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To the Readers

The theme of the State and its role in human development is attracting increasing

attention in the world today. It has always been an important theme in Russia, but has

become particularly relevant in recent years, largely due to exhaustion of the possibil�

ities of the existing Russian model of the State and the need for its radical renewal.

Efforts of Russian presidential, government and legislative structures in the last few

years have focused on the transformation of the State, based on the development of a

new and effective model. Russia has only just embarked on this path, and much

remains to be done, but the directions of reform have already been determined to a

large extent.

The individual is playing an ever�greater role in the socio�economic development

of societies the world over, making a focus on human development a pre�condition for

the healthy evolution of the State. The human factor is becoming more important than

technological capacity and natural resources. Education, scientific knowledge,

health, social engagement, and the freedom of choice make it possible for individuals

to speed up progress significantly, and the State's primary concern should be to devel�

op these aspects of its human resource base. In Russia, the drafting and implementa�

tion of reforms must assign real priority to the country's social problems, which are still

not receiving sufficient attention. However, the success of reform also depends on

active support from civil society, which is why the development of civil society in

Russia receives so much attention in the present Report. 

I would like to express my gratitude to the UNDP Representative Office in the

Russian Federation for its support in the production of the annual Human

Development Reports, which are an important tool for stimulating discussion in gov�

ernmental, scientific and political circles about problems of concern to everyone in our

country.

G.N. Karelova 
Deputy Prime Minister of the Government 

of the Russian Federation 



Dear Readers,

I am pleased to offer you the eighth annual edition of the Human Development

Report for the Russian Federation, prepared by a team of leading Russian experts.

Conceived and supported as a joint initiative of the Government of the Russian

Federation and the United Nations Development Programme, the Report provides rig�

orous analysis of key social, economic and environmental challenges within the

framework of sustainable human development and the Millennium Development

Goals. Consistent methodology across Reports facilitates the monitoring each year of

the emergence of a new Russia.

The present Report centres around two questions of key importance in Russia

today: the role of the State in socio�economic reform and approaches for increasing its

effectiveness. The first section examines challenges in the context of economic and

demographic trends, income, employment, health, and education, and presents

Human Development Indices for each of the Russian regions. In the following section,

the authors analyse principal stages in the process of reforming the Russian State and

the interaction between the State, business and society.

The practical nature of the overall Report and its policy implications results from

the highly professional and independent contributions of its authors. The latter are

outstanding scholars in their own right, with significant experience advising govern�

ment as well as participating in critical presidential and legislative commissions. This

enables the Report to provide first�hand insight on key aspects of the reform process.

I hope that this Report will prove to be a valuable tool for the widest possible audi�

ence, helping to stimulate a vibrant public dialogue on approaches for enhancing the

effectiveness of the State within the context of ongoing socio�economic reforms,

including the development of a new model of the State in Russia. The data and con�

clusions contained within each Human Development Report also serve as practical

tools for managers across public administration, civil society and private business

organisations.

Best wishes,

Stefan Vassilev
UNDP Resident Representative in the Russian Federation
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This is the eighth annual Human Development Report for the Russian Federation. National

reports are produced at the initiative of the United Nations Development Programme

(UNDP) and national partners in 135 countries across the world. Global and Regional

Human Development Reports by leading independent experts addressing international per�

spectives are also published annually with support from UNDP.

The Human Development Report for the Russian Federation 2002/2003 maintains a concep�

tual linkage with previous national reports prepared by different teams of independent Russian

experts with the assistance of the UNDP Representative Office in Moscow. Far from being sim�

ply an account of socio�economic development during the respective period, each Report pres�

ents an in�depth analytic study of key issues within the framework of human development and,

since 2000, the Millennium Development Goals.

The main focus for 2002/2003 is “The Role of the State in Economic Growth and Socio�

economic Reform”. Strategic factors of social development (e.g. the accumulation of knowl�

edge and skills, the level and quality of educational attainment, the physical condition and cul�

tural characteristics of the population) are influenced to a large extent by the State. The Report

highlights those aspects of the ongoing reform of the Russian State that have the greatest

impact on human development. From the human development perspective, such reforms

should be aimed at improving public welfare and health; raising the educational level; focus�

ing state resources and activities on priority social, humanitarian and administrative functions

while reducing the State's involvement in production; bringing the State closer to the individ�

ual through decentralization of the administrative system; developing partner relations with

civil society and business; etc. 

The authors rely mainly on official statistics published by the State Committee of the

Russian Federation on Statistics and various state ministries and departments. References are

provided when non�official sources of information are used. If several sources of information

are available, the authors cite official published materials. For the purposes of assessing trends

in contemporary public opinion, results of public surveys are employed in the Report.
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The first chapter, “The State and Human

Development,” analyses the status of

human development internationally and

within Russia in the context of global

socio�economic trends. Economic growth

is increasingly fuelled by intangible capital,

most notably human resources, the level

and quality of which are key drivers for

basic indicators of social and economic

development. As a natural and significant

participant in this process, the role of the

modern State in creating enabling condi�

tions for human development has expand�

ed in the post�industrial, globalised world.

In Russia, this linkage is further shaped

and determined by the ongoing reform

process, giving rise to the central focus of

this year's Report.

The state of human development in

Russia remains complex, and the situation

in key spheres, such as science, education

and healthcare, has deteriorated markedly.

Such unfavourable tendencies must be

reversed for the long�term good of the

country, and the State must play a key role

in this process. But the State itself cannot

make an adequate contribution unless it is

fundamentally renovated, its place and role

in society changed, and its responsibilities

and mechanisms revised. Resolution of the

country's human development problems

calls for focus on priority areas of public

policy, including the further implementa�

tion of market reform strategies, the stimu�

lation of a sizeable small and medium busi�

ness sector and the fostering of civil socie�

ty as a full partner. Urgent tasks include

reorienting fiscal policies towards social

and humanitarian goals with renewed

resource allocation to science, education,

health and culture. The social redistribu�

tion function of the State demands pro�

found restructuring, with outdated forms

of social protection and assistance appro�

priately adapted to meet contemporary

demands. 

Over the last several years, the govern�

ment has increased its efforts to broadly

restructure the social sphere. A number of

directions of social reform initially suggest�

ed have been further elaborated, with leg�

islative activity intensifying. Comparative

analysis of global processes and the situa�

tion in Russia suggests that the resolution

of key human development challenges in

the country depends on the development of

a socio�economic model designed to

diminish obstacles to growth in human

potential. There is of course no single

recipe for building such a model, and

despite increasing convergence across the

principal forms of socio�economic models

implemented in the world today, every

country requires a system sufficiently

adapted to its specific conditions to ensure

sustainability and relevance. Russia is no

exception to this rule, and must therefore

focus on a socio�economic model adapted

to its own specificities. Given the prevail�

ing historical, social, and cultural context

in Russia, an economic model with a

strong social constituent, i.e. a socially�

oriented market economy, is presented as

most suitable. 

The second chapter, “Russia in 2002:

Striving to Modernise the Economy and

the State,” analyses prospects for and

obstacles to economic development, and

the role of the State in managing this

process. Russia enjoyed a relatively positive

year in 2002 across most basic indicators.

Russian economic growth exceeded the

world average for the third straight year fol�

lowing the crisis decade, with a significant�

ly favourable effect on public sentiment, the

economic decision�making horizon and

investors' assessment of the business cli�

mate. Nevertheless, institutional changes in

Russia have taken place quite slowly

(except in the initial stage of transition).

The new reform package will be effective

only to the degree that it is adopted and

implemented at federal, regional and local

levels. 

The country's overall economic recov�

ery continued to have a favourable effect

on human development since the last
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Report. However, enormous challenges in

education and public health (especially in

the regions) persisted, and the number of

poor people remained high as a few years of

relatively concentrated growth has yet to

compensate for broad losses sustained in

the preceding decade. Consumer spending

grew by almost a third over three years,

reaching its highest level since 1991. The

overall growth in consumer prices during

2002 was largely the result of an increase in

commodity prices rather than those in the

service sector. A broad rise in prices for

municipal and housing services represent�

ed a growing source of social tension, as

many found it difficult (or even impossible)

to cope with higher rates.

The rate of capital accumulation last

year decreased to approximately equal that

of GDP growth. Public investment

remained insufficient to meet the enor�

mous need for economic expansion and

modernisation of the country's physical

capital following the long period of acute

capital stock depreciation between 1991

and 1999. It is still unclear which econom�

ic forces will serve as the primary drivers of

modernisation: integrated business groups,

small and medium businessmen (the prior�

ity target of government programs) or the

State, which has so far avoided post�Soviet

capital accumulation. 

Continued budgetary dependence on

external revenues, especially deriving from

the concentrated natural resource sector,

maintains a potential for macroeconomic

instability in the face of external shocks.

The economy must urgently foster eco�

nomic diversification, including the pro�

motion of processing industries, to insulate

against future shocks and preserve its long�

term growth potential. It is particularly

important not to lose the renewed reform

momentum gained during the legislative

and presidential electoral campaigns of

2003�2004 and subsequently manifested in

new policy and legislative initiatives. The

modernisation of Russia will ultimately

depend on a range of different economic

agents and will require, in particular,

reforms to harness the power of the private

financial sector in facilitating capital accu�

mulation.

The third chapter, “State Regulation of

Income and Employment,” demonstrates

that real personal incomes in Russia con�

tinued their return to pre�crisis levels in

2001—2002. This resulted primarily from

growth in employment income (wages and

business revenues), abating inflation, pen�

sion increases and poverty reduction meas�

ures. Wage arrears were reduced, as was the

number of employers found in breach of

labour contract obligations due to delayed

wage payments. As a result, consumers'

purchasing power increased, and public

self�assessment of material conditions

improved over 2000. The shadow economy

remained a significant contributor to GDP

and a source of livelihood for a consider�

able part of the population with an estimat�

ed one third of total wages in the Russian

economy going unrecorded in 2002.

Nonetheless, poverty continued to be

an acute problem in Russia. Wages

remained low compared with economical�

ly developed countries. In addition to the

more traditional factors of income�based

inequality among the Russian population

(e.g. household ratio of dependants to

income earners, employment status,

unemployment, varying levels of educa�

tional attainment), growing wage differen�

tials among the employed and irregular

wage payments wields an increasingly

marked impact on the structure of poverty

and wealth distribution. Mainly concen�

trated in the public sector, many jobs con�

tinue to offer salaries below the subsistence

level. Pension increases raised the average

pension in 2002 above the official subsis�

tence level for pensioners, but the financial

situation of Russian senior citizens

remained characterised by fairly low

incomes and a pattern of consumer spend�

ing with a high share of spending on food

and daily necessities. 

The role of the State in employment

generation is examined in the context of

changes that took place in 2001—2002: liq�

uidation of the extra�budgetary State

Employment Fund, which financed the

government policy of employment protec�

tion during the 1990s, and transition to

funding such protection from the federal

budget. The shift, however, has not resolved

inconsistencies between the mandated pro�

vision of material support to the unem�

ployed, which is formally preserved in the

Employment Law, and mechanisms for its

implementation. Nor has the transition
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resolved the lack of continued and long�

term funding for employment programs or

equal access of Russian regions to public

funds. One notable negative result of these

changes was an outflow of highly qualified

specialists from the National Employment

Service Network.

Continuing this discussion, the chapter

employs scenario analysis to investigate

various possible outcomes in labour policy

over the medium�term. This approach

includes a range of considerations, from

one extreme in which public policies con�

tinue to evolve towards centralisation, lim�

iting the impact of regional policies with

the curtailment of employment promotion

programs and a general transition to social

benefits for the unemployed. Counter sce�

narios are further proposed in which con�

ceptual changes in public employment

policies are matched with alternative

sources of public financing. 

The population level in Russia has been

falling for over a decade with a general con�

sensus across demographic projections that

this trend is likely to persist for at least

another half�century. This critical dynamic

constitutes the primary focus of the fourth

chapter, “The State and Demographic

Problems.” Experts tend to be quite cau�

tious about forecasting the mortality rate

trajectory in Russia. While Russia was only

slightly behind the West in terms of life

expectancy in the mid�1960s, the situation

has degenerated considerably since then

both in relative and absolute terms.

According to the most optimistic United

Nations scenarios, life expectancy in Russia

in the late 2050s will increase considerably,

though remaining below levels currently

observed in Western European countries.

Life expectancy forecasts by Russian

experts are largely less optimistic. 

The historical evolution of mortality in

Russia shows that it is not an issue that can

be easily resolved through improvements in

living standards or the quality and accessi�

bility of health care. While the need for

comprehensive approaches is clear, Russian

research struggles to offer viable strategies

or policies for the rapid reduction of mor�

tality. Existing estimates of the incidence of

certain diseases differ by an order of magni�

tude, and mutually exclusive recommenda�

tions regularly compete for attention.

Russia would benefit greatly from more in�

depth study and assimilation of evidence�

based international approaches for the

effective reduction of mortality rates in

transition countries.

Finally, the chapter outlines a worrying

trend in official Russian statistics, which

have gradually begun to ignore a consider�

able amount of standard demographic

data. For example, the nation�wide census

of 2002 neglected to gather even basic data

on respondents' socio�economic status.

This resulted from the implementation of a

1998 federal law stating that new birth,

marriage, divorce and death certificates are

not required to contain socio�economic

information about parents, newlyweds,

divorced couples, or the deceased.

Collection of such data during censuses

had been standard in the USSR and, sub�

sequently, Russia since 1970.

The fifth chapter, “Public Health

Policies and the Gender�Based Approach”

discusses changes in the basic principles of

national public health strategy over the past

decade from a gender perspective. Public

health policies based on a sound legal

framework influence the broader social

environment in various ways. However,

despite the abundance of relevant federal

and regional legislation, it has become

apparent that the fundamental principle of

the individual's right to health, as stipulat�

ed in the Russian Constitution, has

become vague in practice. Laws are often

difficult to interpret and have been amend�

ed many times over. Streamlining of the

legal framework and adoption of a Public

Health Code (in preparation for over six

years) have become matters of utmost

urgency.  

The chapter presents a special study of

mother and child health internationally

and in the context of Russia's current

socio�economic development. Current

challenges facing Russia include high rates

of maternal and infant mortality, a broad

decline in health indicators (e.g. health of

pregnant women, post�natal health and

health of new�born children), a high inci�

dence of disease among women, and the

high frequency of abortions. The state of

child health is marked by growing inci�

dence of disease, disability, drug and alco�

hol addiction, Sexually Transmitted
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Infections (STIs), and HIV/AIDS. This

rather gloomy picture is somewhat mitigat�

ed by several positive trends, including a

reduction in maternal and child mortality

rates, and a decline in the total number of

abortions.

Gender remains a key structural deter�

minant of health at the level of the individ�

ual, the group and society at large. A gen�

der�based approach to healthcare is there�

fore useful in prioritising and targeting

public health policy goals. Though gender

analysis is not yet mandatory for public

health reviews in Russia, the existence of

strong gender roles within society and the

demonstrated potential for fomenting pos�

itive change through public policy strongly

suggest that such analysis is critical.

One of the greatest challenges facing

the Russian Federation is the establishment

and preservation of equal opportunities for

sustainable human development across its

constituent regions. The sixth chapter,

“The State and Human Development in

the Russian Regions,” focuses on this issue

and policy directions best positioned to

meet with success. The campaign for polit�

ical centralisation at the end of the 1990s

was accompanied by an increased concen�

tration of economic resources centrally at

the expense of regional fiscal autonomy. In

2001, 71 of the 88 constituent members of

the Russian Federation (Chechnya except�

ed) received transfers from the Fund for

Federal Support to Regions. Federal trans�

fers and other forms of financial assistance

constituted 50% to 80% of the budget in 20

regions. A lack of balance between control

from the centre and fiscal autonomy among

the regions and municipalities reduces

incentives for regional and local authorities

to establish sound social policies and

enabling conditions for economic growth.

The comparative economic advantages

of “strong” subjects of the Russian

Federation, largely related to natural

resource endowments, has fuelled growing

disparities in regional development.

Federal fiscal equalisation policies have

only managed to reduce the potential

growth of regional divergences in personal

incomes rather than reverse the trend.

From 1999 through 2001, the most rapid

growth of real per�capita income was

recorded in leading oil exporting regions.

Intensive growth was also observed in some

less�developed regions that benefited from

the centralisation of fiscal policy and a

concurrent increase in social transfers and

public sector wages. The status of regional

labour markets improved broadly in 2001,

with unemployment levels falling across 68

regions. However, serious fundamental dis�

parities remained; republics in the south�

ern part of European Russia and ethnic

areas in southern Siberia continued to

demonstrate relatively high unemployment

rates. Regional differences persisted due to

a combination of natural and climatic con�

ditions, the standard of living, and varied

levels of modernity in lifestyles across

regions. Differences in infant and child

mortality between rural and urban areas

have increased over the transition period,

resulting from a lack of significant invest�

ment in rural healthcare. Positive changes

in child and maternal mortality rates are

largely due to a decline in the birth rate. 

Human development variations across

the Russian regions can be illustrated with

the help of the Human Development Index

(HDI), calculated using data of the State

Committee of the Russian Federation on

Statistics. Only three Russian regions (the

city of Moscow, the Tyumen Region and

Tatarstan) presented index values on par

with those of the EU accession countries.

The Moscow HDI was close to that of

Slovenia, while exceeding those for the

Czech Republic and Hungary. Due to a

major gap between the top few regions and

the rest, the HDI exceeded the national

average in only 12 regions (the smallest

number since the HDI was first calculated

five years ago). Almost half of Russia's

regions have similar HDIs levels, which are

slightly below average. Regions with the

lowest indices include poorly developed

republics in southern Russia and

autonomous regions in Siberia and the

Russian Far East. 

Chapter Seven, “Modernisation of the

State Apparatus,” begins with the observa�

tion that, by the end of the 1990s, Russian

society was almost unanimously supportive

of strong government. This comes in

marked contrast with sentiments prevalent

during the preceding three decades. The

spontaneous development of market

mechanisms had largely outpaced the for�
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mation of democratic institutions, giving

rise to serious imbalances between two

poles: freedom and the rule of law, entre�

preneurial initiative and the provision of

public goods, increasing inequality and

social policies designed to integrate society.

Historically, the government in Russia

has relied heavily on the state administra�

tion (the Russian word for this, “apparat”,

has even come into English use as a syn�

onym for a rigid bureaucracy, and even

more so the derivative Russian word

“apparatchik”, which refers to an individ�

ual administrator) to govern the country. A

genuine separation of powers began to

appear only during the past decade. The

fact that political parties and parliament

exert influence in Russia today represents

significant progress, even if this influence

remains on aggregate smaller than that of

the government. 

Nonetheless, there exists a dilemma

that has characterised reforms to date.

Dramatic changes have often led to a gen�

eral weakening of power, as old structures

are drained of capacity and conflicts

between new structures arise. Further, the

country's cultural and historical legacy has

posed and will continue to pose an obstacle

to democratic reforms. Nonetheless,

Russia faces a significant opportunity to

create a mature, efficient and stable demo�

cratic state relatively quickly if the state

apparatus can be sufficiently modernised.

Key conditions for such a transformation

include a modernisation timeframe as

expedited as the phase in which power was

consolidated and a guiding framework for

modernisation that seeks to maximize

common interests with those prevalent in

the apparatus itself.

It is notable that, contrary to the preva�

lent view, the number of bureaucrats in

Russia relative to the size of the population

and economy generally compares

favourably to other countries. The over�

whelming majority of civil servants are

employed in executive bodies of govern�

ment. In 2001, the President approved a

“Conception of Public Service Reform in

the Russian Federation”. Its primary

objectives include (a) a significant increase

of the efficiency of public servants in assist�

ing the development of civil society and

consolidation of the State, and (b) creation

of an integrated public service system with

due regard to Russia's historical, cultural,

ethnic and other specific features. 

Finally, the reform of the state (and

municipal) apparatus is in many ways a

part of a broader process: the reform of

federative relations. There are two basic

challenges that arose during the 1990s in

this regard. First, the rights and responsi�

bilities in matters subject to joint jurisdic�

tion of federal, regional and/or local

authorities were left virtually undefined.

Second, there remains a wide discrepancy

between the fiscal capacity of regions and

their formal rights and responsibilities with

regard to citizens and institutions. These

interrelated phenomena serve to encourage

populism in government, as officials are

free to make extravagant policy decisions

without the necessity of specifying the

authority charged with implementing

them. 

The eighth chapter, “Government and

Business: Development of a New Social

Contract,” argues that the social contract

between business and government that arose

in Russia in the 1990s has become outdated

and no longer satisfies either party.

According to this social contract, the gov�

ernment derived direct and indirect rev�

enues from the regulation of business (i.e.,

regulation became a sort of “public enter�

prise”). This burden served to push a large

share of businesses out of the formal econo�

my and away from regulation of any kind.

The policy of economic deregulation

announced in 2001 with the aim of reducing

barriers and transaction costs for business

was the first step towards the elaboration of

a new social contract. The first three laws on

deregulation of the economy were passed in

the same year. Another important law gov�

erning technical regulation was passed in

2002, introducing fundamental changes in

the overall system of standardisation, safety

and quality control, as well as opening up a

new field for dialogue between government

and business concerning the development of

quality standards for products. However, a

limited number of statutory acts on deregu�

lation of the economy constitute a necessary

but insufficient critical mass for fundamen�

tal change, as has been highlighted by ongo�

ing difficulties in applying them.

Carrying the analysis further, the chap�

ter highlights five key aspects of renewal for
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a revamped social contract. First, deregu�

lation should be continued. Second, gov�

ernment transparency in reform is needed.

The administrative and municipal reforms

being carried out at present are insuffi�

ciently consultative; the reform process

requires greater broad�based involvement

of civil society. Third, administrative barri�

ers distort the competitive environment

and create inequalities in opportunity

among actors. Therefore, the participatory

development of a new policy framework

regulating competition is of crucial impor�

tance. Fourth, transition to a contributory

pension scheme involves an unprecedented

convergence of interests between business

and the public sector. Pension reform,

however, is complicated by the role of gov�

ernment as both regulator and participant

in the new market for pension cash. Fifth,

the de�facto gradual legalisation of busi�

ness should be recognised and facilitated

by society and the state.

There is a perhaps unexpected but

nonetheless strong positive relationship

demonstrated internationally between the

development of civil society and the sus�

tainable use of natural resources. This

thesis is elaborated in Chapter Nine,

“Environmental Protection and the

Development of Civil Society in Russia.”

It is taken as a given that Russia's eco�

nomic and national development depends

heavily on its rich reserves of natural

resources. Unfettered exploitation of

these resources, however, could lead to

their depletion and serious environmen�

tal pollution, turning a source of wealth

into a threat for Russia and the global

community. It is vitally important to build

public awareness on the immense eco�

nomic value of natural resources, even

those that cannot traditionally be bought

and sold, to ensure their sustainable use.

A rigorous assessment of the country's

natural wealth, accompanied by the

development of a long�term strategy for

protecting and building on that wealth,

would represent an important step in the

right direction. 

Finally, Russia's environmental and

economic future is largely dependent on

the degree to which the development of

civil society can catch up with the unim�

peded expansion of natural resource

exploitation, i.e. on whether a newly

formed civil society will be able to present

an effective counter to the status quo. The

non�government sector, which is relatively

strong on environment issues in Russia,

plays a key role as a catalyst for broader

civil society development. A large part of

the work of environmental NGOs includes

lobbying government to pursue policies

that protect and enhance the natural envi�

ronment. But NGOs would be well served

to focus efforts on demonstrating to gov�

ernment that they can support the more

efficient provision of many public goods

and services through partnership by pro�

viding information, analytical capabilities

and human resources to state entities. The

Russian government has historically had a

reputation for a lack of interest in listening

to the non�government sector, and that

habit will only be broken when state offi�

cials are convinced that they can best serve

their own interests through mutual collab�

oration with civil society.
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The creation worldwide of a new economy

and post-industrial society involves pro-

found technological, structural and institu-

tional changes. Intangible capital has

emerged as the driving force for social

development, making the international

economy innovative and intense, and giving

it structural dynamism and high standards

of quality. The role of human resources (the

knowledge, skills, intellect and creative abil-

ities of individuals) in intangible accumula-

tion is expanding, and the main economic

parameters of countries are increasingly

determined by the scale and quality of their

human assets. Economic success now

depends ultimately on a population's stan-

dard of living and its competitiveness on the

global market. By the early 1990s accumu-

lated human assets in developed countries

exceeded fixed material assets by an average

factor of 1.5, and the contribution of knowl-

edge and education to the growth of GDP

was estimated at 60%.1

The greater role of people in the knowl-

edge economy entails profound transfor-

mation of the nature and structure of social

needs, which are increasingly geared

towards non-material values and humani-

tarian or spiritual aspirations. Top places in

the hierarchy of needs are now taken by

education, health and a healthy lifestyle,

free time and its optimal use, environmen-

tal and everyday comfort, etc. The working

individual of the industrial age, with a lim-

ited range of standard needs and limited

possibilities for satisfying them, is receding

into the past, and his place is being taken by

an individual with diverse interests and a

rich personal and social content.

Higher demands on the quality of

human capital and quality of life have led to

an increasing social orientation in contem-

porary industry. Consumer-oriented assets,

such as housing and consumer durable

goods, are playing an ever larger role in the

structure of national wealth, while intellec-

tual items are increasingly important in the

structure of property. Consumer-oriented

goods and services represent 60—70% of

GDP in developed countries, and the share

of service industries in GDP varies from

62% in Japan to 72% in the USA. Social and

cultural services (education, healthcare,

culture, social services, etc.) are developing

particularly rapidly.

However, this economic and social

progress is fraught with new problems and

contradictions. The consequences of rapid

globalisation are not always positive, and

new breakthroughs in science and technol-

ogy often fail to live up to expectations,

bringing major new threats as well as new

possibilities for humanity. Life is becoming

more complicated in many ways: the

increasing speed and intensity of contem-

porary industrial production leads to

greater nervous stress, rapid strides in

knowledge make it necessary for workers to

constantly update their skills, while struc-

tural changes force them to change their

professions, and their place of work and

residence. The high tempo of change dis-

rupts the general stability of life and work;

cultural and moral values are eroded; the

natural environment suffers, especially in

cities; etc. Society is increasingly called

upon to identify and overcome these and

other negative aspects of human develop-

ment, to devise and implement measures

and mechanisms for dealing with them.

The State has an integral role in the

process of economic, social and humani-

tarian development, as one of the key links

in formation of the individual. Knowledge,

education, and the physical state of the

population are more or less dependent on

the state-funded public sector, and the

State has chief responsibility for the social

well-being of its population (cf. Box 1.1).

The Role of the State in Human
Development 

Human potential is the main motor of social

progress and its formation and improvement

depends on an interplay between many fac-

tors, the most important of which are the

family, industry, and the relationships and
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bonds within society. The State, with its

numerous and varied mechanisms for influ-

encing individuals, has a privileged role in

this interplay, and also provides an organisa-

tional framework for the entire system. Its

unique role is to develop a general strategy

for individual development, as well as

encouraging and correcting influence of

other development components on the indi-

vidual. Government lays the legal founda-

tions of the individual's existence in the

family, society, and the global environment,

and creates a system of constraints to ensure

respect for statutory norms and behavioural

rules. No less importantly, the State regu-

lates economic relations in a market econo-

my, particularly on the labour market. The

State is also responsible for maintaining a

favourable social climate, protecting the

natural environment, etc. Overall, the job of

the State is to guarantee propitious living

conditions for the individual.

The degree of the State's impact on

human development depends on its control

of resources and, in particular, budgetary

funds. The entire state budget is ultimately

meant to serve human needs, whether of

the individual or of society as a whole

(national defence, law enforcement, eco-

nomic regulation, etc.). However, only two

budgetary functions are directly related to

human development: the accumulation of

human capital and the redistribution of

income. Therefore, the most important

items of state expenditures are education,

science, and healthcare, on the one hand,

and social insurance and social security, on

the other hand. 

Growth of the State and of its influence

on the development of society was among

the most important economic trends of the

twentieth century and, by the end of the

century, the State played a major role in

national economies (cf. Table 1.1). Such

expansion of the State was due to the

growing role of human potential as a deve-

lopment factor: increased State spending

was channelled to social aims, such as

social insurance programs and develop-

ment of social infrastructure sectors.

There was an increase in State regulation

of markets for labour and for consumer

goods and services, and the State took a

greater role in protection of the environ-

ment. The process accelerated dramatical-

ly in the 1960s and 1970s when implemen-

tation of the “welfare state” concept in

different countries led to large amounts of

resources being devoted to social develop-

ment. This process is reflected by increas-

es, both absolute and relative to GDP, of

social spending in various countries

(cf. Table 1.2).

There was a further surge of State influ-

ence on human development in the last two

decades of the last century. As we have

already noted, new technological, eco-

nomic and social trends, which accompany

the development of post-industrial society,

put the individual at the centre of transfor-

mations and make him their primary con-

dition and ultimate goal. Globalisation has

a similar effect: the outcome of more

intense and diverse competition on world

markets, both for producers of goods and

services and for nation-states, is increas-

ingly dependent on the quality of human

assets. (Globalisation is treated in detail in

the Human Development Report 2000:

The Russian Federation.)

This places a much greater burden on

the State, since strategic factors influencing

development of the knowledge economy

and of the individual (scientific knowledge,

the level and quality of education, physical

and cultural well-being of the population,

protection of the environment, etc.) are

shaped to a large extent in the public sector.

This is mainly because the market cannot

produce various non-material services in

sufficient quantities, to the required stan-

dard, and at a price that users could afford.

Scholars call this the problem of “market

failure”, and its resolution requires regula-

tion and adjustment by the State. At the end

of the twentieth century, the share of the

State in total spending on education

reached high values in a range from 76% in

Japan to 98% in Sweden, and the state share

of healthcare spending stood at high levels
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BOX 1.1
"Numerous studies have shown the importance of investing in human resources,
especially in education and health. This task, which was already important in the
period of industrialisation, has acquired paramount importance today. The concen�
tration of state resources on development of education and healthcare is one of the
main ways of accelerating socio�economic development in the post�industrial age.
State participation is very important indeed, since … private investments in educa�
tion are necessarily limited."

Source: V. May, "Post�Communist Russia in a Post�Industrial World" in Voprosy ekonomiki, 7, 2002,
p.19 (in Russian).
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between 67% in Italy and 84% in Great

Britain. The USA is something of an excep-

tion, with respective indices of 75% and

45%. More than 80% of growth of the State

in the last four decades of the twentieth cen-

tury has been due to increased expenditures

on development of human resources.2

The share of social expenditures (trans-

fers and expenditures on infrastructure) in a

country's budget is a key indicator of the

state model in that country, and several

models can be identified using this criteri-

on. A socially-oriented model of the State,

with a highly developed social function and

large social expenditures, prevails in most

continental European countries, where it is

a result of historical and cultural factors and

traditions. Scandinavian countries tend to

have even higher levels of social spending

and welfare with fairly low income differen-

tiation. A more liberal state model is found

in Anglo-Saxon countries (USA, Canada,

Australia, New Zealand and Great Britain),

where human development depends to a

greater extent on the actions and efforts of

individuals. The social function of the State

is less developed in leading Eastern coun-

tries (Japan and Korea), which embarked

more recently on the path of social trans-

formation initiated by European countries.

Analysis of the role and contribution

of the State to human development shows

that there is no direct relation between the

size of the State and the Human

Development Index (HDI) for any given

country: the ten countries with the highest

HDI in 2000 included Norway, Sweden,

Canada, Australia, USA, Iceland, the

Netherlands, and Japan. This serves to

show the complexity of human develop-

ment: the State is an increasingly impor-

tant factor in this development, but its

contribution is mediated by other factors,

and the effects of its action are refracted

by the prism of national specifics, histori-

cal and cultural traditions and social con-

ditions. 

