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    This is Economics!


    The April edition of Diplomaatia focuses to a greater or lesser extent on economic issues. This includes the economy inside and outside Estonia’s borders, since a small country like Estonia is influenced by changes at the global level.


    Kaspar Oja, an economist at Eesti Pank (Central Bank of Estonia), writes about the slowdown of the world economy and its influence on Estonia.


    Priit Pallum, a long-serving diplomat at the Estonian Ministry of Foreign Affairs, who has been active in the field of economics, writes about how Estonia’s foreign policy is connected to its economy. Or, to be more precise: “Estonia has no foreign economy. There is one economy, and it is so closely linked to the rest of the world because of globalisation that we take the foreign element for granted and do not even notice it. Estonia’s ratio of exports (in goods and services) to GDP is eight to ten—twice the European average,” says Pallum.


    Belarusian economist Leonid Zlotnikov explains in his interview with Diplomaatia why the Belarusian business model is no longer sustainable and how it is dependent on relations with Russia. “I want to stress that the main cause [of all economic problems] lies not with lower oil prices or the decline of Russia’s economy, but rather the fact that the Belarusian business model is simply not sustainable. What has happened now is natural and will be with us for some time. The warehouses of Belarusian factories are full of goods that have not been sold. Even the warehouses at MAZ (trucks) and Belaz (huge tipper trucks used in mining) are packed.”


    Hudson institute analyst Richard Weitz gives an overview of Sino-Russian economic relations. “Russian hopes of China filling the Western sanctions gap has not panned out. The devaluation of the Russian rouble, the Chinese and Russian economic slowdown, and the fall in global gas and oil prices have sparked a major decline in Sino-Russian trade volumes and quelled the hoped-for PRC direct investment in and loans for Russian industry,” writes Weitz.


    Mark Gortfelder, junior research fellow at the Estonian Institute for Population Studies, writes about why the Chinese one-child policy can be considered unsuccessful. “The Chinese government and its researchers boast that the one-child policy has managed to prevent 400 million births, created a foundation for the exponential development of the economy, and contributed strongly to battling global warming—but no serious demographer believes this,” notes Gortfelder.


    Margus Laidre, Estonia’s ambassador to Finland, reviews a book by Finnish diplomats on Finland’s foreign policy.
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    Why is Global Growth Slowing and How Does It Affect Estonia?


    The economic growth of recent centuries is more of an exception
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        Kaspar Oja,


        Economist at Eesti Pank (Central Bank of Estonia)


        Kaspar Oja has worked at Eesti Pank since 2009. He is also a doctoral student at the University of Tartu School of Economics and Business Administration. He has published articles and opinions on the economy in the Estonian press.

      

    


    Prognoses for global economic growth have been continuously lowered in recent years, and various statistics indicate that it may remain slow for a very long time. This is due to different issues, such as aging populations and a decline in establishing trade relations, but also that rapidly developing Asian countries are falling into the middle-income trap. Estonia is affected, on the one hand, through its direct trade relationships. On the other hand, it is interesting to see how Estonia’s economic problems are similar to the issues that affect the economic development of the rest of the world.


    Global growth can be measured with different indicators. Statistics differ significantly depending on whether countries’ growth indicators are drawn up using their GDPs at market prices or adjusted to purchasing power parity (PPP). In the first case, the slowdown in world GDP growth is more evident. Taking PPP into account means that, since the share of rapidly-developing poorer countries is bigger, average global growth is also higher. The indicator weighted on the basis of PPP also amplifies the fact that market economy reforms, which enabled the countries that are developing quickly today to achieve their growth, have been undertaken in recent decades. The economic growth of the so-called emerging markets accelerated only in the 1990s.


    Regardless of which indicator is selected, the comparison of the prognoses and the past points to the slowing of global growth. If the average growth of the last five years and the next five, as predicted by the International Monetary Fund (IMF), is compared to average growth in the first decade of this century, the global growth index based on PPP also indicates a slowdown of growth.


    The World Bank estimates that the global economy grew an average of 5.5% per year in the 1960s, slightly more than 4% in the 1970s, 3% in the 1980s, and less than 3% after that. This means the major slowdown in global growth took place several decades ago. It is noteworthy, however, that since 1960, global growth has not been less than 3% for five consecutive years, as has happened now. There has always been a year with faster growth in between. According to the IMF prognosis, global growth calculated with weightings based on market rates will remain below 3% in coming years.


    Part of the slowing growth of this decade might be explained by short-term factors. For example, major oil price fluctuations have affected the growth of oil-producing countries. Recovering from the last economic crisis takes time, so the growth of developed countries has been especially slow. The alleviation of these problems should somewhat increase economic growth.


    The so-called Japan scenario—where growth, inflation and investments remain at a low level for a long time in a setting of high amounts of savings at low interest rates—is also often discussed in relation to developed countries. Situations like this have developed after major economic crises and various theories have related it to changes in risk behaviour and expectations regarding the development of technology, failures in the financial sector and population processes, etc. Periods of slow growth after economic crises have occurred before, and thus far these have been overcome. But it takes time.


    In developed countries, the slowdown of growth is caused by the long-term aging of the population, which reduces labour supply. Large (in numerical terms) generations that were born after World War II are exiting the labour market and this significantly affects labour supply. In many countries, the negative effect of the demographic change on labour supply coincided with the economic crisis that began in 2008. In Finland, for example, the number of people who are 65 years old or over has increased by 28% compared to 2008, and in the US by 17%. A sudden change occurred even earlier in Germany.


    What might be even more important than a specific growth expectation is how expectations have changed over recent years. Prognoses are often inclined towards the average, so the growth numbers are nearing an average of the past. Sudden slowdowns or changes are, of course, difficult to account for in prognoses, even when they have a high probability. In the context of slowing global growth, it is telling that in recent years the IMF has reduced the global growth estimate at a rate of 0.1 percentage points a year on average. In April 2015, the IMF expected economic growth in 2019 to be 3.3%, but this number has decreased by 0.1 percentage points each year since and, according to the latest prognosis, the figure remains slightly below 3%.


    One could always ask whether economic growth is the best indicator to consider. People should be interested in well-being, which is much more than mere GDP. Besides, GDP can only take into account transactions with a monetary value and probably underestimates improvements in the quality of life. In practice, it is very difficult to take into account a change in product quality over time. GDP also leaves aside, at least partially, how the so-called new economy affects well-being because most of its benefits are free of charge. For example, social media and online communications software definitely have a positive impact on our well-being but, since we do not pay anything for them, this is not reflected in our consumption or GDP. Despite everything, GDP is the best indicator for measuring well-being because of its international and temporal comparability.


    We have yet to witness an increase in protectionism


    One of the reasons for the slowing of global growth could be the modest development in establishing new trade relationships. Before the economic crisis that began in autumn 2008, global trade increased nearly twice as fast as the global economy but this ratio decreased after the crisis. Foreign trade growth that exceeded economic growth was an indication of greater economic openness, which meant faster market growth, i.e. an increase in demand. In addition to demand, supply has also played an important part in trade, for example with international specialisation and knowledge transfer. Increased competition has made products better and cheaper, led to improved quality, etc.


    Specialisation plays an important role in productivity growth and the rise in living standards. A slowdown in trade, therefore, most probably inhibits global growth.


    A simple explanation for reduced global growth could be an increase in protectionism. The standstill that followed the economic crisis impaired mutual trust. Populist politicians have gained more votes in elections. Countries are prioritising the enhanced competitiveness of exports, which may be interpreted as market distortion. For example, in order to attract international companies, tax advantages or support are granted, or a blind eye is turned to violations of environmental, construction and other regulations. This list could also include our predominant idea that economic growth can rely on exports alone. Some measures of increasing competitiveness may seem useful on a national level, but they might not be good for the world economy as a whole because they distort the price mechanism and prevent the international division of labour from becoming more efficient. Relations between different countries and cultures are also strained. All of this may be the reason why countries want to trade less with each other.


    However, identifying protectionism as the cause of slow growth is contradicted by the fact that freedom of global trade has not diminished following the last economic crisis. So it is premature to talk about the significant impact of protectionism. For example, the trade freedom sub-index of the Heritage Foundation’s economic freedom index has improved since the economic crisis, despite the fact that countries with below-average economic freedom have been added to the index. Compared to 2007, freedom of trade has increased in 80% of countries. The most well-known economic restrictions that have affected Europe and Estonia in recent years are probably the sanctions applied by the West against Russia; but they affect only a relatively small fraction of trade.


    Western countries lack the political means to restrict trade freedom in practice. This means that the promises of politicians who talk about introducing economic restrictions may not be realised or might take a long time. On the one hand, enforcing trade restrictions is legally complex because they might go against national and international regulations. This means that establishing restrictions is time-consuming, not least because it requires numerous rules to be amended but also the replacement of key figures in institutions, which in turns means agreements with many parties. On the other hand, the market powers that remain prevent the restrictions from having an impact. The appreciation of the US dollar has also been related to the expectations of the market regarding trade restrictions, which softens the macroeconomic impact of the expected restrictions.1


    A changed connection between trade growth and economic growth is probably an indication that the situation is normalising. In other words, this denotes the end of deepening international trade that followed the liberalisation of world trade. Diversified trade opportunities have increased economic opportunities and we may now have reached the level where, within the limits of current freedoms, the further improvement of labour division efficiency—which proceeds from the freedom of trade—may become exhausted as the source of economic growth. For the world economy to grow as it did before, the freedoms we have today do not suffice and trade rules need to be further liberalised.


    Rapidly growing countries are approaching the middle-income trap


    Global growth in recent decades has been led by fast-growing Asian countries, whose increasing demand has supported the growth of developed countries. History has shown, however, that growth in such countries tends to slow as they become richer. It is unlikely that the countries that are currently growing rapidly will escape this. Only a few have managed to grow very fast for long.


    One of the reasons for this is that labour force growth in countries with rapid economic growth slows down. China’s demographic explosion took place 60 years ago and the one-child policy has already led to a decrease in the working-age population. Another important factor is the slowing of productivity growth. Poor countries with a low level of technology are able to increase productivity quickly by copying, but the more complicated the economy becomes, the more difficult it is to take over technology and the more they need to develop themselves.


