putin's rivals expressed frustration about the fact they were denied access
to the state media. Meanwhile, European election observers said that Russia's presidential election
failed to meet democratic standards. Observers from the Organization for Security and Co-
operation in Europe (OSCE) and the Council of Europe took part in the election observation
mission.

In the aftermath of the election, President Putin said he would proceed with economic reforms and
promised to protect democracy. He also dismissed criticism from the United States government,
and particularly that of Secretary of State Colin Powell, about the lack of media access afforded to
his rivals. In this regard, Putin noted that Powell's remarks were made because of the domestic
political agenda in the United States, which included an election later in the year. Putin also
referenced the controversial decisions and flawed ballots in the United States election process in
2000, which led to George Bush becoming president over Al Gore, saying, "In many so-called
developed democracies there are also many problems with their own democratic and voting
procedures."

International Landscape: The Issue of Iraq

In early 2003, international politics took center stage as the world grappled with disarming Iraq.
France and Germany put forth a plan aimed at averting a war with Iraq. The plan included a
provision tripling the number of United Nations weapons inspectors on the ground in Iraq, the
deployment of United Nations peacekeepers, and the establishment of a country-wide "no fly"
zone. Russia, which, in addition to France has veto power within the United Nations Security
Council, stated it would likely support the Franco-German plan.

As these issues were being discussed, the United Kingdom was in the process of drafting a new
resolution authorizing the use of force against Iraq. Such a resolution was at odds with the joint
declaration developed by France, Russia and Germany, which demanded the reinforcement of
weapons inspections, aided by human and technical capacity, within the wider context of peaceful
Iraqi disarmament. Specifically, the declaration asserted that while Iraq must be disarmed and
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neutralized, war should be used only as a final measure. Russia consistently stated that it was in
favor of the peaceful disarmament of Iragq.

Diplomatic negotiations surrounding the Iraq crisis collapsed in March 2003. Efforts to modify
elements of the draft of a second United Nations Security Council Resolution failed, despite efforts
by the United Kingdom to create an agreement that would satisfy the misgivings of most of the
Security Council members. France and Russia decried the provisions for an automatic trigger
resulting in war if Iraq failed to accomplish various benchmarks in disarmament. Both France and
Russia earlier warned that they would veto any resolution containing such language.

Following a meeting in the Azores between the leaders of the United Kingdom, the United States
and Spain (the sponsors of the existing United Nations Resolution 1441), Blair announced there
would be a final round of informal discussions to try to resolve the impasse between the three allies
and the rest of the Security Council. A deadline of March 17, 2003, was given to the rest of the
Security Council to decide on a possible course of action, before military force against Iraq would
be exerted. France's Ambassador to the United Nations, Jean Marc de la Sabliere, responded that
in one-on-one discussions with council members, it was clearly apparent that most did not endorse
a use of force against Iraq at this time.

With no progress made in regard to a second resolution, or in building consensus among the
Security Council by the March 17 deadline, the United States, the United Kingdom and Spain
reversed their original commitment to seek a vote on its passage in the Security Council and,
instead, withdrew the draft resolution. In a media conference a week prior, United States President
George W. Bush had promised a vote in the Security Council, whether or not the resolution
passed, stating that council members would have to "show their cards." Now, in an effort to pursue
military action without overt illegality, which the defeat of a second resolution would surely signify,
the allies took cover under the original United Nations Security Council Resolution 1441, which
augured "serious consequences" for Iraqi non-compliance. Experts on international jurisprudence,
however, are not at all agreed on this reasoning.

Several hours after the withdrawal of the draft resolution, United Nations Secretary General Kofi
Annan announced the withdrawal of United Nations personnel, including weapons inspectors, from
Baghdad in preparation for an imminent war against Iraq. Russia condemned military action against
Iraq and noted that it would only jeopardize international security. The Russian Foreign Minister
called for the convening of the Security Council. Apart from the humanitarian and ecological
disasters looming on the horizon for Iraq, the Russian Foreign Ministry also vocalized its belief that
the current war violates the United Nations Charter. Russian officials have also been clear that they
do not believe in the exportation of democracy -- "by way of tomahawks" -- to sovereign nation
states. Nevertheless, United States and United Kingdom forces launched its war against Iraq in
mid-March 2003.

A week into the war, the United States declared that Russian firms provided anti-combat
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equipment to Iraq. Russia emphatically denied any such involvement. The United States White
House said that such provisions would be in violation of United Nations sanctions and United
States President George Bush telephoned Russian President Vladimir Putin to register his
displeasure over the matter. Russian Foreign Minister Igor Ivanov responded to the charges by
telling reporters, "Russia rigorously observes all its international obligations and has not supplied
Iraq with any equipment, including military, in breach of the sanctions regime."

This development was only one more in a list of issues contributing to deteriorating bilateral
relations between Russia and the United States. Another key issue was the matter of United states
spy flights. In 2003, up to three U2 strategic reconnaissance flights by the United States reportedly
occurred along the Russian border with Georgia. Russia has angrily described the spy flights as a
quasi-return to the Cold War period.

In the aftermath of the war in Iraq, Russia continued to urge greater United Nations participation
and expressed the view that legitimacy in Iraq could only be realized with the crucial involvement
of the international body.

International Landscape: Kvoto Protocol

In the fall of 2004, amidst arguments of impending harm to the Russian economy, President
Putin’s cabinet endorsed the Kyoto Protocol, which seeks to limit greenhouse gas emissions across
the globe. The measure was sent to the Duma to be ratified. Russia's endorsement effectively
breathes new life into the international protocol, which had suffered a severe blow after the United
States' decision (under President Bush) to withdraw from participation.

International Landscape: Nuclear Politics

In early 2005, the nuclear issue also took center stage as Iran and Russia signed an agreement by
which Moscow would supply fuel for Iran's new nuclear reactor in Bushehr. Under the terms of
the agreement, Iran must return spent nuclear fuel rods from the reactor, which had been designed
and built by Russia. This condition was implemented in response to growing anxiety by the United
States, Israel and others about Iran's nuclear ambitions.

Against the backdrop of this development was a meeting in Slovakia between Russian President
Vladimir Putin and United States President George W. Bush in which both leaders agreed that Iran
should not develop nuclear weapons. Russia, however, refused to acquiesce to United States's
pressure to completely halt cooperation with Iran on nuclear power.

From around 2002 through the next several years, Russia worked with several other
countries within a multilateral framework to deal with the threat of nuclear proliferation by North
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Korea. Those talks stalled soon thereafter.

In mid-2006, North Korea test-fired a number of short-range missiles and one Taepodong-2 long-
range missile into the Sea of Japan. The situation sparked international condemnation and threats
of punitive measures by some countries, including sanctions. Others, including Russia, called for a
return to multilateral talks on North Korea.

For its part, North Korea said that further missile tests would be launched. North Korea also
warned that it would react strongly to punitive pressures from the international community, and it
threatened to carry out an "annihilating" nuclear strike if its atomic facilities were pre-emptively hit
by the United States.

The missile tests, in conjunction with dire promises of further tests and a nuclear strike, have
intensified the widely-held view that North Korea is a threat to global security. Moreover, these
moves by North Korea effectively served to further isolate the country and confirm its pariah
status within the international community.

The matter resulted in the passage of a resolution by the United Nations Security Council
members, including Russia, mandating inspections on cargo going to and from North Korea to
search for weapons, a ban on the sale or transfer of materials related to North Korea's
unconventional weapons program, and a freeze on the transfer of funds connected with North
Korea's nuclear and ballistic missile programs. Absent from Resolution 1718 was the Chapter
Seven [of the United Nations charter] provision, which would enforce the sanctions via military
force.

December 2006 marked the resumption of multilateral talks regarding North Korea's controversial
nuclear program. North Korea, South Korea, China, Japan, Russia and the United States indicated
their interest in returning to the negotiating table after a year-long hiatus. While the news of the
recommencement of six-party talks was welcomed, there was also a pervasive sense of caution.
Experts conveyed limited optimism about the prospects of forging a resolution amenable to all
parties.

By February 2007, the multilateral discussions were ongoing. Progress was quickly made
during the six-party talks in Beijing when North Korea agreed to move closer toward the position
of disarmament. Of particular interest was an agreement reportedly requiring Pyongyang to shut
down its nuclear facilities at Yongbyon over the course of the ensuing months, in lieu of aid, such
as fuel oil provided by the United States and South Korea. The draft agreement, which had been
drafted by China, also called for the return of international inspectors to North Korea.
On February 13, 2007, it was announced that concurrence on the matter had been reached. Yet to
be seen was whether or not the agreement would be ratified by all six parties, and also whether or
not North Korea would fully comply with the provisions of the deal.
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Devolving Relations with the United States

Meanwhile, relations with the United States took center stage in 2005 when United States
Secretary of State Condoleezza Rice visited Russia. During her visit, Rice took time to criticize
President Vladimir Putin's political weight by suggesting that he had too much personal power. In
this regard, Rice expressed concern over the lack of an independent media in Russia, and she also
repudiated the accumulation of political power that Putin had gathered since taking office.

A year later in May 2006, on the heels of sharp criticism by United States Vice President Dick
Cheney of Russia's human rights record, the Kommersant business newspaper said that the matter
augured the start of a new Cold War. Russian Foreign Minister Sergei Lavrov offered no comment
on the content of Cheney's position, however, he criticized the forum in Lithuania where Cheney
spoke. He noted that such meetings were convened for the purpose of uniting a cadre of interest
groups against someone. Meanwhile, former Soviet President Mikhail Gorbachev said that
Cheney's speech appeared to be "a provocation and interference in Russia's internal affairs in terms
of its content, form and place."

The matter preceded a scheduled meeting between Russian President Vladimir Putin and United
States President George W. Bush at a key industrial summit to be convened in St. Petersburg. At
that meeting in July 2006, during a joint press address by Putin and Bush, the American president
called on Russia to democratize, and said that he hoped that the country would enjoy the kind of
freedom now being enjoyed by Iraq. Putin responded to this statement by asserting that the
example of Iraq -- now embroiled in what some were calling a civil war -- was not one he thought
Russia should emulate.

Relations with the United States would further be strained as a result of foreign investment issues
(discussed below under the title "The Yukos Story") and a controversial missile plan for eastern
Europe (discussed below under the title "Recent Developments").

The Yukos Story

Perhaps most important to the Bush administration in the United States, however, was the matter
of foreign investors' rights. Openness to foreign investment, for the Bush administration, has been
viewed as a sign of market capitalism, which it has linked with notions of freedom. By contrast,
the Bush administration has looked unfavorably on government power in the realm of business. In
this regard, the Bush administration would apparently be watching closely the fraud and tax
evasion trial of the founder of the Yukos oil company, Mikhail Khodorkovsky. Some, perhaps even
including those within the Bush administration, had been of the mind that the case against
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Khodorkovsky was manufactured purely to punish him for his political ambitions. Naturally, those
in the Kremlin viewed the situation quite differently. Nevertheless, the verdict, due in April 2005,
was to be watched closely by Washington.

In early May 2005, no verdict had been given in the Yukos case against Mikhail Khodorkovsky.
Then, on May 16, 2005, a Russian judge adjourned court midway through the verdict in the trial
of the Yukos former chief, Mikhail Khodorkovsky, following a reiteration of the indictments. The
verdict stage of the trial was to resume the next day. Khodorkovsky's lawyers said they expected a
guilty verdict since they viewed all the charges as being political. They also criticized the Russian
judicial process. Several of Khodorkovsky's supporters were seen on the streets around the court.
Although the anti-Khodorkovsky contingent was less visible, public opinion of Russia, according to
recent surveys, showed little sympathy for the Russian tycoon. The surveys contained little good
news for either private corporations or the government; indeed, they also showed the public losing
trust in both arenas. By May 31, 2005, Khodorkovsky was found guilty and sentenced to nine
years in jail for fraud and tax evasion.

The Yukos issue came to the fore again in mid-2006 and again evoked questions about Russia's
economic and political position. Was Russia's treatment of Yukos a sign of some kind of backward
slide toward government authoritarianism? This was a question that captured the attention of
many in the West, and particularly, the United States.

In July 2006, Yukos commenced court action against the Russian state energy firm Rosneft. The
court action was oriented toward stopping Rosneft's flotation on the London Stock Exchange
(LSE), which was expected to be Russia's biggest initial public offering (IPO) and one of the
largest in the world. Yukos petitioned the court to impose a temporary injunction on the sale of
shares, while a full investigation of the flotation was carried out. Yukos argued that Rosneft's key
oil producing subsidiary, Yuganskneftgaz, had been taken from Yukos by the Russian government.
In fact, Rosneft purchased Yuganskneftgaz in 2004, after it was seized from Yukos and was being
auctioned for the purpose of paying unpaid taxes. The Economist (in the July 12-21, 2006
edition), contended that the auction was rigged. Regardless, Rosneft responded to Yukos' court
action by saying that its float would not be impeded; it also announced that its main share buyers
would include BP of the United Kingdom, Petronas of Malaysia, and CNPN of China.
Meanwhile, Rosneft was already trading on the Moscow market. For its part, the London Stock
Exchange said that it intended to list Rosneft unless it was blocked by the courts.