The torrent of technological, structural,

institutional and other changes has

inevitably affected the State itself. The size

and capacities of the old State, which came

into being in a different era to solve a differ-

ent set of problems, proved inadequate to

meet the demands of the new socio-eco-

nomic paradigm. Many countries have

begun to restructure basic parameters of the

State, including functions that relate direct-

ly to human development (cf. Box 1.2).

Reform of the State and Human
Development outside Russia

Reforms in various countries over the last

two decades have targeted creation of a

compact, flexible and efficient State.

Several common goals can be identified,

the most significant of which are reduction

of the State's role in the economy and a

greater or lesser withdrawal of the State

from material production through imple-

mentation of privatisation and deregula-

tion programs. The potential of business

and the individual is liberated by develop-

ment of a free market and competition,

increasing the volume and efficiency of

production so that people have more

access to an improved range of social and

individual benefits. The budget is restruc-

tured in a similar fashion: the fiscal burden

on business decreases, while a smaller

share of state expenditures goes to finance

the economy (with the exception of some

infrastructure sectors).

This scheme allows the State to focus

its resources and action on social, human-

itarian and purely administrative functions.

The key spheres of science, innovation,

education and healthcare are given priority

in budget planning. The biggest expendi-

ture items remain social security and social

insurance (cf. Table 1.2).

A focus on human development is also

visible in structural transformation of the
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Table 1.1.
Expenditures by the State in Selected OECD 

Countries and Russia (percentage share of GDP)

Sources:OECD Economic Outlook, 72, Statistical Annex, Table 26; Voprosy ekonomiki, 5, 2002, p.55.

Countries 1985 г. 1990 г. 1995 г. 2000 г.

Germany 43.4 41.8 46.3 43.3

France 49.8 47.5 51.4 48.7

Italy 49.5 52.9 51.1 44.8

Great Britain 42.9 39.0 42.2 34.7

Sweden 60.4 55.9 61.9 52.6

USA 33.8 33.6 32.9 30.1

Japan 29,4 30.0 34.4 36.8

Russia … … 43.0 33.6
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State through decentralisation of state

administration. In the 1980s and 1990s,

many aspects of social policy (including

measures against unemployment, manage-

ment of education, healthcare and law

enforcement) were transferred partially or

in full to lower levels of government.

Central government now tends to concen-

trate on drafting general development

strategies, designing large-scale programs

and monitoring their implementation,

while lower-level structures carry out direct

provision of services.

An important aspect and outcome of the

reforms is increased participation by ordi-

nary people in government and greater inde-

pendent initiative, especially at local level for

solution of urgent everyday problems of local

communities. This helps government to

obtain better information on needs and

wants and to meet them more efficiently.

Impact of the State on human develop-

ment has also been enhanced by involve-

ment of business and non-government

organisations in design and implementation

of social policies, and by the growing role of

the non-profit sector in provision of social

and cultural services. Socio-economic goals

now tend to be attained by pooling the

resources and efforts of structures in differ-

ent branches of the modern mixed econo-

my. A partnership system is crystallising in

the social sphere, helping solution of many

problems. Projects are better financed and

more quickly implemented, resources are

better targeted and more efficiently used.

State social policies are being restruc-

tured in a particularly radical way to

address serious inefficiencies of the exist-

ing models. At the same time, increased

competition on world markets is forcing

the State to give more freedom to business

and let it keep more profits, so that the

goals of economic growth and greater

competitiveness reduce available financing

for social and other needs. Each country is

reviewing its principles and concrete

mechanisms of social policy. The State is

reducing its social responsibilities, tough-

ening criteria for assistance, and finding

more flexible and effective ways to finance

programs and monitor their results.

Equalisation of benefit distribution on a

“something for everyone” basis is giving

way to equalisation of the starting condi-

tions for people to find a job, get an edu-

cation, and acquire a profession. Financ-

ing of social assistance is increasingly tar-

get-based, with subsidies being paid out

for concrete goals, such as acquiring a pro-

fession or starting a business. Individuals

are encouraged to take the initiative and

responsibility for ensuring their own and

their family's well-being.

Transformation of the State has a partic-

ularly radical nature in transition countries.

Trajectories of change resemble those in

developed countries, which serve to a certain

extent as a reform model. Thus transition

countries everywhere are deregulating their

economies and reducing the size of the State

through mass privatisation of state property.

Nevertheless, the State retains a more signif-

icant economic role in Eastern Europe com-

pared with developed countries. In 2001, the

share of state expenditures in GDP was

49.1% in Hungary, 44.1% in Poland and

51.4% in Slovakia, while the average index

for OECD countries was 37.4%. This share is

even higher in the Baltic States and attains its

maximal values in Central Asian countries,

particularly those where reforms are pro-

ceeding slowly or not at all.3

Transition countries also have a lot in

common in how they restructure state

functions. Reduction of the role of the State

in the economy leads to new goals, scope

and mechanisms of economic regulation.

The system of social services, which cannot

be maintained in its old form under the new

conditions, is being radically transformed.

The new model is inevitably more stringent

in view of massive budget cutbacks, and is

often met with disapproval by major sec-

tions of society. The role of government as

the main force in systemic transformation

of society is greatly enhanced.
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BOX 1.2

"Most of the expansion of the public sector during the twentieth century can, how�
ever, be explained by the government taking on entirely new tasks, which it had not
previously pursued. Prominent among these are the various components of social
insurance, including income redistribution. And a significant expansion in the gov�
ernment provision of (especially higher) education has also taken place...

"The rational for government involvement in various social insurance programs
(including health insurance) has usually been based on arguments of market failure (moral
hazard and adverse selection) preventing private insurance markets from operating prop�
erly or at all...The practical implementation of the various programs has often led to unex�
pected negative side effects, including inefficiency and abuse. Rising recognition of these
problems has, in turn, triggered periodic efforts to reform existing programs."

Source: IIMF Report "World Economic Outlook" 2000. May; P.174,176.
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Reduction of state spending is a key

trend (cf. Table 1.1). The initial violent

polemics on this topic are gradually abat-

ing, and attention is shifting to the quality

of government. It is becoming increasingly

clear that a country with a weak State is

unable to respond quickly and adequately

to challenges of the new economy and

globalisation, to ensure the competitive-

ness of business, and to monitor and con-

trol dynamic processes. There is increased

understanding that the size of the State is

not arbitrary but depends on its functions,

which should be chosen according to prin-

ciple “the free market where possible and

the State where necessary”, and the effi-

ciency of their execution. Despite overall

similarities of approach, each country

determines the size of the State in its own

way, taking account of its national specifics

and traditions. 

The relationship between the two com-

ponents of social development, which are

economic efficiency and social equity, has

become a key issue of state policy in all

countries over the last two or three decades.

The fundamental principle that human

progress depends on a dynamic and efficient

economy, capable of creating jobs and

income, remains beyond question, but the

importance of social factors has also become

clear. A number of countries did not intro-

duce social security mechanisms capable of

mitigating negative side-effects of privatisa-

tion and deregulation. Unemployment

increased, and, in a number of cases, trans-

portation, telecommunications and other

services deteriorated. The social climate in

these countries worsened and the problem of

social equity became more acute. The inter-

dependence of the two moving forces of

social progress has now become apparent

and is increasingly recognised worldwide.

Finding the optimal balance between

economic efficiency and social equity is a

difficult task for government at the best of

times, and it becomes particularly difficult

in a time of major change. Countries are

reviewing this balance and seeking to build

social security systems, whose scale and

form will not suppress incentives to work or

inhibit economic growth and efficiency.

Various countries have tried to do this in

different ways. Limits, resources and mech-

anisms of social security in any country are

determined by global processes, but also by

the country's historical and cultural tradi-

tions and the specifics of its economic and

social system. The concepts and practice of

the “welfare state” are being dismantled to a

certain extent in Western societies, as the

model of a “social market economy”, with

more stringent social parameters, is recog-

nised as better suited to modern-day needs.

The principles of economic freedom implied

by a “social market economy” are better able

to meet new challenges than the preceding

model with its high degree of regulation,

restrictions on private business initiatives

and heavy burden of social spending. 

The social constituent retains its

importance in the new model, but it is

implemented in a more rational way. It is

important to note that social expenditures

are growing in most countries in absolute

terms, and frequently even in relative

terms, despite some “trimming”. Previous

(reviewed) responsibilities of the State are

being complemented by a whole series of

new responsibilities linked to such phe-

nomena as ageing of the population, the

rise of continuous education, higher

unemployment, migratory flows, instabili-

ty of the family, etc. (cf. Table 1.2).

Global economic processes are encour-

aging convergence between the main fea-

tures of socio-economic models, which

previously differed considerably. In coun-

tries with liberal models and a relatively low

level of social security (in particular, the

USA, Canada and Australia, as well as

Japan and Korea), the social constituent is

clearly increasing. But other countries are
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Table 1.2.
Social expenditures in various countries and Russia 

(percentage share of GDP (1) and state expenditure (2))

Source: European Economy, 68, 1999, p.218, and our own estimates.

Countries 1980 1990 1999 

1 2 1 2 1 2

Germany 20.5 48 22.8 54 22.0 50

France 23.2 54 26.4 57 28.2 56

Italy 18.4 46 22.3 45 22.7 50

Great Britain 13.9 34 15.0 38 16.8 44

Sweden 23.2 41 24.0 41 28.1 47

USA 11.9 37 12.4 36 13.9 44

Japan 12.0 48 12.9 50 17.6 55

Russia … … … … 16.9 50
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going in the opposite direction. Sweden,

which used to have the most socially orient-

ed model and served as an example for

many countries, including those in transi-

tion, is carrying out a radical transforma-

tion.4 Convergence of socio-economic

models is particularly marked among conti-

nental European countries, where it is a

result of cultural and historical factors as

well as rapidly advancing integration.

The general and the particular are very

closely intertwined in each country, and,

paradoxical though it may seem, national

specifics do not disappear as a result of the

manifest tendency to universality. Indeed,

in some cases they increase. For example,

one of the growing concerns of US social

policy is to ease access to healthcare and to

implement programs for supporting the

family, and education is turning into a

national obsession in the US. In Japan,

mechanisms for regulating the labour mar-

ket (which has been over-regulated both by

the State and by national traditions) are

becoming weaker. Differences between

countries in the pattern of social spending

and its share in overall state expenditures

thus remain marked.

The greater emphasis placed on eco-

nomic efficiency today can be seen as part

of a long-term pattern: extended periods,

during which societal development is

directed at economic goals, are always fol-

lowed by periods with predominantly social

goals and vice-versa. In each phase of this

pendulum-like evolution conditions are

formed and contradictions are accumulat-

ed that are implemented and resolved in the

succeeding period. Isolation and assess-

ment of the influence of the models and

their components on human development

is difficult. yet each of them clearly con-

tributes to this process by the methods and

means that are inherent to it. A state policy

focus on economic efficiency enhances

motivation of individuals to work, get a bet-

ter education, improve their qualifications,

raise their professional level, and become

more enterprising and creative. Resulting

growth of economic potential and living

standards provides the necessary precondi-

tions for a better realisation of the principle

of social equity in a subsequent period. The

combined effect of these groups of stimuli

fuels human progress, which can be

expressed in terms of labour, and of social

and individual factors. The best effect

depends on judicious balance between

these stimuli in each given period. 

The State and Human Development 
in Russia

The success of systemic changes in Russian

society and its integration into the world

economy directly depend on human factors.

Particularly high standards are therefore

required for human resources. However, the

state of human development in Russia, seen

in the light of the world economic processes

described above and the particularly com-

plicated tasks faced by the country, must be

rated as unfavorable. This is shown, in par-

ticular, by the Human Development Index

(HDI) (the HDI for Russia and its regions is

considered in greater detail in Chapter 6).

The low level of the Russian HDI is due to a

sharp fall in the standard of living and dete-

rioration of the demographic situation in

Russia during the reform period. The situa-

tion with education is slightly better: the

education index for Russia improved in the

past 2—3 years, and Russia has risen from

72nd place in 1995 to 60th place in 2000

(out of 175 countries).5 It is vital to contin-

ue this positive trend.

The HDI gives a certain picture of the

human development situation in contem-

porary Russia, yet it is far from being a com-

plete or exact picture. In reality, the situa-

tion is much more complex and contradic-

tory. Despite all the setbacks of recent years,

Russia has kept many advantages in key

spheres of contemporary development.

These include high levels of education, a

highly qualified workforce, large intellectual

potential and scientific infrastructure, and

even world leadership in a number of scien-

tific fields. These points, together with

Russia's rich cultural heritage, narrow the

gap between Russia and the world's leading

countries for human development. If this

accumulated scientific and educational

potential can be nurtured, activated, and

efficiently used, the country stands a good

chance of overcoming the crisis, transform-

ing itself, and breaking through to a post-

industrial society.

However, Russia's human potential is

afflicted by a number of basic defects, part-

ly linked to the country's recent past. The

economic system and system of social rela-
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tions that are being created in Russia today

require precisely those human qualities,

which were most suppressed in the com-

mand economy. These include independ-

ence, initiative, creativity, a sense of duty

and responsibility, etc. Passive attitudes and

expectations of assistance and support from

the state are widespread, and there is much

economic passivity and social apathy. This

state of affairs is partly due to the tragic

events of Russian twentieth-century history:

liquidation of the most productive section of

the agrarian population, mass repression,

forced emigration of the intellectual and

cultural elite, and the enormous casualties

of World War II. Overcoming this legacy is a

very difficult task, requiring much time and

deep changes in the system of economic and

social relationships. Nevertheless, shifts in

thinking and behaviour are apparent: opin-

ion polls show that a growing number of

people (particularly young people) are

adapting fairly quickly to the new condi-

tions and are willing to rely on themselves

and not on the state for achievement of their

life goals.

So Russia has considerable human

resources at its disposal, but they are no

necessarily the right resources for meeting

today's challenges and carrying out socio-

economic reforms. Low standard of living

and public health indicators give cause for

alarm, Russian science is in a state of crisis,

and the country is not making best use of its

evident advantages in education, whose

structure and content is ill-adapted to con-

temporary needs.

Failure to overcome negative human

development trends will jeopardise sys-

temic reform in Russia, the country's inte-

gration in the post-industrial world, and its

very future. Social resources and efforts

need to be focused on human development

goals, despite the great number of other

serious and urgent problems and the acute

lack of means for dealing with them. The

State must inevitably take chief responsi-

bility in this task because of its extensive

capacities for influencing the individual,

and because abilities of the family and civil

society are severely limited by the social

deformations in the Soviet period and the

current difficult period of transformation

in the economy. 

However, the Russian State in its pres-

ent form is not up to the task. In 2001, it

ranked 58th in the world (out of 75 coun-

tries) in current competitiveness and 61st

in future competitiveness (projected over

the next five years). Russia is particularly

weak and inefficient in protecting property

rights (73rd place, and 75th place for pro-

tection of intellectual property rights ), in

regulating and controlling the financial

system (71st), and organising education

and training in information technologies

(66th).6 Since, under present circum-

stances, the State is the only force that can

(and therefore must) normalise the condi-

tions determining human development in

Russia, there is urgent need for radical

renewal of the State. Its role and place in

society have to be revised, as do its func-

tions and mechanisms. These reforms are

on the agenda, and it is extremely impor-

tant to make human development a key

part of the new system of goals and to

mobilise as many opportunities and mech-

anisms as possible in order to further it

(cf. Box 1.4). 

People's well-being, i.e. the economy's

capacity to meet a certain level of material,

cultural, spiritual and other needs, is a

principal indicator of human development,

so Russian state policies need to be focused

on economic tasks: overcoming effects of

the economic crisis and ensuring stable

economic growth via market reforms and

via technological and structural moderni-

sation of the economy. The aim is a fully-

fledged market environment, based on

competition, with creation of the relevant

institutions, and liberation of human

resources. The economy should ultimately

be put at the service of the individual.

One determinant of successful human

development is the presence of a large stra-

tum of small and medium-sized businesses,
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BOX 1.3.

"Striving for social justice and seeking economic efficiency may be seen as
competing goals, with the implication that the promotion of one can only be
achieved at the cost of the other. Neither economic efficiency nor social jus�
tice can lay unique claims and be the overriding goal in all situations; in
practice, the two are not necessarily opposed, and most typically they are
interdependent and complementary. Experience has shown us that the pro�
motion of social justice may enhance economic efficiency in some situa�
tions, just as promotion of economic efficiency may make the attainment of
social justice easier in some others."

Source: "2001 Report on the World Social Situation", U.N.2001,P.2
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which give economic and social stability

and act as agents of dynamic change.

Development of small business is proving

to be a very slow process in Russia, partic-

ularly in the science and technology fields.

Small business needs a lot of assistance and

support from the State in view of the lack of

resources, traditions and business know-

how, and given the extremely high risks

involved. The attitude of the State towards

small business in developed countries is

telling. Small business plays a major role in

the economies of developed countries, and

states have developed and implemented

policies for systematically supporting it and

stimulating its expansion. Far from losing

its significance in the post-industrial econ-

omy, small business has acquired a new

importance for a variety of reasons and, in

certain sectors (particularly innovation

sectors), its development has accelerated.

Small business can make a positive contri-

bution to economic and social develop-

ment in Russia as a source of employment,

and as a school for the development of

human resources and creative abilities.

This task is closely linked to another,

equally urgent task, namely to create a civil

society in Russia, which could assist social

progress, encourage individual initiative,

and promote self-realisation by individu-

als. The State also has a major role to play

in this process, since passivity of large sec-

tions of society, inherited from socialism,

has shown no signs of diminishing in

recent years. However, the non-govern-

ment human rights, consumer and envi-

ronmental organisations that have sprung

up in Russia to date, have shown them-

selves to be independent and rational in

their relations with the government and

other participants in the social process. 

Budgetary policy is a key mode of state

influence on human development and needs

to be focused on social, humanitarian and

intellectual goals, despite myriad competing

claims in contemporary Russia. Science,

education and health, which are the princi-

pal forms of investment in human resources

and the economy of knowledge, deserve top

priority in budget drafting and implementa-

tion. Such an approach is formally endorsed

by the government, but has not yet been put

into practice: the sectors just named are in

fact being financed on a residual basis, and,

under conditions of cash shortage and pow-

erful lobbies of other sectors, they receive

next to nothing. In recent years, Russia has

invested 1.6% of GDP in science (compared

with average 2.2% in the developed world),

3% in education (compared with 6%), and

2.4—3.5% in healthcare (compared with 8—

14%).7 The chasm is much bigger in absolute

terms, since Russian output levels are many

times below those of developed countries. 

It is unsurprising, in view of this, that

science, education and medicine are in a

parlous state. To avoid collapse of science

and education, and loss of the country's

still significant capacities in these fields,

Russia needs to increase state spending on

them, to ensure decent salary levels for sci-

ence, education and health workers, and to

assign funds for upgrading of equipment.

Without this, emigration of scientists, cul-

tural figures and highly qualified specialists

will continue, Russia will not be able to

make the transition to a post-industrial

society and will stay on the outskirts of

civilisation (cf. Box 1.5).

The need for radical reform of the

redistributive function of the Russian State

is dictated both by outdated and inefficient

social policy inherited from the past and

sharp decline in the standard of living of a

considerable part of the population over

the last decade. A fourteen-fold differential

in the incomes of the poorest and wealthi-

est ten-percent of the population is unac-

ceptable (it is much larger than analogous

indicators not only in developed countries

but also in Eastern Europe and the CIS).

Persistence of widespread belief in princi-

ples of general equality and responsibility

of the State for providing a broad range of

services to the population gratis, and exis-
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BOX 1.4

"The main task today is, as Solzhenitsyn said, to preserve the Russian people and to
create adequate conditions for its development. As our studies show, many indica�
tors of the standard of living and the 'quality' of the population declined considerably
during the post�perestroika period… All of us (the State and society) should try to
overcome these trends if we want the Russian State to survive. The only way to do
this is through effective demographic and social policies, which we currently lack.
We should also try to avoid lowering the potential of our society, since, under the
present conditions, human potential is irreplaceable. If we lose it, we will not be able
to replace it in the future."

Source: Interview with N. Rimashevskaya, Dr.Sc. (Economics), member of the Russian Academy
of Natural Science, Director of the Institute for Socio�economic Population Studies of the
Russian Academy of Science. Literaturnaya Gazeta, 18—24th December 2002 (in Russian).
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tence of a multitude of social benefit enti-

tlements that cannot be financed make

such a level of income differentiation into a

potential source of social unrest.

Despite the continuing difficulties,

there have been a series of positive develop-

ments in the social sphere, due, in part, to

overall improvements in the economic situ-

ation in recent years (cf. Chapters 2 and 3).

It has become clear that the priority given to

economic and institutional transformations

at the expense of social change during the

reform process is increasingly hampering

the rate and results of the latter. The govern-

ment has therefore redoubled its efforts to

restructure the social sphere in order to cor-

rect the imbalance. In the last 2—3 years

general lines of social reform, which were

drafted earlier, have been fleshed out and

law-making activity has markedly

increased. In 2002, the new Labour Code

was adopted, and pension reform, including

introduction of self-funded pensions, was

launched. A general approach and concrete

mechanisms for modernising education and

public medical insurance are being devel-

oped, based on critical analysis of the cur-

rent situation and the results of wide-rang-

ing experiments. Amendments are being

made to existing legislation in these spheres,

and gaps in the system of normative docu-

ments are being filled. The government is

also preparing a complex program for

reform of municipal services, which is to be

implemented in 2003—2005. Amendments

and addenda to the federal law “On state

social assistance” and other laws are being

drafted. In addition to the legislative effort,

social sector reforms are focusing on expan-

sion of the financial resource base, develop-

ment of effective financing mechanisms,

and stimuli for raising the quality of service

provision.

The most important of several complex

and pressing problems on the path of social

reform is that of guaranteed access to social

services. The government is planning to cre-

ate a system of minimal social standards in

the domains of education, health, housing,

etc., which would serve as reference points.

The discrepancy between the State's

responsibilities and its financial capacities,

and the necessity to increase budget expen-

ditures in many areas highlights the issue of

efficient use of resources. State monopo-

lism and the long tradition of socialist mis-

management suggests that there is huge

potential for increasing this efficiency.

Distribution of scant budget resources must

be based on the fullest possible identifica-

tion of needs and their ranking by objective

criteria, taking account of economic factors

and the comparative socio-economic effec-

tiveness of programs. Rigid, predetermined

financing for various institutions should be

replaced by more efficient methods, partic-

ularly targeted financing to end-users of

services in the form of vouchers, grants and

subsidies, certificates, etc. There has to be

strict control over the use of budget funds,

with emphasis on specific indicators and

final results.

The complex problems of human

development and systemic transformation

require pooling of resources and efforts by

the State and non-government institutions

and active participation of ordinary people.

Russia can learn from the experience of

other post-socialist countries, which has

shown that success depends not only and

not primarily on availability of resources,

but also on the maturity and the moral and

psychological solidarity of society and its

determination to conduct reforms. In

Russia, reforms are hindered by a mentali-

ty and a pattern of social behaviour arising

from the past. In particular, people tend to

perceive the State as a supreme and all-

powerful force that dominates individuals

and determines their lives and destinies.
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BOX 1.5

“In the Russian Federation, social expenditures during the last ten years have been
roughly on the same low level, which Western countries surpassed in the 1950s and
1960s.

“… Even the 2004—2005 budget draft does not offer a way out of social stag�
nation. Absolute and relative social expenditures in the federal and consolidated
budgets do not correspond to norms defined by Russian legislation or to interna�
tional standards. For example, current levels of expenditure on healthcare and social
security fall short of the required levels by a factor of 3—5. According to the WHO,
consolidated (state + non�budgetary) expenditures on healthcare should not fall
below 6% of GDP, but in the Russian Federation they have not exceeded 2.4—2.5%
in recent years.

“Thus a different model of socio�economic development for the country (includ�
ing a different fiscal policy) is needed in order to assure a decent life for Russians in
the near future (8—10 years). One can assume that slackening rates of economic
growth in the Russian Federation are largely due to insufficient levels of social
expenditures, whereas a marked increase in the latter would be a powerful stimulus
for economic development.”

Source: V. Roik, “The Social Aspects of the 2003 Draft Budget: Are Russians Living Better?” in
Rossiysky Ekonomichesky Zhurnal, 9, 2002, p.23 (in Russian)



This world view reduces individuals to

mere cogs in an enormous machine, binds

people's energy, and inhibits their freedom

and individuality. Another aspect of this

mentality is a passive social position and an

acceptance of state paternalism, paralysing

independence and initiative.

In order to win support from individu-

als and society the State must radically

change its traditional image. It must posi-

tion itself and function as an institution

created by citizens to serve them and meet

their common needs. Overcoming of such

chronic problems of the State as corrup-

tion, excessive bureaucracy, etc., will help

it to win popular confidence, making it

easier to reform society and the individual. 

Human development ultimately de-

pends on the socio-economic model,

which a country implements. International

experience has shown that different coun-

tries can follow the same socio-economic

development paths without losing their

national specifics, and Russia must also

follow such a path in its own specific way.

It is already clear that Russia's historical

and socio-cultural traditions, moral stan-

dards and ideas, and its current conditions

are best suited, at least in the near and

medium-term, to a model with a strong

social constituent, i.e. a socially-oriented

market economy. International experience

offers several versions of such a model,

but, in our opinion, the continental

European versions are better suited to

Russian conditions than the Anglo-Saxon

models. Our society must strike its own

balance between economic efficiency and

social equity to ensure a comfortable living

environment for the individual, and to

create stimuli and open new paths for

human progress. 

The State must occupy a special place

in this system and carry out functions,

which other sectors are not designed for.

That means abandonment of a notion that

is widespread in Russian society — that the

size of the State is a measure of its strength.

Foreign experience in restructuring the

state apparatus shows that large-scale dena-

tionalisation and other reforms do not in

any way lead to the weakening of the State.

On the contrary, the State becomes more

compact and therefore stronger, because

resources and powers become concentrated

in spheres for which the State is directly

responsible, and control over economic and

social processes becomes more effective.

Strengthening of the State is an urgent

necessity in Russia's current highly disor-

ganised economic and social environment.

However, this must not be achieved by

maintaining a large State, but by strength-

ening such domains as legislation, law

enforcement, and the legal system. The

State also derives strength from close ties

with other institutions (civil society, non-

commercial organisations, businesses and

municipalities) for achievement of com-

mon goals, and from increasing reliance on

developed human capital. Improvement of

the quality of the State and its efficiency in

carrying out its functions is of paramount

importance, entailing the necessity of

reform of the civil service. It is to be hoped

that that the recently launched reform of

the state administration will be successful

and will help to resolve the complex prob-

lems that have accumulated in human

development in Russia.
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Russia's current and long-term interests

require reversal of negative trends in

human development and the State must

play a key role in resolution of this prob-

lem. The State needs to be refocused on

raising the standard of living and social

welfare, and ensuring comprehensive

development of the individual. The State's

most pressing tasks are to restore and

increase scientific and educational poten-

tial, to encourage elements of the new

economy, to give genuine priority to fund-

ing of science, education and healthcare,

and to expand non-budgetary resources for

development of these sectors. In the final

analysis, resolution of human development

problems in Russia depends on develop-

ment and implementation of an original

socio-economic model, based on Russian

specifics and main world economic trends,

and capable of creating effective stimuli

and broad opportunities for development

of the individual and realisation of his

potential as worker and creator. 
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BOX 
UN Millennium Development Goals

The Millennium Development Goals (MDG) is a system of indica�
tors proposed by the UN for assessing the effectiveness of human
development policies in different countries. All 189 UN member
states have committed themselves to reaching these goals by the
year 2015. The MDG have a three�tier configuration. They single
out 8 key development goals and, for each of them, indicate one
or several more specific targets, including quantitative ones. A set
of statistical indicators for each of the 18 specific targets (a total
of 48 indicators) has been developed. The MDG is distinguished
from many other international and national systems of indicators
by setting of a time schedule (1990—2015) and measurement of
changes in indicators over this period.

The priorities of the MDG are based on a general conception
of human development, but their choice and the formulation of
concrete goals reflect a specific understanding of the importance
and urgency of various social problems. The goals and targets are
structured in the following way:

Goal 1: Eradicate Extreme Poverty and Starvation
Target 1: Halve in 1990—2015 the proportion of people living

on less than a dollar a day at PPP.
Target 2: Halve in 1990—2015 the proportion of people who

suffer from hunger.
Goal 2: Achieve universal primary education
Target 3: Ensure by 2015 that all boys and girls complete pri�

mary school.
Goal 3: Promote gender equality and empower women
Target 4: Eliminate gender disparities in primary and second�

ary education preferably by 2005 and at all levels, including high�
er education, by 2015.

Goal 4: Reduce child mortality
Target 5: Reduce by two thirds the mortality rate among chil�

dren under five over the period 1990—2015.
Goal 5: Improve maternal health
Target 6: Reduce the ratio of women dying in childbirth by

three�quarters over the period 1990—2015.
Goal 6: Combat HIV/AIDS, malaria and other diseases
Target 7: Reverse the spread of HIV/AIDS and reduce its inci�

dence by 2015.
Target 8: Reverse the spread of malaria and other major dis�

eases and reduce their incidence by 2015.
Goal 7: Ensure environmental sustainability
Target 9: Integrate the principles of sustainable development

into country policies and programmes and reverse the loss of
environmental resources.

Target 10: By 2015, reduce by half the proportion of people
without access to safe drinking water.

Target 11: By 2020, achieve significant improvement in the
lives of at least 100 million slum dwellers.

Goal 8: Develop a global partnership for development
Target 12: Develop an open, adjustable, predictable and non�

discriminatory trading and financial system that includes a com�
mitment to good governance, development and poverty reduction
both nationally and internationally.

Target 13: Address special needs of the least developed
countries.

Target 14: Address special needs of landlocked and small
island developing states.

Target 15: Deal comprehensively with debt problems of devel�
oping countries through national and international efforts aimed at
achieving long�term debt stability.

Target 16: In co�operation with developing countries, develop
and introduce strategies for ensuring decent and productive work
for young people.

Target 17: In co�operation with pharmaceutical companies,
provide access to affordable essential drugs in developing
countries.

Target 18: In co�operation with the private sector, make avail�
able the benefits of new technologies — especially information
and communications technologies.

The above list of goals and targets clearly shows that adjust�
ments are needed for the application of the MDG in Russia. First
of all, it is necessary to assess the importance of each of the
Millennium Development Goals for Russia and its regions.
Secondly, the applicability of specific targets, especially those,
which are expressed quantitatively (Targets 1—6 and 10), should
be analysed. Thirdly, the system of MDG indicators must be
adjusted in order to monitor social development in Russia and its
regions, particularly through assessment of its compatibility with
Russian statistical indicators and of the possibility of using alter�
nate indicators, etc.

A preliminary study has shown that direct application of MDG
indicators on the federal and regional levels in Russia is problem�
atic and that they should be adjusted: only 17 of the 48 standard
MDG indicators can be used (more or less) as is. The other indi�
cators should be altered or eliminated without violating the overall
approach of the MDG. 

Prof. S.N. Bobylev, Dr.Sc. (Economics), 
Department of Economics at Moscow State University

N.V. Zubarevich, Dr.Sc. (Geography), 
Associate Professor, Department of Geography 

at Moscow State University



Russia had a good year in 2002, measured

by all basic indicators. Three years of

growth following the crisis decade had a

favourable effect on public sentiment, the

economic decision�making horizon and

investors' assessment of the business cli�

mate. Apprehension of another crisis

around the corner gradually disappeared,

which is an important factor in its own

right for economic and social develop�

ment. Main opinion polls show that peo�

ple are more optimistic, despite the per�

sistence of profound social differences.