    The third factor that impedes economic growth when wealth increases is a change in preferences. As society becomes more prosperous, it starts to spend more on comforts and niceties and there is less resource left for growing the economy. The desire to rest longer and work less grows at a certain salary level. Convenience and pleasantness may manifest themselves in better working conditions or a cleaner environment. These certainly improve welfare but their impact on measurable economic growth is very small. Such changes in preferences have also taken place in Estonia in the past ten years.


    China’s growth is becoming more consumption-based and the service sector has an increasing share of the economy. This is a natural change in the long-term perspective and a prerequisite for continued balanced development. If the role of consumption in China’s economy were not to increase, the slowdown might be even more sudden than so far expected. At the same time, an economy that relies on consumption and services has fewer opportunities for productivity growth. From the perspective of Estonia, it is even more significant that this type of economic structure provides fewer export growth opportunities for the industrial sectors of developed countries that produce complex technology.


    Growth has slowed suddenly in many countries, and not gradually, as we hope to see in Asia.2 The majority of European countries witnessed this type of slowing growth in the 1970s. Economic growth during the seven years that preceded and followed the slowdown has differed by 3.5 percentage points on average worldwide. The sudden slowing of economic growth in Estonia probably coincided with the economic crisis of 2008 and 2009. Why should it be any different in Asia?


    One common factor behind the rapid slowdown of economic growth is a country’s standard of living. Slowing has generally taken place when the per capita GDP on the basis of PPP has been nearly 20,000 dollars at 2016 prices.3 Estonia had already achieved this level by the time it joined the European Union, so it is actually surprising that, compared to other countries, its fast growth lasted so long. Latvia and Lithuania reached this level during the boom and China is getting close to it.


    Based on prior experience, it can be assumed that China’s growth is probably decreasing, and this has a significant impact on global growth. Simulation models have demonstrated that the slowing of China’s economic growth would considerably affect the exports of developed countries. This would mainly have an impact on primary producers, because China is a major consumer of primary products. However, primary producers are the target export market for the industrial sectors of developed countries, which would suffer indirect losses due to China’s decreased growth. China’s slowing growth would significantly affect Estonia’s trade partners Finland and Russia, and Estonia would also feel the influence through them. Given the non-linear nature of the process, it can be expected that this is not reflected in the baseline scenarios of the prognoses.


    Estonia’s economic development is closely linked to the outside world, and slower growth in overseas demand affects the export opportunities of Estonian companies. Nevertheless, in the context of a general economic downturn, the impact on economic growth of the falling trend of the external environment may be relatively small compared to other factors. Estonia is going through similar changes to Asian countries, where economic growth is expected to decline. The role of investments has also diminished, and demand is based more on consumption. The added value of companies carries an increased share of labour costs (especially in companies under foreign control who are also large exporters), which has slowed growth in other countries in the past. The same goes for investing: the rate of investment has fallen the most in foreign-controlled companies.


    In the longer term, global growth is probably slowing down. This could in fact be considered a normalisation of the environment, because the growth in recent centuries is somewhat unusual in world history. The role of economic policy in the slowdown of growth is not decisive, at least for the time being, because market forces are extremely strong. On a long-term basis, it is possible to reorganise institutions and influence the course of development. Economic growth would benefit from the continued enhancement of economic freedoms.


    


    1 Eichengreen, B. “Powerful forces will lead to a strong dollar under Trump”. Financial Times, 26 January 2017. https://www.ft.com/content/2a01d6c2-de6f-11e6-86ac-f253db7791c6


    2 Eichengreen, B. Park, D. and Shin, K. When Fast-Growing Economies Slow Down: International Evidence and Implications for China. Asian Economic Papers, 11(1) (Winter/Spring 2012), 42–87. http://www.nber.org/papers/w16919


    3 Estimate converted to 2016 prices on the basis of the IMF’s World Economic Outlook.
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    Does Estonian Diplomacy Support its Foreign Economy?


    We could actually talk about a single economy
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    Priit Pallum,


    Estonian Ministry of Foreign Affairs


    Pallum has worked in the Ministry of Foreign Affairs since 1991, dealing with international economic issues and trade agreements.


    When discussing broad topics, there is always the issue of whether one’s views are subjective; it is very hard, if not impossible, to give a single and completely true opinion. The following is an expression of personal views.


    I would like to start by changing the question. Estonia has no foreign economy. There is one economy, and it is so closely linked to the rest of the world because of globalisation that we take the foreign element for granted and do not even notice it. Estonia’s ratio of exports (in goods and services) to GDP is eight to ten—twice the European average. The European average also shows that one job in seven (i.e. every third or fourth Estonian job) is export-related. So that we can sell goods and services abroad, we must import some things because we cannot produce everything ourselves. This, in turn, creates more jobs. We consider it normal that we consume imported goods and have to sell abroad most of the goods and services produced here to be successful; we have become more integrated into the global economy than several other countries. Due to this and given future trends, it would be wise of us not to draw an artificial line between the domestic and foreign economy. Let us put it this way: when did you last check the label of a product to see where it was made? In the case of food products, the “Prefer Estonian Products” (Eelista eestimaist) label is commendable, but almost everything else we consume is imported. This is about big numbers—each month, we export goods worth a billion euros, and exports of services will soon be worth nearly half a billion euros.


    Since the beginning of time, inter-state relations have facilitated economic links in addition to helping maintain a political relationship. Historically, this has been mostly related to trade, but today trans-border relations are much more varied. Facilitating and attracting investment, tourism, technological exchange and trade in services, and participation in trans-border supply chains, are part of the picture now. In institutional terms, international organisations, professional associations, local government units (cooperation between cities), and links between voluntary sectors and institutions of higher education are part of the economy. Both these lists are, naturally, very selective, and forms of cooperation are actually much more varied. If we view Estonian diplomacy as the network of embassies and permanent representations to international organisations that negotiate traditional relations with other states, it can be argued that all our foreign missions participate in promoting better economic relationships. But activities that bring economic benefit are more visible for some overseas missions than for others.
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        The European Union is Estonia’s most important trading partner. From 1 July 2017, Estonia will take over the presidency of the Council of the European Union.


        REUTERS/SCANPIX

      

    


    As a small and open state, Estonia has foreign trade relations with 170 countries. In 2016, we exported goods to 175 countries and imported from 135. If these numbers show nothing else, they confirm that we have integrated into the world economy quite well and that global value chains function well even in the case of really small economies like Estonia’s. At the same time, do not let the big numbers and broad geographical distribution mislead you: we are not big enough to have global interests and—although we are influenced by international trends and may perhaps recognise them more intuitively as a small society than large economies more focused on the domestic market—our economic interests are still mainly focused on our vicinity. We are very closely connected to the Nordic and Baltic countries, our eastern neighbour, the EU, and other European countries that are not members of the EU. More distant markets are less important as direct partners, although global economic forces such as the US and China are in the top ten. We also have companies whose foreign trade links are largely realised in what seem at first glance to be exotic countries. There is a principle according to which doubling the distance reduces the number of economic relationships by half, and trends over the past 25 years prove it to be true. The majority of our direct economic interests lie within a 1,500-km radius.


    Estonia currently has 46 missions abroad and all of them have the obligation to promote Estonia’s economic interests in their work. There are basically two types of diplomatic activity that support economic ties: multilateral and bilateral. If we start from the distant and broad aspect, it may seem at first that the UN and IMF have nothing to do with the foreign economy, but this is not the case. International organisations develop the global rules, standards and generally accepted provisions that shape our daily lives as citizens and influence our economy and the functioning of all companies far more than we realise.


    As a small country and economy, Estonia supports a rules-based world order (as opposed to power politics) and it is extremely important to us that the order correspond to international law. Agreeing multilateral rules is, unfortunately, a really slow process; decisions are often made based on consensus and this is why we may not like how slowly things proceed, because we are used to reacting much more quickly. However, there is no alternative to what Estonian diplomats, officials and politicians do on a daily basis in developing rules in international organisations. Only in this way can we stand up for our interests, keep abreast of issues and influence processes that may impact our society in the decades to come.


    Organisations that deal with economic issues include the UN (in both New York and Geneva), the OECD, the World Trade Organisation, the IMF and the World Bank. The World Intellectual Property Organization (WIPO) and the International Labour Organization (ILO) are equally important. Estonia is a member of numerous international organisations with a global set of members, and the Estonian economy is supported by their activity and the work of our diplomats there and the participation of Estonian officials in working groups or conferences.


    Our membership of and activity in the European Union also counts as multilateral cooperation, although it mainly has a regional focus. On 1 July 2017, Estonia will take over the presidency of the EU (from Malta) for six months, for the first time in history, and will be responsible for listening to and coordinating all the member states’ joint interests. There are 250 work streams in the EU and, while we could deprioritise fields that were less important to us in the past, we know we need to manage all of them for half a year. It is certain that most of the working groups will influence the Estonian economy. Someone once said that more than two-thirds of the legislative activity of an EU member state’s parliament is linked to trans-European provisions in some way. The majority of the daily activities of Estonian officials are closely related to the EU. To a bystander this may seem like a lot of bureaucracy but, on the other hand, if we take the example of states larger than Estonia we can see that standing alone is not the best option from the perspective of national interests, especially for a small state. The Brexit process that has just begun will provide much food for thought in this respect.


    In terms of diplomatic human resources, most of our diplomats work on a multilateral level every day; the largest Estonian mission abroad is the its permanent representation to the EU in Brussels.


    Development cooperation is also linked to our economic interests. As we help other countries poorer than us as much as we can, we also gain experience of the traditions, circumstances and behaviour of developing societies, which, in turn, helps us to forge mutually beneficial business relationships.


    It depends on how one looks at it. If we view the foreign economy as an Estonian company’s attempt to sell its products and services outside the domestic market or to get additional funding from a foreign bank or investor, then for the bystander diplomatic activity seems to boil down to bilateral activity and the simple question: does Estonia have an embassy (or at least a consulate) in a particular country and, if so, what is it doing to advance Estonia’s economic interests? There are embassies and consulates in Estonia’s neighbouring states. These deal mainly with the concerns of individuals, but even the issue of visas directly influences the flow of tourists to Estonia and, hence, our service exports—tourist spending is 100% foreign economy. Over time, we have also established foreign missions in more distant countries—in North America, Africa and Australasia.


