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Introduction

This pzaperl represents an initia report on findings fro astudy aimed at analyzing
several key aspects of middle class development in the Russian regions, namely:

e Federa and regiona government programs to stimulate the growth of the
middle class (content, tools of implementation, effectiveness);

e Behavioral strategies and economic behavior (consumption patterns, pro-
pensity to save, investment) of different sections of Russian middle class;

e Middle class value orientation and political preferences (including prefe-
rences for democracy).

The selection of regions for our study was made after consultations with the
leading Russian experts on regiona problems: Irina Busygina, Leonid Smirniagin,
Nikolai Petrov, and Rostidav Turovsky. Their expertise and readiness to help us
significantly aided us in choosing our case studies. The criteriawe used in selecting
regions were the following:

e A reatively high level of urban development (this excludes backward
regions);

e Variation in the level of socio-economic development: region-donor versus
region-recipient of federal financia assistance;

o Politica orientation of the regional government: democratic versus authori-
-2
tarian”.

! We are grateful for the support of the National Council for Eurasian and East European Re-
search, which underwrote much of the research reported here.

2 For measuring the level of democracy/authoritarism of this or that region’s political style we
used the appropriate rating of the Carnegie Foundation which we were kindly provided with by
N. Petrov, head of the program «Society and Regional Policy» at the Moscow Carnegie Centre.
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Four regions were chosen on the basis of these criteria

e Krasnoyarsk kray, Perm kray (two democratically oriented donor regions);
e Kirov oblast (ademocratically oriented recipient region);

e Voronezh oblast (an authoritarian recipient region).

None of the authoritarian donor regions was included in the set of our study
due to their «atypical» ethno-cultural or economic profiles: such regions are represen-
ted either by Muslim republics (Tatarstan and Bashkortostan) or by «oil-field» re-
gions (e.g. Tyumenskaya oblast) where the problems of middle class formation are
too specific to be analyzed in a project as limited as ours.

Collecting primary data was carried out with the help of expert interviews con-
ducted in two waves. From 05 to 12 July 2010, we conducted field research in Kirov
oblast and Perm’ krai. From 23 to 29 August 2010, respondents were interviewed in
Krasnoyarsk krai. From 27 September to 01 October 2010 respondents were inter-
viewed in Voronezh oblast.

The four regions differ significantly in their socia-economic characteristics:
socia ineguality, level of democracy, economic structure, quantity of foreign-owned
enterprises etc.

The economic structure of two regions — Krasnoyarsky and Permsky krai —is
more «libera». They have glaring levels of socia inequality (see ratio of earnings of
top to bottom decline in the table below) and — a the same time —a high level of de-
mocracy. The regions possess large raw and mineral assets that account for a large
share of their GRP.

In contrast, Voronezh and Kirov oblasts face the problem of afast aging popu-
lation and have to provide socia support for their pensioners. The governments are
burdened with heavy socid responshbilities and a lack of naturd resources. This ex-
plainsthe relatively high level of socia income as a share of total income.

Table 1 provides an overview of the basic economic and socia characteristics
of the four selected regions.

Table 1. Descriptive statistics for the four selected regions
Voronezh | Kirov Perm' | Krasnoyarsk

Population 2006 2295 1427 2731 2894
Urbanization 2005 0,627 0,716 0,749 0,756
Ratio of earnings of top to bottom decile 8,83 10,97 10,97 14,36
Dependency ratio (humber of persons
employed in the economy for each pen-
sioner, average for year) 1,45 1,71 1,82 19
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Continues

