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Structure of Ownership in the Regions of the Russian Federation and Its Dynamics in the Period of Market Transformations in the 90s

The first decade of market reforms in Russia expressly showed dissimilarity between regions as regards their capacity to adapt themselves to new economic conditions and the rate of reforms. As the ownership relations reform was an integral part of the market reforms (along with the liberalization of prices and  economic conditions for business activity, and financial stabilization), the issue of such inter-regional  differences is of some importance. Before we discuss that matter in detail, it is to be noted that the ownership relations reform in Russia,  just like in other countries with transition economies, focused primarily on privatization of public property, which was complemented by expansion of the private sector through establishment of new businesses. Consequently, in analyzing inter-regional differences in respect of the ownership relations reform one has to  take into account both the privatization process proper and the contributions made by different sectors economy to the total economic output on the regional level.

Differences Between the Regions of the Russian Federation as Regards Privatization

Analysis of inter-regional differences in privatization carried out as a part of research has revealed that on the whole  Russian regions had a rather similar showing as regards formal indices of privatization (the general dynamics and the dynamics of privatization  of specific types of public property) though the proportions of different types of public property (federal, constituent entities’ or municipal) actually privatized differed greatly from one region to another.

Such a situation, in principle, can be regarded as natural, considering that mass privatization and initial formation of proprietary rights in Russia in the 1992-94 period were carried out by the federal authorities predominantly  through issue of  instructions whose execution was to be ensured by heads of administrations of  constituent entities of the Russian Federation. In most cases, heads of administrations were appointed by Decrees of the President.2 During mass privatization in the 1992-1994 period, the local authorities did not have the powers (from the quantitative point of view) to influence privatization of  large enterprises which were under federal jurisdiction, primarily, enterprises of  the more important industries which had been under the Union or Republican jurisdiction in the Soviet Union.

Manifestations of regional separatism were  mostly of a sporadic nature (those included the following: personal privatization deposits were introduced in Tatarstan; at  some auctions at which stocks of privatized companies were traded for vouchers, only bills issued in the region where the auction was held were accepted; changes were introduced in the schedule  of and procedure  for privatization of  some enterprises; local Soviets passed  declarative decisions (or prepared such decisions) on suspension of  auctions in a number of regions in the period of confrontation between the executive and legislative branches of power  at the national level in 1993.

In the following years (starting from 1995)  the regional authorities gained greater opportunities to influence privatization, however, in that period their attention was drawn, as a rule, not to enterprises to be privatized for the first time, but to those which had not been sold for some reasons or the purposefully retained public holdings in enterprises which had changed the  form of ownership in the period of mass privatization,  though no such information was stated in the official statistical reports, either those prepared by the National Statistical Board of the Russian Federation, or  those prepared by the Ministry of Public Property of  the Russian Federation.

However, at the same time,  with group of constituent entities of the Russian Federation the proportion of enterprises privatized after 1994 (mainly, enterprises which were constituent entities’ and federal property), including joint-stock companies established during that period, is larger than the national average. However, the economic factors of that phenomenon differed much within that group.

That group includes, on  the one side, constituent entities of the Russian Federation which deliberately distanced themselves from the nation-wide privatization  scheme (Moscow, Tatarstan, Bashkortostan, Kalmykiya and Ingushetia) and carried out  ‘delayed’ privatization and, on the other side,  a number of regions where for some reasons (restrictions in respect of privatization and the specifics of the specialization of industries) after completion of the stage of mass privatization there remained a large number of state-owned enterprises which later became the targets of ‘cash’ privatization (the Moscow Region, the Perm Region, the Tomsk Region, the Kamchatka Region and the Krasnoyarsk Territory) or  where after a  majority of enterprises had been privatized at the auctions for bills stage of privatization privatization of new categories of objects began, such as real estate, land and debtor-enterprises (the Archangel Region, the Vologda Region and the Ivanovo Region) with the use of unconventional schemes.

In addition to the differences relating to the rate of privatization, there were also differences in  implementation of privatization policy options, mostly in respect of individual components of that policy.

Privatization  of small businesses turned out less profound in the Far North regions and in territories  with a similar status, as well as in the regions where the local authorities pursued policies different from  those of  the federal authorities (many of the republics in the Volga Region  and the Northern Caucasus, the Ulyanovsk Region and the Lipetsk Region).

Similarly, as regards privatization  of larger enterprises  it is to be that in most regions of West Siberia, Moscow and a number of national republics (Karelia, Komi, Tatarstan, Baskortostan, Ingushetia, Kabardino-Balkaria and North Ossetia) the state has managed to preserve a greater than the national average ownership control over the corporate sector in the post-privatization period (by means of retention of interests in companies and inclusion of  the so-called ‘Gold Shares’ in the charter capital of enterprises).

Analysis of  inter-regional differences in the extent of competition in privatization based on the results of transformation of large and mid-sized state-owned companies  into joint-stock companies has produced quite unexpected outputs.

Insider control over newly established joint-stock companies  inside regions (at least in the early post-privatization period) if assessed using the formal criteria (the share of large and mid-sized enterprises from among former leased companies which chose at transformation into joint-stock companies the second benefit option) was less wide-spread (the proportion of such enterprises  was relatively small as compared with the national figure) mainly in the regions which were less successful in adaptation to the new conditions and  ensuring of further development. This cannot but question the correctness of the thesis of  the early 90-s  that insiders’ domination of  the capital structure of privatized companies was the main obstacle to modernization of  the industry through restructuring and attraction of foreign investments which were much needed for ensuring a renewed sustained economic growth on  the basis of market mechanisms. 

Analyzing the territorial spread of unconventional (supporting) methods of privatization one can say, though rather notionally,  that there was an interrelation between such practices and polices pursued by administrations of constituent entities of the Russian Federation. Indeed, they were more actively (from the quantitative point of view)  and widely (as regards the range of methods) used in the regions which most successfully managed to pursue market reforms ( the Vologda Region, the Yaroslavl Region, the Rostov Region, the Saratov Region and the Sverdlovsk Region). However,  those practices were also extensively used in the Ivanovo Region, the Tver Region, the Kemerovo Region and the Chita Region  which had depressive economies and which were among the regions with the worst social and economic situation. Taking into account the comparatively small proportion of  unconventional methods in the general structure of privatized enterprises (objects), the role of that factor in the analysis of inter-regional differences in privatization can be considered  to be of a secondary nature.