    Let us return to the geography of foreign trade. Estonia will never have embassies and diplomats in all its partner states, but we already have representation (sometimes non-resident) in nearly all the countries that are of economic importance to us. All of this means that we have contacts at the highest political level in target countries, and follow developments and trends that can be useful for the Estonian economy. In addition, and in cooperation with partners such as the Estonian Chamber of Commerce and Industry, we regularly organise business missions in line with Estonian economic interests to many countries of key importance to our companies where we do not have a permanent diplomatic presence.


    It is clear that the role of diplomacy has changed as much as our environment in the past few decades, as part of an increasingly globalising world in which our economy is mainly based on private capital and the flow of information is ever-increasing. Businesses mainly depend on their own resources and do not need state help in making business contacts. This has caused diplomacy to change as well. It is impossible for us to know everyone in and everything about the countries where we have representatives, but we do have a competitive edge over other information channels because Estonian diplomats live and work in those places for an extended period (usually three or four years); they perceive the local environment, culture and economy as Estonians, and can make recommendations on that basis. Moreover, diplomats are officials who stand up for their state’s interests by law and calling. All Estonian embassies and representations map and represent Estonian economic interests, as they should. Practice shows that, the further away a state and culture is from us, the more difficult it is for the average Estonian company to succeed there. More often than not, companies contact the embassy only when confusing business issues need to be clarified. Diplomats collect and analyse economic information and make contacts, and build and maintain Estonia’s reputation every day.


    I invite Estonian companies to communicate proactively with embassies and the Ministry of Foreign Affairs. Both businesses and diplomats operate with limited resources, so efficiency is important, and doing one’s homework is crucial in the context of exports, when a company plans to enter foreign markets. However, it is often underestimated—the submerged part of the iceberg—and preparation frequently does not receive the necessary attention. To succeed, it is crucial that our companies send employees to markets of interest for extended periods, so that they can get acquainted with the local environment, introduce themselves and make contacts, as diplomats may be unfamiliar with the particular field of a company’s interest.


    


    In summary:


    Considering the size of our country and its economy, and our location and history, Estonia has integrated quite well into the global economy.


    Resources in both the private and public sector are limited, and to move forward we need to use our opportunities more efficiently and cooperate more.


    Estonian diplomacy supports our economy, both as a bridgehead in other cultures and markets and by participating in international negotiations and decision-making that have a major influence on our economic environment.
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    “Lovers get to work!” This is the way the country is run”


    The Belarusian economic model will not hold together for much longer


    Jaanus Piirsalu


    Postimees, in Minsk


    The Belarusian economic model is no longer sustainable and the command economy cultivated by President Alexander Lukashenko has begun to reach its logical conclusion, says Leonid Zlotnikov, one of the few Belarusian economists deemed independent, renowned abroad and employed as an expert by the IMF and World Bank, in an interview with Diplomaatia.


    Q: The vocal protests in Belarus in March and February against the so-called “decree on freeloaders”, which lasted over a month, had a clear economic basis. The essentially socialist Belarus has begun to slip into serious economic problems. Why is that?


    A: The fact that the Belarusian economic model is completely ineffective, of course. It has remained a command economy to this day. It has a de facto socialist model, similar to 1930s Germany. The economic model of the Soviet Union could not be repeated, because you could not require the steel factories of Chelyabinsk to provide the steel required by our car industry. It just does not work in a country as small as Belarus [207,000 km2]. A business class did emerge here, but it is similar to an archaic society in which power and ownership are not separated and where the property owner depends heavily on the [state’s] political administration. We may appear to have a market economy, but it is a command economy in essence.
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        Leonid Zlotnikov is convinced that the Belarusian economic model has no lasting future.
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    Can you give specific examples of how today’s command economy is functioning in Belarus?


    Let’s take agriculture, for example. All the large undertakings in that sector are from the Soviet era. Generally, they are not called kolkhozes or sovkhozes anymore, but are referred to as agricultural production cooperatives. Those cooperatives, however, still receive plans from above on how much to sow, how much of something they have to supply for reprocessing, and what selling price their products must have, because all procurement prices are dictated by the state. Prices for [agricultural] equipment are also prescribed by the state. In theory, cooperatives are free to elect their directors, but in practice they are still appointed by the executive committees of the oblasts. So in reality, the old Soviet kolkhozes still exist, and only the facade has changed. A question of great importance in this is the personal dependence of the people. It is a vertical power structure, headed by the president [Alexander Lukashenko], who thinks he has to be in charge of every branch [of power], that he is the root of the tree. For example, according to our constitution we ostensibly have an independent supreme court, but half of its members are appointed by the president and the other half by the parliament on the basis of lists received from the president’s administration. Again, it looks as if democracy has been served, but it is a deception. For example, decree No. 72 was issued at the beginning of last year. [In Belarus, the president’s decrees are effectively laws.—JP] It includes a clause in which the president orders the reduction of manufacturing costs in all undertakings—I repeat, in all of them!—by 20%.


    You live in a perfect world!


    Exactly—a fantastical world. Of course, manufacturing costs more or less consist of materials, which in Belarus are often imported, and the wages of employees. Plus profit, but in Belarus the profitability of undertakings is already very low. The authorities cannot influence the price of imports in any way. What they can influence is wages. In Belarus, the reduction of manufacturing costs means the reduction of wages, because you cannot ask Russia to reduce the price of oil and metal exported to us. The power structure naturally began to execute the order, but it was quietly forgotten by the end of the year because everybody understood it was impossible to achieve. And in November 2016 the president issued another order: to increase the average wage so that it would be up to 500 dollars by the end of 2017. This January, the average wage in Belarus was 360 dollars. An order to increase wages means you cannot reduce manufacturing costs. Impossible. So that’s how our country is managed. The economy is too complex for it to be run with orders from one source. Belarus is a textbook example that shows you cannot produce anything effectively by just giving orders.


    How much does the Belarusian economy depend on what Russia wants?


    When oil prices started to rise on the world market in the early 2000s, life in Belarus improved alongside Russia. In 2001 Belarus imported 11 million tons of oil from Russia, of which we used 7 million tons ourselves, but as from 2005 we imported 22 million tons and last year 23 million tons. What we did not need ourselves, we refined and resold to the West. [Belarus has two large oil refineries dating back to Soviet times, which would be shut down without Russian oil. Belarus itself produces about 1.5 million tons of oil a year.—JP] According to the Treaty on the Union between Belarus and Russia entered into in 1997, we should give 85% of the export duties on oil products to Russia, but we have always ignored it. [Russia sells oil to Belarus without any customs duties, but Belarus collects export duties when selling oil products to the West.—JP] Russia did not pay attention to this until 2007, but then president Putin began to insist that Belarus had that obligation under the treaty. Russia did not demand retroactive payment. As you may recall, this led to the shutdown of gas pipelines in the middle of winter. After an enormous amount of kicking and screaming, Belarus appeared to agree to observing the treaty. But prior to that, Belarus was earning a large income from oil exports. Basically, it was assistance received from Russia. [It is actually beneficial for Russia to send its oil into Belarusian refineries because it gets relatively cheap petrol and other oil products in return.—JP]


    How much did Belarus earn from the export of oil products at Russia’s expense?


    According to Russia, the assistance was 23.5 billion dollars from 2011 to 2015. [By “assistance”, Zlotnikov means the amounts Belarus earned from export duties by selling oil products to Europe.—JP] And that was not all. In 2012, there was a scandal when it was revealed that oil products were exported under the label of solvents, because no export duties were applied to these products. The Russian oligarchs discovered that loophole—naturally, they also paid their share to the Belarusian authorities to keep them quiet—and exported oil products into Belarus, but sent them on to Riga and Ventspils as solvents. There, they were again transformed into oil products in the documentation.


    And Belarus suddenly became the world’s largest manufacturer of solvents?


    We met the entire global demand for solvents! (Laughs.) Last year, Belarus officially earned about 1.3 to 1.4 billion dollars for oil products. In addition to oil, we received and still receive cheap natural gas from Russia. While Poland received natural gas at a price of 450–460 dollars per thousand cubic metres, our price was 130–180 dollars. This was a tremendous help to our economy, of course. At times, the oil and natural gas subsidies from Russia constituted up to 10% of our GDP. In early 2014, oil products made up one-third of our exports, and now it is about a quarter. The next big source of income is food products, which are mostly exported to Russia. But there is a problem here as well, because, for example, we sell beef (about 100,000 tons) to Russia at a price below production costs, which means that we actually sustain a loss. The third-biggest export item is potash—mining it and manufacturing fertilisers constituted 6–8% of our exports.


    For years Belarus earned high profits from the sale of refined oil. Did Lukashenko find a sensible purpose for the money, or did he squander it all on social policy?


    When the money started to come in, an attempt was made to modernise the Belarusian economy. After the collapse of the Soviet Union, our strong engineering, chemicals and electronics industries went under. From the latter, the manufacturers of TVs held out the longest, and stopped production only a couple of years ago. Lukashenko wanted to modernise the industry, so not all the money was squandered. At some point after 2005, investments in Belarus accounted for 32–35% of GDP.


    Where did Lukashenko make the biggest investments?


    The country invested the most in agriculture: machinery was purchased, all kinds of pedigree cattle were brought here from all over the world, and no expense was spared on seeds. Almost 60% of state investment went into agriculture, but our socialist agriculture failed to return on the investment, of course. It was not effective: they were just not ready for better machinery, better animals, better feed, anything. Now, they are trying to sell the kolkhozes with the most hopeless debts to someone or to write off the debt through bankruptcy. In banking, the state pulled a trick: all the bad loans of Belagroprombank [a national bank that credits public agricultural undertakings—JP] were transferred to the balance sheets of executive committees of oblasts. Let them do as they see fit. As of the middle of last year, the total debt of undertakings under the Ministry of Agriculture and Food, which produce 95% of the foodstuffs in Belarus, was equal to 13 months’ turnover of all these companies. Nobody lays a hand on them, though, and they still operate.


    How about other sectors of the economy? Have investments there been just as ineffective?


    Generally, you see the same picture everywhere. There were big modernisation programmes in industry as well, but there have been no benefits so far. In Minsk there is a factory for construction materials that was modernised in three stages—everything is brand-new there. Modernisation was completed two years ago, but now the factory is bankrupt. Three cement factories were fully modernised. The objective was to introduce their products to the global market. And then it became clear that their manufacturing costs exceeded the world market price. It was like that with everything. At the time when the modernisation was widely implemented—it started in 2006—there was a big increase in consumption. Over a thousand undertakings were modernised, and hundreds more were built—the plans were terribly grand. There were large residential construction programmes. 18% of the state’s investments went into housing construction.


