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1. Russia’s Economic 
Achievement and  
Structural Challenges 

Russia achieved rapid economic growth 

till 2008, mostly as a result of high oil 

prices. The country proudly stood as a 

member of the G8 and a leading economy 

of the BRICS group. However, the global 

financial crisis in 2008 ruthlessly battered 

the Russian economy, bringing about a 

7.8% reduction in GDP in 2009. The 

overdependence of the economy on ener-

gy resources was pointed out as the major 

factor in the GDP free-fall. The impact 

was so devastating that not even the re-

covery of oil prices could put Russian 

economic growth rates back on track. Ra-

ther, since 2010, growth rates continued 

to slow down. 

  



Russia’s Economic Modernization Policy and Implications for Cooperation between Korea and Russia 2 

 

January 22, 2016 KIEP World Economy Update 

Russia’s economic growth model, which 

backed high economic growth until the mid-

2000s, was reaching its limit. Thus, securing a 

new engine of growth has come to the fore-

front of Russia’s economic policy agenda.  

Against this backdrop, then-president Med- 

vedev announced an economic modernization 

policy as part of the industrial policy aimed at 

the structural diversification of the economy. 

The five industries selected as key priority 

sectors include energy efficiency, nuclear 

technology, ICT, space technology, and medi-

cal and pharmaceutical technology.  

The goal of Russia’s economic modernization 

policy is to transform the economy, heavily 

dependent on energy exports, into an innova-

tion-based economy. For this, the Russian 

government set up an advanced development 

strategy, intended to secure the lead in tech-

nology sectors where Russia holds a compara-

tive advantage or development potential. At 

the same time, a catch-up development strate-

gy - developing technologies through imports 

or technology-transfer – was adopted. This 

study analyzes and evaluates the main con-

tents and implementing processes of Russia’s 

economic modernization policy and proposes 

Korea-Russia cooperation measures in re-

sponse to the findings.  

 

2. Main Features of the  
Economic Modernization  
Policy  

Institutional mechanisms of the economic 

modernization policy include a policy coordi-

nating body and a number of implementing 

organizations. Specifically, the Council under 

the President of the Russian Federation on 

Economic Modernization and Innovative De-

velopment of Russia is responsible for the co-

ordination of these policies. The Agency for 

Strategic Initiatives, Skolkovo Foundation, 

Russia Venture Company, Vnesheconombank, 

and Rusnano all implement and support inno-

vation projects through cooperation among 

themselves and beyond.  

In December 2011 the Russian government 

presented a comprehensive direction for its 

economic modernization policy, in the ‘Strat-

egy for Innovative Development of the Rus-

sian Federation for the period until 2020.’ In 

2014, government programs on the key five 

industries involved in the economic moderni-

zation policy were confirmed. The programs 

are as follows: ‘Energy efficiency and energy 

development’, ‘Development of Nuclear Pow-

er Complex’, ‘Information Society in 2011–

2020’, ‘Space Activity of Russia in 2013-

2020’, and ‘Development of the Pharmaceuti-

cal and Medical Industry.’ 

There are diverse views as to the achieve-

ments and limits of Russia’s economic mod-

ernization policy. The Russian leadership con-

siders the discussions over goals, policy direc-

tions, and priority sectors of the modernization 

policy to be yet unfinished. Meanwhile, ex-

perts do agree in general that economic mod-

ernization is a laudable policy direction for 

sustainable development, and that the gov-

ernment’s willingness, efficient operation of 

the constituent mechanisms, improving the 

investment environment through intensive 

structural reforms, and promoting innovation 

of SMEs through political and financial meth-

ods are critical factors for the policy’s success.  
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Figure 1. Goals and Directions of Economic Modernization Policy 

 

Source: Author. 

 

3. Enforcement of the  
Economic Modernization  
Policy: Focusing on key indus-
tries 

The level of innovation in Russia is high 

compared to developing countries; however it 

falls way behind the level of developed econ-

omies. Russia still lacks efficient institutions 

and financial development that can utilize in-

puts adequately to produce quality outputs. 

Therefore, more robust financial development 

is a must to facilitate R&D investment, and 

institutions in the innovation sector need to be 

realigned to manage resources efficiently. 

Recently, the Russian government has shown 

a tendency to include economic reform tasks 

such as nurturing import substitute industries 

and SMEs in economic modernization policies. 