Voronezh | Kirov Perm' Krasnoyarsk
Pensioners per 1000 population, 2006 320,3 287,3 270,2 260,9
Rea wage 2006 (nomina wage as multiple
of regional subsistence minimum) 2,399 2,27 2,66 3,356
Unemployment rate, 2008 53 7,3 8,5 6,5
Petrov democracy score, 20002004 29 28 41 41
Petrov democracy score, 20052009 33 31 43 42
Petrov corruption index, 2005-2009 3 3 4 4
Share of employment in state enterprises,
2006 18,4 17,5 16,1 21
Share of employment in private enter-
prises, 2006 60,1 58,3 54,1 51,1
Share of employment in forieign-owned
enterprises, 2006 2,7 25 4,6 58
Agriculture share in output 2005 10,4 17,4 39 51
Mineral extraction share in output 2005 04 0,2 15,2 39
Processing industry share of output 2005 215 21,3 28,2 47,1
Human devel index 2004 0,755 0,737 0,76 0,779
Decileratio 2008 15,2 11,4 18 18,2
Entrepreneurship as share of total income
2006 10,9 10,6 143 105
Labor as share of total income 2006 35,1 45,3 31,6 52,6
Social income as share of total income
2006 17,4 20 10,5 13
Infant mortality per 1000 born alive 2009 7,8 6,6 8,5 10,3

Factors affecting the development

of the middle class

The respondents’ assessments of the conditions and tempo of middle class de-
velopment did not differ much across regions despite the significant disparitiesin so-
cial, economic and political characteristics of the regions included in our research
study. In other words, in this aspect our four regions are much more similar than

different —at least et first glance.
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This gives us an opportunity (once again as a rough approximation) to describe
the current status of the middle class without needing to differentiate significantly
across regions. Several general observations stand out.

Firgt, there was no common agreement about the current condition of the
middle class among any group of respondents. There were three primary categories of
interviewees. representatives of regiona governments, experts, and representatives of
business associations.

The assessments of the regional authorities vary from positive (when they talk
about decisions they made) to negative (when they talk about the actua size of the
middle class).

The representatives of the business associations were much more unanimous
in their view: the middle class exists but the conditions of its life are extremely com-
plicated.

The variation in the assessments of the expert community is moderate. Most
expertsjudge the current situation with respect to the state of the middle class as satis-
factory (3 points out of 5), some of them as non-satisfactory and no one— as perfect.

The respondents often emphasize the low quality of government policies regar-
ding middle class support. They explain this on the basis of the limited authority
possessed by regional authorities vis-a-vis the federal government.

Second, the factors influencing the devel opment of the middle class can be di-
vided into two groups:

1) initiatives taken by the regiona and federal governments aimed at developing
the middle class;

2) the environment in which these initiatives operate.

The initiatives of the federal
and regional governments

Policies aimed at development of small and medium-sized business [hence-
forth SMB].

A) Lawmaking.
L egidative measures supporting SMB activity have been enacted by the federd
government since the early 2000s. There are three principal sets of such measures.

1. Simplification of the taxation regime and system of accounting and re-
porting.
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In most cases these programs are far from being redlized. (a) The rules of ac-
counting and reporting change quite often and tend to become more complicated.
(b) Civil servants have gained greater opportunity to extort money from SMB. (c) The
situation is aggravated by the tax pressure from the federal governments.

The majority of the respondents say that the federal government policies are
destroying SMB, cregting a dilemma: either to go into the shadows, or to incur regu-
lar losses. The regional government lacks the power to offset the negative effects of
federal pressure on SMB. One of the most important reasons to avoid reducing tax
levels is that such a reform could undermine existing social support programs and
thus to increase the socid tension and provoke a socia explosion. Moreover, among
some representatives of the regiona government there exists another viewpoint: that
it isnot necessary to help SMB, and moreover that it is even necessary to reduce the
volume of the current support.

2. Preferentia procedure for payment of rent for use of municipally-owned
facilitiesby SMB.

These measures are being implemented partialy because some of them are in
the competence of regiona government. This allows businesses to lobby for their in-
terests, including an appropriate level of municipal property rent.

3. Simplification of procedures for SMB participation in government procu-
rement *.

Our respondents saw no positive dynamics in this area because of the
predominance of corrupt and informal practices.

4. Legd and financia support to SMB and establishment of a supporting in-
frastructure.

This bloc of supporting measures appears to be the most effective one. Thein-
frastructure is represented by the government owned organizations (municipal centers
of business support, job centers, business associations etc.) and includes the following

types of support:
e Small subsidies and microloans for enterprise reconstruction.

e Assigtancein dealing with regulatory agencies.
e Free-of-charge consultations.