Though privatization in Russia in the 1992-1994 period was extensive, a vast public sector has been preserved in this country.  Calculations carried out in accordance with the methods adopted by the State Property Committee showed that with 59 percent of all  the enterprises that existed as of the time of privatization the form of ownership  was changed by the beginning of the year 1998. In that sphere, just like in many others, there were significant differences between the regions. By that criterion, constituent entities of the Russian Federation can be characterized as followings:

1. The group of regions with the least extent of privatization, including 26 constituent entities of the Russian Federation (the Murmansk Region, the Leningrad Region, the Vladimir Region, Moscow, Mordovia, Kalmykiya, Tatarstan, the Samara Region, Dagestan, Ingushetia, Kabardino-Balkaria, Karachay-Cherkessia, Northern Ossetia, the Krasnodar Territory, the Perm Region, Bashkortostan, Tyva, Sakha (Yakutiya), the Nenets Autonomous Area, the Yamal-Nenets Autonomous Area, the Taimyr Autonomous Area, the  Evenk Autonomous Area, the Ust-Orda Buryat Autonomous Area, the Aginsk Buryat Autonomous Area, the Chukotka Autonomous Area and  the Koryak Autonomous Area), where less than 50 percent of the total number of enterprises were privatized. In Mordovia, Kabardino-Balkaria, North Ossetia, Tyva and Taimyr, the share of privatized companies amounted to less than 20 percent.

2. The group of regions, including 16 constituent entities of the Russian Federation (Karelia, the Novgorod Region, the Pskov Region, the Moscow Region, the Nizhny Novgorod Region, the Penza Region, the Ulyanovsk Region, Mari El, Chuvashia, Adygey, the Novosibirsk Region, the Khanty-Mansi Autonomous Area, the Krasnoyar Territory, the Jewish Autonomy, the Amur Region and the Magadan Region) where more than 50 percent of enterprises but  less than the national average (amounting to around 60 percent) were privatized.

3. The group of regions with the largest extent of privatization (where 80 percent or more of state-owned enterprises were sold) consisting of 12 regions (the Orel Region, the Ryazan Region, the Belgorod Region, the Vologda Region, the Saratov Region, the Stavropol Territory, the Orenburg Region, the Chelyabisk Region, the Tomsk Region, the Chita Region and the Sakhalin Region).

4. The group of regions where more enterprises than the national average (amounting to around 60 percent of enterprises), but less than in the third group (80 percent or more) were privatized. (It includes all the constituent entities of the Russian Federation which were not included in the above three groups.)

This classification is based on the data in respect of all types of  enterprises that existed as of the time of the beginning of privatization, including  not only the federal,  but also municipal and constituent entities’ property in all sectors of the economy.

Differences Between the Regions in the Extent of the Private Sector’s Influence on Economic Development Prior to 1997.

Assessment of the inter-regional aspect of the ownership relations reform based on the analysis of contributions  by different sector to the output of the economic activity seems to be more illustrative. However,  such an approach is difficult to realize with the data available from the Russian statistical authorities.

Calculations of the gross regional product (GRP) carried out by the National Statistical Board since 1994 do not offer any breakdowns of the GRP by enterprises with different forms of ownership, neither in specific regions, nor nationwide. The available statistics only provide data on contribution by various sectors  to  the outputs of some branches of the economy  (industry, agriculture, construction and commerce). 

Data on specific contributions by enterprises with different forms of ownership is not available, primarily because the overall GRP indices are incomplete (with contributions by a number of industries, such as transport, communications, consumer services, housing and public utilities, financial and credit institutions, research institutions and science-related services, social services and culture, not counted in), and also because the indices used are incomplete (calculation of the GRP, just as that of the GDP, requires the value added index, rather than the gross output  or retail trade turnover).

With the data on contributions by enterprises and organizations with different forms of ownership in specific regions being unavailable, analysis of differences between the regions as regards implementation of the ownership relations reform can only be done using the  available data on individual branches of the economy.

The situation in industry (which can be seen as the backbone of Russian  national economy) has been studied for that purpose  within the framework of the project. 

That analysis has shown that the differences between the regions as regards the share of the private sector in industry became insignificant after 1994. Private-sector enterprises accounted for 90 percent of the industrial output in 1997. Out of all Russian regions, in Ingushetia and Chukotka  alone state-run enterprises accounted for less than 50 percent of the industrial output, while in the Republic of Altai they accounted for a little more than 50 percent of the industrial output, in the Smolensk Region, Kalmykia and Tyva for 60 percent to 70 percent, while in the Kursk Region and in North Ossetia, for 70 percent to 75 percent.

After formal withdrawal of a large number of large and medium-sized industries from the public sector during the period of mass privatization which was completed in 1994, the indicators showing  the share of the private sector in industry (the total number of industries, industrial outputs and employment) have become increasingly formal and less illustrative.

This has been confirmed by cluster analysis of the formation of the private sector of the economy.3  Two classifications of the regions by the  extent  of privatization of industries and housing  have been prepared. This  effort has revealed an apparently high level of  concentration of an increasing number of  regions  in the first and the second clusters in the course of the ownership relations reform (which involved privatization of  state-owned and municipal industries and establishment of new private businesses, privatization of the state-owned and municipal housing  and construction of new housing by private investors). 

It is to be noted that the some regions (Ingushetia, North Ossetia, the Republic of Altai and the Chukotka Autonomous Area) are permanently listed in the same lower clusters. All the above constituent entities of the Russian Federation have low levels of urbanization and no major enterprises or developed infrastructure. 

Volatility has been more typical of  such constituent entities of the Russian Federation as have the status of republics. The composition of the group of stable regions is heterogeneous.  It includes both regions with high rates of institutional transformations and the capacity to adapt to the market environment and apparent outsiders. The above suggests that the starting  economic conditions the regions  had before the beginning of the reforms play a significant role  in their economic development in the post reform period, while the depressed regions practically have no opportunity to improve their economic situation (a kind of a vertical mobility).

At the same time, comparison of the outputs of the hierarchical cluster analysis  of the extent of privatization in different regions by two groups of indices brings us to a conclusion that there are considerable differences between the formal and the real aspect of the ownership relations reform.