    Where did the money for such an extensive modernisation come from? Surely not just from the resale of Russian oil?


    The money came mostly from loans. In 2006, Belarusian foreign debt was 5–6 billion dollars, and in 2014 it was 40 billion dollars. [In November 2015, the official foreign debt was 38 billion dollars, which then constituted 62% of GDP.—JP] Let’s add to that several billion dollars in income per year from Russian oil. All those loans and oil income were just squandered—a classic case of the state consuming much more than it could produce. The first devaluation of the Belarusian rouble was implemented in 2011, prior to which the current account of the balance of payments [the difference between the monetary value of goods and services being exported and imported] was already in the red by 14%. This indicates huge overconsumption. The devaluation was preceded by another decree issued by Lukashenko in 2010 to increase average wages up to 500 dollars. The country had no money left to do that, but the election was on the way. [This was the notorious presidential election of December 2010, which ended with the leaders of the political opposition of the entire country being imprisoned for years.—JP] After the election and devaluation, the average wage in Belarus fell by a quarter within half a year. Lukashenko issued another decree to increase wages and in 2012 the average wage increased by that same quarter which, of course, led to high inflation, almost 60% per cent a year. At the same time, GDP rose by 1%, but wages—as I said—were raised by a quarter. In 2013, wages were increased even more; Beltransgaz [natural gas transmission company, which was officially sold to Gazprom to cover the gas debts; the company is now known as Gazprom Transgaz Belarus.—JP] was sold to cover the increase and a loan was taken from Sberbank of Russia, lodging the shares of the Salihorsk Potash Fertiliser Factory as security. [Salihorsk’s sister city is Kohtla-Järve—JP] The wages could be raised at the expense of that in 2014 as well, but then they began to decrease. According to official statistics, as of 2014 the average wage in Belarus has decreased by 14%. And there are no reserves left. The doping received from Russia was not that strong anymore, either. Lukashenko blames everything on external factors: the fall in world oil prices and Western economic sanctions against Russia. But I would like to point out that this fall started in Belarus in 2013, when none of the reasons cited by Lukashenko existed.


    How high are actual wages in Belarus now?


    They were almost 400 dollars in December, but wages are always higher at the end of the year. In January, the official average was already at 355–360 dollars. [In February, the average wage was 378 dollars.—JP]


    That is the average, but how much do people actually get?


    It’s a pittance in the regions. People get 150–200 dollars. The former chairman of the National Bank of the Republic of Belarus [Pjotr] Prokopovich [in office from 1998 to 2011] recently wrote an open letter to Lukashenko, demanding that the state invest more money in the economy, and claimed that in small towns people felt lucky if they got 150–200 dollars. The standard of living has dropped significantly in the regions. In Minsk, the wages are above 500 dollars, of course—that is where the average comes from.


    I want to stress that the main cause [of all economic problems] lies not with lower oil prices or the decline of Russia’s economy, but rather the fact that the Belarusian business model is simply not sustainable. What has happened now is natural and will be with us for some time. The warehouses of Belarusian factories are full of goods that have not been sold. Even the warehouses at MAZ [trucks] and Belaz [huge tipper trucks used in mining] are packed. The engineering industry in particular began to manufacture straight to stock as early as 2014. Those plants will soon begin to fail, and this is very important.


    So the Belarusian economic model is heading towards its logical conclusion?


    Yes, that’s right. Income is so low and employment only fictitious in many undertakings—people are not fired, but no actual work is provided either; people are just sitting around or cleaning the area and are paid a small amount for this, but they are afraid to lose even that income. By the way, the official unemployment benefit in Belarus is 13 dollars, but for that you have to participate in public-benefit work, clean the streets, etc. Nobody wants to, of course; as of 1 January, there are only 80,000 officially unemployed. Lukashenko gave a speech recently and said that today’s unemployed are tomorrow’s potential criminals. He ordered that nobody should sit around unemployed. It was fairly unique how he scolded all kinds of executives and told them to get their spouses and lovers to work by May. Can you imagine that? This is how our country is run. What is this?
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    Sino-Russian relations have been improving in many dimensions, including in economic terms. In the last few years, the People’s Republic of China (PRC) has become the Russian Federation’s largest trading partner, while Russia has become a main source of China’s imported oil and has attracted more Chinese investment. The PRC has also been acquiring advanced weapons from Russian arms exporters, filling critical gaps in Chinese military power. Overall, Russia’s foreign economic ties have rebalanced away from Europe and towards China in recent years.


    However, Russian hopes of China filling the gap created by Western sanctions have not panned out. The devaluation of the rouble, the economic slowdown in China and Russia, and the fall of global oil and gas prices have sparked a major decline in Sino-Russian trade volumes and quelled hoped-for PRC direct investment in and loans to Russian industry. Notwithstanding Russian aspirations for greater Chinese investment and technology, PRC investors are as reluctant as other foreign firms to expose themselves to the lukewarm and unpredictable Russian market. Sino-Russian economic ties remain risibly small compared with China’s US and European trade and investment links. The economic relationship between Russia and China remains small in size and scope, and Moscow has become more economically dependent on China. Among other consequences, Moscow’s bargaining position has greatly weakened, making it harder to resist Chinese demands to buy shares in Russia’s upstream market or Arctic hydrocarbon projects.


    For many joint projects, China generally contributes cheaper labour, extensive manufacturing capability and most financial capital, while Russians typically offer access to their domestic market as well as superior technology and R&D insights. Moscow has sought to exchange exports and access to Russian infrastructure for Chinese loans, investment and other aid in modernising Russia’s economy. More recently, Russia’s immediate focus has been to evade Western sanctions through the pursuit of other partners, especially China, combined with import substitution and other domestic measures.


    Russia’s desire for energy sales to China is unsurprising, given that hydrocarbon exports fund about one-third of the government’s budget. Meanwhile, China wants to diversify its sources of imported energy, especially from neighbouring countries like Russia, whence energy can come via pipelines or other land transport less exposed to Western interdiction than maritime imports from Africa and the Persian Gulf. Fundamentally, Russia is energy-rich but capital-poor, while China needs more oil and gas and opportunities for foreign investment.


    New Deals and Directions


    The last few years have seen a raft of energy and other Sino-Russian commercial agreements. For example, during Putin’s June 2016 visit to Beijing, the two governments signed dozens of deals that included accords on agriculture, energy, finance, infrastructure, technology and trade. In 2013, the Russian energy giant Rosneft signed a 270-billion-dollar deal with the China National Petroleum Corporation to supply the PRC with 360 million tonnes of crude oil until 2038. Moreover, the Russian Transneft energy corporation has been building a new pipeline that could send 30 million tonnes of oil per year to China. Until recently, Russian policymakers were hesitant to grant China access to Russia’s natural resources and investment opportunities in the country’s Far East. However, Moscow relaxed these barriers after Western sanctions battered Russia’s economy. For instance, the Beijing Enterprises Group Company has acquired 20% of Rosneft’s East Siberian subsidiary, Verkhnechonskneftegaz, giving China access to the East Siberia–Pacific Ocean oil pipeline and Rosneft the opportunity, through gas swap deals, to sell gas directly to Chinese consumers.


    Several projects being considered extend beyond oil and gas, including coal, solar energy and hydroelectricity. Russia is striving to retain its position as a major source of technology, equipment and services for China’s civil nuclear energy sector, which is undergoing a major expansion. Sino-Russian cooperation at the Tianwan nuclear plant dates to 1997, and 10 years later the plant began regular commercial operations. China has also worked with Russia on the development of fast neutron reactors. The China Atomic Energy Authority also signed an agreement with Rosatom to cooperate on the construction of floating nuclear power plants for China’s offshore islands.


    Beyond energy, China Railway and Russian Railways have signed a “comprehensive strategic cooperation agreement” and several concrete deals. The PRC plans to give Russia a large loan to build a high-speed rail line between Moscow and Kazan. Moreover, China and Russia have signed protocols on phytosanitary regulations for imports of Russian agricultural products to China, allowing imports of wheat grown in four specific regions of Russia. The two countries are launching a two-billion-dollar joint investment fund to support Sino-Russian agricultural projects and are establishing a free-trade zone between their key farming belts. Chinese firms have invested in a variety of border development projects encompassing the Russian Far East.


    The two countries have created new international financial institutions to support joint projects and present alternatives to the Western-led World Bank and the International Monetary Fund. They have sought to develop financial structures within the Beijing-led Asian Infrastructure Investment Bank, the BRICS-sponsored New Development Bank and the Shanghai Cooperation Organization (SCO) to offer their businesses substitutes for Western-dominated financial resources, including the US dollar.


    China and Russia have been increasing payments in their national currencies in bilateral exchanges and want to see the dollar and euro replaced by a “basket of currencies” for global trade. The countries’ central banks signed a memorandum of understanding on setting up a clearing mechanism for the renminbi in Russia, while Russia’s second-largest financial institution, VTB Bank, signed an agreement with the Bank of China to bypass the dollar and pay each other in domestic currencies. Russia’s central bank is buying renminbi-denominated assets to diversify its foreign-currency reserves and reduce the rouble’s vulnerability to Western sanctions.


    For years, Moscow has been pushing to broaden Sino-Russian economic projects beyond hydrocarbons, stressing the need to prioritize high-tech cooperation in industries such as biotechnology, nanotechnology and aircraft manufacturing. With the strong support of their respective governments, Chinese and Russian companies have recently signed deals aimed at jointly developing and co-producing a wide-body passenger plane and a heavy-lift helicopter. Both countries are aiming to reduce their aviation industries’ dependence on Western companies such as Airbus and Boeing. Despite years of effort, PRC firms still have trouble making the most advanced aircraft engines and with system integration of all the many contractors and sub-contractors. Meanwhile, China can offer Russian firms cheaper means for large-scale production.


    China and Russia also share interests in developing Central Asian energy supplies. The PRC uses them directly, while Russian companies earn valuable revenue by reselling Central Asian hydrocarbons in third-party markets, especially in Europe. While Moscow would probably prefer to be an intermediary between Central Asian energy suppliers and Chinese markets, PRC purchases of Central Asian energy keep these resources from European markets that are most crucial to Russia.