Also in July 2006, creditors of Yukos voted convincingly in favor of the liquidation of company
assets. The issue would now go before a bankruptcy court in August 2006 for consideration,
where it was expected that the court would appoint a supervisor to sell Yukos' assets. The
creditors also soundly rejected a company plan aimed at rescuing the company from its likely
financial demise. Among the creditors have been Russian tax agencies and the state-owned oil
company, Rosneft, which was discussed above and which was likely to benefit handily from the
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sale of Yukos' refineries.
On Aug. 1, 2006, the Russian firm Yukos was declared bankrupt by a court in Moscow. The court

decision effectively ends the company's bid to survive. The next step was expected to be
liquidation and allocation of the firm's remaining assets.

Domestic Political Tensions

In late December 2005, Economic Advisor Andrei Illarionov offered his resignation to Russian
President Vladimir Putin. His withdrawal from service as a political aid to the Russian leader was
intended to protest what he perceived as the retrenchment of political freedom. Illarionov charged
that Russia was now being run by state corporations and as a result, the country was no longer
politically free. Illarionov said to journalists, "It is one thing to work in a country that is partly free.
It is another thing when the political system has changed, and the country has stopped being free
and democratic." He also noted that the economic model of the Russian state had changed. He
went on to suggest that the expression of his viewpoint had also been curtailed. As such, he
asserted that remaining in his post would have been impossible.

Illarionov had been a strenuous critic of Putin and the Russian government for some time. Indeed,
a year earlier, he referred to the Russian government's actions against Yukos as being
inappropriate. Still, the timing of Illarionov's latest remarks was unfortunate for the government
since they were uttered just as Russia was about to assume the presidency of the G-8 group of
industrialized countries. Nevertheless, Viktor Chernomyrdin, the ambassador to Ukraine and a
former Russian prime minister, eschewed Illarionov's criticisms of the Russian government. In an
interview with Interfax News Agency, he characterized Illarionov as malicious and "overly
negative." He went on to state that it had been a mistake to keep Illarionov at the Kremlin for as
long as he had been in that post. Indeed, several observers have suggested that Illarionov had little
remaining influence on the Kremlin for some time. In fact, many of his duties at the Kremlin had
become increasingly limited and his role as Russia's representative to the G-8 had ended. Still, he
was never entirely pushed out since his presence appeased Western concerns about increasing
state control over economic policy.

Energy Politics

In other developments, Russia was embroiled in a dispute with Ukraine over a gas deal in 2006.

The Ukrainian Energy Minister Ivan Plachkov traveled to Moscow to try to resolve the dispute
ahead of the expiration of the negotiating deadline. The issue has revolved around the price of
gas. The Russian gas entity, Gazprom, raised the price of 1,000 cubic meters of gas from $50 to
$230 -- a rate that would involve the quadrupling of gas prices for Ukraine. Ukraine refused to
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pay while Gazprom threatened to cut off Ukraine's supplies completely if a new agreement was not
forged by the start of 2006. Indeed, Russia said that no new proposals would be advanced and
that Ukraine should pay market rates. For its part, Ukraine has said that while it would agree to
payment of market rates, such increases should be introduced in a phased cycle over a period of
several years.

With no progress made in forging an agreement, Gazprom effectively cut off energy supplies to
Ukraine. Because Gazprom supplies a full 20 percent of all the gas consumed by the European
Union, the cut-off of Ukraine's gas provisions led to a shortage of gas supplies elsewhere across
Europe in the first days of 2006. Countries directly affected by the situation were themselves
pumping less gas to their own customers down the line.

Even as Ukraine lost 100 percent of its Russian gas supplies, Moldova was also cut off after
refusing to go along with the price increase proposed by Gazprom. In Hungary, gas supplies from
Russia were down by 40 percent, although supplies were later restored. In Poland, gas supplies
from Russia decreased by around 14 percent, leading the country to consider gas supplies from a
different pipeline. In Austria, Slovakia and Romania, gas supplies from Russia decreased by around
33 percent, however, Austrian sources said that the gas flow had since been normalized. In France,
which is highly dependent on Russian gas, supplies encountered a 25 percent to 30 percent fall. In
Germany, where 30 percent of all gas provisions come from Russia, there was also a reported
decrease. German authorities called on Moscow to "act responsibly" in the face of the energy
challenges facing the region.

In response, Gazprom announced it would carry out checks on gas volumes and that it would
utilize "all possible measures" to ensure that Western consumers continued to receive gas as per
contractual agreements. The Russian government said that it would pump more gas to Europe -- a
move intended to compensate for gas "stolen" by Ukraine.

On Jan. 1, 2006, Alexander Medvedev, the deputy head of Gazprom, alleged that Ukraine had
stolen 100 million cubic meters of gas. Ukraine denied the accusation that it had siphoned off $25
million worth of gas from the pipeline crossing its territory after Russia cut off its gas supply. Still,
Ukraine's Fuel and Energy Minister, [van Plachkov, asserted that Ukraine had the right to a portion
of the gas transported by the pipeline that exports Russian gas across its territory. Indeed, that
pipeline carries 90 percent of Gazprom's exports across Europe.

Ukrainian President Viktor Yushchenko said he was willing to enter a process of international
arbitration to resolve the dispute. In this regard, European Union Energy Commissioner Andris
Piebalgs said in a media interview that he had called on Russia and Ukraine to return to the
negotiating table. He also described the complexity of the situation, carefully noting that no one
was to blame. On Jan. 3, 2006, ahead of a meeting of energy officials from the European Union,
Russia notified the European Commission of its opinion of the gas dispute with Ukraine.
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At the geopolitical level, the Ukrainian government in Kiev suggested that it was being punished by
the Russian government in Moscow for trying to develop stronger ties with the West. Relations
between Russia and Ukraine have been strained ever since President Yushchenko came to power.

As a pro-Western politician, Yushchenko has appeared to steer the country out of Russia's sphere
of influence.

Russia and Ukraine were eventually able to forge an agreement that satisfied both parties and
ensured that gas supplies were not hampered.

In December 2006, tensions rose between Azerbaijan and Russia over energy supplies. At issue
was the proposed price increase for gas supplies to Azerbaijan by Russia's Gazprom.

In reaction to Gazprom's decision to more than double the price of its supplies, President Aliyev of
Azerbaijan threatened to reduce his country's oil exports to Russia. To this end, Aliyev said, "I
have decided to find a way out of the situation with minimum losses for Azerbaijan, and at the
same time with dignity. I cannot allow Azerbaijan to be turned into a country subject to elements
of commercial blackmail."

For its part, Russia's Gazprom explained that the new price of gas was the result of an end to the
subsidies that had once benefitted former Soviet republics. As well, Russia's Gazprom maintained
that the price of gas was now dictated by the global marketplace and was bereft of political
machinations.

Earlier, Georgia had also reacted angrily to the price increase. Indeed, Georgia accused Russia of
raising gas prices as a punite measure against its pro-Western policies. However, because it was
unable to secure an alternative supply of gas, and with Gazprom threatening to cut off supplies
without agreement on the updated price of gas, Georgia eventually acquiesced to the new
arrangement.

Late 2006 and early 2007 saw a similar imbroglio involving Russia and Belarus. In late 2006, an
agreement was forged in which Belarus was largely compelled to accept Russian gas supplies at
double the previous price. Belarus subsequently retaliated by imposing a new tax on Russian oil
shipments that traversed the country, while Russia reacted by refusing to pay the new taxes.

The situation became increasingly heated in the second week of January 2007 when the Russian
state-owned pipeline firm Transneft closed the Druzhba or "Friendship" pipe. Russia also accused
Belarus of siphoning off oil supplies as an illicit means of payment for unpaid taxes and
duties. Representatives of the two countries held talks and the situation was eventually resolved.
The flow of Russian oil resumed, along with assurances being advanced that such stoppages would
not occur again.
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The situation was reminiscent of Russia's earlier argument with Ukraine (discussed above) and
various other countries in Eastern Europe, which was also spurred by the increased price of gas
supplies. As before, Russia said that the price increase was in keeping with market rates, while
other countries complained that the new pricing structure was untenable.

Regional Concerns

Russia has had to deal with its post-Soviet relationship with former republics. For example, in the
case of Estonia, tensions have dominated the relationship. First, nearly 30 percent of Estonia's
total population is ethnic Russian. Estonia's citizenship laws - which require knowledge of Estonia -
have angered Russia, as it views these laws as discriminatory against ethnic Russians in Estonia.
Second, Estonia has been investigating and prosecuting former Soviet officials for alleged crimes
against humanity during World War II and the Soviet occupation thereafter. Russia resents what it
sees as a fervent pursuit of former Soviet officials in the face of a less than equally fervent pursuit
of Estonians who collaborated with the Nazis during World War II. Estonia's tendency to give
convicted war criminals suspended sentences (as opposed to actual prison sentences) has
somewhat ameliorated the situation.

In 2000, relations between Estonia and Russia took center stage as the two countries expelled
diplomats from within their own borders over a spying imbroglio.

In March 2005, there was something of a diplomatic flap when President Ruutel decided to decline
an invitation to attend the celebrations in Moscow scheduled for May to mark the anniversary of
the end of World War II. Nevertheless, in May 2005, the two countries signed a treaty delimiting
their shared border. The treaty was ratified a month later by parliament, however, an amendment
was introduced in the language of the legislation that referenced Soviet occupation. The Russian
government in Moscow said it would not accept such language and withdrew from the agreement
in June 2005.

In February 2007, the Estonian parliament passes legislation banning the display of monuments
valorizing the period of Soviet rule. The law effectively set in motion a series of actions, that
would ultimately result in political unrest within Estonia and served to strain bilateral relations.

Meanwhile, Chechnya has been the most pressing regional concern for Russia in recent years. In
recent years, Chechnya continued to be a major consideration and the core of Putin's fight against
terrorism. The death of the central figure within the Chechen resistance in July 2006, however,
functioned as a literal coup for Putin's government. (See the Appendix of this review for more
about the situation in Chechnya.)

Chechnya aside, President Putin still faces other geopolitical problems. There are an estimated
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3,400 rebels scattered throughout Chechnya and the area around Georgia and the Pankisi Gorge
has become a strategic area for the rebels. Tensions between the two countries increased in tandem
with Russia's accusation that Georgia has allowed Chechen rebels to move freely and enact
terrorist attacks in the area. Russia also claims that after carrying out attacks, the rebels usually flee
across the border into Georgia, including the Pankisi Gorge, where they enjoy a safe haven. For its
part, Georgia accuses Russia of violating its airspace as it attempts to deal with the rebel threat.
Although joint patrols have been established to deal with this transborder issue, at the time of
writing, there was no clear resolution. It remains unclear how Putin intends to handle the situation
in the long-term, but international observers have expressed increased concern.

Relations with Georgia have also been deleteriously affected by the existence of two Soviet-era
bases in that country (set to be closed in 2008), tensions over Russian ties to separatist movements
in South Ossetia and Abkhazia, and the new Georgian government's pro-Western stances that
would orient the country away from Russian influence. These issues came to the fore in
September 2006 following a diplomatic imbroglio between Russia and Georgia over spying.

At issue was the arrest of five Russian officers in Georgia on the basis of allegations of spying.
The Russian government in Moscow demanded their release, however, the Georgian government
in Thilisi was itself compelling the handover of a sixth Russian officer. That officer was apparently
within Russian army headquarters, which was surrounded by police in the Georgian capital. The
Georgian Interior Ministry claimed that it had evidence showing that the Russian officers had been
" personally carrying out intelligence activities." It also linked Russia with separatist activities in
Abkhazia and South Ossetia.

In response, Russia ordered the withdrawal of diplomatic officials, including the Russian
ambassador, from Georgia using emergency aircrafts. Russia additionally urged its citizens to
refrain from travel to Georgia and stopped processing visa requests from Georgian nationals.
Russia's Foreign Minister Sergei Lavrov said that Georgia's actions were a manifestation of an anti-
Russian policy and he warned that he would refer the matter to the United Nations. The situation
was not helped by Georgian President Mikhail Saakashvili's dismissal of Russia's reaction as being
"hysteria."

By the start of October 2006, Russian President Vladimir Putin entered the fray, saying
that Georgia's arrest of the Russian army officers for spying was tantamount to "an act of state
terrorism with hostage-taking." His remarks came following a meeting with the security council of
his government and a day after his government said that it would halt its scheduled withdrawal of
troops from Georgia. The presence of Russian troops in Georgia had been a source of
consternation for Georgians and their exit in 2008 had been highly-anticipated. Georgian Foreign
Minister Gela Bezhuashvili responded to that bit of news by saying that his government expected
Russia to honor its prior commitment on troop withdrawals.
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On October 2, 2006, Georgia said that it was releasing the Russian military officers. The situation
was not automatically resolved, however, as Russia went forward with sanctions against Georgia,
including the aforementioned travel restrictions, but also including deportations of Georgians and
raids on Georgian-owned businesses. Georgia protested Russia's actions, with Foreign Minister
Bezhuashvili characterizing it as being beyond xenophobia. On October 9, 2006, Georgia said that
it would turn back any aircraft with deported Georgians from Russia.

By March 2007, ties between the two counties -- Georgia and Russia -- were not helped by the
poor medical conditions and deaths of several ethnic Georgians who were deported from Russia
during the aforementioned diplomatic imbroglio, which started with the detainment of Russian
officers on charges of spying in the fall of 2006. Georgians expressed outrage at the deaths of the
deportees, and the Georgian government in the spring of 2007 launched charges of human rights
violations against Russia at the European Court of Human Rights in Strasbourg. The Georgian
Justice Ministry said in a statement, "The lawsuit is based on hundreds of cases of flagrant abuses
of the human rights of Georgian citizens and ethnic Georgians by the Russian Federation during
their deportations." Russia responded by saying that it believed that it had the right to deport illegal
migrants, and as such, it was doubtful that the court would consider the case. A spokesperson for
the Russian Foreign Ministry, Mikhail Kamynin said, "Actions of this kind are not conducive to
the normalization of relations between Russia and Georgia."