Analysis based on the first group of indices (the share of private enterprises’ output in the total industrial output in the region; the share of workers employed at the private enterprises in the total number of workers employed in the industrial sector and the share of housing in the private sector) has revealed the growing stability in cluster distribution of the regions (which reflects the stability in ownership relations  which  was practically unaffected by the 1998 financial crisis). Such  outputs have been obtained because indices in respect of housing built by private-sector companies were included in calculations carried out for the purpose of that analysis. That reflects the formal aspect of the ownership relations reform in Russia as a considerable proportion of housing in Russia (primarily, in rural areas and in small towns, as well as condominiums)  was not owned by the state even before the beginning of the radical market reforms, while privatization which was later carried out was largely of a formal nature (no adequate changes were introduced in the system of management  and services, while subsidies continued to be paid out of local budgets).

Analysis based on the second group of indices (the share of private enterprises; the share of private enterprises’ output in the total industrial output of the region and the share of workers employed at private enterprises in the total number of workers employed in the industrial sector) has shown that the real aspect of the ownership relations reform can be seriously affected by the macroeconomic and political situation.

In 1998, considerable changes took place in cluster distribution of regions and that could not but affect stability indices of such distribution. It is to be assumed that it was the financial crisis in a broad sense, including the negative factors which started to build up as early as in September 1997, and its consequences that brought about such a state of things. In the first half of 1998, prices of oil  and non-ferrous metals fell dramatically and the output of enterprises relying on imported materials, parts and intermediates went down as those enterprises had to reduce or discontinue their production  after the devaluation of the ruble. It is clear that those factors  primarily affected the private sector in industry which included along with natural monopolists oil companies,  major iron-and steel and non-ferrous metal works and manufacturing companies with participation of foreign capital. However,  at the same time many state-run and municipal enterprises which used to experience problems before August- September 1998 took advantage of the ruble devaluation to improve their economic position (primarily defense industry enterprises and those in the engineering industry and  the metal-working industry where the share of state-run enterprises  was much higher than in other industries).

In 1998, a new trend emerged: the private sector’s contribution to the total national industrial output not only stopped to grow (as in the 1993-1995 period), but somewhat dropped, while the contribution by the public sector and the municipal sector considerably increased in a number of regions.

In addition to sheer statistical errors and private companies’ being motivated to understate the scope of their business activity, this trend can also be explained by more deep-going factors:

- the bankruptcy procedure started to be applied under which assets of bankrupt companies became public (mainly sub-federal) or municipal property  by way of payment of debts;

- industrial output fell particularly dramatically at those privatized companies where the form of ownership had been changed in a rather formal way and which had not been appropriated by an efficient owner since 1993-1994, while the 1998 crisis dealt a particularly devastating  blow  (to the regions where such companies accounted for a majority of industries, while the proportion of  the new industrial private-sector businesses was rather small);

- Major defense industry orders (including those placed by foreign states) could play a significant role in formation of the structure of industry in specific regions. Those orders  stimulated an increase in proportion of  state-owned companies in the economy of the region (in conditions where civil industries were hit by depression).

Analysis of privatization’s impact on the regional level (industry) based on the indices of the share of  the private sector  has produced more illustrative output.

For the purpose of examining that issue in greater detail, a regression dependence was studied of a number of economic outputs in 1998 (the share of loss-making companies in the total number of industries, industrial indices [two options were considered, one as against  the outputs in 1993 and the other as against the outputs in 1995], the share of private investment in the total volume of investments in industry) on the above mentioned variables which  show the extent of privatization in industry (the share of  private sector companies in the total number of industrial enterprises, the share of the output of those enterprises in the total industrial output and the share of workers employed by those companies in the total number of workers employed in industry).

We assumed a five-percent level of significance in that analysis. It is to be noted that no significant dependence of each of the three indices chosen for the analysis on the three factor indices  was revealed simultaneously.  However, it was established that each  of the three indices we analyzed was significantly influenced by two factor indices.4  

The share of loss-making enterprises in the total number of industrial enterprises 

Let us examine the regression dependence of the share of loss-making enterprises on indices which  show the extent of privatization in industry. Since there is autocorrelation in balances we shall apply regression to those indices using  the Kokhran-Orkat transformation to neutralize autocorrelation.

Table 1

Outputs of regression analysis based on two characteristics of privatization in industry (the share of private sector enterprises and the share of workers employed at those industries)

	Multiple correlation ratio (R) 
	0.605

	R-square
	0.366

	Normed  R-square
	0.340

	Standard error
	7.468

	Observations
	78

	F-statistics
	21.104

	
	Ratios
	Standard Error 
	t-statistics
	P-Value

	Absolute term 
	121.326
	12.945
	9.373
	0.000

	Share of enterprises 
	-0.522
	0.163
	-3.199
	0.002

	Share of workers employed
	-0.258
	0.082
	-3.155
	0.002


As can be seen from the outputs, the regression applied is significant even at the level of 1 percent (F = 21.104) as the regression ratios. 

Dependence of the share of loss-making enterprises on the characteristics of privatization in industry is highly significant with two such indices as the share of private sector enterprises in the total number of industrial enterprises (significant negative relation) and the share of workers employed at those enterprises in the total number of workers employed in industry (significant negative relation) used as factor (independent) variables in examination. 

Industrial output index 

Examination of regression dependence of the 1998 industrial output index as against the 1993  index on the indices illustrating the extent of privatization in industry  revealed no significant statistical dependence. 

The following outputs have been obtained at examination of regression dependence  of the 1998 industrial output index as against the 1995 index on the indices illustrating the extent of privatization in industry. 

Table  2

Outputs of regression analysis based on two characteristics of privatization in industry (the share of private sector enterprises’ industrial output and the share of workers employed at those enterprises)

	Multiple correlation ratio (R)
	0.281

	R-square
	0.079

	Normed R-square
	0.054

	Standard error
	11.169

	Observations
	78

	F-statistics
	3.214

	
	Ratios
	Standard error
	t-statistics
	P-Value

	Absolute term
	89.957
	10.618
	8.472
	0.000

	The share of the industrial output
	0.472
	0.208
	2.272
	0.026

	The share of workers employed
	-0.556
	0.221
	-2.513
	0.014


As can be seen from the outputs, the regression applied is significant at the level of 5 percent (F = 3.214). The regression ratios are also significant  even at the level of 3 percent. 