    Problems, Old and New


    Sino-Russian trade, which amounted to almost 100 billion dollars in 2014, dropped 28% in 2015 due to the decreasing value of Russian commodity exports, slowing Russian and Chinese economic growth, and a massive devaluation of the rouble. Since then, reaching the goal of increasing bilateral trade to 200 billion dollars by 2020 has looked increasingly unlikely. The trade that does occur between them remains very imbalanced, drawing regular Russian criticism. Chinese purchases from Russia consist overwhelmingly of oil, gas, timber and other commodities rather than high-tech and other high-value products, except for some advanced weapons and Russian nuclear power plants. Meanwhile, the PRC’s exports to Russia are much more varied: intermediate goods, finished goods, capital goods and mixed end-use goods.


    In terms of transport, only a few railways cross the Sino-Russian border, the focus of Beijing’s Eurasian land bridge remains Central Asia, and PRC and Russian representatives have disagreed over proposed pipeline routes. Chinese negotiators have prioritized the eastern route via the Power of Siberia pipeline since it will deliver gas to where it is needed in north-east China. But Russia favours the western Altai route, since that pipeline would be fed from existing fields in West Siberia and, by relying on already-built infrastructure, cheaper. However, from Beijing’s perspective, the Altai route delivers gas to the wrong part of China—the more sparsely populated west, which has easy access to Central Asian pipelines.


    Moscow has repeatedly touted many flashy, large-scale infrastructural projects that it has undertaken with Chinese financing since the start of the Ukraine crisis in 2014. This has been used as a means to minimize Western confidence that efforts to isolate Russia are succeeding, but actual monetary allocation and the execution of concrete projects has been a slow and arduous process. The two primary energy pipeline projects China and Russia are constructing have stalled. The West Siberia pipeline was postponed by two years in 2015, and Altai seems to have been delayed indefinitely due to wrangling over prices. Many non-energy projects have also stalled, such as efforts to build new joint economic institutions or binational currency reserves.


    Beijing has refused to accept the legitimacy of Western sanctions. However, most large PRC commercial entities wisely avoid actions that might antagonize Western governments and bankers and deprive them of access to the more valuable US and EU markets. In 2015, only 560 million dollars in Chinese foreign direct investment (FDI) went to Russia—less than 0.5% of China’s total FDI for that year and a much lower figure than the four billion dollars in 2013. Indeed, China’s total investment in Russia has fallen in the last few years, from already low levels. Western sanctions, the rouble’s instability and the collapse of global commodity prices have all reduced the expected returns to Chinese and other potential foreign investors of Russian-based projects.


    Plans to open oil and gas fields in Siberia have not gone beyond the planning stage due to general Russian economic challenges and expected reduced export earnings due to lower global energy prices. The only large Chinese lenders to Russia have been the state-run China Development Bank and Export-Import Bank of China, which often make decisions on political rather than commercial considerations. They are also less exposed to Western financial systems and are more easily manipulated by the PRC authorities. In any case, Chinese technologies cannot yet substitute for the most advanced Western energy technologies that Russia needs to exploit the challenging geophysical conditions found in its offshore Arctic fields. Meanwhile, the 25-billion-dollar Sino-Russian currency swap deal remains underused due to currency instability. Fundamentally, the increasing Sino-Russian economic ties have had much less impact in diminishing the impact of Western sanctions than individual efforts by China and Russia; in particular, government policies decreasing the use of Western financial institutions and mechanisms have made the two national economies less vulnerable to Western restrictions.


    For major joint projects, Chinese and Russian entrepreneurs are forced to overcome multiple bureaucratic obstacles. For example, they must work with at least three Sino-Russian intergovernmental commissions, whose powers are not always defined. The SCO and other shared institutions are much weaker than other regional economic bodies—thus we are unlikely to see the kind of deep economic integration that has occurred within the EU, North America or ASEAN any time soon. Russian policymakers are eager to reduce their dependence on volatile raw material exports by reviving China’s purchase of high-value industrial goods and services—such as high-tech weaponry and other products. In public, PRC policymakers commit to do this. But in practice, China no longer needs most Russian high-technology or industrial products, so Chinese companies continue to obtain most advanced technology from Western and Asian countries. Another reason for lagging high-tech ties is that Russians, citing past instances of Chinese intellectual property theft from Russian designers, are wary of in-depth R&D cooperation for fear of Chinese reverse engineering.


    Barring major changes, China’s commerce with Russia will keep looking like the PRC’s trade relationships with African, Latin American and Middle Eastern countries and other states that sell raw materials to China and receive manufactured goods in return. The US, European and Asian countries remain considerably more important to China’s economic health than Russia. Even if existing obstacles were, implausibly, overcome, Moscow’s leaning on China’s economy would not provide a quick resolution for Russia’s economic troubles since Russia’s rebalancing towards Asia is a long-term process that will take years.


    Silk Road Visions


    One way that China and Russia are seeking to change these fundamentals is by harmonizing their regional economic integration plans—the Moscow-led Eurasian Economic Union (EEU), which comprises Russia, Kazakhstan, Belarus, Kyrgyzstan and Armenia, with Beijing’s “One Belt, One Road” (OBOR) initiative. The Chinese “Silk Road Economic Belt”—the westward, land-based prong of the OBOR that Xi highlighted during his September 2013 trip through Central Asia—aims to strengthen economic and transport ties between that region and China. In public, Russian policymakers say they will work with China to integrate Beijing’s belt with the Moscow-backed regional economic initiatives centred on the EEU; Putin has explicitly stated that he wants to expand the EEU to include China. Russian experts see this OBOR-EEU integration as a new mechanism for promoting mutual trust and ties among the member countries of the SCO. They also note that the OBOR provides Moscow with one of its few sources of leverage over China, in that Beijing would rely on Russia to use its influence in former Soviet republics and the Balkans to secure support for Beijing’s plans and to ensure security in regions where China cannot extend military power. The recent US decision to abandon the Trans-Pacific Partnership removes a major potential rival to the OBOR, increasing its attractiveness to Russia and other potential participants.


    Nevertheless, their joint Eurasian integration project is still at an early stage of development. While there has been agreement on some issues, and experts are developing more concrete implementation concepts, other critical issues—such as the division of responsibilities among the players or the role of the SCO and other regional institutions—have yet to be resolved. In addition, the proposed combining of the OBOR and the EEU must sustain high-level political support and attention in both Moscow and Beijing to overcome the inevitable financial and bureaucratic obstacles that have thwarted past Eurasian integration programmes. Since the EEU’s formation, levels of trade within it have fallen due to Western sanctions, falling commodity prices, decreased industrial trade, declining two-way investment and Russia’s economic slowdown—making the EEU a less attractive economic partner for China. As an alternative to transiting Russian territory, Chinese planners are exploring transit routes through Georgia, Kazakhstan, Turkey and Azerbaijan for the Silk Road Economic Belt’s branches to Europe. Meanwhile, Russia is trying to build new Arctic maritime transport routes that would halve shipping times from Asia to Europe compared to the current route through the Suez or Panama canals or the Strait of Malacca. Some Russians resist including China in the EEU trade zone since this could deprive Moscow of the ability to use the institution to constrain Chinese economic penetration of Russia and the other EEU members. PRC experts are debating the risks of rendering aid to or investing in Russia, “citing the questionable state of Russia’s ability to pay back debts and good faith in pursuing such cooperation”1, though others warn of the danger to China of having a weaker neighbour as well as the desirability of having some low-cost, if low-gain, cooperation to limit Russian opposition to China’s economic penetration of Central Asia through the OBOR.


    Implications for the West


    Even if the EEU-OBOR integration is modest, each initiative could independently displace or constrain some EU and US commercial ties with the countries covered by the two zones. However, the West lacks a well-developed policy toward the OBOR, which weakens the West’s standing in Central Asia. That region’s governments pursue multi-vector foreign policies based on diverse foreign partnerships, including with the United States. For example, Central Asian countries want Western diplomatic backing, security support and private investment. However, Western countries’ engagement in the region has been episodic, Afghan-focused and decreasing. Their own high-profile Silk Road projects have had little impact on the ground.


    The West has an opportunity to craft a new policy toward the OBOR as part of a revised Russia-China-Eurasia strategy that gives Western countries more influence at lower cost. For example, while Russia and, especially, China are funding the long-term infrastructure projects that private Western companies avoid, EU and US experts are better trained to promote free-market institutions and minimize disruptive rent-seeking behaviour. Meanwhile, the United States should strive to make Chinese and Russian economic activities in Eurasia more transparent in order to reduce duplication with other projects and to address local concerns about their opacity. Western governments should also coordinate more effectively their regional development projects with one another. Pooling assets and enhancing policy coordination can build synergies and collective leverage.


    To foster public–private and business-to-business ties, Western governments should consider: creating a pre-qualification programme that would offer enhanced support to Western and Central Asian companies that meet certain criteria; forming public–private working groups to identify commercial synergies between Western and Central Asian companies; aligning Western and local export-promotion strategies to advance mutual investment and trade goals; helping Western companies identify local partners and markets; improving human capital by promoting Western training of Central Asian workers and managers; supporting understanding of EU and US commercial law; and otherwise facilitating Central Asian companies’ access to Western services, experts and strategic partnerships, with leading Western companies as anchor investors.


    


    1 Zheng Yu, “Feeling Squeezed by the U.S., China Leans on Russia in Push for Strategic Balance”. China-US Focus, 7 July 2016. http://www.chinausfocus.com/foreign-policy/why-president-putin-paid-a-short-visit-to-china/
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    One-child policy has proved a failure and is going to cause great problems in the future
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    Mark Gortfelder studied history at the University of Tartu and is an alumnus of the university’s Society of International Relations. He is currently doing doctoral studies in demographics at the University of Tallinn and works as a junior researcher at the Estonian Institute for Population Studies, focusing on the history of demographics. However, he is also interested in the broader connections between demographic processes and developments in foreign and security policy in the past and the present day.


    The People’s Republic of China has witnessed a remarkably rapid three-decade-long economic, political and military boom. This development has received a lot of attention from political scientists, economists and journalists who enjoy writing treatises (in their many interpretations) about China’s unobstructed rise to a superpower—and the 21st century has been deemed the Chinese century. This narrative is effective especially in comparison to the aging, declining and stagnating West, where leaders often think in four-year cycles. The leaders of China are not bothered by these “problems of democracy” and many admirers of Chinese progress have described its leadership as thought-through, determined, and focused on the distant future.