The consumer sentiment index was very

good throughout 2002, fluctuating bet�

ween 90% and 95%. An increase of more

than 90% in GDP was due to growth of

personal consumption, while unemploy�

ment dropped from 9% to 7.6% (using

ILO methodology).1

Russian analysts and the political elite

entered 2002 with very high expectations

for growth rates and for the scope and

progress of reforms that would be carried

out during the year. Major state reforms

(administrative reform, military reform,

etc.), for which socio�economic stability is

a pre�requisite, were scheduled for 2002. It

was assumed that general political stability

in the country and unfaltering support for

the government by the State Duma

(Russia's lower house of parliament) would

enable passage of a series of laws that

would have a rapid positive effect on the

economy. A number of expectations, such

as that of rapid positive effect of tax reform

on accumulation, were undoubtedly unre�

alistic. Institutional changes proceed very

slowly by their very nature, except at the

very beginning of the transition period.

The legislative initiatives, which were pro�

posed and partly carried out in 2002, will

probably only have an effect if a wider

complex of reforms is implemented and if

enough time is allowed for their applica�

tion, including some imposition of respect

for the new laws. The importance of 2002

was that the government continued to

work for a third straight year, its agenda

was more or less defined, and legislative

initiatives began to be based on real prior�

ities (instead of occasionally declared pri�

orities). Reform of the state system made

difficult progress, and progress in the

economy was less rapid than had been

hoped.

Macroeconomic Context

The macroeconomic context in 2002 was

favourable and, most importantly, there

was still time remaining before the next

legislative and presidential elections (due

in December 2003 and March 2004

respectively). Objective indicators showed

a 4.3% growth in real GDP and a 3.7%

growth in the real volume of industrial pro�

duction. For the third straight year, eco�

nomic growth rates in Russia exceeded

world levels (cf. Figure 2.1), although the

gradual resumption of economic growth in

the USA closed the gap. 

As growth rates fell in the course of

2002, people began to accept more realis�

tic forecasts indicating that the positive

systemic effects of recent structural

reforms will only be felt in 2005. There

was some disappointment, since the polit�

ical elite had braced itself for rapid mod�

ernisation of the country with continua�

tion of the high growth rates seen in

2000—2001. This gave rise to discussion

of ways and means of accelerating Russia's

growth and modernisation. However, the

press changed its tone after positive full�

year results came in.2

The macroeconomic foundations of

Russian growth were generally the same in

2002 as they had been since the autumn of

1999: a double devaluation of the rouble in

real terms; a margin of slack in the econo�

my after a long crisis; and the rise of oil

prices (after their collapse in 1998). The

last factor made it easier to service foreign

debt, which ceased to be a nagging problem

in the balance of payments and the coun�

try's budget. However, the problem of long�

term outflow of capital that could have
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been used for domestic investment in

Russia remained unresolved. High oil

prices have created a paradoxical situation,

where the government collects export

duties from oil companies and uses them to

pay back debts to the same countries that

import Russian oil. 

The margin of slack in the Russian

economy has been emphasised by analysts

since the mid�1990s. In post�crisis condi�

tions, this factor made it possible to

increase production and supply to compete

successfully with foreign goods, which had

previously dominated the market due to

the favourable rouble exchange rate.

Growth capacity due to this margin of

slack seems to have fed illusions of poten�

tial for growth without major capital

investments, but the slack is gradually

being exhausted: “Unused industrial

capacities (not counting those of extrac�

tion industries) diminished by more than a

quarter: from 65% in 1997 to 51% in 2001

and 45% in 2002. Moreover, surveys of

company managers show that only 30% of

idle capacities could be used for increasing

the volume of goods already in production,

and that only 20% could be used to manu�

facture new versions of these goods. Thus

the real margin of slack for competitive

industrial capacities does not exceed

15%.”3 If these estimates are correct, the

margin of slack in Russian processing

industries is more or less the same as in

market economies. In any case, the experi�

ence of other developing markets (includ�

ing those in Central and Eastern European

countries), shows that economic growth is

mainly fuelled by new investment, espe�

cially investment by new companies. 

The role of devaluation is also gradual�

ly decreasing. The main positive contribu�

tion of devaluation in 1999—2001 was the

advantage it gave to Russian manufacturers

versus consumer imports (especially of

non�durables). Production of such goods

inside Russia increased as a result, but the

level of “protection by devaluation” fell for

three consecutive years beginning in early

1999 due to slow nominal decline in the

dollar exchange rate and fairly high (15—

20%) inflation in Russia. By the end of

2002, the exchange rate of the rouble had,

according to various estimates, travelled at

least half of the way back to its (inflated)

value in July 1998. Interestingly enough,

increase in imports, which was expected to

accompany rouble appreciation, has not

been as high as expected. This shows the

non�linear relation between the exchange

rate and competitiveness: Russian compa�

nies have become more robust and can no

longer be easily pushed aside (no matter

who their real owner is). But containment

of import growth is doubtless also due to

the fact that the biggest share of Russian

imports comes from the euro area, while

Russian exports are mainly denominated in

dollars, and the euro gained a lot of ground

against the dollar and rouble in the course

of the year.  According to preliminary data,

exports increased by 5.3% in 2002 to 107

billion dollars, whereas imports rose by

13% to 60—62 billion dollars. 

The continuing enormous trade sur�

plus and nervousness on world oil markets

(mainly for political reasons) looks positive

for Russia, but there seems to be little room

for further growth of the trade balance.

Without a major increase in the competi�

tiveness of Russian industrial goods and

higher levels of processing of raw materials,

price fluctuation for commodities, mainly

oil, could cause fluctuations in the Russian

economy, particularly in the budget, as

happens in a more exaggerated form in

monoculture countries.

Effect on Human Capital

A third year of economic recovery in

Russia had a favourable effect on human
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development in 2002. Massive problems

persisted in education and health, partic�

ularly in the regions, and poverty

remained widespread, since a few years of

growth were insufficient to compensate

the losses of the preceding decade.

Nevertheless, growth of personal con�

sumption was impressive. Consumer

spending dropped by 6.7% in real terms in

1998—1999, but grew by 30% over the

next three years, including an estimated

7% in 2002, apparently reaching its high�

est level since 1991. 

The average monthly salary, which is

the main financial indicator for most of

the Russian population, tripled over three

years, though it remained small by world

standards. The highest rates of salary

growth were in export�oriented sectors of

the natural resources industry. Strike

activity remained very low (a mere 0.5%

of the time lost to strikes in 1997) and did

not affect economic activity. But for the

first time there were strikes motivated by

the desire of relatively well�paid workers

to receive a higher (and more equitable)

share of company profits: a strike by air

traffic controllers in Siberia was one

example.

Income growth led to doubling of

imports of light industrial goods (textiles,

clothing and shoes) in terms of physical

volume. Production in the food industry

grew by almost a third, but food imports

also grew significantly. The import of for�

eign cars in 2002 was almost twice as high

as in 2000 at 140,000. This late consumer

boom (ten years after the beginning of the

transition period) was especially notice�

able in Moscow and a number of other

cities, and contrasted with weak con�

sumer demand in the USA and Europe.

The savings ratio of the population

remained relatively low. As in previous

years, it did not exceed 8% of disposable

personal income.

As Figure 2.2 shows, people's expec�

tations fell by the year�end, when there

was increasing anticipation of rising

unemployment and falling growth rates.

So people were fairly sensitive to the

slackening of economic growth rates,

despite absence of clear signs of econom�

ic deterioration. The consumer boom

went on, powered by rise in real incomes

over several years: “Buyers of durable

goods in 2002 were not only and not pri�

marily affluent sections of the population

(whose demand for consumer durables is

mostly already saturated), but were main�

ly people with lower incomes, who were

able to raise their standard of living some�

what due to modest rises in income.”4

Deterioration of domestic demand in the

second half of the year has not yet affect�

ed consumer market trends, although it

has already resulted in a shift of demand

towards imports.

High rate of growth of nominal

incomes was limited by inflation, which

gradually fell in comparison to previous

years (cf. Table 2.1) though, as usual, the

decline was 1—2 percentage points slower

than government forecasts in the budget.

Higher prices for services, particularly

municipal services, played a major role.

Overall growth of 15% in consumer prices

during 2002 consisted of two different

components: goods prices increased by

approximately 11% and services by 36%.

Rise of tariffs in the municipal and hous�

ing sector was a serious cause of social

tension, as most people found it difficult

(or even impossible) to cope with the

higher tariffs. As a result, the government
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Source: Development Centre, Consumer Expectation Index Foundation, November 2002

Figure 2.2. Changing Public Expectations Concerning Unemployment,
Industrial Production and General Economic Development for the
Coming Year
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was forced to abandon the idea of more

rapid gas, electricity and transport tariff

increases, limiting itself to an annual rise

of 18—20%, which is much below the tar�

gets set out in government programs from

2000. The rise in municipal and housing

rates was particularly resented as the qual�

ity of services remained fairly low and

infrastructure remained in need of repair.

In particular, the cold winter of 2002 led

to major problems in heating services,

although the situation improved in the

Russian Far East, which had suffered

painful heating breakdowns in previous

years.

The nature of the consumer boom

reflected the high level of social inequali�

ty, which has been a stable feature of

recent years. Although the share of the

population below the poverty line has

shrunk in recent years, it was still 25% in

2002. As in other countries, reduction in

the number of poor people as a share of

the population had little influence on

indicators of inequality, which remained

comparable to those of Latin American

countries. The social contrast between the

upper and lower 20% segments of the

population was great, as was the gap

between the standard of living in Moscow

and some other regions, on the one hand,

and the standard of living in much of the

rest of the country, on the other hand.

Conditions remain particularly bad in

northern and far eastern regions, where an

economic upturn remains elusive. A seri�

ous and apparently lasting segmentation

of personal incomes has taken place, and

is reflected in the segmentation of markets

according to quality and price of goods.

The Gini coefficient, which shows differ�

ences in incomes between the richest and

poorest sections of the population, has

stayed at a level of approximately 40%

(equal to Latin American countries)

despite the general growth of income in

recent years. The relative affluence of

Moscow is the best example of glaring

interregional inequalities. (cf. Box 2.1).

Thus a sizeable region in the centre of

European Russia and, to a certain extent,

the southern and north�western parts of the

European section of the country have a

standard of living comparable to that of

Russia's western neighbours. Russia, like

the rest of the ex�USSR, is a large region

with enormous contrasts: oil�extracting

regions with high per capita incomes, a

flourishing capital and ports, an underde�

veloped hinterland, etc.

Inertia of the Economic System

The good macroeconomic indicators of

the last three years have not led to any sub�

stantial changes in the structure of the

economy. Indeed, the favourable situation

on world raw materials markets, particu�

larly for hydrocarbons, has encouraged the

spread of “Dutch Disease”. Export of

hydrocarbon raw materials (oil, oil prod�

ucts, coal and natural gas) alone account�

ed for 56% of total exports in 2001 and

2002. Russia also exports an enormous

amount of timber and raw materials for the

paper industry (4—5% of total exports),

chemical products including approxi�

mately 80% of domestic fertiliser produc�

tion (approximately 7% of exports), as well

as more than 90% of domestically pro�

duced aluminium and substantial amounts

of other non�ferrous and ferrous metals

(13—14% of total exports). Goods with a

high level of processing still account for a

relatively small share (less than 10%) of

exports, compared with over a third of

imports.

The investment boom of recent years

was mostly confined to export�oriented

sectors and transport (more than half of

all investments). In 2000—2001, Russian

oil companies brought in Western engi�

neering firms to help raise productivity

through application of modern extraction

technologies. The resulting increase of oil

production was impressive: 16% over two
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BOX 2.1

The uneven distribution of income and consumption in the country is particularly
apparent from the supermarkets and hypermarkets that are currently being built by
foreign companies on the outskirts of Moscow. Moscow's share of the country's
population is approximately 6%, according to official statistics, but its real share of
the population is much bigger in view of migrants. At the beginning of the twenty�first
century, Moscow's share of visible gross regional product was one�fifth of the
national total, whereas its relative (per capita) share exceeded the national average
by three times and that of the poorest regions by 12—15 times. Despite the absence
of large infrastructure projects and mining industries, Moscow accounted for 13% of
gross capital investments in the country. Moscow along with the Moscow Region
(taken together, they account for a little over 10% of the country's population) build
almost a fifth of all the country's new housing (the figures do not take account of cost
or quality of the housing).
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years to a level of 378 million tons. New

investments went mainly to the food

industry, transport and the refinement of

exported intermediate goods in the

extraction industries. Russia thus consoli�

dated its role as an international supplier

of intermediate goods. Increase of

demand in the machine engineering

industry by a third in recent years did not

lead to major capital investments, and sig�

nificant rise in this industry's exports was

offset by growth of imports of industrial

equipment. 

Despite the growth of industrial pro�

duction during the post�crisis period,

stock prices and capitalisation regained

their levels of October 1997 only in 2003.

This is due in large part to the fact that the

main Russian stocks are still infrastruc�

ture companies (UES, Gazprom,

Rostelecom, etc.), whose profitability

largely depends on regulated tariffs.

Nevertheless, overall rise in stock prices

was considerable, and growth of Russian

blue chip indicators was better than

indices for international markets in the

context of global economic stagnation.

Russian companies with cash to spare

took advantage of relatively low prices of

assets in Russia (real estate in Moscow

and its environs is the only major excep�

tion) and beyond Russia to pursue an

active take�over policy at home and

abroad. The high level of Russian bank�

ruptcies (including those initiated as a way

of taking�over assets) and mergers contin�

ued in 2000—2002. There were over

50,000 bankruptcies and mergers in 2002.

The policy of expanding integrated busi�

ness groups by buying out companies in

various sectors of the economy remained

common. Indeed, the exhaustion of hori�

zontal and vertical take�over possibilities

led business groups to take an interest in

the most diverse sectors of the economy,

including agriculture. By international

standards, these groups resemble con�

glomerates, since they include companies

from very diverse sectors of the economy.

Some economists see them as the main

force for Russia's economic modernisa�

tion (in a broad sense of the word).

Reconstruction of the economy de�

pends largely on relative trends of employ�

ment and industrial output, which was

admittedly hypertrophied under the cen�

tralised economy. As Figure 2.3 shows, the

volume of production fell very rapidly in

1991—1998, outpacing the fall in employ�

ment, but growth of industrial output after

the crisis did not lead to an increase in

employment (there was even a lack of qual�
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Table 2.1
Principal Macroeconomic Indicators 1996—2002

Source: Russian State Statistical Committee, Obzor ekonomicheskoy politiki v Rossii za 2001 god (“Review of Russian Economic Policy in 2001”); Obzor ekonomiki
Rossii ("Review of the Russian Economy”); and Newsletter #36, Bureau of Economic Analysis, March 2003 (in Russian).

Indicator 1996 1997 1998 1999 2000 2001 2002

Growth in GDP (%) �3.4 0.9 �4.9 5.4 9.0 5.0 4.3

Personal Consumption (GDP) (%) �4.7 5.5 �2.4 �4.4 9.3 9.9 8.5

Gross Accumulation of Capital Assets (GDP) (%) �19.3 �5.7 �9.7 4.6 13.2 10.4 2.9

Industrial Production (%) �4.5 2.0 �5.2 11.0 11.9 4.9 3.7

Trade Balance (milliard $) 22.5 17.0 16.9 36.2 60.6 47.9 46.4

Consumer Price Index (%) 22 11 84.4 36.5 20.2 18.6 15.1

Deposit Rate (%) 44.4 16.8 17.1 13.7 6.5 4.2 4.5

Balance of Accounts (milliard $) 11.7 2.0 0.7 24.7 46.4 34.8 31.7

Foreign Currency Reserves (not including gold) (milliard $) 11.3 12.9 7.8 8.5 24.2 30.4 44.1

Budget Deficit (�) or Surplus (+) (% of GDP) �7.9 �7.3 �4.1 �1.2 2.4 2.9 1.4

Foreign Debt (milliard $) 143.3 153.5 166.4 155.0 143.4 130.1 119.0

Average Annual Exchange Rate of the Dollar (in roubles) 5.2 5.8 9.8 24.6 28.1 29.2 31.4

Oil Prices (Urals) ($ per barrel) 20.4 18.5 12.0 17.3 26.9 23.1 23.5

Unemployment (ILO) (%) 9.7 11.8 13.2 12.6 9.8 8.9 8.6

Gini Coefficient (%) 38.5 39.0 39.4 40 39.5 39.8 39.8



ified workers). So the recovery of recent

years has been marked by a considerable

rise in labour productivity. This is one

proof that the market has had a positive

influence on the economy, despite what

many Russians may have believed during

the long transition crisis.

Growth of investments in 2000—2001

raised hopes among government officials

and analysts of a long�term trend, but the

rate of investment accumulation slowed

down in 2002 and was equal to growth of

GDP. The country continues to invest

only 19% of GDP compared with the

world average of 24%. This is clearly

insufficient in view of the huge need for

economic expansion and modernisation

of the country's physical capital following

a long period of low investments from

1991 to 1999. During this period, the

average age of production equipment rose

from 10.8 to 18.7 years. It is important to

note that the financially risky policy of

economic acceleration in the USSR at

the end of the 1980s involved the pur�

chase of large amounts of foreign equip�

ment. This equipment was later privatised

at low domestic prices and was drawn into

the process of reallocation of resources.

Investments in the 1990s were hugely

inadequate in view of radical changes in

the country's economic structure. 

Russia entered the market reform

period with a huge need for renovation

and construction of housing. Housing

provision had fallen behind needs due to

difficulties in financing installation of

infrastructure, particularly with a view to

energy conservation in Russia's cold cli�

mate. However, a modest level of invest�

ment in housing maintenance and con�

struction carried through into the market

period, and the market apparently

encouraged more rational use of available

housing. Widespread construction of

expensive country residences and luxury

housing projects have attracted much

publicity, but these phenomena were more

a reflection of social segmentation than

market efficiency.

Increase of equipment productivity in

competitive sectors of industry speeded up

in 2000—2002 thanks to devaluation and

gave some support to the machine�building

industry. The level of imports of production

equipment rose from 10.8 billion roubles

2000 to around 16.7 billion roubles in 2002.

However, renewal of dilapidated assets in

the infrastructure industries (heating net�

works in cities, railway and pipeline trans�

port, and export gas pipelines) remains an

urgent task.

Equalising development levels of

regions remains a major challenge for

Russia, and its solution depends largely on

improving transport and communications

infrastructure to better serve the needs of

business. Figure 2.3 shows that the rise in

investments over the last three years was

quite small in comparison with their

plunge during the preceding period. Russia

continues to attract 2.5 billion dollars of

direct foreign investments annually (large�

ly due to the repatriation of capital), which

is several times lower than figures for

Poland, the Czech Republic and other

transition countries. Meanwhile, accord�

ing to UNCTAD estimates (Investment

Report, 2002), Russia ranked first among

transition countries (the former Comecon)

for direct capital exports, although there

was some improvement in 2002. Total cap�

ital outflow (including servicing of foreign

debt and accumulation of reserves by the

Central Bank) was 32 billion dollars.

Actual capital export was under 15 billion

dollars and showed declining levels

through the year. 

As Table 2.2 shows, processing indus�

tries, which depend mainly on domestic

demand, suffered the most from the transi�

tion crisis of 1990—1998. The situation in

export�oriented industries during the same

period was substantially better, and their
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Figure 2.3. Trends in Industrial Production, Employment and
Investments
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output continued to expand rapidly during

the last four years. Companies in the ener�

gy sector showed the best output trends in

the first period, although they have been

outpaced by other industries in the post�

crisis period.

Trends in industrial output have been

at the root of profound structural

changes in the Russian economy during

the post�reform period and they will

determine Russia's future as an industrial

nation. For the moment, the domination

of primary industries in the Russian

economy is increasing as extraction

industries, especially in the energy sec�

tor, play an ever greater role. It is vitally

important to encourage development of

processing industries and significantly

increase contribution to the economy of

technological industries, which have

high added value and are largely defini�

tive of a country's scientific and techno�

logical potential.

The problems of modernisation have

crystallised in debates on which sectors will

determine future economic development

and how Russia's production, infrastruc�

ture, housing and innovation assets will be

modernised. It remains unclear which eco�

nomic forces will determine the course of

modernisation: integrated business groups,

independent entrepreneurs (the priority

target of government programs) or the

State, which has so far consciously posi�

tioned itself outside the sphere of accumu�

lation.

Ongoing State Reforms

The economic reforms of the last two years

tried hard to change the “new Russian

capitalism”, which arose spontaneously

during the first stage of reforms (1991—

1995) and was consolidated during the

ensuing period (1996—1999). The State

thus assumed two different roles at once:

as executor of its day�to�day regulatory

functions and as reformer. Both of these

functions are naturally inherent to the

State in any country, but they are strongly

differentiated in the conditions of a transi�

tion economy. In many ways, the principal

task in Russia is correction of the institu�

tional basis of the market economy. As a

consequence, the reforms that were

undertaken in the new millennium (the list

of bills, which have made the statute book,

is enormous) were mostly of an institu�
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Table 2.2.
Production Output by Sectors 1990–2002

* 1997 with respect to 1990 and 2002 with respect to 1997, respectively.
Source: Calculated using data from Obzor economicheskoy politiki v Rossii za 2001 god (“Review of Russian Economic Policy in 2001”). Moscow, 2002, Addendum
2, Table 20; 1000 luchshikh predpriyaty (“1000 Best Companies”). Moscow, 2002, Table 2.1.

Branch
Primary Sales Market

(by revenue)

Changes in Volume
Changes in Physical

Output (%)

Growth in Domestic
Prices in 2001 and the

First Nine Months of 2002

from 1990 to 1998 from 1998 to 2002 from 2000 to 2002

All Industries 45.7 135.8 125.9

Oil Extraction Foreign 58.1 123.6 117.4

Ferrous Metallurgy Foreign 52.7 138.8 113.3

Chemical and Petrochemical Foreign 41.6 154.9 104.4

Gas (not counting transport) Foreign 89.0* 105.2* 193

Non�Ferrous Metallurgy Foreign 50.1 143.4 114.6

Woodwork and Timber Foreign 36.6 140.7 112.3

Coal Domestic 58.6 113.5 127.8

Light Industry Domestic 12.5 142.2 114.7

Engineering Domestic 36.6 155.1 126.9

Building Materials Domestic 32.5 139.4 137.2

Food Domestic 50.0 137.0 118.5

Electrical Power Domestic 75.7 101.5 162.9



tional nature. Critics from both the right

and the left, as well as specialists in the

particular fields, which the reforms con�

cern, have pointed out serious flaws in

each of the reforms and have labelled them

as compromise solutions that would be

inefficient and difficult to implement.

Nevertheless, the scope of the reforms is

broad and impressive and includes the fol�

lowing:

• legal reform (currently at the stage

of determining the status of

judges);

• land reform (approved, although

access to land and opportunities for

selling it remain limited);

• Labour Code (adopted, although it

is criticised both by labour unions

and by right�wing parties. The real

situation in the workplace is largely

determined by the extensive scope,

which employers have, to use vari�

ous unofficial employment arrange�

ments);

• retirement pension reform (basic

provisions have been adopted,

although a lot of subordinate legis�

lation has yet to be approved. It

represents a comprise between con�

centrating fund management in the

State Pension Fund and private

schemes for managing the funds of

the cumulative (investable) part of

the retirement pension system.);

• package of anti�bureaucracy meas�

ures (mostly aimed at limiting the

ability of local government to prey

on small business — for example,

through endless inspections. Its

main goal is to counteract corrup�

tion. Its effects should be felt in the

near future, and will be dependent

on business taking an active role in

defence of its rights).

The main issues concerning impact of

the State on business are the fiscal burden,

reform of natural monopolies and the size

of the State itself.

As regards tax, an important compo�

nent of reforms in recent years has been

introduction of the new Tax Code of the

Russian Federation. Under the new Tax

Code, a flat tax of 13% on personal

income of citizens has been in effect since

2001. Revenues from this tax accrue

entirely to regional governments, repre�

senting a change from the previous situa�

tion, when a part of income tax revenues

went to the federal government (income

tax revenues are taken by central govern�

ment in most countries of the world). In

Russia, income tax represents a fairly

small share of total budget revenue (less

than 3% of GDP). Collection of income

tax increased somewhat after introduction

of the flat rate, but it is not entirely clear to

what extent the reform has encouraged

declaration of personal incomes. Increase

in income tax revenues over the last two

years is mainly due to rapid growth of

nominal wages in Russia, and the inclu�

sion of several million servicemen among

tax payers. Nevertheless, the Russian

income tax rate is the lowest for legal

income anywhere in the world, with the

exception of tax havens. 

Introduction of a new simplified sys�

tem of accounting was intended to encour�

age legalisation of small and medium�sized

business. However, businessmen complain

that the structure of the new system is actu�

ally quite complicated and leads to a addi�

tional expenditures. Another high tax that

inhibits business activities is Unified Social

Tax (over 36%). The Social Tax puts small

and medium�sized business at a disadvan�

tage compared with major industrial and

extraction firms, since the average share of

wages in the price of industrial goods in

Russia is approximately 15%, or 20—21%

including this tax. Small high�tech compa�

nies, where wages account for 60—80% of

all costs, are often simply unable to pay the

Social Tax.

A new system of taxes on extraction of

hydrocarbons was mainly greeted by large

business, although it is now being criti�

cised for not promoting rational use of

low�output wells. The flat 24% profit tax,

which replaced the previous 35% tax with

a 50% reduction on the value of capital

investments, also came in for initial praise

and later criticism. The new system gave a

clearer and more rational system of calcu�

lating costs and related expenditures, but

it became clear that even companies,

which avoided losses from annulment of

the 50% deduction on investments by

writing off other expenditures, found it

difficult to calculate the efficiency of
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major long�term projects (for the purpos�

es of taking out loans) under the new sys�

tem. Another aspect of the problem is that

the law was passed when the capital

investment growth rate was high, but

came into effect when the rate had already

slowed down.

Debates on reform of UES (Unified

Energy System) and the necessity of

reforming the Ministry of Railways and

the natural gas market (mainly Gazprom)

also came to a head in 2002. A large pack�

age of draft laws on electricity sector

reform, prepared by the government in

association with UES, was reviewed by

government and the Duma. However,

debates became more heated in the

autumn of 2002, as it was realised that

increase in electricity prices would lead to

rising inflation and difficulties in reduc�

ing subsidies for municipal and housing

services. Passage of the drafts almost

ground to a half in the winter of 2002, but

a final effort secured their approval at the

start of 2003.

Difficulties in passage of the electric�

ity bills may have been due to the

approach of Duma and presidential elec�

tions, and these factor also seem to have

had major impact on attempts to reform

the natural gas market. The increasing

role of natural gas as a feedstock for elec�

tric power generation makes it hard to

reform UES without reforming the natu�

ral gas market (and Gazprom), but gas

reform is fraught with tremendous diffi�

culties, and a reform concept only began

to be discussed in the autumn of 2002

(two years after discussions of electricity

market reform began). 

In conclusion it is fair to say that gov�

ernment has tried quite consistently to

limit the size of the State, although many

analysts have drawn attention to consid�

erable increase of non�interest budget

spending (from 12.2% of GDP in 2001 to

13.6% in 2002), particularly on defence

and law�enforcement. Spending on debt

service decreased from 2.6% to 2% of

GDP in 2002, even though the govern�

ment spent resources to buy back several

billion dollars of foreign debt, which

would fall due in 2003 (and, possibly,

some debt falling due in 2005) in order to

level off debt peaks. Reduction of tax rev�

enues from 16.4% to 15.7% of GDP was a

direct result of tax reform and did not

lead to difficulties for the government in

view of the increase of almost 20% in

nominal GDP. However, the potential

danger of falling tax revenues shows that

questions of the relation between state

expenditures, state revenues and eco�

nomic growth in Russia has not yet been

resolved and that interesting debates lie

ahead. The government has chosen to

target economic growth and resulting

increase of personal incomes, rather than

redistribution of income through the

budget.
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The favourable macroeconomic climate of

recent years has led to a growth in income

and consumption, but investments have

slowed down, and the diversity of reforms

has been accompanied by hesitations and

compromises. 

Questions of how to modernise the

country's economy came to the fore in

the pre-election year, and it will be

important not to lose reform momentum

during the election campaigns of 2003

and 2004, and during subsequent formu-

lation of new policy. It is clear that many

important reforms were not completed in

the pre-election period and are likely to

be postponed until after election results

come in. 

Dependence of the budget on external

revenues means that the macroeconomic

situation will remain exposed to potential

risks. The economy's dependence on pri-

mary industries needs to be overcome and

the role of processing industries needs to

increase.

It will not be possible to ensure annual

10% growth in consumption in the long

term, and therefore it is important to take

stronger measures to encourage savings

and transition to target subsidies.

Russia's modernisation will ultimately

depend on many different categories of eco-

nomic agents and will also require the mod-

ernisation of the private financial sector and

a stronger stimuli for capital investment.

***
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1 Data for 2002 were taken from official

sources and are in part provisional.

2 See, for example, “Kontsa ekonomich�

eskomu zastoyu ne vidno” in Vedomosti.

3 A.R. Belousov et al., “Osobennosti

mekhanizma promyshlennogo rosta v 2001—

2000 gg.” in 1000 luchshikh predpriyaty Rossii,

p.26.

4 Development Centre, Consumer Expecta�

tion Index Foundation, November 2002.

5 The rise in the export of raw materials inhibits

the development of the processing industries.

6 Cf. Leonid Grigoriev and Lilia Valitova,

“Two Russian Stock Exchanges: Analysis of

Relationships” in Russian Economic Trends,

Blackwell, vol. 11, #3, July 2002, pp. 44—53.



BOX
Federal Spending on Social Policy

The Federal Budget and State Non�Budgetary Funds

Social payments and benefits are financed by all levels of the
Russian government budget as well as by state non�budgetary
funds. Social payments and benefits from the federal budget may
be divided into two general categories:

• direct payments to individual recipients
• non�monetary social benefits.
Most social payments belong to the first category. They

include unemployment benefits and additional payments to
dependants of unemployed persons; stipends for unemployed
persons during a period of professional training; several types of
state pensions (including social pensions); benefits during preg�
nancy and for childbirth for women who have lost their jobs as a
result of the liquidation of companies; scholarships for graduate
students and young scholars preparing advanced degrees; and
compensation to individuals who suffered as a result of nuclear
accidents; etc.

The largest social payments and benefits in the second category
are rebates on residential costs and public utilities. In 1999, 29.3% of
the total permanent population of the country were awarded rebates,
which cost the state about 12 billion roubles. Far from diminishing, the
volume of benefits has grown appreciably in more recent years. Thus,
despite a marked increase in the total amount of housing in 2002,
spending of the population on accommodation and on municipal and
housing services fell slightly in real terms in 2002 compared with 2001.

The Social Policy Section of the Federal Budget
A large part of federal budgetary expenditures on social payments
and benefits is financed under separate budget item entitled
“Social Policy” and its addenda. This section first appeared in the
federal budget in 1995. Figure 2.4 shows the share of expendi�
tures of the Social Policy Section in overall federal spending
between 1995 and 2001. As we can see, the share of the Social
Policy Section in total expenditures remained fairly stable from
1998 until 2001, when it sharply increased.

Figure 2.4. Percentage Share of Expenditures of the Social Policy Section in Overall Federal Spending 
during the Period 1995–2001

The nominal rise in Social Policy expenditures in 2001 is in
large part due to changes in the structure of this section and redis�
tribution of financing within and between different items and sec�
tions of the federal budget, on one hand, and other sources,
including non�budgetary funds, on the other hand. Disregarding
pensions for servicemen and those employed in law�enforcement
agencies, the share of Social Policy expenditures in overall feder�
al spending fluctuated between 3% and 4%, with the exception of
2001, when expenditures on unemployment benefits and the
regional network of employment offices were included in this sec�
tion as a result of the liquidation of the State Employment Fund.
Figure 2.5 shows a similar trend in the share of Social Policy
expenditures in the country's GDP.