Dependence of the industrial output index  (the 1998  on 1995) on the characteristics of privatization in industry is significant with such two indices as the share of private-sector enterprises’ industrial output in the total volume of the industrial output (significant positive relation) and the share of workers employed at those enterprises in the total number of workers employed in industry (significant negative relation) used as factor (independent) variables in examination. 

The share of private investments  in the total volume of investments in industry 

Let us examine regression dependence of the share of private investments in the total volume of investments in industry on indices illustrating the extent of privatization in industry. 

Table 3

Outputs of regression analysis based on two characteristics of privatization in industry (the share of private sector enterprises and the share of workers employed at those industries) 
	Multiple correlation ratio (R)
	0.353

	R-square
	0.124

	Normed R-square
	0.101

	Standard error
	43.944

	Observations
	78

	F-statistics
	5.324

	
	Ratios
	Standard error 
	t-statistics
	P-value

	Absolute term
	16.887
	81.445
	0.207
	0.836

	The share of enterprises
	2.130
	1.028
	2.071
	0.042

	The share of workers employed
	-1.821
	0.564
	-3.225
	0.002


As can be seen from the outputs, the regression applied is significant even at the level of 1 percent (F =5.324). The regression ratios, except the ratio in case of the absolute term, are also significant at the level of 5 percent. 

Dependence of  the share of private investments in the total volume of investments in industry on the characteristics of privatization in industry is significant with such two indices as the share of private-sector enterprises in the total number of industrial enterprises (significant positive relation) and the share of workers employed at those enterprises in the total number of  workers employed in industry (significant negative relation) used as factor (independent) variables in examination.

The obtained outputs can be interpreted as follows.

In the most general case, private owners of enterprises are better motivated to carry out business activity without incurring losses than state-run companies because they cannot expect their losses to be compensated out of the state budget.

It is quite clear that new owners of enterprises  are much interested in halting the recession  and in ensuring economic growth (and, consequently, the rise in profits) in future, which can only be achieved if they make investments in the fixed capital as a part of  the long-term development strategy. Unlike directors of state-run enterprises they cannot expect investments from the state. Change in the form of ownership (legal status) of an enterprise thus may have an important role to play in attraction of investment.

The more significant positive dependence of the 1998 on 1995 industrial output index (the 1998 on 1993 index) on the share of industrial output produced by the non-public sector can be explained by slow-down of the recession and by establishment of pre-conditions for the economic growth with development of the corporate sector which is the kernel of the non-public-sector industries. At earlier stages (before 1995), its degree of maturity was insignificant. The recession in the 1993-1994 period was of a general nature. The corporate sector in industry was in the process of formation and the motivation mechanisms generally typical of it had not yet taken shape.

At the same time, the revealed negative relation to the share of workers employed at private companies along with the low explanatory capacity of the relation in respect of the share in output illustrates the complexity of the situation Russian industry has found itself in. Excessive rate of employment remains one of the major obstacles to economic growth. As can be seen from the  outputs of the analysis and  from experience, that phenomenon is  not only typical of state-run companies and this points to the fact that privatization in many cases was carried out in a rather formal way and the phenomenon in question is deep-rooted, technically, socially, politically and psychologically.

Changes in Inter-Regional Differences as Regards Contribution by the Private Sector in the Economic Development During the 1998 Crisis and in the Following Period

In 1998, the share of the industrial output of  private companies  in the national industrial output went down for the first time in the 90-s  against the 1997 figure, though that reduction amounted to a mere 1.2 percent of all-time high of privatization (1997).There were also changes in the composition of the group of regions  where the share of private sector companies in the total industrial output amounted to less than 75 percent.  The Kursk Region left that group, while Tatarstan, the Tomsk Region and the Khabarovsk Territory joined it. 

The question is whether that trend (which first emerged in Russian industry in 1998) is going to last in individual regions. With unreliable official statistical data and  private companies’ being highly motivated to understate the scope of their business activity  and with effects of the 1998 financial crisis and its repercussions taken into account a trend cannot be identified on the basis of small changes that might  happened  within a year.

For more detailed analysis, it is crucial to compare the dynamics of changes in private sector parameters in 1999 as against the 1998 figure. In 1999, the  contribution of the private sector to the total industrial output rose by 2 percent (to make  90.6 percent), while its share in the total number of industries and in the total number of workers  was somewhat reduced (by mere 0.1 percent and 0.2 percent, respectively).

However,  in 22 regions the contribution of the private sector to the total industrial output declined as against the 1998 figure (in 14 of these such a reduction amounted to more than 1 percent point). The record high reduction was registered in the Kirov Region (9.3 percent), in Moscow and Dagestan (5.3 percent) and (5.1 percent point) respectively, while in other regions it ranged from 1 percent point to 5 percent point. At the same time, in 33 regions the proportion of private companies increased (in 16 of these, such an increase amounted to more than 1 percent point). The record high increase was registered in Ingushetia (18.9 percent), Dagestan (9.2 percent) and the Jewish Autonomous Area (5.9 percent), while in  some other regions it amounted to over 3.5 percent. Similarly, in 37 regions the proportion of workers employed at private companies in the total number of workers increased ( in 14 of these, such an increase amounted to more than 1 percent point). The record high increase was registered in Ingushetia (24.6 percent), Mari El and North Ossetia (3.3 percent) and (3.1 percent) respectively, while in other regions it amounted to no more than 3.0 percent.

To get more sound grounds for conclusions, we have compared the data on contribution of the private sector to the 1999 industrial output to the 1995 figure (thus covering the period of four years when the heads of administrations of constituent entities of the Russian Federation  were elected for the first time in Russian history at democratic regional elections which were held in the 1995-1996 period). It seems that a fall in that index by over 4 percent within those four years is an objective indicator of the trend for decline in the share of the private sector in industry observed in individual regions in the first decade of market reforms in Russia.

That analysis has shown that that trend was typical of  12 regions (the Archangel Region, the Ivanovo Region, the Ryazan Region, the Smolensk Region, the Kirov Region, Ingushetia, Udmurtia, the Omsk Region, the Tomsk Region, the Republic of Altai, Tyva,and the Khabarovsk Territory) out of 39 regions where a reduction in the share of the private sector was registered. In Ingushetia, the Republic of Altai and in the Tomsk Region such a reduction ranged from  12 percent to 18 percent. 