    Although major problems in China’s financial system caused a sensation in 2015, denting this narrative, the following year China managed to trump (pun intended) the West and now the public debate is dominated by people singing the swansong of the post-Second World War Western political and economic system. In comparison to developments in the West, China feels like the epitome of stability and rationality, and that is how President Xi Jinping described his country at the World Economic Forum in Davos a few days before President Donald Trump’s inauguration. However, in one field of politics—population policy—the Chinese leadership has shown remarkable ignorance and inefficiency, which makes China’s rise to superpower status rather unlikely.


    The main demographic problem for countries has traditionally been a lack of people because, prior to the 19th century, life expectancy in the conditions of an agrarian society with low technological development was between 20 and 30 years, half of all newborns died before the age of five, and the number of deaths per 1,000 people was around 30–40 in “good years”. Solomon, the archetype of a good ruler from the Old Testament, taught that “A king’s glory is the abundance of people, but the lack of subjects is the ruin of a ruler”.1
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        A baby held by her sister in Yongquan, south-west China, late 2015. There were one million more births in China in 2016 than in 2015, after the Chinese government declared the one-child policy complete in October 2015.
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    A different opinion was held by Robert Malthus in the late 18th century, whose infamous teachings claimed that an increase in population has a negative effect on a country’s development, literally eating up the resources of a society until saturation, after which starvation, disease and war bring the population down to a normal level. He described this process of increase and decrease as natural and universal. Karl Marx thought that Malthus’ theory about the ruling bourgeois social order was a way of presenting power relations as inevitable and irrefutable; Malthus was “a shameless sycophant of theruling classes”. Marx believed that humans were in control of nature, not vice versa, and thus it was possible to create an economic production system that would help sustain all people.2


    In China, at the time of the creation of the People’s Republic, a similar view was held by the ruling party. Mao answered “reactionary” criticism by saying: “It is a very good thing that China has a big population. Even if China’s population multiplies many times, she is fully capable of finding a solution; the solution is production.”3 The census of 1953, however, proved that, since the end of the civil war, China’s population had increased by about 10 million people per year, reaching 580 million.4 Also, the population increase surpassed the growth of agricultural production. This is how Mao reached the conclusion that population growth was dangerous, noting that the (re)production of people was characterised by “anarchism”. He expressed faith in the idea that there would be a way of creating a system of planned parenthood. During the Great Leap Forward campaign, launched at the end of the same decade, he convinced himself that as a result of agricultural reorganisation it would be possible to increase production to a sufficient extent that there would be no need to worry about population growth. Marx would have been proud. The famine of 1959–61—or, to use the euphemism employed by the authorities, the “three years of difficulty”—caused the death of some 18–32 million people.


    After such a shock, the party and state started limiting births. Here they refrained from Maoist “strict and fast” campaigns and concentrated on educating people and offering necessary services to gradually change China’s traditional family model that valued an abundance of children. Many children were necessary in a traditional society with a high mortality rate, but communist China had been able to make notable advances in reducing mortality with a pause created by the Great Leap Forward). While between 1950 and 1955 the general mortality rate was 23.1 per 1,000 people per year, two decades later the figure had dropped to 9.3 deaths; life expectancy rose from 43 to 61 years at the same time.


    The programme of reducing the birth rate was interrupted by the Cultural Revolution, which started in 1966. The extreme leftists who led the revolution also had an orthodox Marxist position when it came to population policy. The institutions that dealt with family planning were disbanded, and leading employees were sent to be “re-educated” in the fields and on farms.5 During the 1970s, after the end of the most active part of the Cultural Revolution, the state continued to offer education and necessary services.


    This changed after the death of Mao when Deng Xiaoping, who had actively supported reducing the birth rate, came into power. The central aspect of Deng’s modernising project was to reduce the population since he believed that population growth might torpedo the rise of per capita GDP. Deng is world-renowned for ending Maoist campaigns in economics and politics and allowing gradual liberalisation—the latter, of course, more in the economy than politics. However, population policy was a notable exception—the gradual approach was discarded under Deng’s leadership and replaced with something that is probably one of the world’s most draconian population policies—deciding to limit the size of the family to only one child and implementing it through Maoist campaigns and bureaucratic coercion.


    The calculations that acted as the basis for the so-called one-child policy were not made by demographers but by the mathematicians of China’s space programme. Their prognosis was that, by 2020, China’s population would be a 1.5 billion people, which they viewed as catastrophic. To avoid this, they had to implement a strict one-child policy.6 Ignoring demography was the basis of that policy.


    China’s population growth had dropped from 2.7% a year at the end of the 1960s to 1.54% in the next decade, which was not an especially high figure in the context of that time. What officials gathered from analysing the census of 1982 was that there was an increase in births at the start of the 1980s that was explained by women born after Deng’s Great Leap reaching childbearing age. It was this generation, which was large in both absolute and relative terms, whose birth rate the one-child policy was supposed to cut as a short-term measure.7 In reality, the number of births might have been large in absolute terms but in practice the birth rate had decreased significantly—from 6.3 children per woman of childbearing age in the second half of the 1960s to three children a decade later. Due to inertia characteristic of demographic processes, China’s population still continued to grow, but slightly slower, even though women of childbearing age had started to have fewer than half as many children as previous generations.


    Opposition to the one-child policy was widespread and the government had to make it less strict and allow certain exceptions—so, in reality, the name “one-child policy” is misleading. A group of researchers uncovered a total of 22 exceptions. These applied to, for example, farmers whose first child was a girl; couples who were both the only child in their respective families; and minorities. If all women of childbearing age had followed the regulations dictated to them at the turn of the century, the birth rate would have been 1.47 children per woman of childbearing age by the end of the century.8 After a very heated campaign in 1983 and the bad blood it created, the decision-making power over the exceptions was transferred to the provinces, which, in turn, started drawing up plans for lower-level government officials. These plans consisted of almost 20 different indicators. In addition to the prescribed standard number of births, there was the number of children who might exceed the planned figure; the frequency of abortions and sterilisations and the use of different contraceptive methods; the value of collected fines, etc. Failure to meet the plans was penalised.9


    The one-child policy resulted in multiple negative consequences. Millions of Chinese women were required to go through (basically) forced sterilisations and abortions, and those not following the laws were fined and their “excess” children not allowed access to public services. Traditionally in China, as in other Asian countries, killing infants was common, especially terminating baby girls. The PRC had begun to fight against such an archaic practice. While in the late 1930s the gender balance in births was 118 boys per 100 girls, by the 1960s (despite the interruption of the Great Leap) it had dropped to 104–107 boys, which is considered a normal ratio.10 In the 1980s, the number began growing again and by 2010 there were 117 boys per 100 girls.


    Killing children was no longer possible in the 1980s, and the most common practice was the more discreet “abandoning girls to their fate”, the role of which is illustrated by the gender difference in the mortality among infants under one year old—whilst before the one-child policy the mortality of girls had been slightly higher than boys’, by the turn of the century the gap had grown to 40%. In China’s central province of Gansu and southern province of Jiangxi, the infant mortality rate among girls grew so rapidly (relative to boys) in the last few decades of the century as to be a completely abnormal development.11 With the progress of the Chinese medical system, gender-based abortion, of course, became dominant.


    The one-child policy brought about a significant fall in the quality of population statistics in China. The reasons for this were parents trying to hide their children, and attempts by local officials to fulfil the plans imposed from above. Following the example of central authorities, the enforcement of the one-child policy and (more) forceful penalising were gradually abandoned after Deng retired from active politics in the mid-1990s. The paragraphs written into the law still allowed local governments to fine their residents for “excess children”—at the beginning of this decade, this was worth four million US dollars across the nation.12 When these fines were not used to finance the administrations, they were used for personal gain. A common saying among officials in China was: “If you want dinner, find the family planning office”.13


    The reduced quality of population statistics also resulted in a situation where the central authorities and administrations did not believe that the stark decline of births after 1990 reported by the statistics was true. When the UN and the assessments presented in specialist literature claimed that, since the beginning of 1990, China’s birth rate was considerably lower than the replacement level—between 1.3 and 1.6—even when so-called hidden children were taken into account, the political authorities claimed resolutely that the real birth rate was 1.8–2.0 per woman of childbearing age.14


    Thus, China’s birth rate has been extremely low for the last two and a half decades. Population growth is one-third of the figure prior to the one-child policy, being an average of 0.5% per year during this century. This growth has been achieved due to the influences of a higher birth rate during previous generations and therefore a high number of women of childbearing age. However, if we look at the real growth rate, which does not take into account the age structure of a society, we see that the 2% growth per year in the mid-1970s has been replaced by a 2% decline per year this century, which means that in 30 years the doubling of the population has been replaced by a 50% decrease in the same time frame.15


    In 30 years’ time, China’s population won’t be half of what it is now because, thanks to the inertia of population processes, the comparative youth of China’s population will mean that, even with fertility way below the replacement level, births will outnumber deaths, but not for long. According to the medium of the UN prognosis in 2015 (that growth will reach 1.8% by the second half of the century, and life expectancy will increase to almost 90), China’s population will peak at 1.42 billion in 2028, and drop to one billion by the end of the century. The number of people over 65 will increase rapidly. In 2015, there were only 130 million of these, but by the middle of the century there will be 400 million, decreasing to below 350 million by the end of the century. Because China’s per capita GDP is one quarter to one fifth that of developed countries (and one seventh that of the US), China is in a race between a slowing economic growth rate and accelerating aging. It seems that China will grow old before it gets rich.


    The aging and shrinking West does not want to act in the way imagined by sceptics. According to the same average prognosis of the UN, this fate is threatening former Eastern bloc countries, Southern Europe, Austria and Germany—the rest will sustain their population level or see a small increase, and by the middle of the century the percentage of elderly will be the same as China’s or below it. The figures for the only current superpower—the United States—are rather better than those for Europe. The stronger Western economy and the wealth that comes with it makes it easier to cope with the problems accompanying an aging population.


    China’s relative poverty, the general lack of a universal pension system and the low level of social welfare has created a 4–2–1 situation in which a young person needs to support two parents and four grandparents. The costs associated with this make it difficult for a young person to direct his or her resources into having children, which strongly hinders any possibility of increasing the birth rate.