On Aug. 22, 2007, Georgia accused Russia of violating its airspace for a second time within
weeks. The Georgian Foreign Ministry said that a Russian fighter jet had flown a few miles into its
territory, according to tracking data from the country's air defense system. The Russian
government in Moscow denied the incursion saying that its planes were not flying close to the
border with Georgia on the day in question. The incident followed a similar episode earlier in the
month when Georgia accused Russia of violating its border and dropping a missile close to the
Georgian capital of Tbilisi. Russia vociferously denied that accusation as well. Two days after the
second claim by the Caucasus country that Russia had violated its border, the Georgian Interior
Ministry announced that it had fired on what it claimed to be a Russian aircraft after it allegedly
violated Georgian airspace. Russia again denied the claim and noted that there were no reports of
missing Russian aircraft.

Editor's Note: These incidences have been indicative of a further devolution of poor relations
between the two countries. In the background, various issues have worked to sour Russian-
Georgian relations. Of grave importance has been the Georgian region of Abkhazia, which has
been held by Russian-backed separatists. Georgia views Russia's decision to back the separatists
as a virtual annexation. As well, the two countries have been involved in imbroglios involving
spying, the expulsion of ethnic Georgians from Russia as a result, as well as a dispute over the
price of Russian gas to Georgia. Another source of tension comes from Russian accusations that
Georgia is hiding Chechen militants in the Pankisi Gorge area, the home of Chechen kin people,
the Kists.
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Meanwhile, there has also been tension with Moldova over the presence of Russian troops in the
breakaway Trans-Dnestr region where there is a large number of ethnic Russians living. In March
2005, at the time of the Moldovan election, about 100 Russians were barred from entering the
country. While the Russians claimed they were election monitors, Moldovan authorities said they
were not registered as such and they were likely to disrupt the election. A month prior, several
Russians were expelled from Moldova under suspicion of spying, while Russia threatened sanctions
against Moldova. The region returned to the political landscape in March 2006 when new customs
regulations were instituted by Moldova requiring exporters in Trans-Dniester to register with the
Moldovan authorities. Officials in Trans-Dniester administration said that the new rules constituted
a blockade of sorts. Months later in July 2006, an explosion on a bus in the city of Tiraspol left
several people dead and around 20 people injured.

Violence and Intrigue

On Aug. 21, 2006, a explosion in a market in the Russian capital city of Moscow demolished a
two-storey building and left 10 people dead and over 40 people injured. Among those killed were
two children and six foreign nationals. At first, it was surmised that the explosion was caused by a
faulty gas cylinder, however, police subsequently said that a bomb had been placed in a bag and
deposited inside a cafe. Security forces said that a simple bomb device was used and they alleged
that the blast was the result of a gang feud. Gang feuding has been the stated cause behind a
number of small-scale market bombings in the past. Of course, Chechen rebels have also used
bombings at markets to further their cause. As such, there was no conclusion about who was
responsible. Nevertheless, two people were detained for questioning in regard to the incident.

In mid-September 2006, Andrei Kozlov, the first deputy chairman of the Russian Central Bank,
was shot to death by two gunmen. The motive for the apparent murder remained unknown at the
time of writing, but there was speculation that it was a contract-type assassination. Prosecutors
surmised that Kozlov may have been killed because of his leadership in the decision to revoke the
licenses of several banks believed to be guilty of money laundering. The move by the Central
Bank to revoke these licenses was likely intended to deter corruption in a country seeking to build
better transparency while curtailing corruption. The killing of Kozlov, however, suggested that
such efforts were likely to be resisted, perhaps even with deadly force.

October 2006 was marked by the murder of a prominent journalist, Anna Politkovskaya, who had
been a strong critic of the Kremlin's policies in Chechnya. See "Appendix: Chechnya" for details.

In November 2006, a former Russian spy, Alexander Litvinenko, died in a hospital in London. He
was the victim of an apparent poisoning, according to reports by British investigators. Indeed,
traces of the radioactive substance polonium-210 were found in his body. Further traces were
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subsequently found at various locations in London, which were presumed to have been frequented
by Litvinenko.

Speculation as to who was responsible for his death was ongoing. As a vocal critic of Putin and
the Kremlin, and also because of his recent work investigating the aforementioned murder of an
anti-Putin journalist, the immediate assumption was that the Russian government was responsible.

The fact that Litvinenko blamed Putin for the poisoning -- from his hospital bed -- only added to
this particular theory. But the slow, painful, and rather exotic nature of the poisoning suggested
that the incident was not the usual case of politically-motivated assassination.

For its part, the Kremlin rejected any intimations that the Russian government was involved in
Litvinenko's death and, instead, encouraged the investigation by law enforcement agencies in the
United Kingdom (U.K.). To this end, a spokesperson from President Putin's office said, "Any
death is always a tragedy. Now it's up to U.K. law enforcement agencies to investigate what
happened."

Other theories were beginning to surface about who might have orchestrated Litvinenko's death.
Among them was the notion that rogue elements of the Russian intelligence service may have been
responsible. A similar theory postulated that former KGB -- now carrying out more shady
activities -- might have been responsible. Given Litvinenko's past role as an agent investigating
corruption, there was the suggestion that he may have been the victim of a contract killing carried
out by enemies made during that period. Yet another rationale centered on the possibility that the
poisoning was carried out for the purpose of implicating the Russian government, presumably to
discredit it.

By early December 2006, several British Airways airliners were said to be contaminated with the
radioactive substance that caused Litvinenko's death. As well, an Italian contact of Litvinenko,
Mario Scaramella, was hospitalized after traces of polonium-210 was found in his body.
Scaramella had reportedly met with the former agent on the very day he [Litvinenko] was taken
ill. Consequently, the investigation into the matter was widening well beyond British shores,
according to British Home Secretary, John Reid. In fact, counter-terrorism experts were expected
to travel to Russia to advance the investigation.

In May 2007, the British authorities named a former Russian KGB officer as the likely person
behind the poisoning death Litvinenko. Sir Ken MacDonald, the director of public prosecutions in
the United Kingdom, said Andrei Lugovoi should be held responsible for the murder. During a
press conference, McDonald said, "I have today concluded that the evidence sent to us by the
police is sufficient to charge Andrei Lugovoi with the murder of Mr. Litvinenko by deliberate
poisoning."

In response, Lugovoi denied being involved in the death of Litvinenko and said that the
accusations being made against him were "politically motivated." To this end, he said in interviews
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with the Russian media, "I consider that this decision to be political, I did not kill Litvinenko, I
have no relation to his death and I can only express well-founded distrust for the so-called basis of
proof collected by British judicial officials."

Meanwhile, a power struggle was unfolding between the United Kingdom and Russia over the
possible extradition of Lugovoi. While the British authorities intended to formally request that
Lugovoi be extradited, the Kremlin was saying that the extradition of Russian nationals to foreign
jurisdiction was unconstitutional. At the same time, Russian authorities suggested that there was
room for the prosecution of a Russian citizen accused of a crime in another country within Russia,
using "evidence provided by the foreign state." A spokesperson from the office of British Prime
Minister Tony Blair countered by noting that Russia had signed the European Union 1957
convention on extradition.

In July 2007, Russian Prosecutor-General Yuri Chayka ruled against the extradition of a former
KGB agent Andrei Lugovoi, whom the British authorities said was responsible for Litvinenko's
death. Chayka said that extradition of Lugovoi to the United Kingdom would contradict the
Russian constitution.

Now with the official Russian decision on the extradition issued, the British authorities responded
by expelling four diplomats from the Russian embassy in London. The British Foreign Secretary
David Miliband noted that his country was also reviewing its cooperation with Russia on a number
of issues. Soon thereafter, Russian Deputy Foreign Minister Alexander Grushko noted that the
expulsion of its diplomats from London could very well hinder bilateral cooperation on counter-
terrorism efforts. As well, Russian announced that it would also expel four staffers from the
British embassy in Moscow. The United Kingdom responded to this action by noting that Russia
decision to retaliate in kind was "not justified."

Consequently British-Russian relations were at one of their lowest points in recent history.

Other Developments

April 2007 saw an anti-Kremlin rallies in Moscow and St. Petersburg. The Moscow rally ended in
some small clashes with authorities as well as some arrests. The St. Petersburg rally was contained
within a square at the city center since riot police prevented demonstrators from marching in the
streets. Again, there were small clashes with police and the arrests of some opposition figures,
including Eduard Limonov, the leader of the radical National Bolshevik party, Andrey Sidelnikov,
the leader of the Pora youth movement, and Olga Kurnosova, the local head of United Civil
Front.

The rallies were arranged by these and other opposition groups working under the auspices of the
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"Other Russia" coalition. They have accused President Vladimir Putin of political repression. In
response, President Putin denied charges that he has tried to curtail democracy and instead said
that the opposition forces were attempting to destabilize the country.

On April 23, 2007, Boris Yeltsin -- Russia's first democratic leader -- died due to heart failure at
the age of 76 years. Russian President Vladimir Putin reportedly telephoned Yeltsin's widown to
convey his condolences Putin also declared a national day of mourning in honor of his
predecessor. In a national address, Putin said, "We will do everything we can to ensure that the
memory of Boris Nikolayevich Yeltsin, his noble thoughts and his words 'take care of Russia' serve
as a moral and political benchmark for us."

Then, on April 25, 2007, at a solemn state funeral at the Cathedral of Christ the Savior in Moscow,
Yeltsin was laid to rest. It was the first religious funeral for a Kremlin leader since the 1890s.
Russian and foreign dignitaries, including former Russian President Mikhail Gorbachev, former
United States President Bill Clinton, former United Kingdom Prime Minister John Major, and the
British Duke of York, were in attendance.

Yeltsin was noted for being Russia's first democratic leader, as well as being the driving force
behind the establishment of the new Russian federation in the post-Soviet era. But he has also
been associated with the economic chaos that plagued Russia in the immediate period after the
collapse of the Soviet Union. As such, Yeltsin's legacy will likely be a matter of debate among
historians torn between the notion of Yeltsin as the driving force behind democratic change in
Russia, and Yeltsin as the force behind the rise of the wealthy oligarchs. His military campaign
against independent activists in Chechnya, which led to the razing of Chechen towns, the killing of
tens of thousands of civilians, and the horror of the international community, were collectively
expected to be matters of grave consternation for decades to come.

Also in April 2007, Russia responded negatively to plans by the Bush administration in the United
States (U.S.) to develop a missile defense system in eastern Europe. Russian President Vladimir
Putin decried the notion, indicating that he viewed such a missile system as being more that simply
a defense plan. To this end, he said, "This is not just a defense system, this is part of the U.S.
nuclear weapons system." President Putin went so far as to warn the U.S. that its plans in this
regard would run the risk of mutual destruction, saying, "The threat of causing mutual damage and
even destruction increases many times." Making clear its hard-line opposition to the notion of a
U.S. missile defense system, President Putin also threatened to withdraw participation in a treaty
limiting conventional weaponry in Europe.

NATO responded to Russia's threat to suspend its membership in the 1990 Conventional Forces in
Europe (CFE) with its own concern. Indeed, NATO Secretary General Jaap de Hoop Scheffer
made it clear that the treaty was a keystone of security and stability in Europe.
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With the United States planning to construct missile defense facilities in Europe, Russia had already
expressed its opposition to such a plan. But in early June 2007, ahead of the G-8 summit of key
world leaders, Russian President Vladimir Putin warned that his country could be forced to point
weapons at Europe for the first time since the end of the Cold War. Russia also announced that it
had tested an RS-24 ballistic missile a week prior.

Both moves appeared oriented toward the maintenance of "strategic balance" in the region. To this
end, Putin pointed to the fact that the United States had already altered the strategic balance by
withdrawing from the anti-ballistic missile treaty in 2002. In an interview published in the Italian
newspaper, Corriere Della Sera, he made the Russian position clear by asserting, "If the American
nuclear potential grows in European territory, we have to give ourselves new targets in Europe."

The climate of bilateral relations thawed somewhat at the summit when United States President
Bush said, "They're [Russians] not a military threat." He also called for the United States to work
with Russia in dealing cooperatively on the issue.

Then, Russian President Putin proposed an alternate solution to the missile defense issue when he
suggested that both countries utilize the radar system at Gabala in Azerbaijan to develop a shield
that would cover Europe. In this plan, incoming missiles from hostile countries could be
detected. Putin noted that "This work should be multi-faceted with the engagement of the states
concerned in Europe." He also added that if his country and this United States worked together in
an open manner to develop missile defense capabilities, "then we will have no problems."

Bush responded to the proposal by saying that it was an interesting option and noted that he and
Putin would engage on a "strategic dialogue" on the subject in a forthcoming visit of his Russian
counterpart to the United States. Bush' senior advisor on national security, Stephen Hadley's
characterization of the Russian proposal as "a positive development" augured a possible productive
resolution to the matter.