It is to be noted that that concerns share of the private sector in the final figure (that is total industrial output), rather than source figure (the share in the total number of industries and the share in the total number of workers employed) which were less significant for Russia’s transition economy and much less volatile in the 1995-1999 period. Out of 38 regions where the share of workers employed in private companies declined a decline of over 4 percent was registered only  in eight. Only in three out of 17 regions where the share of  private industrial companies declined such a reduction exceeded the above value.

We are not going to discuss accuracy of the available statistical data, but it is important  to acknowledge the fact that the growth in contribution by state-owned and municipal companies to the total industrial output in specific regions can be explained by growth in influence of  constituent entities of the Russian Federation in respect of the ownership relations in the second half of the 90-s. Such influence was exerted in two different ways.

Firstly, it was exerted  through change in proportions of industries with different organizational and legal statuses. Underlying that process  are such factors as  bankruptcies resulting in transfer of private businesses’ shares to sub-federal and municipal authorities and establishment of new enterprises belonging to the constituent members of the Russian Federation.

Secondly, it was exerted by means of rendering of selective support to individual state-owned and municipal companies without changing the legal status of those economic entities. Placement of state orders financed out of the federal budget also played an important role in that process. 

That trend developed in a situation where many privatized industries found themselves facing a crisis, production continued to decline as a result of formal changes in ownership or due to prolonged vying for control and  there was a lack in the industrial sector of new enterprises initially established with private capital in the past decade.

The above makes one wonder whether that tendency for growth in contribution by state-run and municipal enterprises to the total industrial output in individual regions has to do  with  election of new local leaders and their political orientation.

In  14 regions out of  the 28 where new heads of administrations5 were elected in the 1995-1997 period contribution by the private sector to the total industrial output in 1999 somewhat declined  on the 1998 figure (in three of these, candidates loyal to the federal authorities or those nominated by the so-called ‘third force’ were elected, while in other regions, candidates nominated by the left-wing opposition. Of the above mentioned 12 regions where there was a considerable reduction in the share of the private sector (over 4 percent)  new heads of administrations were elected in three regions  in the 1995-1997 period (in two of these the new leaders were nominated by the opposition).

So, there is little evidence in favor of  any direct interrelation between the dynamic of the private sector in industry  and changes in leadership of some regions and (in political orientation of such leadership). It is clear that the newly elected leaders of constituent entities of the Russian Federation did not have the opportunities to reduce the share of the private sector in the economy of their regions  because formal privatization of a large number of enterprises was completed in the 1995-1996 period, there was a danger of contradictions with the federal authorities, there were interests of major businesses of a national scope which could not be controlled by local authorities and there was also the routine work local authorities had to do  in their depressed regions.

Inter-Regional Differences in the Structure of Ownership by the Beginning of the New Stage of Market Reforms in Russia

As it was shown above, the structure of ownership in regions underwent numerous changes throughout the 90s after 1997 that change was not always within the general trend towards privatization. Of considerable importance is the issue of what typology  of Russian regions in that sphere was immediately prior to the beginning of the new stage of  reforms  which is unanimously   dated from the 1999-2000 period and which was characterized by significant changes in the political situation (the election of the new parliament and the President, lessening of confrontation between the executive and legislative branches of power, the federal authorities’ initiatives in respect of  reforms of executive structures and strengthening of the hierarchy of power and other).

Domination on a national scale by the private-sector industries (that is, industries which were not public or municipal property) was apparent in all sectors of the economy. For instance, in 1999, 94.8 percent of all industries at which 84.2 percent of the total workforce was employed belonged to the private sector. Those industries accounted for 90.6 percent of the total industrial output. In most constituent entities of the Russian Federation that value amounted no less than to 80 percent. 

At the same time, the public sector continued to play a significant role in economic development in a number of constituent entities of the Russian Federation. Of the data provided on a regular basis by the National Statistical Board, particularly  suitable for the analysis of the role of the public sector  is the data illustrating the share in the industrial output  and the share in employment. As the share in the number of enterprises due to its virtual nature is  a secondary index it can only be used in case of need in combination with the above indices.6 

The group of regions (which are an exception) where the share of state-run and municipal companies in the total industrial output  amounted to over 15 percent included Ingushetia (70.9 percent), the Republic of Altai (49.9 percent), the Smolensk Region (42.3 percent), Chukotka (41.1 percent), Tyva (34.1 percent) and the Tomsk Region (33 percent), five regions (Mari El, Dagestan, North Ossetia, Udmurtia and the Khabarovsk Territory) where the value of that index ranged from 20 percent to 30 percent and 13 regions (Moscow, the Archangel Region, the Tver Region, the Kirov Region, the Kursk Region, the Tambov Region, the Penza Region, Chuvashia, Kalmykia, Kabardino-Balkaria, the Sverdlovsk Region, the Novosibirsk Region and the Jewish Autonomous Region) where that value amounted to 15 percent to 20 percent. 

The share of workers employed at state-run and municipal companies in the total number of workers employed in industry was more significant than the national  average (over 20 percent of the total workforce) in the Chukotka Autonomous Region (64.2 percent), in Ingushetia (61.4 percent), in the Archangel Region, North Ossetia and Tyva (40 percent to 41 percent), in Kalmykia, Dagestan and the Tomsk Region (30 to 31 percent), while in 16 regions (the Murmansk Region, the Smolensk Region, the Tambov Region, the Penza Region, Mari El, Mordovia, Chuvashia, Tatarstan, Bashkortostan, Udmurtia, the Sverdlovsk Region, the Novosibirsk Region, the Omsk Region, the Republic of Alatai, Yakutia and the Khabarovsk Territory) it amounted to 20 percent to 30 percent.

The share of public-sector companies and organizations in construction was not the same in respect of different jobs; in the volume of contracts for construction work it amounted only to 11.8 percent, while in the volume of design and development work, to 31 percent. 

The share of public sector companies (not counting in municipal companies) in the total volume of construction work  done on a contractual basis was the highest (20 percent or over)   in the Jewish Autonomous Region (42.3 percent), the Kostroma Region (40.1 percent) and in Dagestan (40.1 percent). In six regions (Kalmykia, Udmurtia, Tyva, the Chita Region, the Chukotka Autonomous Area and the Khabarovsk Territory) that  figure amounted to 30 percent to 40 percent, while in 16 regions (Karelia, the Murmansk Region, the Kaliningrad Region, the Leningrad Region, the Bryansk Region,the Vladimir Region, the Ivanovo Region, the Saratov Region, Mari El, Adygeya, Kabardino-Balkaria, Karachay-Cherkessia, the Kurgan Region, the Republic of Altai, the Altai Territory and the Maritime Territory) to 20 percent to 30 percent.