    The imbalance in the marriage market is also problematic. Based on the gender division of recent decades, it has been estimated that during the period 2020–2050 up to 30 million people—16% of the men “on offer” on the marriage market—will be “redundant”, especially those with a lower level of education and income.16 This group, who are not getting ahead in life, may, as such men tend to, suddenly discover a calling for guns, bombs and the ideological projects that justify their use, which makes it difficult to maintain political stability and hinders possible democratisation.


    An open letter published in 1980 (the document that we consider the beginning of the one-child policy) mentioned problems such as the lack of labour force caused by the rapid decline of births and the problem of an aging population (as well as the imbalance in gender distribution), but also refuted all of these issues, and set the ultimate target of increasing annual per capita GDP to 800–1,000 US dollars by 2000.17 The drastic aging that might occur in the mid-21st century seemed distant. Bureaucratic inertia and an unfounded fear of a Malthusian scenario created a situation in which a previously short-term policy remained in place until 2016. Old ways of thinking were not dismissed—the one-child policy was replaced with a two-child policy. This will not improve China’s demographic situation significantly.


    As mentioned, China’s fertility rate was more than halved in 10 years even before the one-child policy—and this was done by offering services and education, not meting out orders and penalties. This development was similar to what happened in the second half of the 20th century in other East Asian countries, and earlier in Europe and North America. Demographers call such a process demographic transition and have proved its universality—during modernisation, all societies experience first a rapid fall in deaths and then, after a temporal shift, a rapid fall in births. This means that the birth rate in China would have fallen anyway but the one-child policy managed to make that fall even steeper with its draconian measures, especially in rural areas where the birth rate would have remained higher for longer and thus alleviated the soon-arriving problems of aging, decreasing population and excess male population.


    That is why demographers (at least those not employed by the Chinese government) have arrived at a consensus that giving up the one-child policy will not bring about effective growth in births or solve the aforementioned problems. It has been proved that there are few discrepancies in the birth rates of people falling under official exceptions and those that do not within one province, especially in the cities where most of the population already resides. In addition, comparing neighbouring provinces with different regulations but a similar socioeconomic level, there is no evidence that a more liberal policy would have brought about a higher birth rate. Moreover, experiments with the two-child policy implemented in many places in 2013 led to far fewer births than the authorities originally expected.18


    Surveys carried out in the last two decades show that the ideal Chinese family size remains well below the replacement level, even in rural areas. Thus, liberalising family policy cannot bring about decisive change in the birth rate.19 It is important to note that living in the city, being young, and having a higher education and better salary are factors that reduce the desire to have children.20 In Europe (except Austria) with its low birth rate, however, the number of children people wish to have is above the replacement level. What keeps the figure below that level in Europe is everyday life, with all its obstacles; the same obstacles are also and more strongly present in China due to its lower level of development.


    So it seems that China is caught in a low birth rate trap, which is a more scientific equivalent of Rein Taagepera’s metaphor of a “demographic toilet bowl”. The trap has three parts. First, the demographic reasoning—the inertia of demographic processes will lead the population to a point where fewer and fewer women are of childbearing age, thus cutting the absolute number of births and the population size, and making it increasingly difficult to escape the trap through natural population growth. Second, the sociological reasoning—the ideal family size is influenced by personal childhood experiences, which means that people who have been raised without brothers or sisters do not want to have two or more children themselves. And thirdly, the economic reasoning—the aging and reduction of a population brings with it the deterioration of productivity and fall in economic growth, creating a more pessimistic outcome for the future that hinders people’s readiness to incur more expenses for decades to come due to having children. In addition, the increase of a population’s median age causes the society to focus its attention and resources on the elderly, not into bettering the lives of children or families with children.21


    The Chinese government and its researchers boast that the one-child policy has managed to prevent 400 million births, created a foundation for the exponential development of the economy, and contributed strongly to battling global warming—but no serious demographer believes this. The leadership and responsible administrations have shown remarkable bureaucratic inertia in population politics. Despite the fact that the birth rate has been extremely low for more than two decades and the number of desired children has decreased as a result, all the knowledge collected through serious research has been swept aside in the decision-making process, while the authorities mechanically assure that loosening restrictions or doing away with them altogether would cause a baby boom, increase poverty and pressure on public services etc. In reality, what should have been done two decades ago was to turn the legislation concerning family planning back in a more favourable direction to achieve a birth rate close to the replacement level to avoid rapid aging, which is considerable in China in comparison to other countries.


    The two-child policy implemented in place of the one-child policy in 2016 is, in any case, not the answer to China’s demographic problems, but it does offer some relief.22 Of course it can be claimed that if the leviathan family planning system is reconfigured to favour births, the “obedient” Chinese will start to act according to the stereotype. However, taking into account the level of individualisation of the Chinese and the experience of other East Asian societies, this is very unlikely. It seems certain that continuing with the current trends will result in China growing old before becoming wealthy, which is probably the biggest obstacle for China in becoming a superpower. Should the birth rate remain at the current extremely low level, then by the end of the century the Chinese population will have decreased by almost half. The one-child policy will go down in history as one of the most foolish population policies. It has fully earned that “honour”.
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    This year, as Finland celebrates a century of independence, the course of the world has all of a sudden become harder than ever to predict. Numerous sources of uncertainty barely allow us to get a glimpse of a possible future. In order to determine what this thick fog of global affairs could have in store for Finland, the publisher Otava proposed to three Finnish diplomats that they write a book on this topic immediately after the outcome of the US presidential election was announced. Petri Hakkarainen, a diplomat of the younger generation, and veteran ambassadors Jaakko Iloniemi and René Nyberg finished the book Trump, Merkel, Putin ja Suomi (translated into English as Trump, Merkel, Putin and Finland) in only four months.


    The authors claim to have based their work on unbiased analysis and, to my mind, perhaps cling to this principle too tightly, as is evident from the title, which implies the primacy of the Finnish point of view. Iloniemi writes about the United States, Nyberg describes Russia and Hakkarainen analyses Germany. The goal is to depict these three countries and their leaders, whose decisions and choices have a considerable effect on Finland’s global status, as realistically as possible. One should say in advance that the authors have managed this task well. The conclusion that Helsinki must accept this trio of countries, warts and all, is not only characteristic of the authors of this book but also of the Finnish political elite. These three nations cannot be changed, but one must learn to deal with them.


    The book ends with a collectively penned chapter that bears the intriguing title “The Quadrangle of Finland’s Fate”. This is an update of the idea of the triangle of Finland’s fate coined by former president Juho Kusti Paasikivi, which suggests that the most decisive relationships for Helsinki are those with Berlin, Moscow and Stockholm. With the addition of Washington, this triangle has now become a quadrangle.


    Iloniemi notes that a great country, especially one such as the US, cannot operate without a foreign-policy doctrine. At the same time, current data is insufficient for drawing any long-term conclusions about Donald Trump’s foreign-policy intentions. China appears to have occupied a central position in both security and trade questions. According to Iloniemi, Trump’s favourable attitude towards Russia has made the Baltic States wonder about the effect this could have on their national security. Similar questions had been raised before, but there was no worry that Washington and Moscow would go over the heads of Europe and make their own deals regarding questions that, among other things, concern the security of Russia’s western and southern neighbours.


    Regardless of whether or not Russia actually has plans to attack, the mere military presence of the Allies offers the Baltic States enough support not to let aggressive political demands push them into giving up their independence simply for fear of an incursion (p. 45). However, the talk of Trump’s major “deal” with Russia causes a number of the latter’s close neighbours to fear that the US has adopted an understanding stance towards Russia’s sphere of interest (p. 46).


    Rekindling old fears, Iloniemi also says something that is likely to upset Tallinn, Riga and Vilnius—namely that the Baltic States’ independence is so fragile that a mere verbal threat could lead them to surrender to a potential enemy. This unintentionally gives the impression that Iloniemi is indirectly drawing parallels with the events of 1939, i.e. divines the future from the past, which he thinks is likely to repeat itself. As for the speculation about a possible but unlikely bilateral agreement between Trump and Putin (another example of walking backwards into the future), the fear of the redistribution of spheres of influence is not inherent to the Baltic States but rather reflects, albeit covertly, the situation in Finland. Sometimes it is convenient to hide one’s own terror by stating that someone else “is more afraid”.


    Iloniemi believes that current evidence still places Trump’s statements relatively close to the realist school of thought in US politics. He considers Henry Kissinger, who has been in close contact with Trump’s people, to be one of its representatives. This should placate the Baltic States somewhat, because Kissinger has stressed that the US has responsibilities that must be honoured in any situation. Nevertheless, in stating this, Iloniemi fails to mention that, if the US should indeed move away from Europe, Finland and some other countries would be left facing Russia on their own, which is to be avoided at all costs.


    One might agree with Iloniemi that America is unknown to Europe. Many Europeans only know the US from the East Coast, California or Florida. Others believe they have been to the States when they have stayed in Midtown Manhattan in New York. This is comparable to foreigners limiting a trip to Finland to visiting Helsinki and walking the length of Aleksanterinkatu.


    Nyberg believes that Russia’s problems are mainly caused by the absence of the rule of law on all levels. The greatest challenge of Russia’s historical policy also concerns Finland. Putin thinks that Nicholas II was a weak ruler, just like Mikhail Gorbachev. Both caused the fall of the empire due to their inability to make decisions. Lenin, however, was a leader who planted the seed for the fall of the Soviet Empire by granting the republics the right to leave. This leads Nyberg to ask: what exactly is Russia planning to celebrate in 2017?


    Nyberg considers the story of how Lenin granted Finland independence a classic historical-political fairy tale. The story originates from post-war communists in Finland, but it was made famous by President Urho Kaleva Kekkonen. At the unveiling ceremony of a memorial plaque in Smolny, Leningrad in 1958, Kekkonen praised Lenin for recognising Finland’s independence. The ulterior motive was to use Lenin’s name to declare Nikita Khrushchev, and later Leonid Brezhnev, as fellow guarantors of this “gift” (p. 78). In addition, this episode demonstrates that Finland’s independence was, or was thought to be, so fragile at the time that Lenin was used as a shield to prevent the Soviet Union from swallowing it whole. Kekkonen’s interpretation was successful, but it took on a life of its own in similar Russian folklore and has not entirely disappeared today.