State Non�Budgetary Funds
State non�budgetary funds are the main source of other social
payments that are guaranteed by federal law. State non�budget�
ary funds are defined in Article 13 of the Budgetary Code of the
Russian Federation as "monetary" funds that are constituted "out�
side the scope of the federal budget and the budgets of the con�
stituent members of the Russian Federation" and whose purpose
is to "ensure the constitutional rights of citizens to pensions, social

security, unemployment benefits, healthcare and medical assis�
tance." In accordance with Article 144 of this Code, the Pension
Fund of the Russian Federation, the Social Security Fund of the
Russian Federation, the Federal Compulsory Medical Insurance
Fund, and the State Employment Fund of the Russian Federation
(which has since become defunct) are included among state non�
budgetary funds.

Figure 2.6 shows the changes in social payments from non�
budgetary funds between 1998 and 2000.

The Pension Fund was created in Russia in 1991 to meet the
conditions of Conventions #35 and #36 ratified by the
International Labour Organisation (ILO) in 1933 and stipulating the
necessity of separate management of state social security funds
and state resources. The resources of the Pension Fund are pri�
marily used for paying state retirement pensions. In addition, the
resources of the Pension Fund are used to cover certain other
expenditures on a refundable basis. In particular, the Pension
Fund finances pensions for servicemen, and its expenditures in
this domain are compensated by the federal budget.

The regulations governing the Social Security Fund were
promulgated by a Russian government decree of February 1994.
The resources of the Social Security Fund are used for providing
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social benefits for temporary disability, pregnancy and childbirth,
child care up to the age of 18 months, funeral expenses, treatment
for workers at sanatoria and health resorts, and partial financing of
extracurricular activities for children (summer holidays, New Year
celebrations, etc.).

The Federal Compulsory Medical Insurance Fund was created
in 1993. The system of compulsory medical insurance also
includes 88 territorial compulsory medical insurance funds creat�
ed in the different constituent members of the Russian Federation.
The resources of the Federal Compulsory Medical Insurance Fund
are intended for financing development of public medicine in the
Russian Federation; they are not used for paying social benefits.

The State Employment Fund was created in accordance with
the 1991 law of the Russian Soviet Federative Socialist Republic

“On employment in the Russian Soviet Federative Socialist
Republic”. One of its goals was to assure the fulfilment of state
social obligations to a new category of socially vulnerable citi�
zens in Russia: unemployed persons registered in state
employment offices. The resources of the State Employment
Fund were used to pay unemployment benefits as well as
stipends to unemployed persons taking part in professional
training and retraining courses at the referral of state employ�
ment offices. The State Employment Fund was liquidated on 1st
January 2001, and the financing of such benefits was trans�
ferred to the federal budget.

I.V. Kolosnitsyn, Ph.D. (Economics), 
Senior Manager at the Bureau of Economic Analysis

Figure 2.5.Percentage Share of Expenditures of the Social Policy Section in GDP

Figure 2.6. Social Payments from State Non�Budgetary Funds (in billions of roubles)



41

Chapter 3

State Regulation of Income 
and Employment

Income Generation

Real personal incomes continued

their recovery in 2001—2002 as work

incomes (wages and incomes from busi�

ness activities) grew relatively quickly

against a background of decelerating

inflation, and as policies were imple�

mented to increase pensions and reduce

poverty. The purchasing power of the

population markedly increased as a

result. There were no major changes in

the structure of personal cash incomes in

2002: the percentage share of wages was

66%, business revenues 12% and social

transfers 14%. Factual final consump�

tion by households grew much faster

than gross domestic product in 2001�

2002: factual final consumption of

households per 1% increase in GDP

rose by 1.7% in 2001 and by 1.8% during

the first three months of 2002 (Figure

3.1). The shadow economy remained a

source of livelihood for a considerable

part of the population, and the share of

shadow wages in GDP continued high at

11%. This means that approximately

one quarter of total labour remuneration

(wages and salaries) of all employees in

the Russian economy is paid under the

table (Box 3.1).

Household assets grew in 2001 after a

decline in 1999—2000 due to effects of

the economic crisis of 1998. The amount

of ready cash held at home and on bank

accounts began to grow, and wage arrears

were reduced.

The cultivation of private allot�

ments (garden plots) is a common

means of providing for personal con�

sumption needs among both rural and

urban dwellers. This is partly due to

excess of labour supply over demand for

labour in rural communities, settle�

ments and small towns or mismatch of

professions and qualifications between

labour supply and demand. People

therefore use their allotments as a

source of income (if they are able to sell

the produce) or for their personal con�

sumption needs. The structure of time

management is therefore marked by

hypertrophied time spent on cultivation

due to low incomes in many sections of

society and the necessity of limiting

purchase of those goods and services

that can be produced by household

members themselves. 

There were no major changes in the

geographical distribution of income,

wealth and poverty in 2001—2002. The

regions with the highest nominal per

capita cash income traditionally include

the city of Moscow; the Yamalo�Nenets,

Khanty�Mansian and Chukotka Autono�

mous Districts; the Komi and Sakha

(Yakut) Republics; and the Kamachatka,

Magadan, Murmansk and Sakhalin Re�

gions. In recent years, the situation in the

Moscow, Belgorod and Yaroslavl Regions

and in the city of St. Petersburg has

improved. The poorest regions tradition�

ally include most of the republics in the

North Caucasus and the Volga area as

well as the Ivanovo Region. The highest

per capita purchasing power of personal

cash incomes adjusted for regional differ�

ences in price levels are found in Moscow,

the Khanty�Mansian and Yamalo�Ne�

nets Autonomous Districts, the Komi

Republic, St. Petersburg, and the Samara

and Kemerovo Regions, whereas the low�

est is found in the Republic of Ingushetia,

the Ust�Ordynsk Buryat, the Komi�Perm

and the Aginsk Buryat Autonomous

Districts, the Ivanovo Region, and the

Mari�El, Kalmyk, Daghestan and Chu�

vash Republics.

BOX 3.1

"… the shadow economy makes possible economic activity that is not subject to the
control of the state; it creates new economic niches which make it easier for people
to survive under the conditions of a downturn in the official economy and a falling
standard of living."

Source: Leonid Kosals, "Between Chaos and Social Order" in Pro et Contra, vol. 4, #1, 1999, p.45
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Despite continued high incidence

of poverty (25% in 2002), people gave a

higher assessment of their material sit�

uation in 2002 than in 2000. This is

confirmed by the results of a random

sampling study of consumer expecta�

tions that is conducted every three

months by the State Committee of the

Russian Federation on Statistics: every

sixth individual surveyed said that his

or her material situation improved in

the course of the year. Nevertheless,

the absolute majority of those who

expected their material situation to

improve in the future said that this

would happen due to personal circum�

stances (73.2% in the third quarter of

2002) and only 16.1% hoped that their

material circumstances would improve

as a result of changes in the overall eco�

nomic situation in the country. The

percentage of those who believed that

their savings would increase rose to

13.6% in the third quarter of 2002 as

opposed to 4.3% in the fourth quarter

of 1998. However, the percentage of

those who financed their consumption

through debt or the use of savings

almost halved during this period (from

49.7% to 24.8%). 

One of the most positive phenome�

na of the last two years is undoubtedly

the deceleration of inflation (whereas

prices more than tripled over the peri�

od 1998—2000, they rose by only

36.5% over 2001—2002). This has con�

tributed to overall improvement in

people's assessment of the economic

situation. The 1998 jump in prices (by

1.8 times) was particularly shocking

after a period, which had seen their

lowest rate of growth since 1992 (cf.

Box 3.2).

The government's attempts to make

people cover the full cost of municipal

and housing service provision was

thwarted by sheer lack of resources in

some sections of society, but the price

of these services still outpaced the gen�

eral price index for goods and services

in 2001—2002. Average spending per

capita on municipal and housing serv�

ices as a share of total consumer spend�

ing is about 5%. The federal standard

for payment by end users for all types of

municipal and housing services utilities

was fixed at 90% in 2002 by the Russian

government, up from 80% in 2001 and

70% in 2000. However, people actually

paid only 53% of the costs incurred by

companies providing these services in

2000 and 59% in 2001. So reform of this

sector, which affects all Russian citi�

zens without exception, is being imple�

mented gradually. 

Income From Employment

Salaries grew rapidly in 2001—2002,

and substantially faster than rises in

prices. This is an important indicator of

the overall economic situation, since

employees continue to represent the

overwhelming majority of people en�

gaged in economic activity. However,

development over the last 10 years of

small business in the form of individuals

working for themselves without creation

of a legal entity has brought the number

of “sole�traders” to 4.7 million. These

people work mainly in retail, domestic

services, construction and automobile

transport, i.e., in sectors where payment
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Figure 3.1. Gross Domestic Product and Factual Final Consumption
of Households from Cash Incomes (as percentage of 1991 levels in
comparative prices)

BOX 3.2.

“For a society, the first few years of a transformation period are the most difficult, for
nothing is stable: the system of government, the value of money and even the bound�
aries of the State itself. This period is now over. Ten years after the beginning of mar�
ket reforms, the likelihood that next year will resemble this one is substantially higher
than at the beginning of the nineties. The constitutional transfer of power from B. Eltsin
to V. Putin on the last day of the second millennium is a good sign that things are grad�
ually getting better.”

Source: Richard Rose, "A Decade of Change Without a Lot of Success" in Public Opinion
Monitor: Economic and Social Change, 4 (60), 2002, p.34.



is in cash and where it is easier not to

keep accounts of economic operations

(unlike larger businesses), and not to

draw up employment contracts and

leasing contracts for equipment and

premises.

Despite growth of salaries, their lev�

els remain low in comparison with eco�

nomically developed countries in Europe

and North America. Nevertheless, the

average monthly salary converted into

dollars at the official exchange rate was

$141 (4,400 roubles) in 2002, which is

almost twice as much as it was in 1998—

1999. Using purchasing power parity of

the rouble relative to the dollar, the aver�

age monthly salary was almost $380. The

average official monthly salary of workers

in Russia in 2002 could buy 2.4 mini�

mum consumer baskets of goods and

services.

However, many jobs still offer salaries

below the subsistence level. They are

mostly concentrated in the public sector

of the economy (cf. Figure 3.2). Low

salaries of workers in healthcare, educa�

tion and culture encourage development

of “shadow” economic relations in these

sectors, with additional informal cash

payments, gifts, etc.

Even disregarding “shadow” inco�

me, and only taking account of official

statistical studies of the distribution of

salaries in organisations, the inequalities

in the distribution of overall payroll are

very great. The average salaries of the

highest�paid 10% of employees of orga�

nisations (not including small business)

in April 2002 were almost 30 times

greater than those of the lowest�paid

10%. The salaries of the highest�paid

10% of employees accounted for 36.7%

of total payroll .

One positive phenomenon on the

labour market was reduction of wage

arrears, which were 3.5% lower on 1st

January 2003 than on 1st January 2001.

The number of companies owing back

wages and the number of employees

who were owed back wages also fell sub�

stantially, by 33% and 34% respectively.

Whereas, at the end of 2000, the vol�

ume of arrears was 2.1 times greater

than total monthly payroll in organisa�

tions with arrears, this indicator fell to

1.9 by the end of 2002. The concept of

wages implies a relationship between

the employer and employee, who

advances a credit to the former for a

time period stipulated in an agreement,

and reduction in the incidence of

employers violating such agreements by

arbitrarily delaying payment of wages

shows that the overall economic situa�
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Figure 3.2. Number of People With Cash Incomes Below the Subsistence Level (in millions)
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tion in the country is improving.

However, the situation of some workers

at some companies remains unsatisfac�

tory, and wage arrears are sometimes

due to unfulfilled obligations of various

levels of government. In many cases,

purchasing power of salaries was under�

mined due to their not being paid on

time.

Wage differentials between various

sectors changed little in 2001—2002: the

fuel and energy complex continues to

offer the best wages, while the public

sector, agriculture and light industry

offer the lowest wages. 

In 2002, the average monthly salary

of workers in the public sector increased

more rapidly than the overall rate of

growth of salaries in the economy. In

2003, the average monthly salary in

education, culture and the fine arts was

67% of the national average, while in

healthcare the figure was 72%, repre�

senting increases of 8—11% in compar�

ison with 2001. Nevertheless, in April

2002, 40—50% of workers in healthcare,

education, culture and the fine arts

received salaries that were at or below

the subsistence level of the working pop�

ulation. 

Despite the fall in wage arrears in

2001—2002, more than 600,000 workers

in education, healthcare, social assis�

tance, culture, and the fine arts (6% of all

people working in these professions) were

still owed back pay on 1st March 2003.

This is mainly due to lack of public funds

at the disposal of regional governments.

This was the reason for 69% of arrears in

healthcare and 95% in education.

The total number of people em�

ployed in the economy rose from 62 mil�

lion in May 1999 to 66 million in May

2002, but 9 million of them were looking

for additional work. The average number

of factual working hours per worker at his

or her main place of work remained sta�

ble. The majority of people with jobs,

who take on additional work, keep full

employee status at their principal place

of work and are self�employed in their

additional work.

Retirement Pensions

The average size of retirement pen�

sions increased by 29% between 1st

October 2001 and 1st October 2002 to

1,461 roubles per month (or $46 at the

official exchange rate). The average level

of retirement pensions compared with

wages is very low in Russia (31—32%)

and has remained almost unchanged

over the last two years (Figure 3.3).

One in four of all Russians are affect�

ed by changes in the current system of

pension payment. Retirement pensions

increased faster than the rate of inflation

from the second half of 2001, bringing

the average pension closer to the subsis�

tence level for pensioners, and in the

third quarter of 2002, the retirement

pension overtook the subsistence level.

This is an undoubted achievement by the

State, particularly since the method of

calculating the subsistence level (includ�

ing that of pensioners) was changed in

2000, so that the subsistence level for

pensioners increased by a quarter (cf.

Box 3.3). However, it should also be

remembered that income at the subsis�

tence level enables satisfaction of only

the most basic needs, and it should also

be noted that the minimum retirement

pension in 2001 was equal to only 41%

of the subsistence level, as opposed to

77% in 2000. 

Russian senior citizens are forced

into a pattern of consumption with an

abnormally high proportion of expendi�

tures on food and everyday goods. Most

of them cannot afford to spend money

on recreation and medical care. Many

elderly people are further straitened by

lack of support from partners, as the life

expectancy of men in Russia is 13 years

lower than that of women. Inadequate

retirement pensions force many pen�
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BOX 3.3

“A breakthrough in discussions of Russian retirement pension reform finally hap�
pened in 2001, unexpectedly at first sight. Legislation on the state retirement pen�
sion system was drafted and adopted, creating a framework for the new pension
system and changing the rules of the game for present and future recipients of con�
tributory retirement pensions. The adoption of bills on self�funded and professional
retirement schemes proved harder, but here too the discussion progressed from
concepts (whether such reform is needed at all) to practice (consideration of con�
crete ways of implementing the proposed reforms).”

Source: Review of Russian Economic Policy in 2001. Bureau of Economic Analysis, TEIS
Publishers, Moscow, 2002, p.149 (in Russian).
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sioners to continue working after they

reach retirement age and become enti�

tled to a pension, and most of them have

to settle for low�paid and demeaning

work.

Income Disparities 

Income or salary is the main criterion

in modern Russia determining the social

group, to which a family or an individual

belongs, and income or salary also shapes

consumer behaviour. Russia is seeing

rapid emergence of different types of

consumption, defined by the resources

that families have at their disposal. A

poor stratum and a wealthy stratum have

already formed, and the middle stratum

is differentiating: its upper (most afflu�

ent) part is patterning its consumption

on that of the wealthy stratum, whereas

the lower part is on the verge of poverty,

as can be seen from comparison of

incomes with the subsistence level (cf.

Box 3.4).

There were no significant changes in

social stratification tendencies in

2001—2002. Most people had difficulty

in meeting their personal consumption

needs, even though their incomes were

above the poverty level. The instability

of people's material situation became

apparent in the financial crisis of 1998,

which pushed many households with

medium�level incomes into poor con�

sumer strata, and changed their spend�

ing patterns. The stratum of poor peo�

ple, which has emerged in Russia,

includes families with many children,

broken families, and families whose

breadwinners have salaries below the

poverty level (Figure 3.4). Poor families

often have to do without goods and

services, they cultivate private allot�

ments to help meet their consumption

needs, etc.

Large wage differentials among the

employed and erratic payment of wages

play an important role in income�based

inequality in Russia in addition to tradi�

tional factors such as burden of depen�

dants on breadwinners, employment sta�

tus, unemployment, and the level of edu�

cation. Distribution of the total volume of

cash incomes has not changed over the

last two years: about 50% of all incomes

accrue to the most affluent 20% of the

population, while the poorest 20% of the

population receives about 6% of incomes.

Income�based differentiation in soci�

ety depends to a large degree on the

employment status of heads of house�

holds. The number of entrepreneurs has

increased in Russia in recent years.

These are people, whose income and

personal consumption directly depends

on their own labour and business activi�

ties (Figure 3.5). The influence of this

stratum on income�based inequalities is

growing. Another factor that has consid�

erable impact on inequality is high
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Figure 3.3. Average Monthly Salary and Average Monthly Retirement Pension in Comparison with 
the Subsistence Level



salaries of highly qualified employees,

whose skills are always in demand. 

Individuals with higher education are

in the majority among the affluent strata

of people of working�age. Studies of con�

sumer expectations show that a consider�

able percentage of those surveyed (33.7—

36.3% in 2002) consider payment for

education to be the best and most effi�

cient reason for saving.

State Employment Policy

Employment is an integral part of

state policy in a market economy. In

addition to providing basic legislative

guarantees for the working population by

determining the minimum wage, labour

conditions, and regulations governing

the hiring and dismissal of workers, an

employment policy involves juxtaposing

the needs of the economy with the needs

of participants of the labour market and

calls for the simultaneous resolution of

two sets of problems. The first of them is

linked to the impact of demand on

labour. Bolstering and providing incen�

tives for employment in an artificial way

often only serves to maintain an out�

dated labour system and thus lowers eco�

nomic efficiency. The mutually depend�

ent goals of restructuring production and

promoting employment must both be

kept in view in determining priorities of

industrial policy on the federal and

regional levels.

The second set of problems involves

the development of special measures for

creating labour supply and adapting it to

current and long�term demand, i.e., a

mechanism for matching and bringing

together unemployed people and jobs.

These measures should be directed at

lessening social tensions arising from the

presence of groups who have lost their

incomes and social status.

Government employment policy in

Russia in the 1990s consisted of a set of
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BOX 3.4.

“When the sea of problems covers society, the best thing is to keep your head above
water. If you still get covered, you should try to swim to the surface. Russian citizens
also have a third alternative: to become poor. Adaptation takes place when people
find the means of providing their families with all the necessities in the new conditions
by making use of their former connections or the opportunities of the emerging mar�
ket. If they are unable to solve their problems in this way, Russians are forced to
become inventive and to fix old things instead of buying new ones. If a family does not
have the money to buy clothes, it has to keep mending tears until it finds enough
resources. If you cannot afford to buy delicacies for a holiday dinner, vegetables
grown on a private garden plot will have to do. Inventiveness signifies the ability to
overcome difficulties that arise during a transition period. Poverty is the result of hav�
ing to renounce many necessary things. The uncertain supply and constant deficit
that marked the Soviet planned economy taught Russians to adapt and be inventive.”

Source: Richard Rose, "A Decade of Change Without a Lot of Success" in Public Opinion
Monitor: Economic and Social Change, 4 (60), 2002, p.31 (in Russian)

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

         

 

 

 

 

 

 

 

  

 

Figure 3.4. Distribution of Poverty in Russia in 2002 (random sampling study of household budgets, in percent)
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compensatory measures aimed at miti�

gating particularly acute situations that

arose from time to time and that most�

ly involved the provision of social ben�

efits to the unemployed. Under condi�

tions of a severe deficit of resources,

social assistance can only be provided

to a small number of particularly vul�

nerable citizens who are unable to

resolve their problems independently.

So state employment policy focused on

the registered unemployed. But it

should be noted that the discrepancy

between registered unemployment and

overall unemployment is very great in

Russia and other CIS countries, con�

trasting with the situation in Central

and Eastern European countries. The

difference between these indicators in

the latter countries is not very large and

registered unemployment sometimes

even exceeds overall unemployment (as

in Hungary, Croatia, Slovakia and

Slovenia). However, overall unemploy�

ment in Russia has exceeded the

unemployment statistics of the State

Employment Service by a factor of five

or more over the entire period of mar�

ket reforms (cf. Figure 3.6 and

Table 3.1).

Such a wide divergence between

unemployment indicators could be

viewed simply as a statistical problem if

state programs were based on overall

employment indicators. However, state

measures in Russia continue to be aimed

at the registered unemployed, which are

a very narrow segment of the labour

market, even though it is now generally

accepted that registered unemployment

indicators are far from indicating the

real scope of this problem, and also fail

to give an adequate representation of the

structure and development of unem�

ployment in various regions, thus leav�

ing critical zones of unemployment

invisible.

Exclusive reliance on the registered

unemployment indicator in Russia in

the first half of the 1990s was primarily

due to political reasons, but the motiva�

tion has now become predominantly

financial. 

In 2001—2002, a number of funda�

mental measures were implemented,

which could be seen as a radical attempt

to change state employment policy.

They include, above all, the liquidation

of the State Employment Fund and

transition to funding of state employ�

ment policy from the federal budget, as

well as the adoption of a number of

amendments to the law “On employ�

ment of the population of the Russian

Federation” (cf. Box 3.5). 

Principal Results of Employment
Policy Reform

Transition to financing of employ�

ment policy from the federal budget led
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Figure 3.5. Structure of Household Incomes 

Sources: Labour and Employment in Russia. 2001. Russian State Statistical Committee,
Moscow, 2001, p.162 (in Russian); Economic Activity of the Russian Population. Russian State
Statistical Committee, Moscow, 2002, p.110 (in Russian).

Figure 3.6. Trends in Registered Unemployment and Overall
Unemployment under ILO Methodology in 1992—2000
(millions of people)



to a number of positive results: transfer of

state resources for employment policy to

Russian regions and targeted use of these

resources were put on a surer footing;

employment benefits began to be paid on

time (benefit arrears were liquidated for

the first time in the last five years); and

inequalities in access of the unemployed

to benefits due to their place of residence

and marital status were overcome.

Nevertheless, the positive developments

were wholly due to centralisation of

employment policies and did not change

their basic conception.

Firstly, contradiction between insur�

ance�based payment of premiums as

specified by law and rejection of these

principles in practice was not resolved

and amendments to the law “On

employment of the population”, adopted

in January 2003,1 have also failed to

resolve this contradiction. And, despite

the fact that it dismantled the insurance�

based scheme, the new financing plan

did not lead to creation of a full�fledged

system of material assistance to the

unemployed.

Secondly, long�term stable financ�

ing for state programs remains a prob�

lem, as the latter have become depend�

ent on a single source — the federal

budget. The experience of transition

countries (Ukraine, Czech Republic,

Kazakhstan) that liquidated employ�

ment funds and went over to budget

financing in the late 1990s shows that

deficits in state resources for social pol�

icy as a whole were compensated

through cut�backs in allocations for

employment programs, so that freed

resources could be used for more

“urgent” social programs. Such redistri�

bution led to increasing arrears of bene�

fits and the discontinuation of employ�

ment programs. For this reason, these

countries have returned to the practice

of non�budgetary funds. 

Thirdly, the status of the State

Employment Service (SES) has be�

come less well defined, causing many

qualified specialists to quit the Service.

Announcement in 2001 of a plan to cut

Table 3.1.
Trends in Overall and Registered Unemployment in Selected Eastern European Countries and Russia 

in 1994—1999 (in percent)

Source: N. O'Leary, A. Nesporova and A. Samorodov, Manual on Evaluation of Labour Market Policies in Transition Countries. ILO, Geneva, 2001, p.18.

Unemployment Level Based on Administrative 
Data of the State Employment Service 

Unemployment Level Based on National 
Studies of the Labour Force

1994 1996 1998 1999 1994 1996 1998 1999

Croatia 17.3 15.9 18.6 20.8 — 10.0 11.4 13.6

Hungary 10.9 10.5 9.1 9.6 10.7 9.8 7.8 7.0

Poland 16.0 13.2 10.4 13.0 13.9 11.5 10.6 15.3

Slovakia 14.8 12.8 15.6 19.2 13.7 11.1 11.9 17.1

Slovenia 14.2 14.4 14.6 13.0 9.0 7.3 7.7 7.4

Russia 1.6 2.6 1.9 2.2 7.4 9.7 13.2 12.6

Table 3.2.
Employment of Workers Through Employment Offices and

Information About Job Offers  Provided by Companies
to Employment Offices

Source: Annual Study of the Flexibility of the Industrial Labour Market in Russia conducted by the
Centre for Labour Market Studies of the Institute of Economics of the Russian Academy of Science in
the framework of the ILO Program for Socioeconomic Security. The number of companies of the pro�
cessing industry covered by the study was 500 in 1995 and 2000 and 600 in 2002.

1995 2000 2002

51.8 55.3 35.0

Percentage of company
staff so hired:

— less than 10% of staff 65.9 55.3 39.5

— from 10 to 25% 15.9 17.0 8.3

— more than 25% 18.2 27.7 17.1

Percentage of Companies who Hired Employees
through employment offices (in %)
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Transition 
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policy from 

the federal budget

led to a number 

of positive results,

but did not change 

their basic 

conception



staffing of the SES was followed by vol�

untary departure of about 1500 highly

qualified staff members. This was the

result of salary reductions by a factor of

two or more for the personnel of dis�

trict and urban employment offices,

which deal directly with the unem�

ployed, and the increasing workload on

permanent staff. On average, each

employment office staff member deals

with 50—80 clients a day, depending on

the district.

Fourthly, the problem of equal access

of regions to state funds for implement�

ing programs is still unresolved, since

transparent criteria for distributing state

funds among regions have not yet been

developed. As a result, allocation of

resources for programs and administra�

tive expenditures of Employment Service

offices remains highly subjective.

Fifthly, fees for unemployment insur�

ance are no longer collected from

employers, and this has had a negative

effect on relations between SES offices

and employers. As the financial basis of

these relations has been dismantled, hir�

ing of individuals looking for work

through employment offices has fallen

(cf. Table 3.2).

So changes in the source of financing

failed to increase state influence on the
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BOX 3.5.

Employment policy as defined in the law "On employment of the
population of the Russian Federation" (adopted in July 1991) was
more or less suited to real conditions up until the mid�1990s. This
was mainly due to a number of peculiarities of the Russian labour
market: a high level of overemployment accumulated in hidden
forms; relatively low growth of general unemployment; psycholog�
ical barriers that kept people away from employment offices and
checked the growth of registered unemployment; and the avail�
ability of considerable financial resources for the implementation
of state programs.

But the social aspect of state employment policy began to
malfunction in the mid�1990s when cutbacks were made both in
overall spending and in the centralised source, which was sup�
posed to even out interregional inequalities in employment spend�
ing. This was in part due to objective difficulties of the transition
period and the "novelty" of unemployment and its concomitant
problems. In this early period the State tended to underestimate
the scope of unemployment, overestimate its ability to help the
unemployed, and fail to recognise that any determined policy for
tackling unemployment would require major expenditures. In
developed countries such policies have always been given a con�
siderable share of overall state expenditures and GDP, and other
transition countries also saw the need for major financing: state
spending on employment policies has been 2.79% of GDP in
Hungary, 2.25% in Poland, and more than 1% in Bulgaria.* In
Russia, such spending  never exceeded 0.32% of GDP throughout
the 1990s and fell to 0.16% at the beginning of the new millennium.

The lack of time and of conscious and determined efforts to
provide an institutional framework for employment reform led to a
virtual institutional vacuum. The institutions that were passed
down from the Soviet system could not function effectively in the
new market conditions without serious reforms, and new institu�
tions were not sufficiently developed. This led to collapse of the
system of labour and social guarantees, reduced protection for
workers in paid employment, encouraged spread of informal
labour relations, and fuelled poverty.

As the unemployment rate and the duration of unemployment
increased, the system could no longer carry out its principal func�
tion of assuring a decent standard of living for the unemployed

that would allow them to focus their efforts on the search for a job.
This is borne out by the following trends:

• fall in the percentage of total (ILO�methodology) unem�
ployed receiving benefits from 48.9% in the peak year of
1995 to 20.7% in 2000 and 12.3% in 2001; a fall in the
share of benefit recipients among the registered unem�
ployed from 89% in 1994 to 60.6% in 2001;

• increase in the number of unemployed receiving benefits,
which are substantially below the subsistence level and
do not even assure a constant number of low�qualified
workers;

• violations of the employment law in payment of unem�
ployment benefits.

The cut�backs in financial support had a twofold effect on
development of the sole institution charged with implementa�
tion of state employment policy — the State Employment
Service (SES). On the one hand, the severe financial limitations
forced streamlining of the SES and development of effective
services (information and consulting services, preventive work
with unemployed individuals and employers) including a shift
from passive mediation to active training in job�seeking. On the
other hand, the growing deficit of financial and administrative
resources limited access of the unemployed to SES services,
whose quality also declined. From the second half of the 1990s,
the SES began to focus increasingly on population groups that
had been traditionally outside its scope: students, teenagers,
and workers looking for a second job.

The fact that different fields (assistance to the unemployed
and employment programs) were financed from a single source
that dwindled over the years destabilised unemployment policy
and led to cut�backs in its financing. Under these conditions, the
SES was compelled to introduce additional "filters" that limited the
access of the unemployed to its programs, particularly retraining
programs. From the mid�1990s until today, the main goal of new
federal employment programs has been to resolve a narrow
administrative problem: how to save money by artificially reducing
registered unemployment.

* See A. Nesporova, Employment and Labour Market Policies in Transition Economies. Part 5. International labour organization, 2000, pp.22,23,59 (in Russian),
and C. O'Leary, A. Nesporova and A. Samorodov, Manual on Evaluation of Labour Market Policies in Transition Economies. ILO, Geneva, 2001, pp.18,43.



labour market. At the same time, financ�

ing of programs either decreased (for

example, the percentage share of expen�

ditures on the Employment Program fell

from 9.2% of total federal funds allocat�

ed for these purposes in 2002 to 7.1% in

2003), grew faster than the needs of the

labour market (programs for professional

training, professional orientation and

social insertion) or ceased to exist entire�

ly (programs for creating a database of

job offers and for supporting self�

employment). In 2002, expenditures on

the program of after�school part�time

work for teenagers exceeded expendi�

tures on the social insertion program for

the long�term unemployed by a factor of

fifteen (at 532,100,400 roubles and

24,712,200 roubles, respectively) and

exceeded expenditures on a program for

professional orientation, information

services and organisation of a job fair by

a factor of ten. This shows that less funds

are now being allocated for the unem�

ployed than for problems that lie outside

the direct scope of the SES.
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Pension reform will

therefore be 

a key aspect 

of state 

socio�economic 

policy in years 

to come

Russia's real gross domestic product (in

comparative prices) fell by 27% between

1991 and 2001, but factual final con�

sumption of households hardly changed,

i.e., people were able offset the effects of

the sharp economic decline. This

explains why social protest during the

period was less pronounced than the

economic decline, as corroborated, in

part, by the low incidence of strikes.

The overwhelming majority of people

in Russia have low levels of cash incomes

and earnings. High income�based ine�

qualities mean that most affluent part of

society and the upper part of the middle

strata have a consumption pattern that

resembles the consumption pattern of

corresponding social strata in developed

countries, while the poor strata experi�

ence under�consumption. The middle

strata are able to acquire goods and serv�

ices that meet their immediate needs.