On Oct. 12, 2007, missile talks between the United States (U.S.) and Russia ended in failure with
no resolution was in sight. U.S. Secretary of State Condoleezza Rice described the bilateral talks
with Russia saying, "We discussed a range of proposals we hope they will accept." Her Russian
counterpart, Sergei Lavrov, said that the proposals required study and in the interim, the U.S.
should not work on the missile defense system. But the U.S. rejected Russia's request to put an
end to the plan, with Rice asserting that discussions with Poland and the Czech Republic on the
deployment of system would go on as anticipated. Responding to the U.S. position, Putin said,
"One day you and I may decide that missile defense systems can be deployed on the Moon, but
before we get there the possibility of reaching an agreement may be lost because you will have
implemented your own plans."

Meanwhile, U.S. Defense Secretary Robert Gates argued that that the missile defense system was
not directed at Russia but at rogue states including Iran and North Korea. However, Russian
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Foreign Minister Sergei Lavrov said that the very idea of the missile defense shield system was
based on the false assumption that Iran presented a nuclear threat. Lavrov also criticized the U.S.
for hinting at the use of force against Iran, saying that such an approach contravenes against the
notion of a negotiated solution to the Iranian problem. Russia also reiterated its position that its
own early warning radar systems in Azerbaijan could easily be used by the U.S. But Gates
responded that radar was incapable of guiding interceptor missiles.

U.S. intransigence on the matter thus paved the way for Russia to make good on its earlier threat
to withdraw its participation in the Treaty on Conventional Armed Forces in Europe, which was
aimed at limiting conventional weaponry in Europe. Russia also warned that it could withdraw its
participation in the 20-year old Intermediate Range Nuclear Forces (INF) Treaty, which limits both
U.S. and Russian short and medium range missiles, and resulted in the elimination of thousands of
missiles in both countries.

Parliamentary Elections of 2007

September 2007 saw Russian President Vladimir Putin dissolve government following a request
from Prime Minister Mikhail Fradkov. Putin soon put forth a new name for the position of head
of government. That person was Viktor Zubkov -- the financial intelligence chief who had been
at the helm of the anti-money laundering entity called Rosfinmonitoring.

For his part, following Putin's announcement of his appointment, Zubkov told legislators that he
intended to form a government in which the composition would likely change from the current
membership. After his meeting with lawmakers, Zubkov met with members of the media and said
that there was a possibility that he might eventually run for the presidency in forthcoming elections,
which would result in a successor to the widely-popular Putin. To that end, Zubkov said, "If I
achieve something as prime minister then I do not rule out that possibility." Zubkov's nomination
was scheduled to be confirmed in parliament on Sept. 14, 2007.

With Russian President Vladimir Putin expected to step down from office, attention shifted to
whether or not he would try to remain in the domain of politics. Because he could not run for
another term as president, there was speculation about what his role might be.

In October 2007, a hint of Putin's aspirations was revealed when he talked about the possibility of
running for a seat in parliament as a candidate of the United Russia party in forthcoming elections.
Should such a path be pursued, and assuming that his United Russia party won the parliamentary
elections, Putin would be well-positioned to take on the role of prime minister. As discussion was
evoked about this possible path, Putin said, "Heading the government is realistic, but it is too early
to consider it."
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On Dec. 2, 2007, voters went to the polls in Russia to cast ballots in the country's parliamentary
elections. Results showed an overwhelming victory for Russian President Vladimir Putin's United
Russia party, amidst accusations that the election was not carried out in a fair and fully competitive
manner.

Nevertheless, with the majority of ballots counted, Putin's United Russia had 64.1 percent of the
vote share. The Communists carried about 11.6 percent of the vote share and were poised to
secure some seats in parliament as well. The right-leaning Liberal Party of Russia appeared to
have garnered around 8.2 percent of the vote, while A Fair Russia (Mothers/Pensioners/Life)
acquired approximately 7.8 percent. Other parties won the remaining vote share but were unable
to cross the seven percent threshold needed to enter parliament. Since the Liberal Party and A
Fair Russia were both allied with United Russia, parties aligned with the Kremlin were expected to
hold up to 348 seats in the 450-seat Gosudarstvennaya Duma (State Duma). Should that number
hold steady, the Kremlin would likely have a constitutional majority -- that is, control over enough
seats in parliament to push through constitutional changes.

The Communists said the election outcome was fraudulent, however, the Central Electoral
Commission dismissed this claim. Communist Party leader, Gennady Zyuganov, said, "We do not
trust these figures announced by the central elections commission and we will conduct a parallel
count." On the other side of the equation, the leader of victorious United Russia, Boris Gryzlov,
acknowledged that there may have been some violations, but nothing significant enough to place
the final result in doubt. To this end, he said, "They in no way put in doubt the final result. The
fact that these violations have been registered shows that we have a transparent ballot."

Delays in the procurement of necessary visas allowed only a limited number of monitors from the
Organization for Security and Co-operation in Europe (OSCE) to observe the election.
Nevertheless, the OSCE subsequently issued a statement characterizing the election as "not fair"
and noting that it did not meet European standards, although it did not go so far as to issue charges
of fraudulence. Instead, the group noted that the election "took place in an atmosphere which
seriously limited political competition" and that "there was not a level political playing field." For
his part, Putin asserted that the poll was both "legitimate" and a vote of the public's confidence in
him.

Indeed, the landslide election victory for United Russia appeared to be illustrative of popular
support for Putin's leadership. United Russia leader, Gryzlov noted that the election was "a
referendum on President Putin so I think we can say he has won a victory."

With such resounding ratification, it appeared likely that even after the end of Putin's presidential
term in 2008, and even though constitutional provisions prevented him from running for another
successive term as president, he could nonetheless remain on the political scene. Indeed, the
parliamentary victory for his party opened up a path for Putin in which his leadership role could
well transition from that of head of state to head of government. As noted above, current Prime
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Minister Viktor Zubkov -- a Putin ally -- was touted as being a possible contender for the post-
Putin presidency, thus leaving the prime minister's role vacant. With Zubkov as president and
Putin as prime minister, the political orientation of the country was likely to continue on course.
At the same time, Putin could also decline to take on the job of prime minister and simply remain
politically active behind the scenes.

In other developments, Liberal Democratic Party candidate, Andrei Lugovoi, could well join
parliament if the vote count was sustained. A seat in parliament would immunize Lugovoi from
both prosecution and extradition in a notorious spy poisoning case. Indeed, Lugovoi had been
named in the United Kingdom in connection with the murder of former Russian operative
Alexander Litvinenko, discussed above.

Presidential Election of 2008

In anticipation of presidential elections to be held in 2008, attention turned to possible presidential
contenders. The appointment of Zubkov as prime minister in 2007 had fueled speculation about
whether he would be Putin's choice of successor. But on Dec. 10, 2007, Russian President
Vladimir Putin nominated First Deputy Prime Minister Dmitry Medvedev to be the presidential
candidate in forthcoming elections, scheduled for March 2007. Putin noted that Medvedev had
his "full support."”

As of 2008, Medvedev, backed by Putin, was hoping to slingshot far into the lead over the rest of
the candidates. He had the support of not only the president's party, United Russia, but also A
Just Russia, Agrarian Party of Russia, and the Civilian Power party. As before, there was
speculation that he would appoint Putin as his prime minister if he was elected to the presidency.
Another strong candidate was Gennady Zyuganov -- a familiar face in the presidential campaign in
Russia, having run twice before. He had served as the leader of the Communist Party of the
Russian Federation. Vladimir Zhirinovsky was also a candidate with experience in the Russian
government, holding the position of the Nationalist Deputy Speaker of the State Duma. He ran
for the presidency three times, and was the leader of the Liberal Democratic Party of Russia.

The full slate of candidates in the presidential election, which was set to take place on March 2,
2008 were: Vladimir Bukovsky, Alexader Donskoi, Viktor Geraschenko (Other Russia-Rodina),
Sergei Gulyayev (Other Russia), Garry Kasparov (Other Russia-United Front), Mikhail Kasyanov
(Popular Democratic Union), Gennadiy Seleznyov, Oleg Shenin (Communist Party of the Soviet
Union), Vladimir Zhirinovsky (Liberal Democratic Party), Gennady Zyuganov (Communist Party
of the Russian Federation), Grigory Yavlinsky (Yabloko), Dmitry Medvedev (United Russia) and
other candidates.

In pre-election polls taken in December 2007, Dmitry Medvedev had a very strong lead over any
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other candidate, with 79 percent of the vote. Gennady Zyuganov and Vladimir Zhirinovsky were
at the bottom of the poll with 9 percent each. If this trend stayed consistent, it was believed that
Medvedev would take the presidency, and Putin would remain in power via the office of prime
minister for at least another term.

On election day in March 2008, turnout was high at almost 60 percent. Exit poll data showed that
Putin's chosen successor, Dmitry Medvedev, was on track to capture the presidency with 69.6
percent of the vote share. Early election results were in line with the exit poll data and indicated
that he was carrying just short of 70 percent of the votes cast. Communist leader, Gennady
Zyuganov, was headed for a distant second place finish, garnering close to 20 percent.

While he noted that the election result was not official, Medvedev suggested that his presidency
would follow the path set by his predecessor, outgoing President Putin. To this end, Medvedev
said his policies and programs would be "a direct continuation of that path which is being carried
out by President Putin." He suggested he would work in tandem with Putin, who could move into
the office of the prime minister. As well, he noted that in the realm of foreign policy, his core
priority would be to defend Russian interests.

Leadership in Russia in 2008

On May 7, 2008, Dmitry Medvedev was inaugurated into office and formally replaced Vladimir
Putin in the role of president and head of state. His inauguration took place some months after his
landslide election victory.

A stalwart ally of Putin, Medvedev (like Putin) studied law at Leningrad State University in the
1980s and went on to become a law professor at that very institution. In the 1990s, he moved into
the realm of politics, working at the external affairs committee in the St. Petersburg government
under Putin's leadership. By the close of the 1990s, he became the deputy chief of the
government's staff, and in 2000, he became the first deputy chief of the president's office. He
was appointed as First Deputy Prime Minister in 2005, and was reappointed to that position in
2007. Medvedev crafted his image into one of a working-class candidate who could relate to
those around him. On the issues, he was concerned about the unemployment rate, and was hoping
that the rate reductions would continue into his presidency. Medvedev also expressed his intent to
continue the policies set by Putin, particularly with regard to Russia's economic growth and

prosperity.

Putin, who was constitutionally barred from a third consecutive term as president after eight years
in office, remained in the political spotlight. A day after Medvedev's inauguration, Putin was
approved by the lower house of parliament as the new prime minister and head of government.
Putin was approved by a decisive 392-56 margin and was backed by three of the four main
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factions within the Duma: United Russia, Just Russia and the Liberal Democratic Party. Only the
Communists voted against him. Striking a similar tone to Medvedev, Putin said his government
would concentrate on economic and social matters. He also noted that he intended to cut Russia's
inflation rate, lower taxation and create a favorable business environment. But foremost on Putin's
agenda was the formation of a new government. To that end, he was expected to put forth a
cabinet list.

With the new President Medvedev being only age 42 at the time of inauguration, and with Prime
Minister Putin in his early fifties, the two leaders of the Russian Federation embodied youthful
leadership. Together, it was expected that they would continue to chart the policy course that had
prevailed since the start of the Putin era.

Special Report:

France negotiates truce agreement for Georgia and Russia as fighting dies down in separatist
enclaves of South Ossetia and Abkhazia

On August 8, 2008, the Georgian military launched an attack against separatist targets in South
Ossetia. The military offensive ensued only hours after the Georgian authorities and South
Ossetia's separatists agreed to a Russian-brokered ceasefire.

The situation began when Georgian military troops and Russian-backed South Ossetian separatists
were ensconced in violent clashes over the course of several days. Georgian tanks then attacked
the separatist stronghold of Tskhinvali, presumably in an effort to regain control of the region.

According to Russian media, several people were reported to have been killed in the shelling. As
well, Georgian forces and South Ossetian separatists were reported to be exchanging heavy fire.
To that end, explosions and rocket fire were heard in the area around Tskhinvali. The British
newspaper, The Independent, reported that "the assault is coming from all directions."

For its part, Georgia said that it was taking this action to stabilize the territory [South Ossetia].

Georgian Minister for Integration, Temur Yakobashvili, said that his country was compelled to
terminate South Ossetia's "criminal regime" and to "restore constitutional order" to the breakaway
region. Georgian President Mikhail Saakashvili himself called for an end to bloodshed to end, but
warned the South Ossetian separatists that Tbilisi's patience was not limitless.

On the other side of the equation, South Ossetian rebel leader Eduard Kokoity said that Georgia
was carrying out "a perfidious and base" attack on Tskhinvali. He also confirmed the assault on
Tskhinvali saying, "The storming of Tskhinvali has started." Eyewitnesses on the ground said that
the city was being attacked, the hospital was destroyed and the university was on fire. The Red
Cross reported that there were numerous casualties needing medical attention.
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In response, Russia was said to be deploying troops to South Osseta to assist peacekeepers
operating there. Indeed, an aide to the Russian Land Forces commander confirmed that Russian
tanks and troops had entered South Ossetia and were approaching Tskhinvali, which was reported
to have been already devastated by the Georgain offensive there.

Russia's military presence in the region was not well-received by Georgia, given the fact that the
Georgian government has long accused Russia of arming South Ossetian separatists. But Russia
has its own counter-argument to levy against Georgia. It has accused Georgia of deliberately
ramping up its own military presence in breakaway regions of South Ossetia and Abkhazia and
assuming a hard-line posture against these enclaves. Russia's tensions with Georgia have been
partially rooted in another concern. Specifically, Russia has been opposed to pro-Western
Georgia's ambitions to join NATO. This geopolitical element has textured the larger context of the
territorial struggle being played out in South Ossetia.