The share of public sector companies (not counting in municipal companies) in the total volume of design and development work  was the highest  in Ingushetia (100 percent), the Kranoyarsk Territory (72 percent), Mari El (65 percent), Khakasia (63 percent), the Leningrad Region (53 percent), the Chita Region (51 percent), the Stavropol Territory (50 percent) and Yakutia (50 percent). In nine regions, such as Moscow, the Vladimir Region, the Saratov Region, Chuvashia, Bashkortostan, the Altai Territory, the Kemerovo Region, Tyva and the Magadan Region) it amounted to 40 percent to 50 percent, while in five regions (the Archangel Region, the Novgorod Region, the Smolensk Region, the Tambov Region and the Kurgan Region), to 35 percent to 40 percent. 

In 1999, private-sector companies accounted for 95 percent  of  the total volume of retail trade in Russia.

In a number of regions, that figure differed from the national average, namely, in the Chukotka Autonomous Area (38.5 percent) and Tyva (24.9 percent) where the share of  state-run and municipal companies  in trade was the highest, while in 12 other regions (the Bryansk Region, the Tver Region, the Ulyanovsk Region, the Kirov Region, Mari El, Mordovia, Chuvashia, Dagestan, Karachay-Cherkessia, Udmurtia, Yakutia and the Khabarovsk Territory) that figure ranged from 10 percent to 20 percent of the total volume of retail trade.

The share of state-run and municipal companies in the total volume of  wholesale trade  was the highest in Dagestan (86.8 percent), North Ossetia (82 percent), the Jewish Autonomous Region (63.8 percent), Tyva (49 percent), Kalmykia (43 percent), Yakutia (41.5 percent) and the Pskov Region (27.7 percent). In nine regions (the Tver Region, the Yaroslavl Region, the Ulyanovsk Region, Tatarstan, Adygeya, Udmurtia, the Chukotka Autonomous Area, the Amur Region and the Sakhalin Region) that figure amounted to 10 percent to 20 percent (while the national average value in 1999 amounted to 3.5 percent).

Having analyzed the total data on the share of the public sector in the above sectors of the economy it can be safely said that the state’s role in business activities  is the greatest in such constituent entities as  Mari El, Chuvashia, Kalmykia, Dagestan, Udmurtia, Tyva, Yakutia, the Jewish Autonomous Area, the Chukotka Autonomous Area and the Khabarovsk Territory. In those regions, the contribution by the state-run and municipal companies to business activity  was higher than the national average, in industry, construction and trade a like (at least in  respect of one of the above indices in each branch of the economy).

The role played by the state as an economic entity in Moscow, the Murmansk Region, the Archangel Region, the Smolensk Region, the Tver Region, the Kirov Region, the Tambov Region, Mordovia, Ingushetia, Kabardino-Balkaria, North Ossetia, Tatarstan, Bashkortostan and the Republic of Altai is somewhat less important, but important still. In those regions, the share of public-sector and municipal companies was higher than the national average, except in industry (at least in respect of one of the indices) and at least in respect of one of the indices related to construction or trade.

After we have studied the group of regions where the public sector’s role was greater than elsewhere it is important to consider those regions where the private sector played a dominating role.

It is to be noted that the  relevant classification used by the National Statistical Board includes along with the public and municipal property private property, non-governmental organizations’ property, Russian property  with mixed ownership and foreign property with mixed ownership.

In our analysis of specific industries that classification was used to different extents. Depending on the form of ownership, the statistical data on industry (the number of enterprises, the output volumes and the number of workers employed) and on retail trade volumes was available for the public and municipal companies (in combination) and for non-public businesses with various forms of ownership,7 while data on construction, on public, private and Russian mixed-ownership companies (companies with other forms of ownership are not taken into consideration because their role is insignificant), and data on wholesale trade, on public and municipal companies (in combination), and private companies, Russian mixed ownership companies and other (in combination).

As can be seen from the National Statistical Board’s approach  the non-public sector of the economy includes private companies and mixed-ownership companies.

Defined as ‘private property’ in Russian statistics is any property owned by individuals or legal entities. The definition of the mixed ownership is more complicated.

Russian mixed-ownership property is defined by the National Statistical Board as property which is owned by a Russian legal entity and is a pool of property with different ownership statuses.8 Such a definition makes it difficult to identify industries and organizations with participation of the state though it is obvious that those companies are the kernel of the mixed ownership sector. The national classification of forms of ownership (OK-027-99) has been, obviously for that reason amended (Amendment № 1199). Instead of Russian mixed-ownership property statistical reports  should use a new classification, including ‘Russian mixed-ownership companies with participation of the federal center’, ‘ Russian mixed-ownership companies with participation of constituent entities of the Russian Federation’, ‘Russian mixed-ownership companies with participation of municipalities’,  and ‘Russian mixed- ownership companies with no participation by the state’ (there is no mention  of  municipalities in this respect). However, they keep using old  forms of classification in official statistical reports. 

Proceeding  from the general trends in market-economy reforms in Russia, seen as ‘private’ should  be such businesses as have been created by private capital from scratch and also fully privatized enterprises; while seen as ‘mixed-      ownership’  should be privatized and newly-established companies with holdings by the state.  It is to be noted in that context that by the late 90s despite the momentous privatization program and fast development of private capital the state retained an important proprietary role in the economy, not so much  through its ownership of public/municipal unitary enterprises as through its holdings in major joint-stock companies  which were created as a result of corporate transformation of major and medium-sized enterprises (which holdings were secured by the state through appropriation of controlling interests or issue of ‘Gold Shares’).

For that reason used as a criterion in assessment of development of the private sector in specific regions should be contribution by private companies proper rather than that of the entire non-public sector. 

In 1999, around 88.5 percent of industrial enterprises in this country (at which  around 40 percent of the total workforce was employed) belonged to the private sector; those industries accounted for a mere 30 percent of the industrial output, however. 

The figures in respect of proportion of private companies in the total number of industrial enterprises do suit the purpose of analysis of differentiation of the ownership reform between regions, since in 25 constituent entities of the Russian Federation the proportion of such companies in the above period was less than 80 percent. Just like in analysis of the role played by the public sector, data in respect of the contribution to the total output and the share of workforce employed are more important criteria. 