The informal sector of the economy

has developed very rapidly over the last

ten years. It includes unregistered enter�

prises that produce goods and services to

be sold on the market as well as private

allotments for production of agricultural

produce to meet personal consumption

needs. There were 10.2 million people

employed in this sector of the Russian

economy in 2002, including 4.7 million

people engaging in gardening activities.

Overall consumption levels depend to a

great degree on agricultural foodstuffs

grown on private allotments.

The only resource for improvement

(or maintenance) of the well�being of

senior citizens in Russia today is their

current incomes, since most of their sav�

ings were wiped out by devaluation in the

early 1990s. Pension reform will therefore

be a key aspect of state socio�economic

policy in years to come. The goals in

reform of the retirement pension system

should be higher standards of living for

senior citizens, increasing participation

of employees in the official sector of the

economy and legalisation of incomes,

and creation of incentives for comple�

mentary retirement pension programs.

At present, there are two possible sce�

narios for how state employment policies

might develop. According to the first sce�

nario, public policies will continue to

evolve towards centralisation, limited

impact of regional policies, curtailment

of employment programs, and transition

to social benefits for the unemployed.

The second and, in the author's opinion,

preferable scenario would require con�

ceptual changes in state employment

policies and new sources of financing.

The transition to such a system would be

linked to radical transformation of the

financing scheme, assistance mecha�

nisms for the unemployed and institu�

tional and legal protection against unem�

ployment:

• Reform of the financing scheme

requires a diversity of sources and

mechanisms for financing unem�

ployment benefit programs and

other employment programs.

Stricter control of targeting and

efficient use of funds needs to be

accompanied by separation of the

functions of fund allocation to

Russian regions and control of

***
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1 The amendments to the law “On employ�

ment of the population» were published in the

newspaper Rossiyskaya gazeta on 14th January

2003.

their use (at present both of these

functions are performed by the

Ministry of Labour).

• Reform of the unemployment

benefit system should be founded

on separation of the right to

unemployed status from the right

to unemployment benefits and a

balance between an insurance�

based and a social approach to

unemployment benefits. These

two approaches have different

functions and should therefore be

independent from one another.

Unemployment benefits should be

allocated only under the terms of

insurance contracts. It would be

logical both from the point of view

of employment policies (econom�

ic aspect) and poverty reduction

policies (social aspect) to link ben�

efits and salaries through a system

of insurance premiums. 

• Efforts need to be focused on

improving overall effectiveness of

the package of employment pro�

grams instead of simply expand�

ing these programs. That means

selecting programs, which have

been most efficient in finding jobs

for the unemployed with the min�

imum financial and administra�

tive inputs. Criteria in selecting

programs should take account of

both long�term priorities of state

employment policies and the par�

ticularities of regional labour

markets. This requires close

interaction between the federal

centre and executive bodies in the

regions. Deciding the long�term

priorities of employment policies

should be the prerogative of the

federal centre, while regions

should have the right to choose

programs that take account of the

particularities of their labour

markets and the right to decide

how to implement them.

• Implementation of employment

policies requires adoption of sets

of interdependent measures,

most of which can be effective

only when taken together. They

include the creation of new and

efficient jobs, raising the efficien�

cy of employment offices, target�

ing regional labour market poli�

cies, and selection of policy pri�

orities. Correct policy priorities

are particularly important for

adapting various sections of the

unemployed to the demands of

the labour market.

Implementation 

of employment 

policies requires

adoption of sets 

of interdependent

measures, most 

of which can be

effective only 

when taken 

together
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BOX
State Policies for Reducing Poverty

Poverty in Russia today has the following aspects (based on official
statistics):

• disposable income of approximately a third of the popula�
tion is below the subsistence level, i.e., approximately a
third of the population is considered to be poor according
to the Russian standards for determining and measuring
poverty;

• about 10% of the population cannot afford to buy sufficient
quantities of even the most inexpensive food products,
indicating extreme poverty;

• studies show that half of all poor individuals are members
of families of people who are working, but nevertheless
poor.

So, even though market reforms have created various new
opportunities, the growing risk of poverty, both for traditionally vul�
nerable categories and for the working population, shows that
social problems caused by market reforms outweigh the new
opportunities for many Russians. 

During the Soviet period, the existence of poor families was
not acknowledged. The ideological denial of poverty was
accompanied by a clear�cut policy for assuring a minimum level
of income for the population, which was based on the minimum
wage (equal to 150% of the subsistence level) and full employ�
ment of all able�bodied people. A system of social benefits and
payments was primarily intended for people who had per�
formed services to the State. The first step in the poverty reduc�
tion policy launched ten years ago was to admit the existence of
poor families and their need for social protection. This admis�
sion had proved to be almost the only advantage of the new
Russian poverty reduction policy compared with Soviet meas�
ures.

During the economic crisis of transition, social policy has
been nothing but a collection of stopgap measures with contra�
dictory decisions being taken at the political, economic and
institutional levels. We will describe these contradictions,
beginning with an analysis of the system for identifying and
measuring poverty. 

Russia was the first CIS country to adopt official methods
for measuring poverty after the beginning of market reforms in
1992. During this period the real cash incomes of the popula�
tion halved, and Russian standards for measuring poverty were
much less generous than their Soviet predecessors: the mini�
mal consumer basket became twice as small. This state policy
was criticised by many politicians and scholars, but it was
essentially a correct decision: if Soviet standards for measuring
poverty had been retained, 70% of the population would have
been classified as poor, which would have made poverty reduc�
tion policy impossible. The minimal consumer basket of 1992
was designed to ensure a standard of consumption that allowed
a balanced diet.

However, the new consumer basket could not solve all the
problems relating to assessment of the incidence of poverty.
Quantitative estimate of poverty in Russia encounters a number
of difficulties:

• the large informal economic sector and widespread non�
monetary relations, which make it much more difficult to
measure income of Russian families;

• high income mobility of Russian households due to irregu�
larity of wage payments;

• refusal of most households to participate in budgetary
studies;

• use of different methodological approaches to fix the
poverty line and assess income levels.

As a result of these and other difficulties, estimates of the
number of poor people use different data and methodologies
and yield very different results (they range from half of the pop�
ulation to 10%). Figure 3.7 shows changes in the incidence of
poverty based on two different sources: official statistics of the
State Committee of the Russian Federation on Statistics and
statistics of the Russian Longitudinal Monitoring Survey
(RLMS). Both of these sources define poverty in the same way,1

but use different approaches to estimate incomes and set the
poverty line, and monitor households over different periods of
time.

Figure 3.7. Trends in the Incidence of Poverty

The difficulties of measuring the incidence of poverty cannot be
used as an excuse for failure to formulate a consistent poverty
reduction policy, since the system of minimum wage guarantees
and social transfers (pensions, stipends, allowances) does not use
the subsistence level as a guideline, as can be seen from Table 3.3.

State policy capacities for tackling poverty via adjustment in the
domain of salaries are limited. Increasing the minimum wage is an
effective form of regulation, but such a strategy is difficult to imple�
ment, since, on the one hand, there is a high percentage of low�paid

workers in the public sector, and, on the other hand, state workers
account for 37.9% of all workers (data for 2000).

Table 3.3 shows that there has been real growth in the minimum
and average wage since 2000. However, the proportion of workers
with salaries at or below the subsistence level remained fairly high
(32.8% in April 2002). 

The Ministry of Labour in association with the Ministry of
Economic Development and the Ministry of Finance has drafted a
set of proposals for increasing the minimum wage incrementally.



Chapter 3. State Regulation of Income and Employment 53

incomes and retirement pensions account for 70—80% of mone�
tary social transfers. Most social allowances are provided to indi�
viduals in specific social groups (veterans, children, handicapped
persons, retired persons, etc.) regardless of their level of income.
Only two social allowances — the monthly children's allowance
and the allowance for the needy — are awarded exclusively to
families with incomes below the subsistence level. This was the
only possible redistribution of allowances in favour of the needy,
since other allowances are either insurance benefits or their
equivalent. It is interesting to note that 68.8% of children were
recipients of the monthly children's allowance even though,
according to estimates, only 36.4% of children under the age of
16 lived under the poverty level in 2000. This shows that proce�
dures of income verification do not operate properly. 

The only significant social transfers in favour of the poor are
benefits in kind, which traditionally include food products, non�

food items, and rebates on municipal services. Benefits and sub�
sidies in kind are awarded to a fairly large circle of recipients. The
results of a control study2 show that about 55% of households
receive social benefits in kind. However, they represent relatively
insignificant share of household incomes: this type of social trans�
fer accounted for 1.9%3 of final consumer expenditures in the
fourth quarter of 2000 and only 0.5% in the fourth quarter of 2001.
Our studies show that benefits in kind, like other social
allowances, are more accessible to more affluent strata of socie�
ty: the poorest 10% of households receive 2.6% of the total vol�
ume of benefits in kind and the most affluent 10% receive 31.8%
(cf. Figure 3.9).

The suggestion is that about 30% of the Russian population
lives below the poverty line, but receives only 10% of the total ben�
efits in kind. This shows that maintenance of old principles gov�
erning distribution of social benefits are contradicting the priori�

Table 3.3.
Relation Between the Minimum and Average Wage and Social Transfers and the Subsistence Level

* Minimum payment level corresponding to Rate 1 of the Single Rate System for Workers' Salaries in the Public Sphere.
** The figures are given for the third quarter of 2002.
*** The figures for 1997 are given in thousands of roubles.
**** As of 1st January 2002, the notion of a minimum retirement pension no longer exists. The retirement pension, which consists of a base component and an
insurance component, cannot be lower than 660 roubles per month.

Year Minimal Level Average Level

roubles in proportion
to the subsistence
level of the respec�

tive social group
(%)

roubles in proportion
to the subsistence
level of the respec�

tive social group
(%)

Wages 1997 90.0* 19.5 950.2 205

1998 90.0 16.2 1051.5 190

1999 105.0 10.5 1522 152

2000 126.5 9.6 2223.4 168 

2001 262 16.1 3240.4 199

2002** 450 22.7 4547 230 

Adjusted Retirement Pension 1997 222*** 76.6 366 113

1998 234.2 67.3 404 115

1999 290.3 45.4 522 70

2000 427.8 47.4 694.3 76

2001 474.1 41.4 1023.4 90

2002**** 660.0 47.9 1420 100

Monthly Children's Allowance 1997 58.4 14.0 —

1998 58.4 8.1 71.5 9.9

1999 58.4 6.1 69.1 7.3

2000 58.4 4.6 70.6 5.6

2001 70.0 4.5 84.7 5.4

2002** 70.0 3.7 86.5 4.6

Under the proposals, the base rate of salaries of public sector
workers will be increased by as much as 60% and the minimum
wage will be increased to 1,300 roubles in 2003, i.e., by 2.9 times
in comparison with 2002. By 2005, the minimum wage should
reach the subsistence level, which is forecast at 1,742 roubles.
However, the differently calculated subsistence level for working
people was already 1,980 roubles in the third quarter of 2002, so
that, if consumer prices continue to grow at the same rate as in the
last two years (about 19% annually), raising the minimum wage to

the proposed level by 2005 will only bring it to 52% of the subsis�
tence level for working individuals at that time. If inflation does not
exceed macroeconomic forecasts by the Ministry of Economic
Development, the proposed minimum wage for 2005 will be 66%
of the subsistence level. Thus it is clear that, even if proposals for
increasing the minimum wage are implemented, it will still be
below the subsistence level.

Social transfers are an important source of income for
Russian citizens. Monetary social transfers make up 13—15% of
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ties of social policy in a market economy, which should support
the poorest strata of the population. Russia still has an extensive
and intricate system of benefits, but it is extremely inefficient at
singling out the most deserving members of society and combat�
ing poverty.

Continued high incidence of poverty is the result of barriers
that limit access of the population to employment incomes and
social transfers. The conclusion must be that, over the period of
reforms, the spread of poverty was not only due to a fall in pro�
duction, but also to changes in the distributive system, which
discriminated against the poor, and to incoherent state social
policy.

Assuming that a poverty reduction strategy is a key constituent
of socio�economic development, we can single out three priority
targets for contemporary Russia:

• to check and prevent further increase in poverty;
• to create conditions that would enable working individu�

als to earn enough to provide for themselves and their
families;

• to create an effective system of assistance for socially
vulnerable groups (the elderly, the handicapped, large

families with a single breadwinner, and families in desper�
ate conditions — refugees, etc.), and to assure their
access to free or subsidised social services.

These are three necessary constituents of any poverty
reduction strategy, although their relative proportions and
importance depends on specific political, economic and institu�
tional conditions. The constituent measures of a poverty reduc�
tion strategy should make up a system that has a general effect,
since the factors at the root of poverty are complex and multi�
faceted. For example, a growth in salaries is apt to result in an
increase of unemployment, and, from the point of view of the
reduction of poverty, the overall effect may turn out to be nega�
tive. Effects and interaction of different factors should therefore
be assessed in advance in order to design a strategy that would
most efficiently reduce poverty under a given set of economic
conditions.

L.N. Ovcharova, Ph.D. (Economics), Research Programme

Director at the Independent Institute for Social Policy, 

Laboratory Head at the Institute for Socio�economic 

Population Studies of the Russian Academy of Sciences 

Figure 3.8. Distribution of the Total Volume of Benefits in Kind

1 A poor person is one whose total income is below the subsistence level.
2 Our calculations based on a national study of the well�being of the population and its participation in social programs (data from a control study of 160,000
households).
3 Data of the Russian State Statistical Committee from a study of the budgets of households.
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Chapter 4

The State and the Demographic Situation

The Russian population continued to

decline in 2001, despite a slight increase in

the birth rate: the total fertility rate1 was

1.25 compared with 1.21 in 2000 and the

number of births increased from 1,266,800

in 2000 to 1,311,600 in 2001. 

The mortality level stabilised in 2001.

The life expectancy at birth for both men

and women, which is used to calculate the

Human Development Index, was 0.02 years

longer in 2001 than in 2000. According to

official statistics, life expectancy for men

has fallen by 2.3 years and that for women

by 0.6 years since 1998.

Migration also has an effect on the

population. A law requiring residence

permits for citizens from the Common�

wealth of Independent States and the

Baltic States, adopted in October 2000,

reduced the number of persons from these

countries who officially reside in the

Russian Federation or come there to live.

This led to a sharp fall in population

growth due to immigration. Net migration

fell to 72,300 people in 2001, i.e. three

times less than in 2000, representing the

lowest reading since 1991. 

It is possible that the results of a

nation�wide census held in October 2002

will lead to correction of estimates of

both the volume of migration and popu�

lation, but it will not change the general

trend. 

Russian Population Projections

All the available demographic projections

predict a further decline in the country's

population (cf. Table 4.1).

Figure 4.1 presents the results of the

latest Russian population projection,

which was made by the Centre for

Human Demography and Ecology of the

Institute for National Economic

Forecasting of the Russian Academy of

Science.5 The main difference between

the new forecast and the previous ones is

not in the scenarios themselves but in the

way they are combined. Different scenar�

ios of demographic processes (birth, mor�

tality and migration) can be combined in

various ways that, as a rule, have no

objective justification. For instance, a

high mortality scenario may be combined

with low or average scenarios of birth and

migration, etc.

The projection of the Centre for

Human Demography and Ecology over�

comes this problem by adopting a funda�

mentally new approach using the “proba�

bilistic” or “stochastic” projection found

in the works of W. Lutz, W. Sanderson, and

S. Scherbov.6 This type of projection is the

combined result of a series of stochastic

imitations of possible combinations of sce�

narios. Such an approach makes it possible

to avoid the subjective combination of dif�

ferent birth, mortality and migration sce�

narios (which are not rigidly dependent on

each other), and the results of the forecast

are not a single trajectory of development

but a “sheaf” of trajectories, each of which

may be realised with a greater or lesser

probability.

The numbers next to the lines sepa�

rating different colours in Figure 4.1 indi�

cate the probability that the population in

a given year will be not higher than the

corresponding value. According to this

projection, the total population in Russia

in 2050 will be between 71 and 127 mil�

Table 4.1
Russian Population Projections up to 2050

Year Scenario

Low Medium High

Population Projections of the Russian State Statistical Committee (at year's end)2

2015 128,883 134,298 138,364

Article in the Journal Voprosy Statistiki (“Topics in Statistics”) (at year's end)3

2020 121,983 130,990 137,323

2050 77,162 101,921 122,634

UN Projections of 2001 (average annual population)4

2020 127,790 129,687 131,532

2050 96,084 104,258 113,137

All the available

demographic 

projections predict 

a further decline 

in the country’s 

population



lion with a probability of 0.95 and

between 86 and 111 million with a proba�

bility of 0.8. The probability that the pop�

ulation will stay at its present level is

practically zero, while the probability

that the population will fall below 102.1

million is 0.58. This would be equal to the

population of 1950.

Of course, Russia is not the only

country whose population is expected to

decline in the first half of the twenty�first

century. According to the middle scenario

in the UN forecast,7 population decline is

expected in 41 out of 228 countries and

territories included in the study. Most

European countries are among them.

Population is expected to grow in only

eight European countries (Albania,

Iceland, Ireland, Cyprus, Luxembourg,

Norway, Turkey and France). Russia

ranks sixth among countries by relative

expected population decline with a fore�

cast of 28.3% decline by the year 2050.

Countries in which the population is pro�

jected to decline faster than in Russia

include Ukraine (expected population

decline of 39.6%), Bulgaria (43.0%) and

Estonia (46.1%). Estonia is the country

with the highest expected population

decline.

Birth rates alone are not expected to

be high enough to cause population

growth in European countries, with the

exception of Albania, Turkey and possibly

Ireland. This natural population decline

will be compensated by immigration,

which is expected to be high enough on its

own in Iceland, Cyprus, Luxembourg,

Norway and France to give an increase in

the total number of inhabitants. The fer�

tility level is also expected to be insuffi�

cient to ensure population growth in the

US, where expected population increase

by 40.2% over the next fifty years will be

due to a high level of immigration. The

UN forecasts fairly low immigration to

Russia: its net migration forecast of

50,000 people annually is less than most

Russian estimates.

Most experts are very cautious about

forecasting mortality trends in Russia.

According to the most optimistic UN pro�

jections, life expectancy in Russia by the

middle of the 21st century will lag behind

Western European levels by 7.5 years for

men and 6 years for women and will remain

below the level observed in Western Europe

at the beginning of the 21st century.

Predictions of life expectancy by Russian

experts are even lower.

Mortality in Russia

In the mid�1960s, Russia was only slightly

behind the West in terms of life expectancy,

but the gap widened during the ensuing

period. From 1965 to the present, life

expectancy for men increased by average

0.2 annually in the European Union and

the USA and by 0.3 annually in Japan,

whereas in Russia the average annual

change  was  –0.1.

In the relatively favourable year of

1998, life expectancy for men in Russia

was 13.6 years less than in the European

Union, although the gap was smaller for

women, who were expected to live 8 years

less in Russia than in Europe. As Table

A.1 in Addendum A shows, the lower life

expectancy for men in Russia is 80% due

to the higher mortality rate for men

under the age of 65. Accidents account

for 37% of the difference and premature

deaths from circulatory diseases for

another 22% (circulatory diseases are the

cause of about 48% of deaths among men

in Russia, as shown in Table A.2 in

Addendum A). Accidents account for

18% of mortality in men, but they tend to

occur at a younger age than death from

other causes. These points make it

impossible to identify the main cause or a

set of causes for the disparity in life

expectancy. It is also the case that when

56 Human Development Report for the Russian Federation

Figure 4.1. Population in 1950—2000 and Projections 
for 2000—2050 with Different Confidence Intervals (in millions)

According to 

the middle scenario

in the UN 

forecast, 

population decline 

is expected in 41 

of the 228 countries

and territories

included 

in the study



the mortality rate from a certain group of

diseases turns out to be low in Russia,

doubts are usually raised about the quali�

ty of diagnosis, as happens with death of

elderly people from malignant neo�

plasms. 

Major contribution of certain causes of

death to overall shortening of life

expectancy in Russia is generally due to an

earlier average age at death from these

causes. For example, the average age at

death from circulatory diseases and neo�

plasms among men in Russia is 8.2 years

less than in the European Union. The aver�

age age at death from circulatory diseases

among women is 5.5 years less than in the

European Union and from neoplasms 7.7

years less. In other cases, the high proba�

bility of death greatly contributes to mor�

tality. Thus, the probability of dying from

accidents is 3.6 higher for men and 1.8 for

women in Russia than in the European

Union.

The problem of mortality in Russia

seems at first sight to be a predominantly

male problem. However, health expectancy

(expectations for duration of life in rela�

tively good health) show little difference

between men and women (cf. Table 4.2),

suggesting that the conditions, which result

in deteriorating health or increase the risk

of death, affect men and women equally.

The difference between the sexes seems to

be that the outcome of negative external

influences is more often death in the case

of men and deterioration of health in the

case of women.

Child mortality rates have fallen con�

sistently in Russia since 1980, but the

infant mortality rate is still several times

higher than in other developed countries.

The Role of the State in Lowering
Mortality

Mortality began to decrease more slowly

or even slightly increase in many devel�

oped countries in the 1950s and 1960s.

However, broad discussion of the issue in

Western media created awareness of the

importance of a healthy lifestyle and pro�

tection of the environment, helping to

overcome the mortality crisis. By contrast,

former socialist countries and republics of

the European part of the USSR were

affected by steady and consistent growth of

mortality.

In the USSR, open discussions of neg�

ative trends in mortality were regarded as a

discredit to the Soviet regime. The publica�

tion of all data, except some crude  mortal�

ity rates, was forbidden. General figures

were used as a basis by Soviet mass media

and medical journals to declare that mor�

tality rates in the USSR were lower than in

developed countries. The more detailed

and disturbing figures were dwelt upon in

depth and fairly objectively in confidential

documents. But no real measures were

taken to reverse the trend. 
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Table 4.2.
Health Expectancy in Russia and in Selected Western European Countries in the mid�1990s  

(in years)

* Including Belgium, Great Britain, the western part of Germany, Ireland, Spain, and Italy.

Age Life Expectancy by Age Group Expectancy of Satisfactory and Good Health

Russia Western Europe Difference Russia Western Europe Difference

Men

20 41.9 54.5 12.6 36.7 50.4 13.7

45 22.4 31.2 8.8 17.3 27.6 10.3

65 11.4 15.0 3.6 6.7 12.5 5.8

Women

20 54.2 60.2 6.0 40.6 53.7 13.1

45 31.1 36.0 4.9 18.5 30.3 11.8

65 15.2 18.1 2.9 5.8 14.0 8.2

In the USSR, 

open discussions 

of negative 

trends in mortality

were regarded 

as a discredit 

to the Soviet regime



In the post�war period the Soviet pub�

lic health service had succeeded in over�

coming infectious and other acute dis�

eases, but was not sufficiently well

equipped to deal with new chronic dis�

eases. Russia did not have the necessary

technology to counteract these diseases

and sufficient money to create a strong

health industry (although it had enough of

both for the space program and the arms

race with the USA).

At the beginning of the 1980s, many

confidential documents stressed that hard

drinking had a negative influence on

Russia's economic situation (work absen�

teeism, low quality of production) and the

demographic situation (high level of trau�

ma and sudden death, growing rate of

divorce). The anti�alcohol campaign of

the mid�1980s was an attempt to resolve

this complex of problems at one stroke.

No prominent Russian sociologist or

demographer has since admitted his or her

participation in the planning of that

repressive campaign, so that all credit has

to go to the Soviet government and the

Central Committee of the Communist

Party.

The demographic consequences of

the anti�alcohol campaign were in fact

very positive. In 1986–1987 life expec�

tancy in Russia attained its highest�ever

levels of 64.9 years for men and 74.6 for

women, and the birth rate reached a level

of 2.19 per woman for the first time since

1964. Unfortunately, this effect was not

sustainable, as the campaign had a re�

pressive nature and did not change funda�

mental attitudes to alcohol. By 1989 as

the campaign died away, the mortality

level began to grow again and the birth

rate to decline.

There is no doubt that growth of the

mortality rate in 1992—1994 was prima�

rily due to a major upswing in alcohol

use. The transition to a market economy

began with the liberalisation of prices,

including prices for alcoholic drinks,

and repeal of the state monopoly on sale

of alcohol. After seven years of restricted

consumption, it was suddenly possible to

buy vodka (and pure alcohol spirit)

twenty�four hours a day practically any�

where in the country at a comparatively

low price. This could not fail to result in

an increase in mortality, as direct dam�

age to health from alcohol abuse was

accompanied by an upsurge in accidents.

Nearly the same trends in mortality9

were observed in all the former Soviet

republics in the European part of the

former�USSR up to the mid�1990s,

which confirms the direct link between

the end of the anti�alcohol campaign

and the rise in mortality.

Numerous estimates show that, from

various points of view, the growth of the

mortality rate in the first half of the 1990s

was a compensation for its fall during the

anti�alcohol campaign, and that the net

result of the fluctuations is next to zero.10

Nevertheless, there is no reason to think

that a reduction in mortality is inevitably

followed by new growth. On the contrary,

countries which have succeeded in lower�

ing their mortality rate have mostly been

able to sustain this effect. That is not to

say that the Russian government, which

freed prices and regulations for sale of

alcohol in January–February 1992, could

have done otherwise, given the set of

political and economic circumstances,

which it faced at the time.

By 1998 life expectancy for men had

increased by 3.7 years and for women by

2.1 years11 compared with 1994, but the

situation then began to deteriorate once

again. There was a stabilisation in 2001,

but future growth or fluctuations in the

mortality rate cannot be excluded. It is

worrying to note that, whereas in the late

1960s the Russian public health system

proved unable to deal with new diseases,

the Russian system today is failing to

resist resurgence of “old” diseases, as

confirmed by rise in the rate of mortality

from tuberculosis12 and acute respiratory

diseases. 

Need for a Program of Measures 
to Reduce Mortality

The past and present evolution of the

death rate in Russia shows that excessive�

ly high mortality will not be spontaneous�

ly resolved solely through improvements

in living standards and the quality and

accessibility of health care. The task

requires systematic measures. The experi�

ence of Western countries confirms that

new pathologies can only be overcome by

involvement of society in making every�
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Russian scholars

cannot propose 

any cogent strategy

or tactics for rapidly

reducing 

the mortality rate



day life and the environment more

healthy, in looking after its own health,

etc. The twentieth century saw radical

and immense changes in Western coun�

tries with respect to the problem of life

and death. Unfortunately, things evolved

quite differently in Russia. 

The broad public discussion of

demographic problems that accompa�

nied the drafting of a concept document

for Russian demographic policy up to

2015 showed that Russian scholars can�

not propose any cogent strategy or tac�

tics for rapidly reducing the mortality

rate. Medical publications usually dis�

cuss how to combat specific diseases, but

the question of how to reduce general

mortality remains in the background.

Most socio�demographic studies limit

themselves to mere statement of the

problem or simply mention some causes

of the problem for certain age groups.

For example, the Report on the State

and Trends of Demographic Develop�

ment in Russia13 gives a list of demo�

graphic policy targets for increasing life

expectancy (cf. Box 4.1). But the set of

specific measures, which it proposes for

lowering mortality, is much shorter. It

includes the following:

• measures to reduce alcohol con�

sumption (fiscal policy, adminis�

trative restrictions, anti�alcohol

campaigns and limits on advertis�

ing);

• creation of socio�medical depart�

ments for the prevention of alco�

holism, drug abuse and sexually

transmitted diseases among chil�

dren and adolescents; 

• funding suicide hotlines; 

• screening programs for prevention

and early detection of cancerous

tumours;

• improving the quality of healthcare

in rural areas.

These measures could hardly be

described as concrete. And the more

serious problem is that the document

fails to explain why these particular

measures are urgent and what effects

they will have. 

Without specialised studies, it will be

impossible to work out a state policy for

reducing Russia's extremely high mortal�

ity rate. It would be wrong to say that

such studies are not being carried out at

all,14 but they remain largely inade�

quate. 

A thorough and nationally represen�

tative study of the health of the Soviet

population was conducted In the early

1970s,15 but its results were never used.

Studies accompanying the 1979 census

were considerably more limited in scope.

The complex study of the health of the

population carried out in 1989—1991 by

the N.A. Semashko Research Institute in

connection with the 1989 census16 was

even more limited in size and aims. The

Russian Ministry of Health systematical�

ly collects data on the incidence of dis�

ease based on registered visits to doctors

and the number of chronic patients regis�

tered at medical institutions,17 and the

statistical publications of the World

Health Organisation18 devote as much

attention to Russia as to most European

countries. Nevertheless, such data is

clearly insufficient for working out spe�

cific measures to reduce the mortality

rate. Due to lack of reliable information,

available estimates of the incidence of

certain diseases differ by an order of mag�

nitude and mutually exclusive recom�

mendations are made for combating cer�

tain causes of mortality. Existing esti�

mates of the incidence of many diseases

do not correspond to available data on the

mortality resulting from them.
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BOX 4.1

The tasks of demographic policy of the Russian Federation for improving health and
increasing life expectancy in the country are as follows:

• to increase life expectancy by improving the quality of life and reducing pre�
mature and, in particular, avoidable mortality;

• to improve the reproductive health of the population;
• to increase health expectancy and active life by reducing the incidence of

disease, trauma and disability;
• to improve the quality of life for chronic patients and disabled people by

increasing their opportunities for self�fulfilment.

The most urgent task is to implement measures for reducing mortality due to unnat�
ural causes such as work�related injuries, traumas in daily life, homicide, traffic acci�
dents, and alcoholic and other intoxication, as well as reducing mortality due to cir�
culatory diseases and carcinomas among the working�age population, and infant and
child mortality.

Source: Report on the State and Trends of Demographic Development in Russia. Moscow, 2001, p.34 
(in Russian).



It is clear that international experience

in reducing mortality needs to be studied

and assimilated – particularly the experi�

ence of countries that achieved good

results in relatively short periods of time,

such as Finland in the 1970s and 1980s,

Portugal in the 1980s, and Poland and the

Czech Republic in the 1990s. The experi�

ence of the Baltic States, where the mortal�

ity rate began to fall steadily in the late

1990s (in contrast to Russia), could also be

useful. Understanding has to be gained of

how social and medical technologies for

reducing mortality, which have been effec�

tive in other countries, could be applied in

Russia today. 

In October 2002, a nation�wide cen�

sus was held in Russia. Since 1970, all

censuses were accompanied by study of

the social differentiation of demographic

processes. No such work was carried out

as part of the 2002 census. That is

because, under a 1997 federal law, birth,

marriage, divorce and death certificates

do not contain any socio�economic infor�

mation about parents, those being mar�

ried, divorced couples or the deceased. As

pointed out in the 2000 Human Deve�

lopment Report for the Russian Fede�

ration, Russian statistics have gradually

lost a considerable amount of standard

demographic data.
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All available demographic projections

foresee reduction of the population in

Russia at least until 2050. They are also

very cautious in their estimates of future

growth of life expectancy. Mortality

trends in Russia in the twentieth century

and the current levels of mortality are

mostly the result of Soviet social policies.

It is unrealistic to expect that the problem

of excessively high mortality can be

resolved by improvements in living stan-

dards and the quality and accessibility of

health care in the absence of systematic

measures.
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BOX
The State and Social Insertion of Children

Official statistics showed a slight decline in juvenile crime and
juvenile drug addiction in 2002 for the second consecutive year,
and rise in the birth rate. The figures are presented in Reports on
the Condition of Children in the Russian Federation, which are pre�
pared by the Ministry of Labour and Social Development. 