Obstacles to the effectiveness of such measures include the lack of high quality
staff and latent resistance on the part of bureaucrats.

% Thisincludes not only the direct taxation but the indirect taxes on the fuel, municipal rent rates
and customs duties.

4 Under the Federal Law of July 21, 2005 Ne 94-FZ «About placing orders for goods, works and
services for state and municipal needs».
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B) Banking regulation.

This problem is one of the most serious for SMB according to the respondents.
On the federa level there are no special banks for small business and no federa regu-
lation of the preferential credit-granting activity. Some civil servants suggest that
this problem could be solved by government subsidies of loan rates. But other res-
pondents say that such measures would not significantly influence the situation.

C) Large-scae investment projectsin the region.

The respondents noted that federal government tries to support SMB with large-
scale investment projects aimed at improving the regiona economic situation, upgra-
ding regional infrastructure and thus broadening the sphere of small business activity.

Measures to develop the «<new» middle class (ie white-collar employeesin the
budget sector).

Neither the federal government nor regional authorities at present have special
dtrategies, nor are they developing any, aimed specifically at building the new middle
class. However, severa aspects of socia policy of the federal and regional govern-
ments towards employees of the budget sector could be considered indirect measures
to stimulate its development. Auctions held in severd regionsto obtain budget subsidies
by sate educationa ingtitutions, preparing employees of high-technology production.
Here the subsidies are going predominantly toward the most advanced higher educa-
tiona establishments and colleges.

The federal program beginning as of the end of 2009 for providing credits to
employees of the budget sector. The goa of the program is to provide preferential
conditions of credit for teachers, doctors, military officers, customs officers, police
and other employees of the budget sector.

Environmental factors that affect
the content and effects of state
initiatives to develop the middle class

Among these factors are the structure of the power elite in the regions, corrup-
tion, the structure of the regional economy, the business associations of the traditio-
nal middle class, and the political representation of the middle class.

A) The structure of the power elitein the regions.

With respect to its relations with the «traditional» middle class, the power elite
in the regions we studied can be readily divided into two groups with rather clearly
opposed interests:
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e A group oriented primarily toward support of the existing large natura re-
source and commercial sector, which, according to our respondents, currently is fully
controlled by «Muscovites» and acts, above all, in the interests of the federal elite;

e A group representing the interests of regional small and medium business.

The clash of interests between these groups arises over issues such as the dis-
tribution of budget resources at the region's disposal (whether of regiona or federal
origin); tax policy; the creation in the regional economy of a competitive arena, fa-
vorable for the development of small and medium business; corruption; etc.

The group supporting big business.

In this group are: leadership of the regional branches of large natural resource
and trading companies, which understandably have close ties with the political elite
at the federa level; governors (in the cases of Perm’ and Krasnoyarsk krais); severa
prominent figuresin the regiona legidative assemblies (in al four regions).

According to the respondents, this group has well-established channels of influ-
ence on decision-making at the regiond level and is relatively independent from public
opinion a the regiona leve. This circumstance makes it relatively free in using corrupt
practicesto obtain beneficia political and economic decisions at the regional level.

With respect to conflicts of interest between big business and the traditional
middle class, the respondents predominantly called attention to the following circum-
stances that weaken small and medium business: restricted competition and the collu-
sion between big business and the authorities; and the withdrawal of resources of big
corporations out of the regions and to Moscow.

The group supporting small and medium business.

This group is represented mainly by small and medium business people and by
highly-educated specidists holding positions in executive bodies of the regiona go-
vernment or influential in business associations. A distinguishing trait of officias
belonging to this group is their direct responsibility for developing SMB in the region
to the federal government.

According to our respondents, the political influence of the group of support
of small and medium businessin these regionsis clearly weaker than that of the group
oriented toward big business. The respondents noted that they are free to adopt de-
cisions only in spheres that are not of interest for big business and for large natural
resource companies. In al other cases the enforcement of decisions benefiting small
and medium business encounters serious difficulties.

However, the influence of this group varies across regions. According to the re-
spondents this is determined above al by the level of dependence of the regiond au-
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thorities on the federal government, which, in turn, is determined by whether the regi-
onisadonor or arecipient of federal resources.