The highest contribution by private-sector companies to total industrial output was observed in the Kamchatka Region (84 percent) and   Karachay-Cherkessia (81.6 percent) followed by the Belgorod Region (71.5 percent), the Pskov Region (70.8 percent), the Republic of Adygeya (68 percent) and the Voronezh Region (61 percent); in 12 other regions (the Leningrad Region, the Bryansk Retion, the Vladimir Region, the Ivanovo Region, the Kostroma Region, the Moscow Region, the Tver Region, the Kursk Region, the Tambov Region, the Krasnodar Territory, the Altai Territory and the Sakhalin Region) that figure ranged between 50 percent and 60 percent. 

Private-sector enterprises had the  highest shares of workforce in the Belgorod Region and Karachay-Cherkessia (72.6 percent); in eight other regions (the Pskov Rehion, the Voronezh Region, the Republic of Adygeya,  the Stavropol Territory, the Altai Territory, Khakassia,  the Kamchatka Region and the Sakhalin Region) that figure ranged between 60 percent and 70 percent, while in  ten regions (the Bryansk Retion, the Ivanovo Region, the Kostroma Region, the Smolensk Region, the Tver Region, the Nizhny Novgorod Region, the Kursk Region, the Tambov Region, the Saratov Region and the Krasnodar Territory) it ranged between 50 percent and 60 percent. 

In construction, private-sector enterprises had the highest shares of jobs done (on a contractual basis) in the Archangel Region, the Pskov Region, the Orel Region, the Belgorod Region, the Voronezh Region, the Volgograd Region, the Republic of Adygeya, the Republic of Ingushetia, the Chelyabinsk Region and the Kemerovo Region (70 percent to 80 percent),  and in 23 other regions (the Republic of Karelia, the Republic of Komi, the Murmansk Region, the Kaliningrad Region, Saint Petersburg, Moscow, the Moscow Region, the Vladimir Region, the Republic of Chuvashia, the Kirov Region, the Nizhny Novgorod Region, the Lipetsk Region, the Tambov Region, the Saratov Region, the Krasnodar Territory, the Stavropol Territory, the Rostov Region,  the Perm Region, the Sverdlovsk Region, the Republic of Altai, the Altai Territory, the Omsk Region and the Tomsk Region) that figure ranged from 60 percent to 70 percent, while the national average was 57.5 percent. 

In the total volume of design-and-development work done in construction, the shares of private companies  were the  highest in the Republic of Karelia (89 percent), Buryatia (87 percent),  the Ryazan Region (86 percent), the Tyumen Region (84 percent) and the Sverdlovsk Region (83 percent), in seven other regions (the Volgograd Region, the Murmansk Region, the Bryansk Region, Dagestan, the Orenburg Region, the Perm Region and the Irkutsk Region) that figure ranged between 70 percent and 80 percent and in 12 regions (the Archangel Region, the Novgorod Region, the Pskov Region, the Kaliningrad Region, the Moscow Region, the Tver Region, the Yaroslavl Region, the Kirov Region, the Belgorod Region, the Penza Region, Karachay-Cherkessia, and the Chelyabinsk Region) it ranged between 50 percent and 60 percent, while the national average was 33 percent. 

In wholesale trade 9, the share of private companies nationwide amounted to 45.3 percent. It was the highest in the Magadan Region, the Archangel Region, the Leningrad Region, the Nizhny Novgorod  Region and the Voronezh Region (between 90 percent and 98 percent). In eight other regions (the Murmansk Region, the Bryansk Region, the Rostov Region, the Stavropol Territory, the Chelyabinsk Region, the Krasnoyarsk Territory, the Maritime Territory and the Sakhalin Region) it ranged between 80 percent and 90 percent and in 11 regions (Karelia, the Vladimir Region, the Kirov Region, the Samara Region, the Saratov Region, the Sverdlovsk Region, the Novosibirsk Region, the Irkutsk Region, the Altai Territory, the Khabarovsk Territory and the Kamchatka Region) it amounted  to 70 percent to 80 percent; in 11 other regions (the Vologda Region, the Kaluga Region, the Yaroslavl Region, Chuvashia, the Belgorod Region, the Kursk Region, the Volgograd Region, the Krasnodar Territory, Bashkortostan, the Tomsk Region and the Chita Region) it ranged between 60 percent and 70 percent, while in eight regions (the Kaliningrad Region, the Tver Region, the Ulyanovsk Region, Kalmykia, the Republic of Altai, the Kurgan Region, the Perm Region and the Amur Region) it was between 50 percent and 60 percent. 

Output of comprehensive analysis of  data on the private sector’s share in all the above segments of the national economy shows that if such a  formal quantitative criterion is to be used as the extent of contribution to economic activities, the private sector will be found to be particularly well-developed in the Vladimir Region, the Nizhny Novgorod Region, the Belgorod Region, the Voronezh Region, the Saratov Region, the Krasnodar Territory, the Stavropol Territory and the Altai Territory. It those regions, the private sector accounts for over 50 percent of industrial output or workforce (or both), at least 60 percent of the construction work done on a contractual basis (in addition to that, in some of those region the private sector also accounts for  50 or more percent of the construction design and development jobs) and for at least 50 percent of the  volume of  wholesale trade. Nearly as high has been the share of the private sector in the Leningrad Region, the Pskov Region, the Bryansk Region, the Kostroma Region, the Moscow Region, the Tver Region, the Kursk Region, the Tambov Region, Adygeya, Karachay-Cherkessia, the Kamchatka Region and the Sakhalin Region. In those regions, private companies accounted for at least 50 percent of the industrial output and/or industrial workforce, and also either for over 60 percent of the construction work done on a contractual basis or for over 50 percent of the construction design-and-development jobs or 50 percent of the volume of wholesale trade (the combinations of the above figures in respect of construction and wholesale trade differ from region to region, but at least one of those indices is at the above level or over).
***

The findings of the study of inter-regional differences in the structure of ownership in Russian as of the beginning of the Year 2000 have been as follows. Comprehensive analysis of companies’ contributions to the economic output in three sectors of the economy (industry, construction and trade) has revealed that there were in the period under review two groups of regions which were each other’s antipodes in the structure of ownership. 