The Report published in December 2002 states that the “the
number of registered juvenile crimes decreased from 208,300 in
1999 to 185,400 in 2001” and that “drug addiction decreased
between 2000 and 2001 by 25% among children (from 0.8 to 0.6
per 100,000) and by 34.7% among adolescents (from 84.1 to 54.9
per 100,000).” The absolute number of new�born children also
increased. The birth rate was 9.1 per 1000 people in 2001, com�
pared with 8.7 in 2000 and 8.3 in 1999.

These figures offer some hope, suggesting that, after
decades of growth of juvenile crime and drug addiction and a
sharp demographic decline, the efforts of state institutions and
civil society organisations to counteract these problems and oth�
ers (such as abandoned children and child diseases) are finally
beginning to bear fruit. However, it is too early to talk about recov�
ery of Russian society. Studies by authors of the Report only sug�
gest a slowdown in the spread of social illnesses. The 2002
Reports notes that current demographic processes in Russia are
marked by “a very unfavourable combination for the country's
future: a high mortality rate, a low birth rate, a growing number of
divorces and a growing number of children born out of marriage”
(Report on the Condition of Children in the Russian Federation,
2002). The authors of the report note that, although the registered
juvenile crime rate is decreasing, “juvenile crimes are becoming
more violent and socially dangerous… Juvenile gangs are becom�
ing more organised, closely knit and stable in their structure; they
have increasing ties with adult organised crime.” 

Over the last decade, behavioural risks have become increas�
ingly widespread among minors. Children have begun to drink and
smoke at an earlier age: in 2001 alone, the number of children
under 14 registered at clinics for abuse of alcohol increased by
10.4%, while the number of such children between the ages of 15
and 17 increased by 3.8%.

The reasons for the lack of effectiveness of state organisa�
tions in working with children are clear. There is a huge number of
federal ministries, departments, and departmental research, edu�
cational, training, correctional and other establishments and cen�
tres dealing with child problems. There are special sections work�

ing on these problems in federal offices of education, public
health, social protection, culture, telecommunications, physical
education and sport, migratory affairs, law enforcement, judicial
proceedings and sentence execution, public prosecutor supervi�
sion, family affairs, youth affairs, professional training, employ�
ment, etc. The same administrative structures are found in every
constituent member of the Russian Federation. This leads to a
problem of inter�departmental disunity. There are too many
departments working on youth problems, especially in view of the
current lack of resources in the state budget. Their activities are
poorly co�ordinated, despite the fact that they all focus on chil�
dren, adolescents and young people. Their tasks largely overlap
and are focused on social insertion of young people, i.e., prepar�
ing them for life in society. Their work should result in young peo�
ple who are physically, psychologically, and morally healthy, who
have a body of knowledge at their disposal, who are socially
active, and who strive to improve themselves and to work for the
common good.

We all know that social insertion is a complex problem and that
the State is responsible for it, but the approach taken by the
Russian government is inadequate for dealing with the scope and
nature of the problem. This failure of the State has encouraged
appearance of human rights organisations devoted to protection of
child rights. They have proposed that the government establishes
commissioners on child rights. The government agreed, and such
commissioners are currently being appointed. However, a commis�
sion on the affairs of minors and protection of their rights was set
up in Russia 85 years ago and this inter�departmental body still
continues to work with children in difficult situations and their fam�
ilies. So the rights of the child will now be protected by both com�
missioners and a commission. Will this reduce the number of chil�
dren whose rights are violated? The state can only resolve chil�
dren's problems if it reforms the very structure of the educational
process. Russia has amassed a very rich experience concerning
social insertion of children, which can be very useful today. The
state must make extensive cut�backs in its administrative appara�
tus, on the one hand, and, on the other hand, improve the labour
conditions of those low�level workers who deal directly with the
intellectual and physical education and the health of children.

V.Y. Snegovsky, Editor�in�chief of the journal “Deti ulits”
(“Street Children”)
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Chapter 5

Public Health Policy and 
the Gender�Based Approach

Growing Role of the Public Health
System

State health policy in Russia has spent the

last 10 years under the rubric of “transition

policy.” It is important to ask what such

classification means for the role of the

State as regards selection and implementa�

tion of national health targets. The health

of individuals and society in any country

depends on the economic, social and polit�

ical environment in that country, and

health should be viewed as a key criterion,

along with criteria of equity and sustain�

able development, in the taking of political

decisions at all levels. Policies aimed

improving public health can regulate the

social environment in various ways, but

they require a sound legal framework in

order to be successful.

The Russian legislature has adopted 37

federal public health laws in the last eight

years alone and, according to available

data, 256 public health laws had been

adopted by regional assemblies in the 37

constituent regions of the Russian

Federation by the end of 2002. The major�

ity of these were legal acts whose goal was

to restructure public health bodies and

improve the quality of medical assistance.1

Such diverse legislative activity in con�

stituent members of the Russian

Federation adds urgency to streamlining of

the legal framework and adoption of a pub�

lic health code, which has been in prepara�

tion for over six years now. Many of the

new laws at federal and regional level are

valuable. They include the federal laws

“On preventing the spread of tuberculosis

in the Russian Federation” (2001), “On

the quality and safety of food products”

(2000), “On medical drugs” (1998), “On

narcotics and psychotropic substances”

(1998), “On the Immunotherapy of

Infectious Diseases” (1998), etc. But these

laws do not constitute a unified system

capable of addressing all problems of the

public health system or protection of the

health of every Russian citizen.2

As an interdisciplinary field, healthcare

can only fulfil its tasks if assisted by the

efforts and resources of other spheres of

society. Education, social assistance, pub�

lic health policy and management, and

mass media have direct or indirect influ�

ence on the well�being and health of indi�

viduals and society at large. The Inter�

national Conference on Primary Health

Care (Alma�Ata, 1978) radically changed

the paradigm of healthcare worldwide,

leading to development of a new concep�

tion that determined the responsibility of

states for the health of their citizens. In the

1970s programs such as “Health for All,”

“Healthy City” (cf. Table A.3 in Adden�

dum A) and others determined criteria for

public health standards, opening up new

fields of activity and showing that health�

care involves a very wide spectrum of serv�

ices (not limited to medical care alone)

whose goal is to protect, maintain and

improve a nation's health. In other words,

public health is “the science and art of pre�

venting illness, increasing longevity and

promoting health with the help of the com�

bined efforts of society.”3

This approach lies at the heart of the

European Public Health Strategy adopted

by the World Health Organisation (WHO)

in 1984 as well as of the Ottawa Public

Health Charter (1986), which sets five

main targets:

• to draft a public health policy; 

• to create a favourable living envi�

ronment;

• to encourage public participation;

• to develop individual knowledge

and skills;

• to reorient public health services.

The core of this approach is inter�sec�

toral co�operation and an inter�discipli�

nary approach, whose necessity becomes

especially apparent in the context of such

factors as poverty, food quality, and the use

of tobacco and alcohol. Even an ideal sys�

tem of medical care would be unable to
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reverse negative public health trends all by

itself. This chapter focuses on mother and

child health and on the gender�based

approach to public health policy.

Mother and Child Health

Mother and child health has always been a

top priority of public health services, since

these population groups are the most at

risk from various sorts of diseases. The

WHO declared mother and child health to

be one its priorities as early as 1948, mak�

ing it the only WHO priority linked not to

a specific disease but to a specific demo�

graphic risk group. Mother and child

health remains a key target of the nation�

al healthcare strategy of every state today.

In view of the intrinsic link between

health of the mother and of the child,

women's health must be accorded equal

importance with health of children as a

decisive factor for the future of any coun�

try.

Many indicators of mother and child

health have deteriorated during the 10�year

period of reforms in Russia. In particular,

we should note the following trends:

• high rates of maternal and infant

mortality;

• decline in the health of pregnant

women, post�natal health and the

health of new�born children;

• high incidence of disease among

women;

• high frequency of abortions;

• poor physical development of chil�

dren and growing incidence of

child disease.

Maternal mortality in Russia is fairly

high in comparison with other developed

countries (2.5 times higher than the

European average), although it has begun

to decline rapidly in recent years (cf.

Figure 5.1), showing a fall of 27% by 2001

from 1997.

The maternal mortality indicator is 1.5

times higher in rural than in urban areas

(46.7 and 32.3 per 100,000 live births,

respectively). The causes of maternal death

have remained virtually the same across the

Russian Federation in the last five years.

Three quarters of all deaths are still due to

three causes: abortions; haemorrhages dur�

ing pregnancy, childbirth and the post�

natal period; and toxaemia during preg�

nancy. The leading cause of maternal death

continues to be after�effects of abortions,

which accounted for 21.1% of maternal

deaths in 2001 (compared with 24.3% in

2000).

The infant mortality rate in 2001 con�

tinued to decline from its peak in 1993, and

the index has fallen by 16.1% over the last

five years (1997—2001). All the main caus�

es of infant mortality have declined: respi�

ratory diseases (by 34.5%); infectious and

parasitic diseases (by 33.9%); innate

anomalies (by 16.3%); and problems aris�

ing during the perinatal period (by 11.1%).

The main causes of infant mortality are

closely linked to maternal health problems.

Perinatal problems, inborn anomalies and

respiratory diseases continue to be the

three main causes of infant mortality, but

their relative contribution has changed

since Soviet times. The contemporary

structure of infant mortality took shape at

the beginning of the 1990s and has

remained practically the same ever since,

and the two biggest causes are problems

arising during the perinatal period and

innate anomalies. These two together

account for 68.8% of infant deaths.

The percentage of women of reproduc�

tive age in the total female population of

Russia was 50.4% (26.8% of the overall

population) at the beginning of 2000. The

health of pregnant women, post�natal

health and the health of newborn children

is deteriorating. According to official sta�

tistics, 50—60% of pregnant women are

diagnosed as having extra�genital patholo�

gies, which can lead to pathologies during

pregnancy and pathologies of the foetus.

Between 1997 and 2001, the number of

pregnant women suffering from anaemia

increased by 13%, from circulatory dis�

eases by 4.2%, from diseases of the uro�

genital system by 27.4%, and from late tox�

aemia by 23%. On the positive side, indica�

tors of the outcome of pregnancy remained

fairly constant in Russia over the same

period, suggesting maintenance of stan�

dards by local obstetric services.

Only one woman in three gives birth

without complications, and the number of

inflammatory post�natal disorders is

increasing. Due to inadequate treatment in

hospitals and prenatal clinics, many of
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these women end up with chronic gynae�

cological diseases. Over the last five years,

the incidence of gynaecological disease is

growing: edometriozomy grew by 50% and

sterility by 5.8%.4

Diseases leading to complications in

childbirth are on the increase. Per 1000

deliveries in 1999, there were 268.7 cases of

anaemia, 203.1 cases of late toxaemia,

134.6 cases of impaired labour, 96 cases of

uro�genital disorders and 64.9 cases of dis�

orders of the circulatory organs. The main

causes of complications are anaemia,

impaired labour and late toxaemia.

Growth in the number of children born

sick has become a steady trend. Whereas in

1980 only 7.9% of live�born children were

born sick or fell sick after birth, this figure

grew to 38.2% by 1999. Moreover, innate

anomalies increased by 2.5 times over the

same period and were found among 3% of

new�born children. Complications arising

during the perinatal period affected 48.4%

of these children. Figures for 1999 show

that 6.3 of every 100 newborn children

weighed less than 2.5kg.

Levels of disease among women are on

the increase (cf. Table 5.1). The three lead�

ing types of disease among women are dis�

orders of the circulatory and respiratory

systems (19% each) and of the digestive

system (14—17%). Heart and vascular dis�

eases, which remain one of the principal

causes of female mortality in European and

other developed countries, are 2—4 times

more frequent in Russia. The incidence of

carcinomas of the reproductive system is

also fairly high, but in Russia and the CIS

cancer of the uterine neck, for example,

leads to higher mortality rates than in

Europe, and the difference between Russia

and other countries for mortality rates

from carcinomas continues to increase. As

Table 5.1 indicates, the incidence of cancer

is increasing, particularly of female cancers

(breast, uterine and ovarian). These

account for about 40% of all carcinomas

among women, and their share increased

throughout the 1990s.

There is a growing incidence of tuber�

culosis (a disease that was virtually eradi�

cated in the USSR) among women.

Tuberculosis has become a major national

problem over the last 10 years, and in 2001,

the incidence of tuberculosis among the

population at large reached 88.5 per

100,000 compared with 34.0 in 1991.
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Figure 5.1. Maternal Mortality in the Russian Federation

Table 5.1
Incidence of Selected Diseases Among Women (number of registered first�time patients per 100,000 women)

Year 1980 1985 1990 1995 1997 1998 1999 2000 2001

Carcinomas 228.0 237.2 246.9 262.9 282.5 291.4 295.4 302.4 306.5

including: Breast cancer 30.8 36.4 39.6 48.0 52.0 55.0 57.7 58.3 59.1

Cancer of the uterine neck and body and the placenta 23.6 19.5 30.9 31.8 33.8 34.8 34.8

Ovarian cancer … … 12.9 13.7 14.3 14.9 14.8 15.3 15.4

Active tuberculosis … 23.8 … 28.5 32.5 34.8 37.9 40.7 42.1

Alcoholism and alcoholic psychoses … 64.2 37.1 50.0 40.0 38.8 38.7 48.1 51.9

Cervical erosion and ectropium … 806.9 711.3 646.3 625.1 634.1 659.5 645.8 633.2

Menstrual disorders 104.3 72.9 126.1 306.1 390.9 433.3 480.3 520.4 540.1

Sterility … … 53.2 52.1 59.2 61.1 66.6 64.9 63.0

Pregnancy, labour and the postnatal stage (per 100,000
women between the ages of 15 and 49)

… … 3653.4 3792.0 4089.9 4313.9 5503.5 5364.5 5604.3



Women are about 20% of HIV patients and

90% of them are of reproductive age, creat�

ing a risk of HIV transmission from moth�

er to child during pregnancy and birth.

Since official records have been kept, 3,774

children have been born from HIV�infect�

ed mothers, and 1,958 were born in 2002

alone (statistics of 1st December).

Furthermore, one out of four women HIV�

infected mothers did not receive consulta�

tions regarding pregnancy, and HIV tests

were only carried out on these women just

before delivery. 

Frequency of abortions remains high

in Russia, but their absolute number had

halved by 2001 compared with 1990

(Table 5.2).

The state of child health gives cause for

alarm (cf. Figure 5.2). It is characterised by

the following trends:

• growing incidence of child disease;

• growing number of disabled chil�

dren;

• spread of drug addiction, venereal

diseases, AIDS and alcoholism

among children;

• decline in the general physical

development of children; 

• psychological problems and anti�

social forms of behaviour.

Both total incidence of disease and

incidence of specific diseases among

children are growing. During the period

1996—2000, the incidence of disease

among children under 15 increased by

almost 22% and among adolescents

(15—18 years old) by almost 24%. The

most widespread diseases continue to be

disorders of the digestive system, eye

diseases, traumas, poisoning, and disor�

ders of the muscular and skeletal system.

There is a growing incidence of active

tuberculosis among children. In 1999,

there were 18 first�time diagnoses of

tuberculosis per 100,000 children com�

pared with 8 in 1990. Thus, the incidence

of tuberculosis more than doubled over

10 years. The incidence of sexually trans�

mitted diseases also increased. In 1999,

10 children per 100,000 suffered from

syphilis, and by early 2002 there were 677

cases of HIV�infected children under 15

in Russia, including 355 girls. There were

more than 38,000 cases of HIV�infection

among adolescents between the ages of

15 and 20, including more than 2,000

girls between the ages of 15 and 18.

Spread of these diseases is a serious blow

for the young generation in Russia.

Growing alcohol consumption by

children is another alarming trend: there

were 27 first�time diagnoses of alcoholism

per 100,000 children registered at clinics

in 1999. Alcoholism among parents is

major causes of alcoholism among chil�

dren, and has turned a large number of

children into virtual orphans even though

their parents are still alive: such is the

condition of almost 600,000 Russian chil�

dren. In 2001 as many as 827 adolescents

per 100,000 were abusing alcohol , which

is three times more than among the popu�

lation at large. Drug addiction has spread

rapidly: since 1995, the total amount of

drugs used in Russia has increased by 30%

annually. The age at which drug users first

tried drugs has substantially reduced (to

11—12 years), and incidence of drug

addiction among adolescents has

increased by 12.8 times in ten years. If the

drug trade continues to expand at the

same rate for the next 5—7 years, the

number of serious drug addicts will be

reach a terrifying level of 10 million, most

of whom will be adolescents and young

people.5

The number of disabled children under

the age of 16 receiving social pensions sig�

nificantly increased in the 1990s: the figure

rose from 16.5 per 10,000 children in 1980

to 43.1 in 1990 and 203.8 in 1999. In 2001,

measurements of the number of disabled
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Table 5.2

Termination of Pregnancy (Abortions) in the Russian Federation

Year Total number
Per 1,000 women
between the ages

of 15 and 49
Per 100 deliveries

1970 4,837,700 136.6 253.4
1975 4,670,700 126.3 221.0
1980 4,506,000 122.9 204.4
1985 4,454,400 121.5 187.4
1990 4,103,400 114.0 205.9
1993 3,244,000 88.4 235.0
1995 2,766,400 72.6 202.6
1998 2,346,100 60.6 182.6
1999 2,181,200 56.2 179.4
2000 2,138,800 55.0 168.7
2001 2,014,700 51.8 153.6



children included children under the age of

18 for the first time. The total number of

disabled children reached 617,096 (189.3

per 10,000 children), of whom 58.1% were

boys and 41.9% were girls. Children

between the ages of 16 and 18 were 14.3%

of the total number of disabled children

(cf. Figure 5.3)

A nation�wide prophylactic medical

examination for children was announced

in April 2002 and subsequently carried out.

Preliminary results show that 93% of all

children in the Russian Federation were

examined and 60% of them had health

problems of various types.

Gender Aspects of Health

Gender ranks with other factors such as

age, family status, income, and level of

social care, as a major determinant of the

health of individuals, groups and society

at large. Equality of results of health

measurements need to be treated with

some caution, since medical studies show,

for example, that women have certain bio�

logical advantages over men regarding life

expectancy at virtually all stages of the life

cycle. Social norms and practice may

reduce or increase the advantages of

women as regards life expectancy6 (cf.

Box 5.1).

Gender equality in itself is not the goal

but a means for ensuring sustainable devel�

opment of society as a whole and of health�

care in particular. A gender approach to

healthcare may influence the allocation of

state resources in the public health domain.

Gender equality in healthcare presup�

poses the following:

• equal access of men and women to

medical assistance provided

through the public health system;

• their equal consumption of medical

services in accordance with real

needs;

• equal quality of medical services for

men and women.

An important role can be played here

by life expectancy at birth and incidence of

disease (two of a limited number of health

indicators that are available to scholars in

most countries, including Russia). The

mortality rate of men exceeds that of

women almost everywhere in the world,

but, as previous Russian Human

Development Reports have already point�

ed out, this disparity is particularly great in

Russia. The striking disparity of 13 years

between the average life expectancies of

men and women in Russia points to both

demographic and social problems. If this

trend continues, millions of women will

become widows, and Russian cities and

towns will become communities of single

women over 60 (a situation which is already

observed in rural areas, where the ageing of

the population is more clearly visible).

According to available estimates, the num�

ber of individuals passing out of the eco�

nomically active age group in 2015 will be
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Figure 5.2. General Incidence of Disease Among Children 
(0—14 years old) and Adolescents (15—17) (per 100,000)

Source: Mother and Child Health Services in 2001. Ministry of Public Health of the Russian
Federation. Moscow, 2002, p.55.

Figure 5.3. Distribution of Disabled Children According to their
Principal Disability (in percent)



1.7 times greater than the number of indi�

viduals entering that age group. By 2016,

the number of young people between the

ages of 17 and 19 will decrease from 6.7

million to 3.8 million. In healthcare, the

ageing of the population will lead to a

greater emphasis on providing health care

for the elderly. 

The incidence of various diseases also

has a gender bias. Analysis of medical

examinations of Moscow schoolchildren

shows that boys are examined much more

frequently than girls. The reason for this is

very simple: compulsory military service.

However, this bias in favour of boys is

clearly unjustified, since 75% of girl high�

school graduates are found to suffer from

chronic illnesses, which helps to explain

why the incidence of disease among adult

women is greater than among adult men.

Women seek medical assistance more often

than men (25% more often on average) and

they are hospitalised 15% more often than

men. Women have special medical needs

connected with their reproductive func�

tion, although men are more subject than

women to heart and vascular diseases, can�

cers of certain organs, violence, traumas,

suicide and work�related illnesses. It is

interesting to note that the majority of

medical personnel are women. 

According to official statistics, the

number of women alcoholics increased

from 37 to 39 per 100,000 women over the

period 1990—1999 and the total number of

women alcoholics in 1999 was 29,800. The

relative share of women in the total number

of alcoholics has greatly increased over the

last decade. Specialists note that alco�

holism among women is more difficult to

treat than among men. This is partly due to

the fact that society has a much more

severe and intolerant attitude towards

women alcoholics, so that the latter try to

hide their condition and only seek assis�

tance when the condition is far advanced,

if at all. Drug addiction among women fol�

lows a similar pattern, and it grew more

than five�fold over the period 1993—1999.

Consumption of beer has greatly

increased in Russia: sales have grown by a

factor of 2.1 over the last 10 years. The

drink is particularly popular among ado�

lescents and young people, including

girls, and this is largely due to commer�

cials, which popularise a certain type of

behaviour. However, there are no warn�

ings in school textbooks and other books

for children and adolescents about the

effect of alcohol on reproductive health.

Television also remains silent on this

topic. 

Study of the causes and effects of

domestic violence has great relevance in

Russia, and understanding of what deserves

to be classified as domestic violence differs

among gender groups. However, a survey

conducted in Russia as part of the

UNIFEM “Life without Violence”

Regional Information Campaign found

that 92% of respondents recognised the

existence of domestic violence and recog�

nised that its most negative effect is the

harm, which it causes to women's health:

psychological harm (87.2%), physical

harm (74.1%) and reproductive harm

(34.8%). It is interesting that more men

than women take the view that a woman

who has been a victim of domestic violence

will be unable to have a child (47% and

31%, respectively).7

A gender�based approach to healthcare

may be very useful in determining the

objectives of public health policies.

Unsatisfactory levels of female health are

linked to the relatively heavier biological

and social burdens of women, who have

most of the responsibility for continuation

of the species and must often bear this

responsibility in difficult social conditions.

Society must therefore help women and

find the necessary technologies to encour�

age women to put a high value on their own

health. First steps in this direction have

already been taken: in 2002, the draft of an

official document entitled “The Social

Status of Men and Women in Russian

Society: A Gender Strategy of the Russian

Federation” was presented for delibera�

tion. If adopted, this document should

determine state gender policy in Russia for

a long time to come.
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BOX 5.1

Gender differences in healthcare are differences between men and women with
respect to health indicators, availability and quality of medical assistance, effect of
prophylactic campaigns, lifestyle and attitude towards health resulting from socio�
economic conditions and the ethnic, cultural and historical traditions of a society.

Source: N.S. Grigorieva and T.V. Chubarova, The Gender Approach to Healthcare. Moscow,
2001 (in Russian).
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There are many different approaches to

defining health, but a much-cited defini-

tion is that of the WHO, according to

which health is a positive concept,

including not only physiological well-

being, but also social and personal capac-

ities. Such a definition recognises the

complex influence of biological and

social factors on human health and ill-

ness. Nevertheless, practice shows that

the so-called “medical” approach to

health is far from having been overcome

in Russia, and state institutions are very

conservative in this regard. Mother and

child health, and general health, require

an interdisciplinary approach with partic-

ipation of specialists from different fields

and, above all, interaction between the

social and medical domains, implying

logistical and financial co-operation

between healthcare institutions and social

services. This does not take place in prac-

tice in Russia. Federal targeted programs

for improving mother and child health

resolve isolated healthcare problems but

are inadequate for changing the situation

as a whole or for ensuring steady positive

improvement.

The mechanisms that are used for

implementing healthcare reform in Russia

make it impossible for ordinary people to

play an active part in the changes. 

The different situations of men and

women in society, differences in their way

of life, and the need for public policies that

maintain or change gender roles show the

need for gender analysis in the field of

healthcare. Such analysis has not yet been

made mandatory for public health reviews

in the Russian Federation, even though, as

pointed out by the WHO, “the considera-

tion of gender aspects in conducting

research programs and initiatives is one of

the best long-term approaches to make

healthcare and prevention strategies more

target-oriented and efficient”.8
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BOX

Education in Russia in 2002: The Results of an Experiment to Introduce a Common State Examination and
Registered Government Bonds

The 2000 and 2001 Human Development Reports for the Russian
Federation gave detailed consideration to the government's
“Conception for Modernising Russian Education up to 2010” and
main trends in reform of state education. For this reason, the
present Human Development Report does not contain a separate
chapter on education, and preliminary results of education reform
are presented in this Box.

In 2002 previous strategic decisions on education reform
were worked out and made more specific. Decree #2866 of the
Ministry of Education, dated 23rd July 2002, contains a plan of
action in 2002—2004 for implementing the government's
Conception. This document contains two sets of measures with
the following aims:

I. Respect of state guarantees on access to quality educa�
tion.

II. Raising the quality of general and vocational education.

Measures towards the first aim are as follows:
• to draft recommendations defining competencies of edu�

cation management bodies and social services in provid�
ing targeted social assistance to schoolchildren and col�
lege students who are from low�income families, or have
disabilities, or who are orphans or children without
parental custody, for covering expenses for housing,
food, medical care, summer recreation and health
resorts, textbooks, etc.;

• to draft recommendations for postponing military
service for graduates of higher and secondary voca�
tional establishments who majored in education in
order to allow them to work full�time as teachers, edu�
cators and vocational masters in state�registered gen�
eral educational establishments, children's homes,
boarding schools and primary vocational establish�
ments; 

• to raise the accessibility of pre�school education; to cre�
ate a system of guarantees for the payment of educa�
tional services in pre�school establishments at the
state's expense, to maintain and expand their resource

base at the founder's expense, and to fund the upkeep
of children at their parents' expense with the support of
targeted social assistance programs for low�income
families;

• to create cultural educational centres, manufacturing
training centres and medical centres at educational
establishments (especially in rural areas);

• to provide special conditions for children with health
problems at schools;

• to study and generalise the results of an experiment to
create a Common State Examination (CSE); to draft man�
agerial decisions for developing the CSE on the basis of
the results of the experiment at each stage of its imple�
mentation and to monitor public opinion; and to increase
the number of constituent members (regions) of the
Russian Federation participating in the experiment to 75
(out of total 89) by the year 2004.

Measures for achievement of the second aim are focused on
modernising education:

• to introduce specialised curriculum programs in senior
high schools; to reduce the burden on students of gener�
al educational establishments and to improve the prepa�
ration of schoolchildren entering the system of vocation�
al education; and to carry out relevant measures such as
drafting concepts for a new model school and developing
textbooks for such a school;

• to raise the health of schoolchildren and inmates of chil�
dren's homes and to develop and implement the sub�
program “Physical Education and Improvement of the
Health of Children, Adolescents and Young People in the
Russian Federation”;

• to provide public support for innovative educational
establishments serving as platforms for the modernisa�
tion of education;

• to conduct structural and institutional reforms of voca�
tional education, to optimise the network of vocational
establishments, to develop different models for inte�

Table 5.3
Results of the Experiment to Introduce a Common State Examination

Indicator 2001 2002 2003
(projected)

Number of constituent members of the Russian Federation participating in the Common State
Examination (CSE)

5 16 49

Number of graduating high�school students participating in the CSE 30 300 715

Percentage share of graduating high�school students participating in the CSE (in the total num�
ber of graduating students)

2 23 58

Number of higher educational establishments participating in the CSE experiment 16 117 245

Number of schools participating in the CSE 7,849 18,581

Number of CSE Collection Centres 2,027 3,940

Number of CSE Primary Processing Centres 289 532
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grating primary and secondary as well as vocational
and higher education and to establish university com�
plexes. 

Experimental introduction of a Common State Examination
(CSE) was expanded in 2002, bringing 16 Russian regions into the
experiment (cf. Table 5.3).

The goals of the CSE are
• to make vocational education more accessible;
• to develop a system for more objective evaluation of

high�school graduates and ensure equal conditions for
entering higher and vocational educational establish�
ments;

• to assure a smooth transition between general and voca�
tional education;

• to achieve equivalence of marks on state certificates
attesting completion of general secondary education;

• to assure state quality control of general education
through an independent and more objective assessment
of the standard of high�school graduates.

For purposes of legal regulation of the experiment and in
accordance with Government Decree #222 “On Participation of
Secondary Vocational Educational Establishments in the
Experiment to Introduce a Common State Examination”, dated 5th
April 2002, the Ministry of Education approved a series of regula�
tions entitled “On Conducting the Common State Examination”
(Injunction #1306, dated 9th April 2002).

These regulations define procedures for certifying graduates
of general educational establishments and for conducting
entrance examinations and accepting students to vocational and
higher educational establishments in the constituent members
(regions) of the Russian Federation in which the experiment is
being held. The CSE is meant to combine the certification of
graduates of general educational establishments, on the one
hand, and entrance examinations to vocational and higher edu�
cational establishments, on the other. The CSE is recognised by
general educational establishments as a high�school certification
examination and by vocational and higher educational establish�
ments as an entrance examination. CSE student examination
papers are assessed with the help of points (on a hundred�point
scale) and marks (on a scale of five). High�school students who
pass the CSE receive (a) a general secondary education certifi�
cate and (b) a report with their CSE results, which is valid until
31st December of the same year. If a student decides to post�
pone entering a higher educational establishment, he will have to
take the CSE again in the year in which he intends to begin his
higher studies. A state examination committee is created in each
constituent member of the Russian Federation for holding the
CSE and make�up of the committees is approved by the Russian
Ministry of Education.

Last year, a new mechanism of financing higher educational
establishments using so�called registered government bonds
(RFBs) was also tested. The declared targets of the bond system
are:

(1) to make the system of state support for higher education
more flexible and consequently more available to different cate�
gories of high�school graduates;

(2) to make use of funds allocated to the higher education
system more efficient by making higher education establishments
function on a competitive basis and by making the flow of finances
more transparent.

Under Decree #6 “On Conducting an Experiment in 2002—
2003 to Finance Selected Higher Vocational Educational

Establishments with the Help of Registered Government
Bonds”, dated 14th January 2002, the Russian Government
approved conditions and procedures for conducting this exper�
iment in 2002—2003. These regulations stipulate that the
experiment to finance higher educational establishments using
RGBs is implemented together with the experiment to introduce
the CSE. It defines the RGB as a “proof of the results of the
Common State Examination taken by the individual with a note
that attests the category of the bond that will serve as a basis
for the allocation of federal funds to a higher educational estab�
lishment to cover tuition costs of the individual during the entire
course of studies in accordance with state educational stan�
dards.” For those individuals who did not take the CSE (gradu�
ates of previous years, graduates of educational establish�
ments that did not participate in the experiment, etc.) or who
took it in a field, which differs from the specialisation of a given
higher educational establishment, state examination commit�
tees that administer the CSE will organise tests that correspond
to the form and content of the CSE.

The list of higher educational establishments participating in
the transition to RGB�financing was approved by Decree #1013 of
the Minister of Education, dated 25th March 2002, and includes
six higher educational establishments in three constituent mem�
bers of the Russian Federation:

• Mari�El State Technical University;
• Mari�El State Pedagogical Institute;
• Mari�El State University;
• Chuvash State University;
• Chuvash State Pedagogical University;
• Yakut State University.

The higher educational establishments in the Mari�El and
Chuvash Republics had previously participated in the CSE experi�
ment.