It should be noted that Russia has enjoyed strong ties with South Ossetia, largely due to the fact
that the ethnically-related province of North Ossetia is located within its borders, and both the
south and the north have long hoped to unite. Indeed, many South Ossetians hold Russian
citizenship. As such, with vested interests on both sides of the border, Russia called for an end to
the ongoing violence. Russia also urged the international community to work cooperatively "to
avert massive bloodshed and new victims."

However, the prospects for peace were not likely to be easily advanced, given the emerging
situation in the region a day later. On August 9, 2008, Georgian authorities said that Russian jets
had bombed military targets inside its territory — specifically in the Georgian town on Gori to the
south of South Ossetia. They also said that one attack ensued close to the Baku-Tbilisi-Ceyhan
pipeline, which is known to supply Caspian oil to the West. Georgia described the air strikes as "a
full-scale military invasion" and Georgian President Saakashvili claimed that Russia was at war

with his country.

Russia had a very different perspective and placed the blame squarely on the Georgians. Russian
Foreign Minister Sergei Lavrov indicated the dire nature of the situation by asserting that already
1,500 people had died in the conflict and more than 30,000 South Ossetian had fled into Russia to
escape the threat of death. The Russian government said that it had to act to protect the South
Ossetians, many of whom hold Russian citizenship. Russian President Dmitri Medvedev said that
Georgia also bore a responsibility for "protecting the [South Ossetian] population" and that his
country's military action was intended "to force the Georgian side to peace."

By August 9, 2008, the Russian army had advanced to take complete control South Ossetia's
capital of Tskhinvali. General Vladimir Boldyrev, the head of the Russian ground forces said,
"Tactical groups have completely liberated Tskhinvali from the Georgian military." Boldyrev also
said that Russian forces would keep up the pressure on Georgian military units. Russian President
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Dmitry Medvedev explained his country's objectives in South Ossetia saying, "Under these
circumstances, Russia is guided by one task -- to immediately stop violence and defend civilians
and restore peace as soon as possible." President Dmitry Medvedev also demanded the
withdrawal of Georgian troops from the conflict zone, saying that it was the only way to settle the
"tragic crisis."

That same day, Georgian President Mikhail Saakashvili called for an end to hostilities saying, "We
propose an immediate ceasefire and the beginning of the withdrawal of troops from the contact
line." On the home front, the Georgia's parliament approved a presidential decree that essentially
imposed two weeks of martial law in the country.

A day later on August 10, 2008, Georgia said that it was withdrawing its troops from the South
Ossetian capital of Tskhinvali in the face of Russia's counter-offensive. Georgian President
Mikheil Saakashvili said his country's troops were returning to the positions they held before the
conflict erupted days earlier. There was, however, some confusion about whether Georgian troops
were pulling out of Tskhinvali or withdrawing entirely from South Ossetia. Georgian Reintegration
Minister Temur Yakobashvili confirmed that the troops left Tskhinvali but were remaining in other
areas of South Ossetia. Russian sources said that Georgian military units were still active in South
Ossetia.

Presumably due to the continued activity by Georgian military units in South Ossetia, and what
Moscow described as continued Georgian offensive action, Russian forces were continuing to
carry out its own military action into Georgian territory. Reports from the region suggested that
Russia carried out an air strike on a military airfield near the Tbilisi International Airport.

With the situation grim despite the earlier declaration of a withdrawal of troops from Tskhinvali,
Georgia said that it had submitted a note to the Russian embassy in Tblisi calling for immediate
negotiations with Russia regarding "an end to all hostilities and a ceasefire." Russia confirmed that
the note had been received. Russia at the time also denied Georgia's claims that Russian air strikes
had targeted populated areas.

But movement toward a resolution seemed no closer by August 11, 2008. Georgian authorities
said that Russian air strikes hit communications facilities to the west of Tbilisi and the port city of
Poti in the Black Sea. As well, Russian forces were reported to have led a raid through the other
breakaway enclave of Abkhazia into the western Georgian town of Senaki. On the other side of
the equation, Russia said that the Georgian military was still targeting positions in Tskhinvali,
despite claims of a withdrawal and overtures of a ceasefire. In this way, both sides accused one
another of continuing the hostilities and exacerbating the conflict.

On the international front, the United Nations Security Council had earlier convened an emergency
session to consider the rapidly deteriorating security crisis in the Caucasus. Little was actually
accomplished at that session. Likewise, a spokesperson from NATO had already called on both
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sides -- Georgian and Russian -- to exercise restraint. However, with the violence ongoing, clearly
restraint was not at hand.

Nevertheless, the United States said that it was sending a delegation to the region to try to
negotiate a resolution. The United States Department of States said that the envoys would
"engage with the parties in the conflict." As well, a European Union delegation was en route to
the region and said that it was hoping to procure a ceasefire and withdrawal agreement from both
Georgia and Russia. A separate Council of Europe delegation was also hoping to advance
dialogue.

In the same time period, according to news reports, Russian President Medvedev reiterated the
death toll -- in the thousands -- during a conversation with United States President George W.
Bush. For his part, Bush, who was attending the Beijing Olympics, called for an end to the
violence, warned of escalation beyond the zone of conflict, and endorsed the notion of
international mediation.

Indeed, the international community's objective appeared to be focused on averting the prospects
of a war in the restive Caucasus, which has long been regarded as something of a powder keg. Yet
to be determined was the question of whether or not such efforts would actually yield positive
results.

Days later, Russia noted that its military activity in the area was ending and Russian troops were
seen retreating from the area. The hostilities flared again when Georgia sent in troops to try to
regain control of South Ossetia. Nevertheless, witnesses said that the full brunt of the fighting in
South Ossetia appeared to be ending. Elsewhere in the region, Russian troops were withdrawing
from the other breakaway region of Abkhazia, however, separatist there were reported to be
ensconced in some continuing clashes with the Georgian military in the Kodori Gorge.

Yet even with an official truce in the offing (as discussed below) and an end to the fighting, the
situation was not peaceful. A war of words continued. On an official day of mourning in his
country, Russian President Dmitry Medvedev charged that Georgia had launched "genocide of the
South Ossetian people.” At issue were the deaths of thousands of South Ossetians, many of
whom hold Russian passports, as well as the deaths and injuries to scores of Russian soldiers,
including one general. The Russian leader used the Russian word "otmorozki," which roughly
translates to "thugs" in English, to characterize Georgian troops. Meanwhile, Georgian President
Saakashvili addressed a crowd of thousands gathered in Tbilisi's main and accused Russia of
the "ruthless, heartless destruction" of Georgians. The Georgian leader also warned that his
country would no longer be a part of the Commonwealth of Independent States (CIS) -- a group
consisting of former Soviet republics.

On August 13, 2008, French President Nicolas Sarkozy was leading diplomatic negotiations to
help Georgia and Russia resolve the crisis that had been sparked when Georgian military troops
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and Russian-backed South Ossetian separatists were ensconced in violent clashes over the course
of several days. Georgian tanks then attacked the separatist stronghold of Tskhinvali, presumably
in an effort to regain control of the region, and went onto gain military supremacy over large
swaths of Georgian territory.

Sarkozy put forth a peace agreement that both sides signed days later. Central to the proposed
plan for a truce was that all forces would pull back to pre-conflict positions. Other elements of the
plan included an end to the use of force, an end to military action in perpetuity, as well as the free
access of humanitarian aid. France, as the head of the European Union, has called on the
European bloc to endorse the peace initiative ahead of its submission to the United Nations
Security Council. The European Union was also expected consider deploying peacekeepers to the
region to maintain peace and security, and also to protect the supply of humanitarian aid.

The remaining thorny issue, which was not included in the framework of the truce, was the future
status of South Ossetia and Abkhazia. Neither Russian President Medvedev nor Georgian
President Saakashvili was likely to find common ground on that matter in the immediate future.
Indeed, the Georgian leader asserted, "The territorial integrity and belonging of South Ossetia and
Abkhazia to Georgia can never be put under doubt."

On August 17, 2008, Russia officially pledged to withdraw its forces from Georgian territory in
keeping with the agreement. At the time, however, its forces had control over large swaths of
Georgian territory, including the main east-west highway through that country. There was
speculation that Russian troops might withdraw only as far as South Ossetia since Russia said it
would only fully withdraw when Georgian police were ready to take over responsibility for
security. NATO responded to anxieties that Russia would not abide by the withdrawal
requirements of the agreement by warning that relations would be compromised if Russian troops
remained in Georgia. Russian Foreign Minister Sergei Lavrov said that Russia was not occupying
Georgia and would not annex South Ossetia. However, he also characterized NATO as biased and
intent on saving the "criminal regime" of Thbilisi.

Meanwhile, Russian President Dmitri Medvedev told his French President Nicolas Sarkozy that the
Russian withdrawal would be complete by August 22, 2008, although approximately 500 troops
would be installed as peacekeepers on both sides of South Ossetia's border. Russian troops were
soon identified exiting Gori -- the largest town in Georgia located close to the border of South
Ossetia. Sarkozy, during talks with Medvedev, acknowledged this withdrawal but noted that
Russian troops were yet to exit Poti and Senaki. Russia had earlier indicated that it would not soon
leave the port city of Poti, and claimed that this would be in keeping with the terms of the ceasefire
agreement. Medvedev's government said that Russian peacekeepers were allowed to take
"additional security measures." However, the United States and the United Kingdom countered
this claim noting that such buffer zones would violate the deal.

In other developments, the first United States ship with humanitarian aid was expected to dock in
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Georgia by the last week of August 2008. Two more ships were expected to arrive in Georgia as
well.

In the last week of August 2008, Russia's Kremlin officially recognized the breakaway enclaves of
South Ossetia and Abkhazia as independent states. South Ossetians and Abkhazians celebrated the
news of this recognition of their self-proclaimed sovereignty. However, withoutwider international
recognition of sovereign status, and with many countries of the West committed to the notion of
Georgia's territorial integrity, the actual status of South ossetia and Abkhazia remained in the zone
of "contested independent status."

By the start of September 2008, the European Union (EU) had decided to suspend talks on a new
partnership pact with Russia, given the still-incomplete withdrawal of Russian troops from
Georgia. EU-Russian negotiations on the partnership agreement had been scheduled for mid-
September 2008 but were based on a shared understanding that Russian troops would withdraw to
pre-conflict positions. The lack of progress on that withdrawal front, followed by the EU's
response, signaled that relations between the EU and Russia were moving into highly challenging
territory.

Following a meeting in the Belgian capital city of Brussels, EU Commission President Jose Manuel
Barroso said that the bloc that he represented could not "continue as if nothing had happened." As
well, the European bloc's foreign policy chief, Javier Solana, said that the EU could deploy civilian
monitors to Georgia to determine whether of not Russia was complying with the ceasefire
agreement that had been brokered earlier. Meanwhile French President Sarkozy said,"The EU
would welcome a real partnership with Russia, which is in the interests of all, but you have to be
two to have a partnership."

On the other side of the equation, Foreign Minister Sergei Lavrov warned that unchecked support
by the EU and the United States for the government of Georgian President Saakashvili would be a
"historic" mistake. He also introduced the notion of an embargo on arms supplies to Georgia until
a new regime was established there. These declarations came in the background of Russian
President Dmitry Medvedev's assertion that his country's foreign policy principles would not be
dictated by the hegemony of any single country, such as the United States.

In October 2008, months after the Russian-Georgian conflict over South Ossetia, Russia removed
a checkpoint near the town of Gori. The removal of the checkpoint at Gori -- located in
Georgian territory close to the separatist region of South Ossetia -- marked the first significant sign
that Russia intended to comply with its withdrawal pledge, which was part of the ceasefire deal
negotiated by French President Nicolas Sarkozy . Indeed, Russia also pledged to withdraw troops
from two buffer zones within Georgia -- now under European Union observation -- by October
10, 2008.
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At the same time, Russia increased its troop presence in South Ossetia -- largely a result of an
explosion that left eight Russian soldiers and three civilians dead in the early part of the month.
Russia accused Georgia of orchestrating the attack; Georgia denied the accusation. Russia also
maintained its troop presence in the other separatist region of Abkhazia. Russia has recognized
both South Ossetia and Abkhazia as independent while Western countries have backed Georgian
territorial integrity. The matter of sovereignty has remained unresolved.

Editor's Note:

August 2009 marked the one year anniversary of the war between Georgia and Russia over the
breakaway republic of South Ossetia.

On August 13, 2009, Russian Prime Minister Vladimir Putin visited Abkhazia, where he promised
to build a military base along the border with Georgia. Putin also said that such a move would help
guarantee the stability of Abkhazia and South Ossetia. The Russian head of government said:
"Russia is going to deploy its armed forces in Abkhazia and take the necessary efforts to build a
modern border guard system in cooperation with the relevant Abkhazian authorities." He
continued, "All these factors are serious guarantees of the security of Abkhazia and South Ossetia."
Putin's pledge came on the first anniversary of the cease-fire, which ended Russia's war with
Georgia over South Ossetia. As might be expected, Georgia decried the move, characterizing it as
"yet another provocation," that could potentially "escalate tensions" in the region of the Caucasus.