The regions where the state played a particularly active role in the economic sphere were mostly  ethnoterritorial entities (including most of the former autonomous republics  in the North Caucasus, the Volga Region, the Urals Region, Siberia and the Far East). The reason behind that situation was that  the authorities in such constituent entities of the Russian Federation  had more opportunities (as compared to the authorities of  territories and regions) to influence  the structure of production, jobs and services  in the areas under their jurisdiction through retention under regional control of industries which could otherwise be privatized, establishment of new unitary enterprises under regional jurisdiction and stimulation of the volumes of output and rate of employment by securing for those industries of state orders, either federal (through lobbying in Moscow) or local, and also of subsidies out of the state budget. It is also to be noted that some of those regions  had rigorous climates, so separate companies were needed for provision of the necessities essential for survival (in particular, Yakutiya and Chukotka).

With other regions in that group, retention by the state of an important role in the economic sphere can be explained by specialization of the local economies (in particular, a large proportion of defense-industry enterprises) or a slow rate of privatization due to political reasons, as in Moscow, the Smolensk Region, the Tver Region, the Kirov Region and the Tambov Region. In some regions, in particular, in the Archangel Region, the Murmansk Region and the Khabarovsk Territory retention by the state of a major role in the local economies was caused by a combination of several different factors. 

On the whole, that corroborates the outputs of the analysis of differentiation of the privatization process between regions carried  out within the framework of the project on the basis of such criteria as the extent of  small-business privatization, use of procedures for retention by the state of proprietary control over the corporate sector in the post-privatization period and other. 

The group of regions on the opposite end of the scale (one that includes regions where over half of the major non-agricultural sectors of the economy are controlled by private businesses) was even more heterogeneous. In the 90s, regions which currently belong to that group treaded very different paths economically and politically. Along with regions known for their adherence to the cause of reforms (the Nizhny Novgorod Region and the Sakhalin Region in the early 90s and the Saratov Region in  the late 90s) it embraces those with very different political aspirations and large agrarian sectors, including  those that are in a state of depression (the Pskov Region,  the Bryansk Region, the Kostroma Region, the Tver Region, the Voronezh Region, the Kursk Region, the Tambov Region, Adygeya, Karachay-Cherkessia, the Krasnodar Territory, the Stavropol Territory and the Altai Territory). A median position has been occupied by the Leningrad Region, the Moscow Region, the Vladimir Region and the Kamchatka Region. The Belgorod Region occupies a position all of its own, being the most successful  example of clever economic policy and clever adaptation of the  economy to the new market  environment among the regions of the so-called ‘red belt’ of European Russia. 

With most of  the numerous constituent entities of the Russian Federation  belonging to neither of the above groups, companies with mixed ownership have an important role to play. 10 More detailed classification of those regions on the basis of analysis of the formal and the actual extent of privatization is outside the scope of this paper. 

Interpretation of the obtained outputs has been done in accordance with the conclusions  on interrelation between the formal and the actual aspects of the reform of ownership relations  which were drawn within the framework of the project on the basis of cluster analysis  of the extent of domination of the non-public sector in various regions of Russia11.

If formal quantitative criteria are to be used, one has to conclude that accelerated development of the private sector  has not contributed to fast overcoming of the  economic crisis. Domination of an economic segment by private-sector enterprises does not necessarily mean that the public sector is mature enough  to ensure economic development of the region. Of much greater significance  are the starting conditions which existed prior to launch of the market reforms and also influence of macroeconomic and political factors.           

� Present article was written as a result of the research project «Transformation of ownership relationship: comparative analysis of the Russian regions and general problems of the emergence of the new system of ownership rights in Russia» by A. Radygin, R. Entov, A. Yudin, G. Malginov, Y. Gritsun, V. Bondarev, O. Predeina, H. Swain, T. Goodfellow





2 The impact of relations between the federal authorities and regions on the privatization process in Russia in the 90-s  is disclosed in Section


3 See Chapter 6 of the research.


4 More detailed account of the calculations and  the input data used, as well as intermediary and final  outputs are contained in Paragraph 5.1. and Paragraph 5.2. of the paper Transformation of Ownership Relations and Comparative Analysis of  Different Regions of Russia.  Moscow, 2001.


5 not counting in the autonomous areas of these (industrial output data is only available in respect of Chulotka) and the regions where elections of heads of administrations were held for the first time in 1993.


6 As no data on industrial output in1999 in autonomous areas (except Chukotka) is available, further analysis  is carried out without taking into account the data on those constituent entities of the Russian Federation (though the data on construction and commerce  is available).


7 In industry, private businesses’ and  non-governmental organizations’ property emerged in addition to public and municipal property in 1999.


8 The Russian Statistical Year-Book: Collected documents/ The National Statistical Board. Moscow, 2000. p. 297  


The state can hold stocks (shares) in companies with participation of foreign capital (joint-ventures, industries operating under agreements on division of the produce output and other) which can be defined as ‘foreign mixed ownership property’. However, the role played by such property in Russian economy is insignificant. 


9 No separate statistical data is available on the share of all-private enterprises; the available data is on the share of the non-public sector as a whole. 


10 The Tver Region and the Tambov Region can be seen as antipodes to that vast group of regions. They belong both to the group with a comparatively large public sector (larger than the national average) and to the group with a  comparatively large private sector, which means that the role played by companies with other forms of ownership, in particular, those with mixed ownership, is very insignificant there.


11 It is to be noted that the analysis was carried out not in respect of the entire regional economies, but in respect of such economic segments as are continuously monitored by the State Statistical Board of the Russian Federation, namely, industry, construction and trade. If a more accurate typology of Russian regions from the point of view of structure of ownership is to be devised in future, the following factors  need to be taken into account: 1) obtaining of information in respect of  specific sectors’ contribution to the outputs of economic activity in  all branches of the regional economy contributing to the gross regional product and aggregation of that information; 2) analysis of the economic outputs of the regional economy with breakdown by the form of ownership taking into account  the existing structure of capital/fixed assets and  investment (including sources of financing); 3) taking into account of such aspects of reformation of ownership relations as reforms in agriculture, development of small businesses, situation in the financial sphere, especially in the banking sector, activities of holding companies of a national scale; 4) analysis of the existing levers of control over and influence on  the non-public sector by the state, both formal (through the state’s holdings and ‘Gold Shares’) and informal (mutual influence by businesses and the authorities, preferences, management of money flows, bankruptcy procedures and the like).    