This reflects Russia’s reality in which compre-

hensive reforms led by the government are 

urgently called for. The five sectors are still 

Russia’s key priority, and the industries are 

discussed as core agendas by the Council for 

Economic Modernization and Innovative De-

velopment, the control tower of the policy. 

From the five key industries, the nuclear 

technology and space technology sectors are 

excluded because international cooperation in 

these fields are strictly restricted by the Rus-

sian government for national security and oth-

er reasons. Thus, the study investigates the 

current status of three sectors; energy efficien-

cy, medical and pharmaceuticals and ICT. 

The energy efficiency, medical/pharmaceu-

tical technology and ICT sectors are steadily 

growing thanks to government support and 

active international cooperation. This is where 

Korea needs to develop strategies for the Rus-

sian market. There is much room for raising 

energy efficiency in Russia, since the infra-

structure is largely outdated. However, im-
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ported goods account for more than 70% of 

the domestic market due to the low competi-

tiveness of Russian products. In addition, 

global companies are beginning to localize 

production by establishing joint ventures with 

Russian companies.  

The medical and pharmaceutical sector grew 

nearly 10% on average in the last decade. Yet, 

the country is heavily dependent on imports 

for medical devices and medications. Re-

sponding to this, the Russian government im-

plemented an import substitution policy for 

pharmaceuticals, to obtain advanced technolo-

gy and know-how through the promotion of 

direct investment from global companies. 

Since recently, medical devices produced out-

side the EAEU can no longer be included in 

government procurement. Thus, foreign com-

panies are investing directly into special indus-

trial zones in Russia to build production facili-

ties.  

The ICT services sector exhibits more dynam-

ic growth than the ICT manufacturing sector 

in Russia. This is because Russia possesses 

competitiveness in developing software and 

programming. Foreign businesses tend to be 

more interested in outsourcing or in R&D co-

operation than direct entry into the Russian 

market.  

 

4. Policy Recommendation 

Based on the findings of this study, measures 

for Korea-Russia cooperation in terms of Rus-

sia’s economic modernization policy are sug-

gested as follows. First, a Korea-Russia busi-

ness forum for innovative venture companies 

should be held simultaneously when the Ko-

rea-Russia Joint Committee on Economic, 

Scientific and Technological Cooperation 

convenes. The forum can enhance the efforts 

of the Joint Committee by generating tangible 

results, and examining achievements and 

forthcoming challenges for subsequent Com-

mittee meetings.  

Second, it is necessary to open a Korea Inno-

vation Center (KIC) in Moscow and set up 

cooperative relations with the implementing 

agencies of the economic modernization poli-

cy. KIC is expected to provide support for 

technological cooperation between companies, 

expand business activities and increase in-

vestment. So far, most of the policy-

implementing organizations in Moscow are 

collaborating with ministries and local compa-

nies only. In order for KIC in Moscow to play 

a comprehensive and unique role, it should 

establish partnerships with the institutions that 

implement Russia’s economic modernization 

policy, such as the Skolkovo Foundation, Rus-

sia Venture Company, Agency for Strategic 

Initiatives, etc.  

Third, the next generation’s human resources 

should be nurtured to enhance scientific and 

technological cooperation between Korea and 

Russia. The Korean government needs to de-

vise a long-term plan to nurture tech profes-

sionals with a profound understanding of Rus-

sian industrial technologies. This will be pos-

sible by sending out a number of students to 

Russia through a government scholarship pro-

gram. Various forms of scholarship programs 

must be developed. Those who are sent to 

Russia through such programs will become 

mediators for Korea-Russia cooperation, par-

ticularly in the R&D sector, and help over-

come barriers of language, culture, infor-

mation and network. In the long term, they 

will even play a crucial role in realizing the 

“Creative Continent” of the Eurasia Initiative.  

Fourth, Russia’s special industrial and inno-

vative economic zones can be utilized as a 

platform for Korea-Russia cooperation related 
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to Russia’s economic cooperation policy. 

R&D cooperation with skilled experts and the 

use of business infrastructure in the zones can 

facilitate the entry of Korean companies into 

the Russian market.  

Fifth, launching a Korean-Russian portal site 

for economic modernization and innovation 

will be helpful in strengthening bilateral coop-

eration. The governments and businesses from 

both sides can share information on policies 

and market conditions of the five key sectors 

and exchange industrial technologies through 

the site. This will eventually invigorate coop-

eration in the private sector. Moreover, provid-

ing consultation services through the active 

participation of qualified consulting compa-

nies and governmental organizations in the 

technology sector from both sides will create a 

stronger synergy.  