In October 2009, a report commissioned by the Council of the European Union placed the blame
for the start of the 2008 war over the semi-autonomous region of South Ossetia on Georgia. The
report by the Independent International Fact-Finding Mission on the Conflict in Georgia found that
the war, which erupted on August 7, 2008, was spurred when Georgian forces attacked the
breakaway republic of South Ossetia, in an attempt to re-establish sovereign control. Still, the
report did not cast Georgia as being the only guilty party. It noted that the hostilities between the
two sides led to provocative actions by both Georgia and Russia. The report also acknowledged
that after Georgia shelled South Ossetia, Russia responded by not only repelling the assault but, in
fact, pressing further into Georgian territory.

Both Abkhazia and South Ossetia declared independence from Georgia during a war in the 1990s,
which followed on the heels of the collapse of the former Soviet Union. Both Abkhazia and
South Ossetia are recognized by Russia as sovereign states, but have nonetheless remained
internationally-recognized as Georgian territories. They have increasingly become flashpoints in
the region.

See appendices of this Country Review on South Ossetia and Abkhazia for more details.
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Other Developments in 2008-2010

October 2008 saw Russia test-fire three intercontinental ballistic missiles. One launch took place
from the Barents Sea, east of Norway; a second was launched from north of Japan; the originating
location of the third was not specified. These developments came one day after Russia said that
another missile fired from a submarine had traveled a record distance of 7,145 miles. President
Dmitri Medvedev, who witnessed one of the missiles being test-fired from the north-western region
of the country and who watched the missile being test-fired form the submarine from an aircraft
carrier, noted that they were illustrative of Russia's defensive and military strength. The show of
military might by the Kremlin appeared to be in reaction to the United States' plans to establish
missile defense centers in eastern Europe. In a similar attempt to flex military muscle, Russian
ships were en route to Venezuela to participate in joint naval exercises with that country in waters
of the Western Hemisphere.

In November 2008, the issue of relations with the United States came to the fore following the
election of Democrat, Barack Obama, as president in that country. In a speech delivered to the
Council on Foreign Relations in the United States capital of Washington D.C., Russian President
Dmitry Medvedev expressed hopes that his country would enjoy improved relations with the
United States under an Obama administration Russian President Medvedev said that United
States President-Elect Barack Obama had the potential to rebuild "necessary mutual trust" that had
waned during the Bush years. The Russian president also hinted at possible compromise with the
United States over the controversial plan for a United States missile shield in Europe. He said,
“We have a chance to solve the problem through either agreeing on a global system or, as a
minimum, to find a solution on the existing programs, which would suit the Russian Federation.”

Relations with Georgia retured to the fore due to the chaos that marked the fifth anniversary of
that country's Rose Revolution, which swept President Mikhail Saakashvili to power. As the
Georgian president traveled in a motorcade with Polish President Lech Kaczynski close to the
breakaway republic of South Ossetia, shots were fired.

Although no one was hurt in the incident, both the Georgian president and his Polish counterpart

accused Russian troops of being behind the apparent attack in an area that has been the site of
much cross-border violence. According to Reuters, one individual in Saakashvili's entourage said
that South Ossetians fired warning shots when their motorcade came close to a checkpoint at the
quasi-border area. Meanwhile, President Saakashvili said that the situation was a "reminder" that
Russia was in flagrant violation of the European Union-brokered ceasefire between Tblisi and
Moscow. President Saakashvili also railed against the Russians saying, "Twenty-first Century
occupiers, who have no legal, moral or other right to be there and oppress people, are stationed in
the heart of Georgia."
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On the other side of the equation, however, the Russian military as well as South Ossetian forces
denied an involvement in the gunfire incident. In an interview with RIA Novosti, a South Ossetian
spokeswoman, Irina Gagloyeva, asserted the following: "The South Ossetian side has nothing to
do with it. There was no shelling from our side." A Russian spokesperson said to the Interfax
news agency, "The claims that Russian servicemen were implicated in the shelling of the cortege do
not correspond with reality."

In December 2008, the Russian Federation Council, which is the upper house of the parliament,
approved the extension of the presidential term from four years to six years. The legislative body
also passed the amendment of the Constitution, which will increase the mandate of the deputies of
the State Duma, lower house of the parliament, from four years to five years. The draft legislation
was pending because for it enter into force, it required approval of two-thirds of regional
legislatures. Given the ruling United Russia party's influence and popularity, it was believed that
the constitutional amendments would successfully be formalized. These constitutional changes
were put forth by President Dmitry Medvedev during his first state-of-the-nation address.

In early 2009, Russia and Ukraine were at odds over a gas deal. At issue was Russia's refusal to
implement an agreement with Ukraine to resume the flow of gas to Europe.

Russian President Dmitri Medvedev accused Ukraine of adding a declaration to the text of the
agreement that contradict Russia's position. The central issues in Ukraine's declaration relate to its
gas debts to Russia and accusations that it has siphoned off gas intended for other European
customers. Meanwhile, there was no agreement about how much Ukraine should pay Russia for
gas, or, how much Russia should pay Ukraine for transporting gas to other European destinations.

The dispute has left several countries in the region without gas, and with Russian energy company
Gazprom unwilling to restart gas supplies, even as wintry conditions prevailed in the region. As
such, the European Union intervened in an energetic shuttle diplomacy effort to resolve the
matter.

On January 12, 2009, it was announced that Russia would resume gas supplies to other European
countries via Ukraine. The announcement came as the EU was successfully able to broker an
agreement between Russia and Ukraine. Central to the agreement were new provisions for (1)
pricing for the purchase of Russian gas by Ukraine, and (2) the rate to be charged by Ukraine for
the transit of Russian gas. But by the third week of January 2009 began, the EU warned that the
energy crisis would not be resolved unless the flow of gas actually resumed.

In April 2009, ahead of the G-20 summit in London, United States President Barack Obama met
with Russian President Dmitry Medvedev. The two leaders agreed to restart negotiations aimed at
reducing nuclear warheads.

Russia Review 2016 Page 61 of 708 pages



Russia

Nuclear politics took center stage when, ahead of a meeting with European Union leaders in the
Czech Republic, United States President Barack Obama called for a world free of nuclear
weaponry and cooperative action on global security. President Obama said that his administration
was committed to ultimately reducing the United States’ nuclear arsenal, noting that the very
existence of thousands of nuclear weapons was “the most dangerous legacy of the Cold War.”
Acknowledging that a nuclear weapons-free world was unlikely to be realized in his lifetime,
President Obama made clear that he intended to work toward that outcome.

In April 2009, Russian authorities announced that Moscow was ending its “counter-terrorism
operation” against separatist rebels in Chechnya. The move would end military operations in the
semi-autonomous republic with a majority Muslim population after more than a decade. It would
also set the foundation for “normalizing the situation,” according to Russia’s anti-terrorism
committee. Russian authorities said that after years of violent unrest, Chechnya was not stabilized
under the leadership of its pro-Kremlin leader, Ramzan Kadyrov.

For his part, Kadyrov responded to Moscow’s announcement saying, "We received the news about
cancelling the counter-terrorism operation with great satisfaction." He continued, “ Now the
Chechen Republic... is a peaceful, developing territory, and cancelling the counter-terrorism
operation will only promote economic growth in the republic.”

Critics of Kadyrov have said that stability in Chechnya has come at a grave price -- via fear of
violence. They alleged that he has used torture and death to intimidate his opponents. Human
rights groups concurred that such allegations were not without merit. For his part, Kadyrov has
dismissed such charges as untrue. Meanwhile, occasional unrest prevailed in parts of Chechnya as
well as the nearby regions of Dagestan and Ingushetia.

In June 2009, Yunus-Bek Yevkurov, the leader of the southern Russian republic of Ingushetia, was
critically wounded and hospitalized following an assassination attempt. Yevkurov's brother was
injured and three of his bodyguards reportedly died in the attack on their convoy , which was
traveling on a highway close to the city of Nazran. Reports on the ground indicated that a car
bomb exploded just as Yevkurov's car drove by.

This attack was the third such incident in June 2009. On June 10, 2009, the deputy chief supreme
court justice of the Russian republic was assassinated by gunmen. Just days later, the formed
deputy prime minister was shot to death. Both attacks took place in Nazran. Ingushetia -- like
neighboring Chechnya -- has been the site of violence in recent years. While Chechnya, which
was beset by a militant Islamic insurgency, has seen increased stability in the last year, Ingushetia
has absorbed a number of refugees from the Chechnya conflict.

In July 2009, prominent human rights activist, Natalia Estemirova, was abducted in the Chechen
capital of Grozny and later shot to death. Her body was discovered in a woodland in neighboring
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Ingushetia. Estemirova's apparent assassination was met by outrage in Russia and across the
globe. She was the latest victim in a string of murders that appeared to target activists and
journalists trying to bring attention to the human rights situation in Chechnya where a long-standing
conflict between Muslim separatists in the semi-autonomous republic and Russian authorities intent
on preserving territorial sovereignty. In recent times, that conflict has waned and, in fact, Russian
authorities announced earlier in the year that Moscow was ending its “counter-terrorism operation”
against separatist rebels in Chechnya. The abduction and murder of Estemirova was therefore
seen as a blight on the increasingly stable political situation in Chechnya.

In reaction,the human rights agency, Memorial, as well as Russia's longest standing non-
governmental organization, the Helsinki Group, both placed the blame for Estemirova's death on
Chechnya's Kremlin-backed President Ramzan Kadyrov. For his part, Kadyrov denied any
involvement and vowed to investigate the killing. Meanwhile, Russian President Dmitry Medvedev
also promised a full investigation as well as justice. But the Russian president went further in
acknowledging that Estimrova was likely assassinated for political reasons. He said: "It is obvious
to me that this murder is linked to her professional work and this work is necessary for any normal
state." The Russian president then paid tribute to that work saying, "She did something very useful.
She spoke the truth, she gave a very open and sometimes very tough evaluation of what's
happening in the country. And that is the value of human rights campaigners, even if they make
those in power feel uncomfortable." In so doing, President Medvedev broke new ground by
rapidly, expressly and publicly condemning the assassination of a human rights activist with ties to
Chechnya.

August 2009 saw Construction Minister Ruslan Amerkhanov murdered in the volatile Russian
republic of Ingushetia. Amerkhanov was reported to have been shot dead in his office. It was the
latest manifestation of political violence in the Muslim enclave. Only ten days prior, three
employees of the Russian ministry charged with dealing with emergencies were themselves shot to
death. Moreover, several months earlier, Ingushetia's President Yunus-Bek Yevkurov was critically
injured in an attempted assassination.

Then days after the murder of Amerkhanov, a suicide bomber in an explosives-laden truck
charged through the gates of the Nazran police station in Igushetia, killing more than 20 people and
injuring at least 100 others. The explosives were detonated just as police officers were gathering in
the morning courtyard. It was the single most violent attack in restive Igishetia in years.

Note that Ingushetia -- like neighboring Chechnya -- has been the site of violence in recent years.

While Chechnya, which was beset by a militant Islamic insurgency, has seen increased stability in
the last year, Ingushetia has absorbed a number of refugees from the Chechnya conflict. In fact,
during the second Chechen war which began in 1999, Ingushetia was the destination for thousands
of Chechen refugees. The United Nations refugee agency has reported that approximately 13,000
displaced people remain in Ingushetia today. Analysts have said that in addition to the refugee
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crisis, the emerging wave of violence in Ingushetia has been spurred by a mixture of Islamic
radicalism, frustration with the high level of poverty, as well as outrage over corruption and the
repressive actions by the local security forces.

Prospects of a Russian loan to Venezuela to help finance the purchase of Russian arms were being
discussed on September 9, 2009. Chief Russian foreign policy aide, Sergei Prikhodko, said that
the Kremlin was considering such a loan to Venezuela. The announcement came as Venezuelan
President Hugo Chavez arrived in Moscow for meetings with Russian President Dmitry
Medvedev.

In addition to the possibility of an arms deal, the meeting was intended to establish multiple areas
for bilateral cooperation. To that end, President Medvedev's Press Secretary Natalya Timakova
said, "There are plans for the conclusion of documents and agreements on oil and gas cooperation,
on ecology in the oil and gas industry, and also an agreement between the Justice Ministries."

After his trip to Moscow, President Chavez confirmed in a weekly televised address that Russia
had agreed to lend Venezuela over $2 billion for the purchase of weapons, such as 100 tanks and a
series of anti-aircraft rocket systems, and were intended to boost the country's defensive capacity.

President Chavez noted that the anti-aircraft rocket systems would make it difficult for Venezuela
to be attacked. He said, "With these rockets, it is going to be very difficult for them to come and
bomb us. If that happens, they should know that we will soon have these systems installed, [and]
for an enemy that appears on the horizon, there it goes." The move appeared to be in retaliation to
a deal struck between Colombia and the United States to allow American troops access to
Colombian military bases.

Also in September 2009, Iran put forth its package of proposals to the five permanent United
Nations Security Council members and Germany. According to the independent United States-
based entity, ProPublica, the five-page proposal, Iran called for "comprehensive, all-encompassing
and constructive" negotiations on a range of security issues, including global nuclear disarmament.
However, the document detailing Iran's latest proposals on its nuclear ambitions conspicuously
failed to mention Iran's own nuclear program.

The United States reacted by registering dissatisfaction with the proposal package. Philip Crowley,
the United States Assistant Secretary of State for Public Affairs, said that the proposed mesaures
failed to address the status of Iran's nuclear program. He said, "Our concern is that the response
itself did not really address what is the core issue of the international community and the core
concern, which is Iran's nuclear ambitions."