It should be said that the list of selected higher educational
establishments did not include private higher educational estab�
lishments and affiliates in the Mari�El and Chuvash Republics of
state higher educational establishments, whose centres are locat�
ed elsewhere. Moreover, departmental higher educational estab�
lishments refused to participate in the RGB experiment, which
made the latter's participants less representative of the total pool
of establishments in the selected regions.

Higher educational establishments participating in the
experiment had to determine and publish the cost of tuition in
each field of study, and the precise field and form of study, no
later than three months before they started receipt of docu�
ments from potential students. These establishments had to
accept new students in all fields of study exclusively on the basis
of the RGB. The number of students whose tuition expenses
were covered entirely by RGBs without additional payments by
the students had to be at least 50% of the total number of stu�
dents in the establishment and at least 25% of the total number
of students in each field of study. If the tuition costs of a student
were not completely covered by federal funds and exceeded the
financial support of the RGB that he was awarded, he or she
must sign a contract with the higher educational establishment
for his studies and pay the difference between the tuition costs
and the amount of RGB financial support as stipulated by the
contract.

The conditions emphasise that federal funds are allocated to
higher educational establishments participating in the experiment
in accordance with the legal norms governing treasury implemen�
tation of the federal budget. Higher educational establishments
depending on executive bodies of the constituent members of the
Russian Federation and establishments depending on executive
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bodies of municipalities are financed from budgets of the con�
stituent members of the Russian Federation and municipal budg�
ets, respectively. The Ministry of Education and the Ministry of
Finance published joint Decree #1597/39n “On Adopting the

Method of Planning and Financing Federal Expenditures for
Higher Vocational Education Using Registered Government
Bonds”, dated 29th April, to enforce this financing system. Five
categories of RGBs are introduced for the period of the experi�

ment, corresponding to the number of points received by a stu�
dent in the CSE (cf. Table 5.4).

RGB funds cover the expenditures of higher educational
establishments for salaries, the single social tax and other running
expenses.

The RGB system gives high�school graduates the right to
receive a higher vocational education at the state's expense, but
the amount of financing depends on their CSE results and the
amount of funds allocated in the state budget for higher education
in a given year (cf. Table 5.4).

Table 5.4
Correspondence Between CSE Results, RGB Categories and Their Cost

* Approved by Decree #1,013 of the Minister of Education of the Russian Federation of 25th March 2002.

RGB Category Number of Points Received on the CSE RGB Financing* (in roubles)

Category 1 more than 80–100 14,500

Category 2 more than 68–80 7,500

Category 3 more than 52–68 3,900

Category 4 more than 43–52 2,800

Category 5 more than 35–43 1,200

Table 5.5
Distribution of First�Year Students at Higher Educational Establishments Participating 

in the Experiment, according to RGB Category 

RGB Category First�Year Students (in %) Graduating High�School Students Taking the CSE (in %)

Category 1 2 8

Category 2 38 9

Category 3 37 34

Category 4 11 25

Category 5 5 17

No Category 1 13

The six higher educational establishments participating in
the experiment received applications from 35,000 high�school
graduates, of which they accepted more than 14,300 for first�
year studies during the 2002/2003 academic year, and 8,400 of
these students (58% of the total) were accepted on the basis of
RGBs.

The distribution of first�year students participating in the
experiment according to RGB category is shown in Table 5.5.

Our analysis of the main trends of state education reform in
2002 shows that state education management bodies are keen to

begin practical development of experimental pilot programs for
reform of general and vocational education. Such an attitude will
help adaptation of the educational system to market conditions,
but state structures need to react much more quickly and to adjust
and elaborate reform strategy where needed.

Prof. I.A. Rozhdestvenskaya, Dr.Sc. (Economics), 
Leading Researcher and Programme Coordinator 
“Reform of the Education System” at the National 

Training Foundation of Employees
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Chapter 6

The State and Human Development in
Russian Regions
Increasing regional disparities across

Russia in the standard of living, the state of

the labour market, accessibility of basic

services and their financing, are a result of

the growth of economic inequality during

the transition period. One of the crucial

tasks for the State is creation of equal

opportunities for human development in

the constituent members of the Russian

Federation. However, this must be done

judiciously, to avoid stunting development

of strong donor regions. The task clearly

requires a choice of priorities as well as the

development of effective mechanisms for

redistributing resources.

At the end of the 1990s, the process of

political centralisation was followed by

increased concentration of economic

resources at the centre. The federal govern�

ment tried to simplify matters by first cen�

tralising resources and then redistributing

them in order to overcome the contradic�

tions, which had arisen between different

budgetary levels. It is still too early to pass

judgement on social effects of this policy,

but preliminary results are already appar�

ent and they are mixed.

Redistribution of State Resources

The centralisation of financial resources

was accompanied by a marked growth of

redistribution: while federal support to

other levels of government accounted for

9.3% of federal spending in 1999, it

increased to 18.5% in 2001 and the amount

of aid more than doubled in 2001 (a growth

of 125%). The share of federal financial aid

in consolidated regional budgets also prac�

tically doubled in 2001 (it grew from 10%

to 18%). In addition to an increase in the

amount of redistribution, the redistribution

scheme became much more complicated.

A number of new funds were set up along�

side the Fund for Federal Support to

Regions, which has existed since 1994.

These are the Fund for Targeted Aid to

Highly Subsidised Regions, the Compen�

sation Fund for Financing Benefits for

Children and the Disabled, and the Fund

for Co�Financing Social Expenditures,

which reimburses expenditures on salary

increases and housing subsidies. As a

result, children's allowances were paid in

full in 2001, although regional payouts to

the disabled were only 30—40% reim�

bursed. Nevertheless, the social orientation

of the redistribution is clear.

Although the federal government has

concentrated fiscal revenues in its own

hands, it has also began to redistribute a lot

more. For this reason, the share of sub�

national (regional and local) budgets in the

expenditures of the consolidated state

budget has not changed (cf. Figure 6.1).

However, centralisation of fiscal powers

has also meant centralisation of decision�

making and reduction of the fiscal autono�

my of regions. In addition, acting legisla�

tion has reduced the number of regional

and local taxes: up to 90% of taxes are cat�

egorised by law as federal taxes, while the

nature of the payment base and the rates of

70% of fiscal revenues are determined by

the federal government. The so�called

regional taxes (whose payment bases and

rates are determined to a greater or lesser

degree by regional or local governments)

cover less than 40% of regional government

spending and a mere 13% of local budget

spending.1

The large disparities between econom�

ic development levels of regions undoubt�

edly require equalisation of budget

resources through redistribution. Regions

in eastern Russia are among those, which

have received a considerable amount of

federal aid in previous years. In 2000,

Siberian and Far�Eastern regions provided

21% of federal fiscal revenues, but their

share of federal financial aid was almost

40%. The list of 24 constituent members of

the Russian Federation, in which federal

financial aid outweighed total fiscal rev�

enues supplied by the regions to the feder�

al budget, includes 14 Siberian and Far�

Eastern regions.2 The financial aid to these

regions was often several times higher (or
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tasks for the State 

is creation of equal

opportunities for

human development

in the constituent

members of the

Russian Federation.

However, this must

be done judiciously,

to avoid stunting

development 

of strong donor

regions



even dozens of times higher) than their

contribution to the federal budget.

In 2001, the role of the centre grew

even more, as can be seen from a compari�

son of regional expenditures and federal

financial aid. 71 of the 88 subjects of the

Russian Federation (Chechnya not includ�

ed) received transfers from the Fund for

Federal Support to Regions; in 20 regions,

transfers and other forms of financial aid

accounted for more than 50% of their

budgets. The latter include almost all

Northern Caucasian republics, the Kalmyk

and the Tyva Republics, Altai Territory,

most of the underdeveloped autonomous

districts in the eastern part of the country,

and it is notable that only three of them are

“Russian” regions (the Amur and Bryansk

Regions and Altai Territory).

However, despite the increasing amount

of interregional redistribution (which

amounted to 18.5% of federal revenues in

2001), the policy of equalisation had a

smaller effect in 2002 than in previous

years (cf. Table 6.1).

There are many arguments in favour of

centralisation: the necessity of concentrat�

ing resources in the centre for reforming

the tax system, lowering the fiscal burden

and reducing inefficient spending of

regional and local governments,3 which

take advantage of the lack of control from

nascent civil society in Russian regions. Yet

there are also many reasons for caution

about the centralisation process, particu�

larly after the federal government's deci�

sion to increase salaries in the public sector

by 1.89 times, which placed a burden on

regional and local governments estimated

at 1.1% of GDP.4 The result was massive

salary payment delays in the overwhelming

majority of regions in 2002 due to lack of

regional and local resources. In several

cases, municipal authorities were faced

with the choice of either paying higher

salaries to public workers or investing in the

upkeep of municipal and housing infra�

structure. This crisis situation had to be

overcome by additional federal funding.

Such policy encourages a dependent and

passive attitude on the part of regional and

local governments, particularly as regards

implementation of social programs.

An optimal balance needs to be found

between control from the centre and fiscal

autonomy for regions and municipalities.

Without such a balance, regional and local

authorities lose their incentive to improve

conditions for economic growth and

implement sound social policies.

The federal government is aware of this

problem. Federative and municipal

reforms of the distribution of powers and

financial resources between different levels

of government are being prepared under

the direction of Dmitry Kozak, the deputy

head of the Russian Presidential Admini�

stration. However, the transition to a more

complex system of separation of powers

and redistribution of resources between

different levels of government (federal,

regional and local) has now been post�

poned until 2005—2007.
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Figure 6.1. Share of Consolidated Regional Budgets in the State
Budgetary System (%)

Table 6.1
Equalisation of Budget Incomes Per Capita of the Constituent

Members of the Russian Federation

* Adjusted for the cost of living. The deflator used is the regional budgetary expenditure index
employed by the Ministry of Finances of the Russian Federation for calculating transfers.
Source: OECD Economic Surveys 2001—2002, p. 166.

Year 1998 1999 2000 2001

Fractional Proportion of the Per Capita Income of the Ten Wealthiest Constituent
Members of the Russian Federation to the Per Capita Income of the Ten Poorest
Members

Before Transfers 13.1 15.8 22.7 17.6

After Transfers 5.3 5.7 6.5 4.8

Ratio of the Real Per Capita Income of the Ten Poorest Members of the Russian
Federation to the National Average*

Before Transfers 0.09 0.07 0.06 0.11

After Transfers 0.23 0.33 0.48 0.65



Social Spending at Different Levels 
of Government

As explained in the 1998 and 2000 Human

Development Reports for Russia, regional

and (particularly) local budgets carry the

main burden of social spending, including

provision of municipal and housing servic�

es. The share of social spending in local

budgets is 79%. Upkeep of municipal and

housing services, which takes almost a

quarter of total local spending, is a particu�

larly arduous task due to delays in reform of

this sector. 

Federal government participation in

social spending has grown in recent years.

The share of social spending in the feder�

al budget itself increased from 12.8% to

15.2% thanks to growth of real budget rev�

enues by almost one�and�a�half times

over the period 1999—2001. The distribu�

tion of spending responsibilities has stayed

mostly the same, with sub�federal govern�

ment still answerable for financing of

healthcare and education. But financing

of these sectors has been largely trans�

ferred from the municipal level to the

regional level. Regional government is

also playing an increasing role in other

social spending.

The make�up of consolidated regional

and local government budgets shows limit�

ed financial room for manoeuvre to

increase investments in human develop�

ment. In the Tyva Republic (one of the

most backward constituent members of

the Russian Federation), social expendi�

tures are already nearly 70% of the budget

(cf. Table 6.3). But even in the poorest

constituent members of the Russian

Federation, the expenditure pattern partly

depends on the regional government's pol�

icy, which is not always very efficient. For

example, despite the extremely low level of

social development in the Republic of

Ingushetia, the republican government

used 21% of its revenues for supporting

industry, building and agriculture in 2001,

i.e., it essentially used state resources to

finance the economy. In Moscow, the

principal budgetary spending item remains

municipal and housing services. To an

extent that is natural since these services

are a huge issue in any large city, but the

spending bias is also the result of delays in

reform of the municipal and housing sec�

tor. The region with the largest resources

at its disposal is the major oil and gas�

extracting Khanty�Mansian Autonomous

District. It uses part of these resources for

social needs, which has resulted in above�

average growth of many social indicators

in the region.

Per capita social spending differs by a

factor of almost seven among consolidated

regional budgets, even when adjusted for

the cost of living.5 In the Republic of

Ingushetia, the per capita figure is below

60% of the national average, in the

Khanty�Mansian Autonomous District it

is four times higher than the average, and

in Moscow, social budgetary spending per

capita (adjusted for the cost of living) is

35% higher than the average (down from

51% in 1999). Federal centralisation has

forced the city authorities to reduce rela�

tive social advantages of Muscovites com�

pared with other Russians. This equalisa�

tion is fair in many ways, given that

Moscow has the best labour market condi�

tions and the highest salaries in the coun�

try. But reduction in the level of benefits

and income supplements is felt most by

socially vulnerable sections of the Moscow

population, since the city (like the rest of

the country) still lacks a targeted social

protection system.

The share of social budgetary spending

per capita is justifiably higher in north�

eastern regions, which have unfavourable

natural and climatic conditions and a con�
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Table 6.2
Share of Budgets of Various Levels in Social Spending 

Sources: Russian Ministry of Finances; 2000 Human Development Report for the Russian
Federation

Percentage of
GDP

Percentage Share
of Regional and

Local Spending in
Total Spending

Percentage Share
of Local Spending
in Total SpendingFederal

Spending
Regional
and Local 
Spending

2001 2001 1998 2001 1998 2001

Social Services (total) 2.3 6.0 83 73 56 42

including:

Education 0.6 2.6 87 81 66 57

Healthcare 0.3 1.8 91 88 53 45

Social Policy 1.2 1.2 44 48 20 17

Public Utilities 0.0 2.6 100 100 72 62



siderably higher cost of living (cf. Map B.1

in Addendum B). Nevertheless, the most

serious social problems are in Russia's

southern border regions, particularly in

the least developed republics and auto�

nomous districts. They have a low level of

social budgetary spending despite the fact

that the state redistributes a considerable

part of its budgetary resources to these

regions. Insufficient levels of own budget

income and federal financing, as well as

inefficient spending patterns, make it dif�

ficult to significantly improve human

development conditions in the poorest

regions at present.

The Role of the State in Equalising
Regional Disparities in Incomes and
Employment

The impact of centralisation in reducing

regional disparities in incomes and em�

ployment has been limited. This is shown

by changes in per capita incomes over the

period 1999—2001. Calculations show that

the five regions with the highest per capita

incomes differed from the five regions with

the lowest per capita incomes (adjusted for

the cost of living) by a factor of 5.7 in 2000

and 5.4 in 2001. The economic advantages

of “strong” regions lead to increasing gaps

in regional development, and so far fiscal

equalisation has only been able to slow

down the growth of disparities in incomes

between the most developed members of

the Russian Federation (Moscow and

export regions with highest earning levels)

and the least developed republics and

autonomous districts.

We can get a more complete picture by

comparing regions of different types

according to the changes in real per capita

cash incomes over the period 1999—2001

(cf. Figure 6.2). The most rapid growth of

real per capita incomes took place in the

leading oil exporting regions, while per

capita incomes in other export regions

grew more slowly. A group of poorly devel�

oped regions (all the republics in the

southern part of European Russia and in

southern Siberia, most autonomous dis�

tricts and a few of the least developed

Russian regions) benefited from the cen�

tralisation of budgetary policy since the

main source of income of most people in

these regions was state salaries and social

transfers. Territories and regions in south�

ern Russian experienced the biggest

growth of incomes at the beginning of the

economic recovery that followed the crisis

(late 1999 and 2000), while incomes grew

more slowly in traditional industrial

regions that produce import substituting

goods. The Russian Far East continued to

be the worst off (not counting various

autonomous districts and the Jewish

Autonomous Region, where more than

half of budget revenues came from federal

transfers). Personal incomes in the Far

East have lagged further and further

behind the national average.

The state of regional labour markets

markedly improved during 2001, and overall

unemployment declined in 64 regions (out
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Table 6.3
Budgetary Spending Structure in Regions with the Highest and Lowest Human Development Indices

(2001; in %)

Consolidated Regional and Local
Budgetary Spending

City of Moscow Khanty�Mansian
Autonomous

District

Republic of
Ingushetia

Tyva Republic National Average

Education 9.3 13.9 16.0 28.8 17.5

Healthcare 9.2 10.1 13.5 18.4 12.7

Culture 2.1 1.7 1.7 3.7 2.3

Social Policy 7.8 3.8 11.0 9.3 8.0

Public Utilities 24.9 11.9 12.3 8.8 17.5

Other 46.7 58.6 45.5 31.0 42.0

Total 100 100 100 100 100

Insufficient levels 

of own budget

income and federal

financing, as well 

as inefficient 

spending patterns,

make it difficult 

to significantly

improve human

development 

conditions in the

poorest regions at

present



of total 89). However, basic disparities

remained the same: the highest unemploy�

ment rates were still observed in most of the

republics in the southern part of European

Russia (17—35% of the employable popula�

tion compared with the national average of

9%) and in ethnic territories in southern

Siberia (13—24%). Unemployment grew in

2001 in about a dozen regions with low

HDIs, including Northern Caucasian

republics (Daghestan and Ingushetia) and

parts of the Volga Federal District (the

Chuvash Republic and the Komi�Perm

Autonomous District), the Tyva Republic,

the Chita Region and the Ust�Ordynsk

Autonomous District in southern Siberia.

There was also growth of unemployment in

several export regions (the Komi Republic

and the Belgorod, Vologda and Kemerovo

Regions) as a result of deteriorating market

conditions. However, actual levels of unem�

ployment remained fairly low, although

there was a rise to 15% in the Komi

Republic. The unemployment rate in the

economically backward regions of the

Russian Far East (Magadan and Kamchatka

Regions) remained 1.5—2 times higher than

the national average.

Regional labour market disparities are

far from being overcome. They are likely to

persist in the foreseeable future, since they

cannot be solved by redistribution of budg�

et resources alone: a fundamental improve�

ment in the conditions regulating econom�

ic growth in difficult regions is needed.

Healthcare and Regional Health
Indicators

The poor health of the population is one of

the most serious problems of the transition

period, despite the fact that child and

maternal mortality rates have now dropped

below Soviet levels after peaking in the

mid�1990s. The reason for the fall in mor�

tality rates is not entirely clear: in the

analysis of health indicator trends, it is dif�

ficult to separate the influence of adaptive

mechanisms, including a fall in the birth

rate, from the contribution of the state to

the development of medical services,

which has begun to increase only in recent

years.

On the whole, health and the life

expectancy of people in Russian regions

leave a lot to be desired. The life expectan�

cy is similar to that of developing countries

(65.3 years in 2001) and ranges from 56.5

years in the Tyva Republic to 71—74 years

in Daghestan and Ingushetia. The infant

mortality rate in Russia exceeds that of

developed countries by a factor of 2—3 and

differs among Russian regions by a factor

of more than three. In the cities of Moscow

and St. Petersburg and the Leningrad and

Samara Regions, 9—11 children under one

year�old die per 1000 born, while in the

poorly developed Northern Caucasian

republics, the Tyva Republic and the

Koryak Autonomous District, the mortali�

ty rate per 1000 children under one year�

old is 30 or more. This is due to the poor

state of public medicine in the latter

regions, but it also reflects low incomes and

the traditional way of life in those regions.

Fall in mortality among children under

five years old in 1994—2000 can be attrib�

uted with more certainty to increased

social spending by the State and the

improvement of preventive care. The rate

of vaccination against tuberculosis grew

from 91% to 96% over the period 1995—

2000, from 78% to 96% against diphtheria,

from 85% to 97% against measles, and

from 77% to 97% against poliomyelitis.

However, substantial differences in acces�

sibility and quality of medical care mean

that the mortality rate for children

between the ages of one and four is twice

higher in rural areas than in urban areas,

while child mortality is 2.5—3.5 times

greater in relatively non�urbanised regions

than in Moscow and St. Petersburg. The
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Figure 6.2. Trends in Cash Incomes in Different Types of Regions 
in 1999—2001



differences between child mortality rates

in urban and rural areas have grown over

the transition period.

Maternal mortality rates fell by a third

over the period 1997—2000, but there are

still problem regions with consistently high

maternal mortality (notably the poorly

developed republics and autonomous dis�

tricts of the Far East and Siberia). In

European Russia, the mortality rate is

lower for objective reasons: better natural

and climatic conditions and a higher den�

sity of population and urban settlements,

which means that medical establishments

are more accessible. The quality of medical

care is not decisive for maternal mortality

rates: Moscow and St. Petersburg with

their well�developed health services have

rates that are close to the national average

since women's health in those cities is neg�

atively affected by environmental pollution

and psychological stress.

Despite the positive trends in child and

maternal mortality rates, the incidence of

social diseases continues to grow. The

Russian healthcare system was ill prepared

for the sharp rise in incidence of

HIV/AIDS, which reached epidemic pro�

portions by the end of the 1990s and which

was closely connected with increase in the

number of drug addicts. The number of

individuals infected with HIV/AIDS is par�

ticularly high in Moscow and St.

Petersburg, in the Leningrad, Sverdlovsk

and Samara Regions, and in the Khanty�

Mansian Autonomous District, i.e., in

exporting regions and cities with high per�

sonal income levels (cf. Table A.1 in

Addendum A). In the cities of Norilsk and

Togliatti, up to one percent of the popula�

tion was infected in 2002. AIDS is becoming

a disease of young people living in the most

urbanised and wealthiest parts of Russia.

However, the experience of Moscow shows

that spread of the disease can be contained. 

Comparison between state spending on

healthcare and health indicators shows no

direct relation (cf. Table 6.4). One reason

for this is the extremely low per capita

financing of healthcare by regional govern�

ments: the annual national average is 1,100

roubles per person. Secondly, a substantial

part of financing is spent on upkeep of

infrastructure (up to 50% of expenditures

in the Far East, where climatic conditions

are particularly severe, and 30—45% in

other regions). The public health systems

of north�eastern regions receive more state

funds than those of the Northern

Caucasian republics and the autonomous

districts of southern Siberia, but people's

state of health is equally bad in all poorly

developed regions (and in some others).

Regional differences continue to be condi�

tioned by natural and climatic conditions,

the standard of living, and varied levels of

modernity in people's lifestyle.

Overall, the role of the State in

improvement of public health is clearly

inadequate. Positive changes in child and

maternal mortality rates are due to a

decline in the birth rate as well as to

improvements in the economic situation;

the incidence of social diseases continues

to grow; regional differences in public

health remain virtually unchanged; and per

capita financing of healthcare is minute in

almost all regions and particularly in those

regions where health problems are greatest.

Human Development Index

Regional disparities can be measured using

the human development index (HDI), cal�

culated for different regions using data of

the State Committee of the Russian

Federation on Statistics for 2000 (cf. Table

6.5). The index matched the level of devel�

oped countries (above 0.800) in only three

Russian regions (Moscow, the major oil�

extracting Tyumen Region, and Tatarstan,

the most economically developed republic

in the Russian Federation). The human

development index for Moscow (0.864) was

close to that for Slovenia and higher than

those for the Czech Republic and Hungary.

The regions with the lowest indices included

the poorly developed republics and

autonomous districts of Siberia and the

Russian Far East. The Tyva Republic had

the lowest HDI, close to that for Nicaragua

and Gabon, due to the republic's poverty

and extremely low life expectancy. Due to

the huge gap between the top few regions

and the rest, HDI exceeded the national

average in only 12 regions — this is the

smallest figure since these measurements

began to be made five years ago. Still, almost

half of Russian regions have approximately

equal HDIs that are slightly below average.

HDIs in 13 members of the Russian

Federation are below the world average.
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Calculation of regional indices using

stable methodology (cf. Addendum C)

shows that the gap between regions with

highest and lowest HDIs has increased over

four years. This is mainly due to increase of

economic inequality between regions. In

2000, two members of the Russian

Federation accounted for more than 28%

of total national GRP (Moscow with

21.4% and the Khanty�Mansian

Autonomous District with 7%). The

GRPs, adjusted for cost of living, of the

Tyumen Region, which includes the

Khanty�Mansian Autonomous District,

and the Tyva Republic differ by more than

14 times (cf. Figure 6.3).

The second constituent of the HDI is

the life expectancy index. It showed a

downward trend in 2002, as in 1999. The

fall in life expectancy was particularly great

in central and north�western regions, espe�

cially in St. Petersburg, and was the main

reason for the fall in their HDI. 

The third constituent of the HDI is lit�

eracy and education levels. The growing

education index continues to be the strong

point of Russia and its regions, as the com�

bined gross enrolment ratio increased in

almost all regions. It should be said, how�

ever, that the education index for Moscow

and St. Petersburg is overestimated due to

the difficulty of calculating the number of

students from other regions who attend

educational establishments in these cities.

The educational index for the Moscow and

Leningrad Regions (from which students

commute to establishments in the neigh�

bouring cities) is underestimated for the

same reason.

For the first time ever, the State

Committee of the Russian Federation on

Statistics published data on GRP of all

autonomous districts in 2000, but did not

include per capita GRP “due to incompat�

ibility of population data and the results 

of economic activity.” The main problem is
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Table 6.4
Indicators of Healthcare Financing and Public Health Levels in Selected Members 

of the Russian Federation
Constituent Members of the Russian
Federation with Different HDIs

Ratio of
Regional

Healthcare
Expenditures
Per Capita*

to the
National
Average

(in %)

Life
Expectancy

(in years)

Infant
Mortality
per 1,000
New�Born
Children

Maternal
Mortality

per 100,000
Deliveries

Incidence
of Active

Tuberculosis
per 100,000
individuals

Number
of Drug
Addicts

per 100,000
individuals

Number
of Doctors
per 10,000
individuals

National Average 100 65.3 40 90 187 47

Regions with High HDIs

City of Moscow 138 67.8 10.9 30 47 200 86

Khanty�Mansian Autonomous
District

439 67.9 10.2 26 115 585 41

Republic of Tatarstan 179 67.5 14.8 11 75 137 44

Komi Republic 163 64.6 13.0 20 89 70 38

Belgorod Region 80 67.9 13.1 16 76 25 38

Samara Region 90 64.5 10.7 23 88 518 48

Regions with Low HDIs

Tyva Republic 162 56.1 30.0 82 323 323 37

Chukotka Autonomous District 207 66.9 23.4 292 40 27 45

Republic of Ingushetia 62 74.1 33.0 – 162 49 20

Republic of Daghestan 71 70.7 18.5 10 91 115 42

Karachai�Cherkess Republic 76 68.5 29.7 66 66 172 34

*Adjusted for the cost of living.
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Table 6.5
Human Development Index for the Constituent Members of the Russian Federation (for 2000)

Constituent Members of the Russian Federation GRP Per

Capita

(PPP US$)

Income

Index

Life

Expectancy

(in years)

Life

Expectancy

Index

Combined

Gross

Enrolment

Ratio (in %)

Education

Index

HDI National

Ranking

1 2 3 4 5 6 7 8 9

Russian Federation 6,747 0.703 65.3 0.671 75.0 0.913 0.763

City of Moscow 17,279 0.860 67.8 0.714 106.8 1.019 0.864 1

Tyumen Region 25,178 0.923 66.6 0.694 72.0 0.903 0.840 2

Republic of Tatarstan 10,871 0.783 67.5 0.709 77.0 0.920 0.804 3

Republic of Bashkortostan 7,664 0.724 66.8 0.696 76.8 0.919 0.780 4

City of St. Petersburg 5,693 0.675 66.0 0.684 94.2 0.977 0.779 5

Lipetsk Region 7,886 0.729 67.0 0.699 73.2 0.907 0.779 6

Vologda Region 8,460 0.741 65.9 0.681 71.9 0.903 0.775 7

Republic of Komi 9,623 0.762 64.6 0.660 69.9 0.896 0.773 8

Tomsk Region 6,835 0.705 65.0 0.667 84.5 0.945 0.772 9

Belgorod Region 5,841 0.679 67.9 0.715 78.0 0.923 0.772 10

Samara Region 7,562 0.722 64.5 0.658 76.3 0.918 0.766 11

Murmansk Region 7,205 0.714 66.1 0.686 69.9 0.896 0.765 12

Orenburg Region 6,953 0.708 65.1 0.668 75.3 0.914 0.763 13

Republic of Sakha (Yakutia) 7,745 0.726 64.6 0.660 71.7 0.902 0.763 14

Republic of Udmurtia 6,010 0.684 66.0 0.683 74.9 0.913 0.760 15

Orlov Region 5,644 0.673 65.6 0.676 78.4 0.925 0.758 16

Perm Region 7,566 0.722 63.7 0.646 72.5 0.905 0.758 17

Krasnodar Territory 5,834 0.679 66.8 0.696 69.8 0.896 0.757 18

Republic of Mordovia 4,811 0.646 67.0 0.699 78.1 0.924 0.756 19

Chelyabinsk Region 6,331 0.692 64.8 0.663 75.0 0.913 0.756 20

Krasnoyarsk Territory 8,084 0.733 62.7 0.629 72.0 0.903 0.755 21

Yaroslavl Region 6,017 0.684 65.2 0.670 73.5 0.908 0.754 22

Khabarovsk Territory 6,205 0.689 63.4 0.640 78.1 0.924 0.751 23

Republic of Northern Ossetia 3,507 0.594 68.5 0.725 80.6 0.932 0.750 24

Republic of Kalmykia 5,443 0.667 65.6 0.677 73.0 0.907 0.750 25

Republic of Kabardino�Balkaria 4,020 0.617 68.1 0.718 75.3 0.914 0.749 26

Novosibirsk Region 4,204 0.624 66.5 0.692 80.3 0.931 0.749 27

Astrakhan Region 5,403 0.666 65.4 0.673 72.7 0.906 0.748 28

Rostov Region 4,346 0.630 66.4 0.689 78.4 0.925 0.748 29

Voronezh Region 4,276 0.627 66.6 0.693 76.8 0.919 0.746 30

Nizhny Novgorod Region 5,383 0.665 65.1 0.668 72.3 0.904 0.746 31

Volgograd Region 4,614 0.640 66.3 0.689 72.6 0.905 0.745 32

Stavropol Territory 3,979 0.615 67.8 0.714 72.5 0.905 0.744 33

Ulyanov Region 4,702 0.643 66.1 0.685 72.2 0.904 0.744 34

Sverdlovsk Region 5,675 0.674 63.9 0.649 73.4 0.908 0.744 35

Omsk Region 4,283 0.627 66.4 0.691 74.1 0.910 0.743 36

Sakhalin Region 6,506 0.697 63.9 0.649 65.3 0.881 0.742 37



Chapter 6. The State and Human Development in Russian Regions 81

Table 6.5 (continued)

Constituent Members of the Russian Federation GRP Per

Capita

(PPP US$)

Income

Index

Life

Expectancy

(in years)

Life

Expectancy

Index

Combined

Gross

Enrolment

Ratio (in %)

Education

Index

HDI National

Ranking

1 2 3 4 5 6 7 8 9

Saratov Region 4,465 0.634 65.1 0.668 77.1 0.920 0.741 38

Kursk Region 4,581 0.638 65.4 0.673 74.2 0.911 0.741 39

Arkhangelsk Region 5,741 0.676 63.6 0.643 70.1 0.897 0.739 40

Republic of Karelia 5,642 0.673 63.3 0.639 71.9 0.903 0.738 41

Ryazan Region 4,646 0.641 65.0 0.666 72.7 0.906 0.738 42

Irkutsk Region 6,284 0.691 61.9 0.615 72.7 0.906 0.737 43

Moscow Region 4,819 0.647 65.2 0.671 69.3 0.894 0.737 44

Republic of Chuvashia 3,525 0.595 66.6 0.694 76.7 0.919 0.736 45

Kirov Region 4,075 0.619 66.0 0.684 72.2 0.904 0.736 46

Tambov Region 4,402 0.632 65.4 0.674 70.8 0.899 0.735 47

Magadan Region 5,114 0.657 65.0 0.667 62.0 0.870 0.731 48

Novgorod Region 4,897 0.649 62.9 0.631 73.9 0.910 0.730 49

Republic of Adygeia 2,703 0.550 68.2 0.720 76.8 0.919 0.730 50

Kemerovo Region 5,092 0.656 62.8 0.631 71.8 0.903 0.730 51

Smolensk Region 4,998 0.653 63.5 0.642 69.3 0.894 0.730 52

Republic of Khakassia 4,580 0.638 63.8 0.647 71.9 0.903 0.729 53

Altai Territory 3,501 0.593 66.6 0.693 71.3 0.901 0.729 54

Republic of Karachaevo�Cherkessia 2,797 0.556 68.5 0.725 73.1 0.907 0.729 55

Kostroma Region 4,432 0.633 64.0 0.651 71.3 0.901 0.728 56

Tula Region 4,869 0.648 63.1 0.636 71.0 0.900 0.728 57

Kaliningrad Region 4,558 0.637 63.7 0.645 71.1 0.900 0.727 58

Primorye Territory 4,129 0.621 64.0 0.650 74.2 0.911 0.727 59

Penza Region 3,317 0.584 66.3 0.688 73.7 0.909 0.727 60

Kaluga Region 4,454 0.634 64.1 0.652 68.9 0.893 0.726 61

Vladimir Region 4,352 0.630 63.8 0.646 70.7 0.899 0.725 62

Kamchatka Region 4,407 0.632 64.2 0.653 68.1 0.890 0.725 63

Republic of Daghestan 2,016 0.501 70.7 0.761 74.1 0.910 0.724 64

Bryansk Region 3,654 0.601 64.8 0.663 72.1 0.904 0.722 65

Leningrad Region 5,687 0.674 62.9 0.632 57.6 0.855 0.720 66

Republic of Ingushetia 2,034 0.503 74.0 0.817 52.3 0.838 0.719 67

Tver Region 4,352 0.630 62.8 0.630 70.1 0.897 0.719 68

Mari�El Republic 2,989 0.567 65.0 0.666 75.5 0.915 0.716 69

Kurgan Region 3,359 0.587 64.8 0.664 69.8 0.896 0.715 70

Republic of Buryatia 3,687 0.602 63.2 0.636 71.9 0.903 0.714 71

Amur Region 3,890 0.611 63.1 0.635 67.2 0.887 0.711 72

Pskov Region 4,000 0.616 61.9 0.615 71.1 0.900 0.710 73

Altai Republic 3,184 0.578 63.2 0.637 75.3 0.914 0.710 74

Chukotka Autonomous District 3,455 0.591 66.9 0.698 52.0 0.837 0.709 75

Ivanovo Region 2,828 0.558 62.7 0.628 75.4 0.915 0.700 76

Chita Region 3,388 0.588 62.4 0.624 65.3 0.881 0.698 77

Jewish Autonomous Region 2,942 0.564 62.5 0.626 71.1 0.900 0.697 78

Tyva Republic 1,795 0.482 56.1 0.519 70.6 0.899 0.633 79



Figure 6.3. Constituent Members of the Russian Federation with
the Highest and Lowest Per Capita GRP (in 2000; in PPP US$)

that per capita GRP of the principal oil and

gas�extracting autonomous districts (the

Khanty�Mansian and the Yamalo�Nenets

Autonomous Districts, as well as the

Nenets Autonomous District, in which oil

output is rapidly increasing) is excessive

and unsuited for assessing human develop�

ment. For the purposes of comparison, one

could use the level of human development

of other autonomous districts, whose HDI

is, on the whole, representative. Map 2 in

Addendum B shows the HDI of different

regions, including autonomous districts. 