Therefore, all else being equal, this group is weaker in recipient-regions than in
donor-regions. However, both groups of elites have some common points of view.
Oneis the desire to reduce the volume of federal and regiona powers, and to give
the municipalities more resources and rights. According to the respondents, entrepre-
neurs employed in the service sector or production that does not require extensive
equipment —i.e. those whom many of our respondents termed «torgashi» [peddiers] —
are oriented mainly toward the group representing big business.

These representatives of the smal and medium business sector do not seek any
political influence and prefer to adapt themselves to the high taxes with the aid of
shadow practices for paying wages and for corrupt relations with officias (both pro-
posing such arrangements and responding to them).

But entrepreneurs engaged in more complex production, including innovation,
and who need to attract rather considerable investment and protection of their rights,
they, according to our respondents, face a fundamental choice: to move into the
«shadows» and form corrupt relations with representatives of the dlite group of big
business, or else to operate legally, and depend on various forms of support on the
part of the elite group that defends the interests of the middle class. The latter option is
considered to be much more difficult, and likely to lead to a number of serious eco-
nomic and legal problems.

B) Corruption.

Corruption was generally the most sensitive theme among those discussed in
our interviews. The ineffectiveness of corrupt bodies of the regiona authorities, their
economic and managerial weakness, were noted by al representatives of the business
associations and al regiona experts.

C) The Structure of the regional economy.

According to our respondents, those regions with more balanced infrastructure,
with alarger number of medium-sized cities and a differentiated economy, that have
both extractive and processing industries, and high-technology centers, are more fa-
vorable for the development of the small and business sector of the middle class. By
contrast, a factor restricting the development of small and medium business is the
presence of mono-cities and very large, concentrated enterprises.

D) Business associations of the middle cl ass’.

5 Currently Russia has about 10 all-Russian business associations and several hundred funds and
associations for support of entrepreneurship in the regions.
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Representatives of the regiona authorities tended to give us varied evauations
of the activity of business associations, ranging from «very active» to «active, but in-
sufficient». Blame for the relative passivity of the associations was attributed to busi-
ness. For their part, representatives of the business associations expressed dissa-
tisfaction about the attitude toward them by the authorities.

Behavioral strategies
of the middle class

There are two main behaviora strategies on the part of the middle class: inte-
gration and flight. Integration refers to adaptation to the existing economic, socia and
political conditions, accepting the «rules of the game» set by the dominant elite
groups. The strategy of flight refers to departure from the given region, either abroad
or to Moscow or St. Petersburg first, and then to go abroad.

Integration is more characteristic of representatives of large companies and go-
vernment bodies, as well as a significant part of the representatives of small and me-
dium business working in the commercia sector.

Flight is more characteristic of those representatives of the SMB sector who
are engaged in production as well as highly-skilled specialists who are not working
in big companies or government bodies. The problem of emigration has been acute
since the early 1990s. But, judging from our interviews, currently this problem has
become particularly serious. It is taking place not as a response to economic crisis,
but under conditions of relative economic and political stability. The crisis of 2008
amost did not affect the scale of emigration out of the regions of our study. Those
who are emigrating are not those who created businessesin the 1990s, but the gene-
ration of their children — young people with higher education from well-off families.
People are leaving the country not due to political reasons, but because of the im-
possibility of fredly doing business or to redlize their professona interests without
specia connections and blat.

These behaviora drategies, in the long run, tend to weaken the demand for
democracy among the middle class. It is the democratically oriented representatives
of the middle class who prefer to emigrate, or at least leave the region for the center.
Those middle class groups remaining in the country do not feel aneed for a democ-
ratic regime. Their social and material situation is much better ensured by stability
based on the absence of economic and political competition. Meantime the dissatis-
faction among the middle class is expressed above dl in the growth of political apa-
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thy, rising to the level of a political ideology. The actions of protest that occur from
time to time are not of mass character and do not have a political character as much
as a social-economic character.

It isdifficult to say whether the political orientations we have identified are stab-
le over the long term, or in what direction they are moving or will evolve. We hope to
provide amore detailed answer to this question in the next stage of the research.