Conversely, Russia reacted by suggesting that the Iranian proposals signaled positive progress.
Russia's Foreign Minister Sergei Lavrov said, "Based on a brief review of the Iranian papers my
impression is there is something there to use." Lavrov also indicated that there would be no oil
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sanctions against Iran. "Some of the sanctions under discussion, including oil and oil products, are
not a mechanism to force Iran to co-operate, they are a step to a full-blown blockade and I do not
think they would be supported at the UN Security Council."

The American and Russian responses showed divergent approaches to the Iranian nuclear issue,
and suggested that consensus on the matter would not be easily achieved.

The controversy surrounding Iran's nuclear program took on greater significance after the IAEA
meeting, as discussed above. If Russia was indicating that it would not support strong oil
sanctions against Iran, then what options would be available to countries such as the United States,
which has made clear that consequences were in the offing if Iran failed to resolve the international
community's concerns about its nuclear ambitions?

Indeed, neither the United States nor Israel have ever actually foreclosed the possibility of targeted
air strikes against Iran, which would be specifically aimed at preventing that country from obtaning
a nuclear weapon. But Russian Prime Minister Vladimir Putin entered the fray, speaking against
not only the imposition of new sanctions, but also targeted military action against Iran. Prime
Minister Putin characterized any attack on Iran as "very dangerous" and warned that it would lead
to "an explosion of terrorism." That said, he also called on Iran to show "restraint" in its nuclear
program and to be mindful of Israel's security concerns. Prime Minister Putin said, "This is a
dangerous region and Iran should show responsibility, especially by taking into account Israel's
concerns."

Earlier, the Israeli Prime Minister Benjamin Netanyahu was reported to have made a secret visit
to Moscow to discuss the matter of Russian arms sales to Iran and Syria. At issue has been rising
tensions between Israel and Russia over Moscow's arms sales to Iran and Syria. Of particular
concern have been the transfers of weapons to the extremist Islamic organization, Hezbollah, in
Lebanon -- a particular flashpoint even since the 2006 between Israel and Lebanon-based
Hezbollah.

On Dec. 4, 2009, an attack by Islamic militants on a Russian express train left 26 people dead.
The militants targeted the luxury Nevsky Express that traverses Moscow and St. Petersburg in
what was one of the worst attacks in recent years. A letter from the rebels claimed responsibility
for the attack saying, "This operation was prepared and carried out ... pursuant to the orders of the
Emir of the Caucasus Emirate Doku Umarov." It was a clear reference to the Umarov enclave, led
by Russia's most sought after rebel leader of the same name who has led a jihadist insurgency
aimed at removing the predominantly Islamic North Caucasus region from Russian rule.

While attacks in the North Caucasus have taken place with some degree of frequency, attacks in
major Russian cities have been fairly rare. Now, Russia plunged into a state of anxiety as a result
of promises from the terrorists to carry out further "acts of sabotage" via its website. Indeed, the
rebels noted that they sought to sabotage strategic economic targets across Russia saying, "These
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acts of sabotage will continue for as long as those occupying the Caucasus do not stop their policy
of killing ordinary Muslims."

For over a decade, Russia has been dealing with a violent Islamic insurgency in the North
Caucasus republics of Dagestan and Ingushetia. As well, it has fought two wars against Islamic
separatists in Chechnya. While the security situation in Chechnya has improved in recent years,
the situation has not been nearly as positive in Dagestan and Ingushetia where violent insurgent
attacks have increased, leading President Dmitry Medvedev to cast the North Caucasus as Russia's
biggest domestic problem.

As if to underscore this claim, only days after the railway bombing on Dec. 4, 2009, another bomb
exploded under a train traveling from Siberia to Azerbaijan in Dagestan region. While that incident
yielded no deaths, it was deemed to be a "similar act of terror" by Prime Minister Vladimir Putin.
According to Russian intelligence experts, the use of follow-up attacks has been a hallmark of
terrorists in the North Caucasus.

On Jan. 10, 2010, a raid by Russian security forces resulted in the killing of Madrid Begov -- a
notorious terrorist in the restive territory of Dagestan. Russian authorities have said that Begov --
the leader of a subversive terrorist enclave, Shamkhal-Makhachkala -- had died after he refused to
surrender to security forces. Police have accused Begov of participating in a 2009 attack on a
Dagestani security officer near the security service's headquarters in Makhachkala.

February 2010 saw explosions at a house in Russia's restive region of Ingushetia leave at least two
people dead and 28 others injured. One of the dead was a police officer while the other was a
civilian. Police were searching the area and investigating reports that an improvised explosive
device had been planted in the house. The incident was attributed to the ongoing conflict between
Islamist insurgents and militants against the pro-Moscow governing authorities.

In early March 2010, an Islamist rebel leader in Ingushetia was killed during a raid by Russian
troops. Seven other rebels also died in the incident, according to the Russia's Federal Security
Service. Alexander Tikhomirov, also known as Said Buryatsky, was believed to have been
responsible for the bombing of a train in November 2009 that left 26 people dead. While
Tikhomirov had actually acknowledged his involvement in that attack, which was officially claimed
by "Causasian Mujahadeen," he did admit his involvement in the suicide attack on police
headquarters in Nazran in August 2009. In that attack, 20 policemen were reported to have died.

In the early morning rush hour of March 29, 2010, female suicide bombers carried out attacks at
two Moscow subway stations, killing at least 40 people and injuring more than 80 others. The first
blast struck the Lubyanka subway station, followed by a blast at the Park Kultury station. The
blasts appeared timed to maximize damage and casualties. Moscow Mayor Yury Luzhkov said, "It
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was a terrorist act carried out by ... female suicide bombers." To that end, suspicion fell on the
Chechen "Black Widows" who lost their husbands during the conflict with the Islamic separatist
republic in Chechnya. According to CNN, a group associated with Chechen separatists indeed
claimed responsibility for the attacks. Russian President Dmitry Medvedev promised that his
country "will fight terrorism without hesitation and to the end," while Russian Prime Minister
Vladimir Putin said those behind the attacks would be punished. According to RIA Novosti, he
said: "It is well known that today a terrible crime against civilians in its effects and disgusting in its
character was carried out. [ am sure that police will do their best to find and punish the criminals.
The terrorists will be destroyed."

Days after that attack, a teenage widow of a senior Caucasus militant was identified as one of the
Moscow subway bombers. Dzhennet Abdurakhmanova was believed to be from the
Khasavyurtsky region of Dagestan and was married to Islamist militant, Umalat Magomedov, who
was killed by Russian security forces at the end of 2009. The second Moscow subway bomber
was believed to have been the widow of another Chechen Islamic militant. Also in the days after
the subway attacks there were two more suicide bombings -- this time in Kizlyar, leaving 12 people
dead, the vast majority of whom were police officers. As before, Russian President Dmitry
Medvedev struck a hard tone as he spoke from Russia's restive North Caucasus region. He said,
"We must deal sharp dagger blows to the terrorists; destroy them and their lairs." He continued,
"The list of measures to fight terrorism must be widened. They must not only be effective but
tough, severe and preventative. We need to punish."

On July 2, 2010, a suicide bombing ensued in Grozny, the capital of Russia's restive Chechnya
region. Three police officers and two civilians were injured as a result. The attack took place
close to Grozny's theatre where a musical performance was set to take place. While the Russian
military has not been involved in offensive against militant extremist separatists in recent times,
with Russian authorities declaring success in the breakaway republic, clashes and incidences of
violence have nonetheless flared occasionally. In addition to Chechnya, neighboring regions of
Ingushetia and Dagestan have also seen similar clashes and incidences of violence over the years.

Earlier, on June 28, 2010, ten individuals using aliases were arrested in the United States for
allegedly spying for the Russian government. According to the Justice Department of the United
States, the ten individuals were charged with conspiracy to act as unlawful agents of a foreign
government. Eight of the ten suspects were reported to have had "long-term, deep-cover
assignments" in the United States. As well, nine of the ten suspects were charged with conspiracy
to launder money. Five of the suspects appeared in a New York federal court where they were
ordered to remain in jail pending hearings set for the end of July 2010. Other suspects soon faced
court in Virginia. The arrests came after an investigation that went on for several years and, if
convicted, the suspects could face five years in prison.

Authorities said they were in pursuit of an eleventh suspect. That eleventh suspect was soon
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arrested in Cyprus and released on bail; he was subsequently reported to be missing after failing to
present for a scheduled "check in" meeting with the Cypriot police. An arrest warrant was issued
for that individual as a result but reports soon emerged that he may have fled that country. The
Cypriot authorities were now under fire for mishandling the situation; members of the opposition
party in that Mediterranean country railed against the fact that an alleged spy was allowed bail
rather than being subject to a detention order.

Meanwhile, United States Secretary of State Hillary Clinton, on a trip to Eastern Europe, made
clear that the U.S. was committed to positive ties with Russia, the emerging spy scandal
notwithstanding. Secretary Clinton said, "We're committed to building a new and positive relation
with Russia." She continued, "We're looking toward the future." For its part, Russia has also
indicated that the scenario would not affect closer bilateral relations with the United States.

Indeed, only weeks ago, Russia backed the United States in advancing a plan for further
international sanctions against Iran for its controversial nuclear program. The United States-
drafted proposal was passed in the United Nations Security Council with Russian support,
effectively imposing harsh sanctions against Iran.

By the first week of July 2010, plans were in the works for a Cold War era "spy swap" in which
ten Russian agents would be deported in exchange for the return of United States agents being
held in Russia. Those agents sought by the United States included a Russian nuclear scientist, a
former Russian military intelligence agent and a former KBG agent who were jailed for spying on
behalf of the United States. There was also a former military intelligence agent jailed for spying
for the United Kingdom.

The exchange ensued in Austria with the ten Russian agents boarding a flight to Moscow, and the
four agents released by the Kremlin boarding an American aircraft close to the main passenger
terminals at the airport in Vienna. The entire exchange took a total of 90 minutes.

Perhaps not surprisingly, the two countries involved cast the spy swap in positive terms. Russia
said that the ten persons in United States custody facing charges there had been freed "for
humanitarian considerations." Russia also lauded the move as being illustrative of "the general
improvement of Russia-United States relations." Meanwhile, the United States was dismissing
claims that only four agents were released in exchange for the ten Russians. United States
authorities made clear that the four in question were "high value" and garnered far more usable
information in comparison to the ten Russians. Moreover, the White House in the United States
was playing up the fact that knowledge of the spy ring and plans for the spy swap had been in the
works for several months before the Russians were ever arrested.

On September 5, 2010, a suicide car bombing at a military base in the restive Russian republic of
Dagestan left three soldiers dead and 32 others wounded. The suicide bomber was driving an
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explosives laden vehicle and charged through the gates of the base in the Dagestan city of
Buinaksk. Soldiers opened fire on the attacker before he could get to the center of the base, but
the attacker was able to strike a military truck, followed by the explosion. There was speculation
that the actions of the soldiers likely decreased the carnage on the scene. Magomedsalam
Magomedov,the leader of Dagestan, said in an interview with Interfax: "Today's terrorist attack
indicates that militants in the republic still have the power to conduct such treacherous attacks."

In Moscow, Russian President Dmitry Medvedev again reiterated his oft-expressed view that
violent insurgencies in the North Caucasus have prevailed as Russia's most significant domestic
challenge and a threat to national security. The Russian leader has in the past offered the view that
poverty alleviation in the region should be part of the solution aimed at stabilization of the area.
Indeed, expert analysts have likewise noted that poverty has been a driving motivator behind the
decision of many youth to join extremist Islamic militant groups in the North Caucasus.

Days later on Sept. 9, 2010, another suicide bombing took place at a crowded marketplace in the
North Caucasus city of Vladikavkaz. At least 17 people died as a result of that attack while close
to 140 others were wounded. According to the independent Kavkazsky Uzel website, the bomber
was identified as a resident of neighboring Ingushetia. Alleged accomplices of the bomber were
apprehended, according to the federal security chief, Alexander Bortnikov. Prime Minister Vladimir
Putin said of this attack, "The crimes like the one that was committed in the North Caucasus today
are aimed at sowing enmity between our citizens. We mustn't allow this." He continued by placing
the blame for the violence on "people without souls, without hearts." of them Putin said, "They
literally hold nothing sacred. Our common duty is to fight these crimes, these criminals."

While there were no official claims of responsibility for these bombings, they were the latest
manifestations of almost-daily violence in the North Caucasus region, usually by Islamic militants.
In Dagestan, clashes between security forces and insurgents likely linked with separatists in
Chechnya have become regularized fare. Despite successful offensive operations in the North
Caucasus, violence by militants has been ongoing for some time, effectively plaguing areas in the
region, such as Chechnya, Ingushetia and Dagestan. Of note was the fact that while Chechnya,
Ingushetia and Dagestan have predominantly Muslim populations, thereby fueling the possibility
that attacks there contain a religious motivation, Vladikavkaz -- located in North Ossetia -- has
been home to a predominantly Christian Orthodox population. In Vladikavkaz case, there was
speculation that the motivation for that attack resided with the prevailing tensions between ethnic
Ossetians and ethnic Ingush. But the North Ossetian city of Beslan was the site of the horrific
2004 siege where Chechen militants took hundreds of hostages at a school, leading to the tragic
deaths of more than 330 people, at least half of whom were children.