    Nyberg describes Russia’s twofold attitude towards its neighbours. They are treated as either equal partners or the former Khanate of Kazan, which can be invaded, conquered or pressured. Currently, Moscow only sees the US and China as equals. In the case of neighbours in the second category, it is important to highlight Russia’s struggles to coexist side-by-side with them in a normal and harmonious manner. The Finnish-Russian border had operated without incident for more than 50 years but, by letting refugees cross in autumn 2015, Moscow reminded Helsinki that Russia can still interfere in Finland’s internal affairs whenever it pleases.


    Nyberg sees no truth in the claim that only Russia believed that Trump would win. On the contrary, all the evidence suggests that the Kremlin was preparing for the victory of its old adversary, Hillary Clinton. Russia holds political creativity in high regard. Even Trump has said that the element of surprise lies in his weapons of choice, which is what ultimately makes the relationship between him and Putin unpredictable.


    German Angst, or the dream to appear as a larger version of Switzerland together with a strong anti-American sentiment, continues to shape German politics. The unsolvable German question—die deutsche Frage—has tormented Europe since the end of the Napoleonic Wars 200 years ago. The highly changeable politics in the German-speaking area meant that the limits of German ideology and power were continuously tested, sometimes peacefully but often bloodily. The German dilemma was solved only after the Cold War, with the country’s reunification in 1990.


    Despite everything, Germany cannot escape the ball and chain of its past. Its relations with France, Poland and, above all, Russia, Israel and the US are still not entirely free of the violent history of the last century. At this point, Hakkarainen fails to mention a significant nuance—that the nature of the current Federal Republic of Germany has changed considerably compared to its neighbours. While Germany has moved on from the end of World War II, its neighbours are still somewhat stuck in that time. It is worth recalling that Margaret Thatcher, for instance, was strongly against Germany’s reunification, seeing in it a potential threat of revanchism. The same argument was also used indirectly—though mainly in relation to internal affairs—by the new German foreign minister, Sigmar Gabriel (who visited Tallinn in March), when he noted that Germany, whose defence budget meets the 2% of GDP target, might appear too powerful to several of its neighbours and make them wonder about the long-term goal of this kind of armament: “We also have to consider whether Europe wants as a neighbour a Germany that invests 60 billion euros a year in its Army”.


    However, something is about to change. The number of voices outside Germany who demand a more active foreign policy from Berlin is growing. Radosław Sikorski’s presentation in 2011 was most memorable: he is thought to be the first Polish foreign minister in history to admit to being more afraid of Germany’s passivity than its power. However, one should not fear that Germany is going solo. Solutions are still being sought as a team. Berlin is prepared to assume more responsibility, but its leadership relies on others for support. Germans themselves consider the relationship with America the greatest foreign-policy challenge.


    In 2015, the verb “merkeling” (merkeln) entered popular usage among German youth, meaning “waiting until the problem solves itself over time or one’s competitors have neutralised each other”. Many were disappointed with “merkeling”, but it worked well in reality. Nevertheless, the promise of stability and continuity in the style of “you know me”, which was Merkel’s slogan in the 2013 parliamentary elections, is not inexhaustible.


    The final, concluding chapter sees the authors return to the quadrangle of Finland’s fate as they analyse Helsinki’s relationship with all the aforementioned countries once more but including Sweden, which was not previously discussed separately. In the case of Moscow, the authors admit that the ability to live next to Russia is a constant challenge for Finland’s statehood (p. 129). Russia has a total of 14 neighbours, ranging from North Korea to Norway, which is more than any other country. Helsinki considers Finland Russia’s best neighbour. The term Finlandisation (Finnlandisierung), which originates from West German internal politics, is not fair from the perspective of Finland’s coping. Finland was indeed impressed by the brutal charm of the Soviet Union. As a by-product, the long post-war period brought about softening that was christened “self-Finlandisation” and weakened Finland (pp. 130–1).


    Finns consider today’s good relations with Moscow and mutual understanding a remarkable achievement. A prerequisite for this was Finland emerging from World War II untouched apart from territorial losses. People’s anger towards Russia would not have vanished without Finnish military capability to protect civilians. This phenomenon is unique among Russia’s neighbours.


    Russia has a positive attitude towards Finland and Finns in every sense. This also constitutes a historical achievement and is based on three factors: large numbers of Russian tourists, the knowledge that Finland was the Soviet Union’s leading Western trade partner in the 1970s, and the experience (read: Finns’ courageous resistance) in the Winter War, which is also well-remembered and recognised in Russia.


    Finland lost its historical contact with Berlin at the end of World War II but this has now been restored. Germany was Finland’s key ally in negotiations for joining the European Union. The relationship between Helsinki and Berlin was briefly disrupted by a dispute over language, which broke out during Finland’s first presidency of the Council of the European Union in 1999.1 Since then, Finland and Germany have not had any significant disagreements. The authors emphasise that one must not think that Berlin favours a close relationship with Helsinki more than its own success. For a fuller understanding of Germany, it is crucial to know the language. German skills are on the decline in Finnish schools, but the status of the German language is unlikely to diminish in post-Brexit Europe.


    Security tensions in the political environment of the Baltic Sea region and worry over Russia’s intentions have increased Berlin’s interest in the Baltic States and the area as a whole. A situation in which Germany continues to consider itself a Baltic country is in Finland’s interests too.


    Even in the case of the US, the authors admit that, compared to many others, Finland’s bilateral relationship with America is problem-free and works well. Nevertheless, Americans do not perceive Finland to be as important as members of NATO, for whom Washington is partly responsible (p. 136). At the same time, Finland helps to maintain stability in the Baltic Sea region, which is beneficial to both America’s allies and countries that do not belong to any military alliance. Finland’s political stability suits Russia, too.


    It is difficult to overestimate the effect Stockholm’s policies have on Finland, even though this was briefly forgotten during the Nokia boom. Vyacheslav Molotov said as early as autumn 1940 that the Winter War was Sweden’s war. The only possible factor that weakens the relationship between the two countries is the declining knowledge of the Swedish language in Finland.


    Sweden has an older and stronger relationship with the US than does Finland. During the Cold War, Sweden found refuge under the US nuclear umbrella. Swedish signals intelligence is highly valued in Washington. A new development is the bilateral military cooperation between Finland and Sweden, whose rapid development has become a fact. The difference lies in Sweden’s refusal to provide assurances or seek them from others, even though Stockholm has admitted that it would not remain a bystander if a member of the EU or a Nordic country should come under attack. Finland recognises the solidarity of the EU but has also said that it will only defend itself.2 The authors admit that geography cannot be disputed and Sweden is territorially more protected than Finland.


    Despite the cultural peculiarities of political debate, Finland and Sweden face the same risks. This is expressed in the growing military tension in the Baltic Sea region and related threats. According to the Swedish national defence strategy published in January 2017, the Baltic Sea forms a strategic whole from the perspective of military technology. Moscow has taken the same point of view. Taking this into account, the division of the Baltic Sea into special regional risk zones is a faulty analysis. The main question is the same in both Sweden and Finland: will NATO membership create more problems than it solves? As an observer, one might add that both Stockholm and Helsinki would like the situation to resolve itself without them having to answer this question at all.


    As a whole, this book is an enjoyable compendium for a wider readership interested in foreign affairs. However, the questions of what the quadrangle of Finland’s fate means for Helsinki and what kind of conclusions Finland’s leaders should draw remain in the air, with the hope of being answered in the future. This is a pity, considering the authors’ ample experience and expertise. Nevertheless, it is interesting to see how Finns discuss matters without actually revealing their true thoughts.


    


    The views expressed are the author’s own.


    


    1 Germany announced that it would boycott informal ministerial meetings unless German translation was provided. Austria joined the boycott. After two meetings of cultural ministers in Oulu and Savonlinna, in which Berlin and Vienna did not participate, a compromise was reached. Frankfurter Allgemeine Zeitung called the incident “a beginner’s mistake”.


    2 This view was most recently expressed by Finnish Minister of Defence Jussi Niinistö when introducing the defence policy report on 16 February in Helsinki. See more at http://www.hs.fi/paivanlehti/17022017/art-2000005091516.html.
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    The April edition of Diplomaatia focuses to a greater or lesser extent on economic issues. This includes economy inside and outside Estonia’s borders, since a small country like Estonia is influenced by changes at the global level.


    Kaspar Oja, an economist at Eesti Pank (Bank of Estonia), writes about the slowdown of the world economy and its influence on Estonia.


    Priit Pallum, a long-serving diplomat for the Estonian Ministry of Foreign Affairs, who has been active in the field of economics, writes about how Estonia’s foreign policy is connected to its economy. Or, to be more precise: “Estonia has no foreign economy. There is one economy and it is so closely linked to the rest of the world owing to globalisation that we take it for granted and do not even notice it. Our exports (in goods and services) to GDP ratio is eight to ten, twice the European average,” says Pallum.


    Belarusian economist Leonid Zlotnikov explains in his interview with Diplomaatia why the Belarusian business model is no longer sustainable and how it is dependent on relations with Russia. “I want to stress that the main cause (for all economic problems) lies not with fallen oil prices and the decline of Russia’s economy but rather in the fact that the Belarusian business model is simply not sustainable. What has happened now is natural and will be with us for some time. The warehouses of Belarusian factories are full of goods that have not been sold. Even the MAZ (trucks) and Belaz (huge tipper trucks used in mining) warehouses are packed.”


    Hudson institute analyst Richard Weitz gives an overview of Sino-Russian economic relations. “Russian hopes of China filling the Western sanctions gap has not panned out. The devaluation of the Russian rouble, the Chinese and Russian economic slowdown, and the fall in global gas and oil prices have sparked a major decline in Sino-Russian trade volumes and quelled the hoped-for PRC direct investment in and loans for Russian industry,” writes Weitz.


    Mark Gortfelder, junior research fellow at the Estonian Institute for Population Studies writes about why the Chinese one-child policy can be considered unsuccessful. “The Chinese government and its researchers boast that the one-child policy has managed to prevent 400 million births, created a foundation for the exponential development of the economy and contributed strongly to battling global warming, but no serious demographer believes this,” notes Gortfelder.


    Margus Laidre, Estonia’s ambassador to Finland reviews a book by Finnish diplomats on Finland’s foreign policy.
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