On September 16, 2010, Chechen separatist leader Akhmed Zakayev was arrested in Poland. He
was in that European country to attend a two-day Chechen summit when he was detained.
Zakayev was then subject to several hours of interrogation by Polish police, who were acting on
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the basis of an international arrest warrant issued by Russia, which sought his extradition on
terrorism, murder and kidnapping charges. For his part, Zakayev has denied being involved in
terrorism, and indeed, could be considered something of a moderate since he has called for
negotiations with Russia -- a position not embraced by most extremist Chechen separatists. Since
being granted asylum in the United Kingdom in the first part of the 2000s, Zakayev has been
known to travel within Europe. But in this case, he was arrested by Polish authorities who had no
choice but to act on the decision by Interpol to place Zakayev on its most wanted list, at Russia's
request.

Attention was soon focused on the question of if Zakayev would actually be extradited to Russia to
face charges. Polish Prime Minister Donald Tusk said that although the Chechen separatist leader
had been arrested, there was no guarantee that Polish courts would rule in favor of extradition to
Russia. Meanwhile, the head of the international affairs committee of the Russian Duma or lower
house of parliament, Konstantin Kosachev, applauded Poland for taking its international
obligations seriously.

A day later on September 17, 2010, a Polish court ruled that Zakayev could be released pending its
decision on the matter of extradition. But even if the Polish court eventually ruled in favor of
extradition, according to Polish Finance Minister Jan Rostowski, the government of Poland still had
the power to intervene on behalf of Zakayev. Russia responded to events unfolding in Poland in a
less than favorable manner this time. Konstantin Kosachev warned Poland that its failure to act in
accordance with international law would yield deleterious consequences.

In mid-October 2010, Islamic militants stormed the parliament in Chechnya, killing several people
and injuring even more. Two guards and an official were among the dead. The militants shouted
Islamic slogans, detonated a bomb and opened fire using guns as members of parliament arrived at
the compound for work. Many people, included members of parliament already inside the
building, were able to avoid the bloodshed by running to upper floors. This was the latest episode
of violence erupting in Chechnya, despite Moscow's official declaration ending counter-terrorism
operations in the breakaway republic more than a year prior. Since then, Moscow has relied on
the pro-Moscow efforts of Chechnyan leader, Ramzan Kadyrov, to eradicate the remaining threat
by Islamist separatist rebels. However, recent times have seen an increase in insurgent violence
not only in Chechnya but also other regions of the North Caucasus such as Ingushetia. As well,
only days after the attack on the Chechnyan parliament, explosives were discovered and defused
close to a bus station in the republic of Kabardino-Balkariya, while the director of a children's
rehabilitation centre in Dagestan was shot to death.

Despite successful offensive operations in the North Caucasus, violence by Islamist separatist
militants has been ongoing for some time, as discussed above, effectively plaguing areas in the
region, such as Chechnya, Ingushetia and Dagestan. Russian President Dmitry Medvedev has
often expressed the view that violent insurgencies in the North Caucasus have prevailed as
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Russia's most significant domestic challenge and a threat to national security. The Russian leader
has in the past offered the view that poverty alleviation in the region should be part of the solution
aimed at stabilization of the area. Indeed, expert analysts have likewise noted that poverty has been
a driving motivator behind the decision of many youth to join extremist Islamic militant groups in
the North Caucasus.

Special Entry

U.S. and Russia forge agreement to cut stockpiles of nuclear weapons as Obama and
Medvedev set new tone for bilateral relations

On July 6, 2009, United States President Barack Obama met with his Russian counterpart,
President Dmitry Medvedev, for talks on their countries' respective nuclear arsenals. Following
three hours of discussion, the two world leaders signed an outline agreement aimed at reducing
their countries' stockpiles of nuclear weapons. The "joint understanding" was signed in a public
ceremony in Moscow and would cut deployed nuclear warheads to under 1,700 on both sides
within seven years of a forging new accord. That new accord would stand in replacement of the
1991 Start I treaty, which was set to expire at the close of 2009.

A statement from the White House explained that the new treaty would "include effective
verification measures" and "enhance the security of both the US and Russia, as well as provide
predictability and stability in strategic offensive forces."

While the terms of the new concord would still leave both countries with enough weaponry to
destroy one another, the move was intended to stop the diplomatic "drift" away from cooperation
on shared interests, which had occurred in recent times.

To that end, President Obama said the United States and Russia were both "committed to leaving
behind the suspicion and the rivalry of the past." He also noted that the new agreement was part of
an initiative "to reset U.S,-Russian relations so that we can co-operate more effectively in areas of
common interest."

For his part, President Medvedev said that the talks had been "very frank and very sincere" and
were "without any doubt, the meeting we had been waiting for in Russia and the United States."
The Russian leader went on to state, "I would like particularly to stress that our country would like
to reach a level of cooperation with the United States that would really be worthy of the 21st
Century, and which would ensure international peace and security."

In addition to reduced levels of nuclear warheads and delivery systems, including intercontinental
ballistic missiles, there were also provisions for submarine-launched missiles and bombers.

Russia Review 2016 Page 71 of 708 pages



Russia

In a separate agreement, Russia said it would allow the United States military to transport troops
and weaponry across its territory to Afghanistan, where the war against resurgent Taliban and al-
Qaida was ongoing. This use of Russian territory to move troops and equipment into the conflict
zone would foreclose the use of routes through Pakistan, which have been the target of attacks
by militants on a frequent and increasing basis.

In another development, Russia and the United States agreed to establish a joint commission,
which would facilitate greater cooperation on energy, fighting terrorism and dealing with narcotics
trafficking.

In a particularly significant move, the two countries agreed to resume military cooperation, which
was suspended in 2008 as a result of the conflict between Russia and Georgia.

Yet unresoved was the prevailing source of controversy on both sides -- the United States' plan to
develop a missile defence shield system in Eastern Europe. This proposal has been strenuously
resisted by Russia, which eschews greater American domination in its own backyard. In a move
aimed at gradually moving the two countries toward consensus on the issue, both Obama and
Medvedev said that they backed a joint study on the threat of ballistic missiles and the institution of
a data exchange center.

President Obama, who characterized former President Vladimir Putin as having "one foot in the
old ways of doing business and one foot in the new," met with the prime minister of Russia on
July 7, 2009.

U.S. President Obama abandon's Bush era missile shield; Russia lauds move

On September 17, 2009, United States President Barack Obama announced that his
administration was abandoning the Bush-era missile defense shield program in Eastern Europe,
which caused the grave consternation of Russia. In its place, President Obama unveiled a "phased,
adaptive approach" for missile defense on the European continent. At a news conference in the
White House, President Obama said, "This new approach will provide capabilities sooner, build on
proven systems and offer greater defenses against the threat of missile attack than the 2007
European missile defense program."

President Obama explained that he made the decision based on an assessment of Iran's missile
threat and the Pentagon's "phased and adaptive" approach, which would ensure the American
homeland defense. While President Obama acknowledged the threat posed by Iran, and although
he insisted that he was committed to "deploying strong missile defense systems which are
adaptable to the threats of the 21st century," he also wanted to institute a plan that would be be
appropriate and effective in responding to the current intelligence assessment of Iran's missile
programs. To that end, recent intelligence appeared to indicate that Iran's capacity to attach
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warheads to long-range missiles would not pose an immediate strategic threat to the United States
and its allies. Indeed, Iran was more likely to pursue short-range and medium-range missile
development.

President Obama noted, "The best way to responsibly advance our security and the security of our
allies is to deploy a missile defense system that best responds to the threats that we face and that
utilizes technology that is both proven and cost-effective." He explained that the new missile
defense architecture would provide "stronger, smarter and swifter defenses. "

The plan would essentially nullify former President George W. Bush's plan to deploy 10 missile
interceptors in Poland and a radar system in the Czech Republic as part of its European missile
shield, charged with preventing European allies from missile threats by "rogue states," such as
Iran. Bush's plan had been criticized by some as being impractical to implement. Perhaps more
significantly, Russia strongly opposed the missile defense shield concept and argued that it posed a
security threat to the region. The matter caused a devolution in positive relations between the
United States and Russia at the time, with Russia warning of retaliatory moves.

Perhaps not surprisingly, Russia was now lauding the decision by the Obama administration to
dispense with the Bush missile defense shield system. Russian President Dmitry Medvedev
welcomed the shift as "positive" and made clear that there were now "good conditions" for United
States-Russia talks on dealing with missile proliferation. It was apparent that the "reset button" on
bilateral relations between the two countries had, indeed, been pressed.

Meanwhile, Russia quickly announced that it would now scrap its own controversial plans to
deploy missiles close to Poland. That proposal had been advanced in response to the Bush missile
shield plan. But now, as noted by Deputy Defense Minister Vladimir Popovkin during an radio
interview in Moscow, "Naturally, we will cancel the measures that Russia planned to take in
response to the deployment of U.S. missile defense systems." He continued, "Common sense has
finally prevailed over ambitions."

For his part, President Obama said on an interview with CBS on September 20, 2009, that his
decision was not dictated by Russian opposition. He said, "The Russians don't make
determinations about what our defense posture is." He continued, "If the by-product of it is that
the Russians feel a little less paranoid... then that's a bonus." President Obama also noted that one
of the bonus effects could be that the Russians might be more willing to work with the United
States in dealing with ballistic missiles from Iran or nuclear development in Iran.

Missile defense talks to commence between Russia and the United States; geopolitics and arms
control also on agenda

United States officials were expected to be in Russia on Oct. 12, 2009, for missile defense
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negotiations with Russian counterparts. The Russian were led by Deputy Foreign Minister Sergei
Ryabkov while Undersecretary of State for Arms Control and International Security, Ellen
Tauscher, was to head the United States delegation. After the groundwork has been established,
further talks were set to take place later in the week between Russian Foreign Minister Sergei
Lavrov and United States Secretary of State Hillary Clinton.

Speaking ahead of the negotiations, Russian President Dmitry Medvedev said the United States
and Russia must advance strategic arms reduction. In an interview with Russia's Channel Once,
President Medvedev said, "While dealing with non-proliferation, we must simultaneously deal with
the limitation and reduction of strategic offensive potentials -- both carriers and nuclear warheads."
Medvedev continued, "Today we have the chance to advance this process. We will be dealing with
this. And I call on our American partners to do the same."

With the 1991 Strategic Arms Reduction Treaty set to expire on Dec. 5, 2009, President
Medvedev said he believed Russia and the United States could reach a new strategic arms
reduction accord. He observed, "There is definitely a chance for the agreement, since the new
U.S. administration has demonstrated interest in this issue." Medvedev also said he did not
support the expansion of nuclear weapons states recognized by the Nuclear Non-proliferation
Treaty. Striking a tone harmonious with his American counterpart, President Barack Obama,
president Medvedev said, "We are against the extension of the nuclear club. Otherwise the situation
will get out of control. The world without nuclear weapons is an ideal which should be on our
agenda."

President Medvedev also reiterated his appreciation for President Obama's decision to scrap the
Bush-era missile defense shield plan, calling President Obama's new missile shield plans
"sensible." He additionally noted that Russia was eager to extend missile defense cooperation with
the United States and Europe.

On October 13, 2009, United States Secretary of State Hillary Clinton traveled to Moscow to
meet with Russian President Dmitry Medvedev and Russian Foreign Minister Sergey Lavrov. In
addition to the issues related to missile defense and a new successor treaty aimed at strategic arms
reduction, the two diplomats were reported to have discussed approaches to dealing with
geopolitical challenges in Iran, the wider Middle East, and Afghanistan, as well as possible joint
work on climate change.

In an interview with the Newsweek's Russian edition, which was published in the German daily,
Die Welt, and translated by Reuters, Secretary Clinton said that her country and Russia found
broad agreement on the issue of Iran's controversial nuclear program. While there was no specific
promise from Moscow to impose harsh santions on Iran if diplomacy failed, Secretary Clinton said,
"We have agreed to make diplomacy the priority with Iran. But if we are not successful, we will
consider other steps." She described her talks with Russian leaders as "very constructive" and
noted that the United States and Russia were in "full agreement" on the path before them. The
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United States' top diplomat also lauded Russia for not following through with plans to deliver high-
grade S300 air defense missiles to Iran. Secretary Clinton additionally addressed the Obama
administration's plan to scap the Bush-era missile defense system in Eastern Europe saying, "On
the question of the missile shield, we are very open to cooperation with the Russians. We have
made this clear to them. We believe that a joint missile defense would make sense."

On Dec. 21, 2009, Russia and the United States were reported to have made good progress on
negotiations on a new strategic arms agreement. In an off-side meeting at the Copenhagen Climate
Change Summit, United States President Barack Obama met with Russian President Dmitry
Medvedev and expressed confidence that a new treaty would soon be signed. At issue was the
impending expiration of the existing Strategic Arms Reduction Treaty and the need to forge a new
agreement.

Russia and United States Sign New Arms Treaty

On Feb. 24, 2010, United States Secretary of State Hillary Clinton urged her Russian counterpart,
Russian Foreign Minister Sergei Lavrov, to move forward with efforts to finalize a new arms
reduction treaty. During a briefing, State Department spokesman Philip Crowley said the United
States' top diplomat "emphasized to the foreign minister that our negotiators are close to reaching
an agreement and encouraged Russia to continue to move ahead, push hard so we can reach an
agreement in the next couple of weeks." That timeline seemed to coincide with Russian
expectations, since a Russian lawmaker, Konstantin Kosachyov, noted that discussions were
underway on a new treaty to replace the 1991 Strategic Arms Reduction Treaty (START), which
expired on Dec. 5, 2009.

In March 2010, Secretary of State Clinton was in Mosco