Use of the HDI is currently increasing

worldwide. The index serves for interna�

tional comparisons and as an aid to indi�

vidual countries in decision making, plan�

ning, etc. (cf. Box, p. 83). 

1 Bremya gosudarstva i ekonomicheskaya poli-

tika: liberal'naya alternativa. Ekspertny Institut

Publishers, Moscow, 2002, pp. 29—30 (in Russian).
2 Strategiya dlya Rossii: novoe osvoenie Sibiri i

Dal'nego Vostoka. Vol. 1. SVOP Publishers,

Moscow, 2001, p.53 (in Russian).
3 A.M. Lavrov and V.A. Klimanov estimate that

inefficient regional government expenditures can be

reduced by 10—12%. See Bremya gosudarstva i

ekonomicheskaya politika…, p.24. 

4 OECD Economic Surveys 2001—2002. The

Russian Federation. 
5 Social spending includes expenditures on

education, health, culture, social policy and on

housing subsidies. The adjustment for the cost of

living was calculated using the cost of a fixed set of

consumer goods and services that were selected by

the State Committee on Statistics for inter-

regional comparisons of consumer purchasing

power.

The above budgetary analyses and compar-

isons allow a number of conclusions:

— regional human development is most-

ly determined by objective factors and condi-

tions rather than the social policy of the State;

— in the last two years, fiscal policy has

been increasingly centralised and redistrib-

utive, but the price paid for this equalisa-

tion is growing;

— centralisation imposes limits on

strong regions and municipalities and makes

them less autonomous in implementing

social policy while encouraging a culture of

reliance on the State in“weak” regions;

— strengthening of federal government

has made it possible to monitor use of state

funds in regions, particularly for social

needs, which is particularly important as

regards regions that receive federal aid;

— while the State has gradually

improved its social policy relating to

the“standard” problems of a transition

economy, it has proved unready to face the

new challenges of a global society, including

the increasing incidence of AIDS and drug

addiction, which (contrary to the standard

problems) arise in large, well-developed cen-

tres and spread to the country's periphery;

— the biggest problems for social policy

are at the municipal level: rapid human devel-

opment and the emergence of civil society in

Russia are impossible without municipal

reform, distribution of responsibilities and

relevant resources between different levels of

government, and a properly implemented

policy of administrative decentralisation.

The Human Development Index is

only one of many different ways of measur-

ing social development. The UN has devel-

oped a new system of indicators called the

UN Millennium Development Goals (cf.

the Box“UN Millennium Development

Goals” in Chapter 1) for counteracting the

most serious social problems and assessing

the effectiveness of state policy in this

regard. Although it needs adjustment to

make it applicable to Russian regions, this

system of indicators is helpful in identify-

ing the most urgent regional problems and

finding ways to overcome them.

***
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BOX
Application of the Human Development Index — International Experience

While the Human Development Report as a whole plays an important role in advocating for ideas of human development and highlighting
critical concerns specific to the country context, the Human Development Index (HDI) can be a powerful tool with systematic impact through
its application in development planning processes. The spatial representation and analysis of indicators of poverty, often called poverty
mapping, is an increasingly important instrument for addressing social, economic and environmental problems with limited budgets. No
longer the sole domain of economists and social scientists, poverty maps are now being used widely by policymakers and by civil society. 

The HDI provides data that can be mapped and utilised in a similar fashion, providing a more holistic picture of human well�being to
inform decision making. Measuring human development across a number of parameters, including physical and political geography, gen�
der, urban/rural and ethnic grouping, has helped governments in many countries to target development programmes better and even to
adjust fiscal expenditures. One of the best examples of HDI application is in Brazil, where a general process of decentralisation in a large
country with significant regional variation increased the need for highly disaggregated data at all levels. 

Since 1997, UNDP Brazil, in conjunction with the Applied Economic Research Institute (IPEA) of the Ministry of Planning and the Joao
Pinheiro Foundation (MG), has produced an annual “Atlas of Human Development in Brazil”. This series of national and sub�national publi�
cations provide detailed disaggregated data for all 5,000 Brazilian municipalities and has led to the HDI becoming an accepted tool for
resource allocation by the government. 

National Level
The Atlas provides data for central government policy�making, such as the “Dawn Program”, which distributed approximately US$4 billion to sup�
port poverty eradication initiatives during the three�year period from 1998—2001, including allocation of resources to all municipalities in Brazil.

More recently, and again thanks to the influence of the Atlas, the central government has made the use of the HDI mandatory as a basis for
focusing resources, stating in its budgetary law, “when allocating funds for social programmes, priority will be given to areas with lower HDI values”.

State Level
The first report, for the state of Minas Gerais, disaggregated the HDI for all municipalities in the state. Based on these findings, the state
government introduced the “Robin Hood Law” to ensure that more tax revenues are allocated to municipalities that perform poorly against
a set of social and environmental indicators, including the HDI rankings. Through this process, approximately US$200 million a year in tax
revenues were redistributed to poor municipalities.  

Another example of the use of the HDI at the state level is in the state of Sao Paolo. In the framework of the “Social Responsibility Law,”
a new Sao Paolo Social Responsibility Index is used to reward the best performing counties. All municipalities and public service providers
(sanitation, energy, telecom) are formally required to provide data, and non�compliance is penalised. Further, at the regional level, the HDI
is used to select counties for medical supply distribution.

County Level
Under the “Alvorada Anti�Poverty Program,” the HDI is used to identify those counties most in need. Over 2,300 counties (approximate popula�
tion of 38.3 million) were selected to receive US$6.5 billion for health, sanitation, education and income generation projects to combat poverty.

In summary, the Atlas and HDI mapping has had widespread impact in Brazil. Scarce resources are now better targeted to those areas
that are in greatest need. And an increase in transparency and accountability in decision�making has generated greater public support for
the decentralisation process.  

S. Sharp, M.A. (Economics), UNDP Assistant Resident Representative in the Russian Federation
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BOX
Human Development in the Samara Region

The main targets of socio�economic policy of the Samara
regional government are real and sustainable growth of the stan�
dard and quality of living in the region, reduction of poverty
(allowing individuals to achieve a high level of consumption
through their personal incomes), and making essential social
services accessible to everyone on the basis of minimal social
standards. A strategy of economic and social development has

been drafted in the region to attain these goals. Major attention
to social issues in Samara Region was recognised by the award�
ing to Samara of first prize in the category “Best Russian Region”
at the third national contest for Russian social technology organ�
isations. 

Key standard of living indicators for Samara Region are shown
in Figure 6.5.

  

Figure 6.4. Changes in Key Indicators of the Standard of Living in Samara Region in 2001 and 2002
(January—September)

Standard of living indicators for Samara Region remain
among the highest in the Volga Federal District and in Russia as a
whole. In January�September 2002 Samara Region ranked first in
the Volga Federal District measured by average monthly cash
income, consumer expenditures per capita, and the average
monthly salary per employed individual.

Investment in human development is a priority target of
regional social policy. Over the last 10 years, the share of expen�
ditures on education, culture, health and the social sphere was
over 40% of total expenditures of the consolidated regional budg�
et. In January—September 2002, about 12.8 billion roubles were
invested in the social sector (including expenditures on capital
construction), representing 42.2% of total resources of the con�
solidated regional budget (the figure for the corresponding period
of 2001 was 39.9%). 18.1% of this amount was spent on educa�
tion, 10.7% on health and physical education, and 11.3% on
social policy measures.

Seventeen comprehensive target programs and sets of social
and cultural measures were implemented at regional budget
expense for furthering human development. Their total cost was
658.5 million roubles, which represents a spending increase of
16.5% from 2001. The target programs address such problems as
prevention of HIV infection, treatment and rehabilitation of drug
addicts, countering crime, medical, social and professional reha�

bilitation of the disabled and the creation of a living environment
suited to their needs, and improvements at poorly equipped rural
schools.

However, human development in Samara, as elsewhere in
Russia, is hindered by rapid income stratification of society. In
2002, the ratio of incomes of the wealthiest 10% to the poorest
10% of people was 19/1.

The task of making the minimum wage approach the cost of
living has been addressed by regional tripartite agreements
adopted since 1997 between the regional government, the feder�
ation of labour unions and the employers' union. In 2002 wage
disparities between different sectors diminished: the average
monthly salary differential between industry and agriculture was
3.8 (as opposed to 4 in 2001) and 4.9 between the oil�extraction
industry and light industry (as opposed to 6 in 2001). Those
employed in cultural and arts organisations benefited from 25%
salary supplements and 150 regional stipends, financed from the
regional budget. The social and labour situation in industry, agri�
culture (collective and individual farms) and the social sphere
(health and education) were subject to continuous monitoring in
2002 in order to keep track of salary trends and assist administra�
tive decision�making. 

More than 450,000 people receive different types of assis�
tance in Samara Region and 277 million roubles from the regional
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budget were used to implement social assistance measures in
2002. At present, 90% of resources allocated from the regional
budget for implementing these measures are distributed through
a system of targeted social assistance. Retirement pension pre�
miums are given to individuals who have performed outstanding
services to the state or society or whose contributions or profes�
sional merits have fostered regional development. 

A system of allowances is being introduced (to replace the for�
mer system of benefits and a single social allowance) and the Region
has developed and implemented a “social passport” for regional res�
idents. The number of people with incomes below the subsistence
level has begun to fall: in the period January—December 2002, the
share of such people was 30.5% of the total population, down from
35.8% during the first quarter of the same year.

The Samara regional government is developing partnership
ties with municipalities, business circles and non�government
organisations on the basis of agreements and comprehensive
joint targeted programs. The regional targeted program
“Development of Village Culture”, which will be implemented in
2003—2005, is an example of such co�operation. Municipalities
will co�finance about 40% of program costs. 

One priority of the regional government priorities is to co�
operate with integrated business groups, which are active in the
region, in order to keep and create jobs, and industrial and tech�
nological potential, as well as developing fiscal revenues and the
social sphere. One form of partnership is joint implementation of
programs for development of the territories where such groups
operate and where their workers live. For example, the oil compa�
ny Yukos has supported creation of the Samara Regional Centre of
the Internet Education Federation, which trains school teachers in
the use of modern internet technologies. There is also a project to
launch “Yukos classes” which would provide professional educa�
tion for students in the upper classes of high�schools in areas
where Yukos has operations. Another pilot project is entitled
“Creation of Model Public Libraries in Villages.”

Many technical assistance projects are being implemented in
Samara Region as part of international programs. Over the last
five years, more than 40 EU TACIS projects have been implement�
ed. They include, in the social protection field, such projects as
“Promoting the Development of Healthcare Services,”
“Developing a System for Providing Social Assistance to
Vulnerable Sections of Society,” and “DELFI: The Interaction of
Labour Markets and Education”. Since 1993, the Samara regional
government has co�operated with the UK's Office for International
Development, which is currently involved in work with the dis�
abled, counteracting the spread of tuberculosis and HIV, and reg�
ulation of social conflicts. The joint project “Developing a System
for the Regulation of Social Disputes”, funded by the UK Office for
International Development aims to create a regional system for
out�of�court regulation of social disputes. The Samara regional
government has also worked with the British Executive Service
Overseas (BESO) to create a hospice with 20 beds in the Kinel�
Cherkassk District of Samara Region in 2001.

An important factor in effective development of civil society in
the region has been co�operation with non�profit organisations.
This has included involvement of the “third sector” in regional fairs
for social and cultural projects. The aim is to bring together cre�
ative, logistic, technical and financial resources and to promote
dialogue and partnership between state structures, business and
civil institutions. In 2000—2002, 29 social and cultural projects
selected at Volga Federal District Fairs were implemented in
Samara Region. They used 7.46 million roubles from the grant
funds of federal district fairs, and more than 3 million roubles of
co�financing were assigned by Samara regional government at
the order of the regional governor. At the third Volga Federal
District Fair, “Togliatti�2002”, Samara Region received first prize
(out of the 15 regions in the Volga Federal District) for the largest
number of regional organisations selected in the contest. In 2003,
another 16 projects for resolution of concrete social problems of
the region will receive financing of 7.88 million roubles.
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BOX
State Support for Municipal Government Reform

Improvement of the basic organisation and functioning of munici�
palities and definition of their role and place in the structure of
government are priority tasks in building of the new Russian State.
Municipal government is closest to people and, in the final analy�
sis, assures stability and democracy of the entire system of gov�
ernment. Poor functioning of municipal government has a nega�
tive effect throughout society.

Study of the emergence of municipal government in Russia
over the past decade shows that the fundamental right of citizens to
resolve local problems themselves has not been implemented on a
national scale. The current model of municipal government, based
on the federal law “On the general principles of the organisation of
municipal government in the Russian Federation” (1995) gives
much room for manoeuvre in the forms and methods of organisa�
tion of municipal government, but has proved incapable of assuring
financial independence of municipal government in the exercise of
its functions and has not provided a framework for development of
relations between different budgetary levels. Without this, the con�
stitutional independence of municipal government is impossible,
and the entire system of government suffers as a result.

Practical application of the federal law has brought to light a
number of problems, which include poorly defined powers of
municipalities, vague territorial structure of municipal government,
inadequacy of resources to match responsibilities, and lack of a
concrete framework for interaction between municipalities and
other state bodies.

Russia therefore needs an in�depth reform of the municipal
government system, and such reform can only be really effective if
combined with reform of the entire system of government in the
country. The first stage of this reform was the recognition in 2001—
2002 that municipal government is an integral part of the system of
government and affirmation of the principle of subsidiary responsi�
bility of each level of government (federal, regional and local) for
the execution of powers conferred on it by the Russian Constitution
and federal law.

The purpose of improving municipal government is to make
resolution of local issues in the competence of municipalities more
efficient. The key tasks are to reform the system of municipal gov�
ernment, to make the powers of municipalities of each type corre�
spond to their role and place in the system of government and the
national economy, to optimise territorial boundaries of municipali�
ties, to improve the municipal government structure, to ensure that

financial and material resources at the disposal of municipalities
correspond to the functions they exercise, and to make manage�
ment of municipal property more efficient.

In accordance with the “Conception of the Division of Powers
between the Federal Government, the Governments of the
Constituent Members of the Russian Federation and Municipal
Government”, proposals were drafted for amending the federal
laws “On the general principles of organisation of representative
(legislative) and executive government bodies of constituent mem�
bers of the Russian Federation” and “On the general principles of
organisation of municipal government in the Russian Federation.”
The volume of necessary amendments and addenda to the exist�
ing federal law “On the general principles of the organisation of
municipal government in the Russian Federation” proved to be so
great that a new version of the law will need to be adopted. The goal
of the different proposals is to remove hindrances to the effective
functioning of the system of municipal government in Russia, to
encourage its development and to bring it into conformity with the
Constitution.

The proposed system for organisation and action of municipal
government should serve to bring such government closer to the
people. The reform will also mean that a municipal level of govern�
ment will exist everywhere in Russia. 

Improvement of local finances and growth of budget revenues
at all levels are key aims of municipal government reform, which
should stabilise funding of municipalities, secure long�term
sources of revenue, increase motivation of municipal government
bodies to develop their own revenue base, expand participation of
ordinary people in municipal government, and enhance responsi�
bility of elected officials for their decisions.

Drafting of the new version of the federal law “On the general
principles of organisation of municipal government in the Russian
Federation”, which was finally submitted to the Duma by the
Russian President at the end of 2002 drew a lot of public attention.
Once the law is adopted, its implementation will also require the
active participation of Russian citizens, non�government organisa�
tions and state bodies.

S.N. Miroshnikov, Ph.D. (Physics and Mathematics), 
Senior Lecturer, Deputy Chief of the Local Governance

Department at the Ministry of Economic 
Development and Trade
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Chapter 7

Modernisation of the State Apparatus

Democratisation of the State
Apparatus 

By the end of the 1990s, Russian society

was almost unanimous about the need for

strong government.1 This represented a

major reversal of the sentiments that had

prevailed during the preceding three

decades. From the 1970s to the 1990s, the

economy and other spheres of society were

liberated from party and state control, at

first gradually and surreptitiously, and then

sharply and radically. The decline and fall

of the Soviet regime allowed the emergence

of new institutions, but the spontaneous

development of market mechanisms large�

ly outpaced the formation of a democratic

law�based state. The imbalance between

freedom and the rule of law, entrepreneur�

ial initiative and stimuli for creating public

benefits, increasing inequality and social

policy designed to integrate society became

a serious hindrance to human development

and economic growth.

Weakening of the State is typical of rev�

olutionary periods. The economic aspect

of this is not so much a shrinkage of the

public sector, i.e., of resources belonging to

the State (although this may well happen,

too), as growing inability of the State to

exert a sustainable influence on this sector

and on economic and social processes as a

whole. Post�Soviet Russia witnessed the

emergence of a “crumbly” public sector. It

often covered the costs incurred by the pri�

vate sector; it did not have the means to

fulfil all of its responsibilities; and it was

subject to uncoordinated and contradicto�

ry administration, which focused on the

interests of its own management and failed

to register impulses emanating from broad

sections of the population.2

Formal reduction of state activities

(privatisation, deregulation, cut�backs in

state expenditures) and their formal growth

(re�nationalisation, increased regulation,

aggrandised budget) are both unable to

protect against a “crumbly” public sector.

The important thing is to determine who

should act in the name of the State and

how they should act. Naturally, the issue is

not personal qualities of leaders and

administrators but the representation and

realisation of interests and expectations in

the framework of the political system.

Up to the end of the twentieth century,

a true separation of powers did not exist in

Russia. The state leader and his closest

associates determined the most important

legislative, executive, and even judicial

decisions. The leader exercised direct con�

trol over the strictly hierarchical state

apparatus (in fact or in popular percep�

tion). The law was a product and instru�

ment of this appointed hierarchy.

Some beginnings of a separation of

powers emerged on the local level in the

second half of the 19th century and devel�

oped to a certain extent after 1905. These

included elements of electoral, legislative

and independent judicial institutions.

However, these elements did not take root

and were easily destroyed during the Soviet

period. Separation of powers only began to

emerge anew during the last decade.

Nevertheless, the Congress of People's

Deputies of the USSR and all Russia's var�

ious parliaments (including the pre�

Revolutionary State Dumas) have primari�

ly exercised the role of interlocutors or

more or less influential opponents of the

“real power”, embodied by the leader of the

State and his government. This has nothing

in common with a full�fledged “classical”

separation of powers, in which the execu�

tive is just an instrument for implementing

the decisions of legislative power. Of course,

the interaction between politicians and

administrators everywhere in the world is

much more complex in practice.3

The situation in Russia is less due to

ambiguity concerning separation of powers

in the Constitution (which does not put

strict limits on presidential authority) than

to factual separation of powers as it has

evolved in practice. This evolution has

been inevitably marked by a cultural

stereotype that identifies power with the
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state apparatus. Recent revolutionary

reform of the legal bases of the state has

provided the preconditions and incentives

for emergence of a new political culture

and method of governance, but such

processes cannot be rapid (cf. Box 7.1).

Such a cultural and political context

has limited the effectiveness of constitu�

tional reforms. The real role played by the

executive branch in public life does not

correspond to its legal status. The adminis�

trative hierarchy is personified as “those in

charge”. The judicial system is taken to be

a constituent part of this hierarchy, and

deputies (members of legislatures) are not

expected to exercise power but only to

“petition” for ordinary people. It is no

coincidence that voters prefer oppositional

but not overly influential legislatures, while

the term “partiya vlasti” (”the party of

power”) does not refer to whichever party

has enjoyed electoral success, but the

party, which is unconditionally backed by

the government.

All of this is not simply the result of the

backwardness of voters. Mere change of

the legal rules cannot give an overnight

change of conceptual and behavioural

stereotypes, particularly in view of the con�

tinuity of executive functions and person�

nel. Public interests in Russia, including

those of the new economic elite, have tra�

ditionally been lobbied through adminis�

trative channels. The process of presenting

various interests and finding a balance

between them has been concentrated in

these “corridors of power” since before the

Soviet period. Constant repetition of this

traditional form of behaviour consolidated

the administrative apparatus as the princi�

pal embodiment of the State. This has left

the legislative branch out in the cold, since,

in proper development of the separation of

powers, the legislature should fashion a

role as the representative of public interests

and not only a legislative role.

A “model” relationship between the

legislative and executive branches can only

exist if interests are well structured in the

components of a civil society, adequately

articulated by political parties, and suffi�

ciently understandable and stable to be

represented through general elections, held

every few years. If some of these conditions

are not met, there is bound to be a

“usurpation” (willing or unwilling, mini�

mum or maximum, legal or illegal) of the

prerogatives of the legislative branch by the

executive branch, or, more generally, by the

state apparatus. Hence a power distribu�

tion, which does not correspond to the

ideal model (cf. Box 7.2).

The Russian State has traditionally

been founded on the state apparatus. Given

that real separation of powers has only

started to appear in the last decade, the

results for this short period of time are very

impressive. What is striking is not that

political parties and parliament are less

powerful than the government, but that

their influence is already to some extent

comparable with that of the government.

However, reforms to date been accompa�

nied by a general crisis in the exercise of

power as old structures lose their capacities

and new structures come into conflict with

each other. As we said above, society is now

calling for a stronger State.

What does not exist cannot be

strengthened. Therefore, the first steps

should be consolidation of the state appa�

ratus and introduction of more efficient

methods of administration. This is the

most frequent interpretation of the recent�

ly popular idea of “consolidating vertical

power”. Increase in the social status of

Russian civil servants is bound to be a part

of this, although it remains to be seen

whether this process will take place in an

orderly and transparent fashion and what

the new status of civil servants will be. 

Since the State has traditionally been

almost synonymous with the apparatus of
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BOX 7.1

The results of a comparative study show that the political sub�culture of more or less
detached “observers” is typical for Russia: 56% of people come into that category,
compared with 1—5% in Western countries. There is a distinct lack of “civil society” sub�
culture in Russia: this category takes just 3% Russians, compared with 34% of people
in the US, 21% in the UK and 9% in Mexico. However, Russian society is already suffi�
ciently evolved to have left behind archaic “parish” or “subordinate” political subcul�
tures, which claim only 14% of the population compared with 7% in the USA, 5% in the
UK and 17% in Mexico (percentages from public opinion survey results, cited in V.
Rukavishnikov, L. Halman and P. Ester, Political Cultures and Social Change. Moscow,
1998, p. 194 (in Russian)). As a value judgement, “support of democracy receives only
three�quarters or even half as many adherents in Russia as in Latin American coun�
tries…” (A.Y. Melville, Democratic Transits. MONF Publishers, Moscow, 1999, p.86 (in
Russian)). In Russia, “public opinion always personalises power and confuses its atti�
tude to state institutions with its judgements about specific politicians. In this way, gov�
ernment is virtually identified with those in power.”

Source: Y. Levada, From Opinions to Understanding: Sociological Essays 1993—2000. VTsIOM
Publishers, Moscow, 2000, p.324 (in Russian)



civil servants, will the emergence of a

stronger State weaken the system of insti�

tutional checks and balances that has aris�

en in the process of democratisation?

Russia's cultural and historical legacy will

certainly continue to pose a threat to dem�

ocratic reforms for a long time to come.

Nevertheless, an optimistic answer to the

above question is still possible. Indeed,

Russia has a chance to create a mature,

efficient and stable democratic state rela�

tively quickly if

• the State apparatus is radically

modernised;

• the modernisation keeps pace with

the consolidation of power; and 

• the strategy of modernisation is

sufficiently in tune with the inter�

ests of the state apparatus itself.

It might seem doubtful that these con�

ditions, particularly the last one, could be

met. This would be true if the state appara�

tus was unified and determined to maintain

the status quo. But the predominant role of

the state apparatus in Russia actually testi�

fies less to its real power and cohesiveness

than to the power of tradition and the rela�

tive weakness of civil society and public

politics. Most public politicians are not

currently inclined to fight for a genuine

redistribution of power or to take upon

themselves the work that is carried out by

the state apparatus (e.g., to propose alter�

native and fully worked�out alternatives to

the decisions of the state apparatus), and

the apparatus, naturally, is not making a

special effort to share its powers with any�

one else. However, this does not mean that

it finds its responsibilities easy to bear or

feels comfortable with them.

Civil Servants: Numbers, Structure
and Interests

Contrary to the prevailing view, the

number of civil servants in Russia is rela�

tively low. The percentage share of civil ser�

vants in the total number of employees is

1.8%, which is approximately half of the

figure in Japan, a third of that in Germany,

a quarter of that in the USA and UK, etc.4

Altogether there are 1.1 million employees

in state and municipal administrations, of

which only 37,000 work at the federal level

(including 29,000 staff members of the

central apparatus of federal executive bod�

ies of power). The latter, actually quite

small, group is what people usually suppose

to be an excessive  bureaucracy. The major�

ity of civil servants, including federal ones,

are scattered all over the country and per�

form ordinary and quite routine tasks.

They work in tax, treasury, statistical and

other bodies. The total number of employ�

ees in federal organs, including those work�

ing away from the centre, is 380,000.

Between 1994 and 2001, the number of

civil servants increased by 135,000 or 13.6%.

The overwhelming majority of workers in

state and municipal administrations are

employed in executive bodies of government

(980,000 individuals). However, growth in

the number of civil servants in legislative,

judicial and other state bodies has been con�

siderably faster than in the executive branch.

As a result, the percentage share of employ�

ees in the executive branch among all civil

servants decreased from 89% to 86% from

1994 to 2001.5

The majority of executive administra�

tion employees work in regional and local

government bodies, and their number is

steadily growing. Between 1994 and 2001,

the number of civil servants at the sub�fed�

eral level of executive government in�

creased by 18%, while their share in the

total body of civil servants in executive gov�

ernment rose from 57% to 62%. The num�

ber of workers at federal government level

grew rapidly in the mid�1990s and then

began to decrease in absolute terms,
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BOX 7.2

Assessment of power of main state institutions on a five�point scale (based on a rep�
resentative nation�wide sampling survey by the All�Russian Centre for Information
and Public Opinion, carried out in September 2002):

• President: 3.89
• Government: 3.27
• Governors: 3.26
• Judicial system: 2.90
• Federal Council: 2.85
• State Legislature: 2.70  
• Political parties: 2.46

Obviously, these figures give a “subjective” assessment of the influence of these
institutions of government. However, public opinion does more than reflect “objec�
tive” influence of institutions: to a large extent public opinion determines that influ�
ence, since people listen to and obey the individuals and institutions, which they per�
ceive as powerful. The influence of those institutions is increased and not simply
exercised by such interaction.



returning almost to the level of 1994 by

2001.

The bureaucracy is not a cohesive cor�

poration, and this point determines the

intrinsic dynamics of its modernisation.

Many state and municipal government

personnel, particularly in federal executive

government, have been civil servants since

Soviet times. However, this is mostly true

of “Category C personnel,” who are not

politically appointed. The make�up of

Category A personnel (ministers, chiefs of

staff, etc.) and Category B personnel

(assistants and advisers of chief administra�

tors, etc.), has changed more.

Nearly half of Category B civil servants

in executive bodies of federal government,

and more than 60% of top Category B per�

sonnel, began to work in the civil service

before the Perestroika period.6 Adding all

those who entered the civil service during

Perestroika, the preponderance of former

Soviet officials among top civil servants at

all levels of state and municipal govern�

ment is apparent.

Naturally, a certain amount of admin�

istrative experience is a prerequisite for

occupying high civil service positions.

However, this experience does not have to

be exclusively confined to the state appara�

tus and, before the 1990s, the Communist

Party and state apparatus was constantly

replenished with individuals who had pre�

viously worked in other sectors (often in

leadership positions). In the post�Soviet

period, the state apparatus ceased to appeal

to young managers, since the private sector

offered higher salaries (cf. Box 7.3). In

addition, frequent restructuring of the state

apparatus encouraged its employees to

leave, and the younger and more dynamic

among them were more successful in find�

ing jobs outside the civil service.

As salaries and conditions of state and

municipal service became less attractive,

an age gap developed among personnel. In

the central apparatus of executive bodies of

federal government individuals aged 40�49

outnumber those aged 30�39 by almost two

times; in administrations of constituent

members of the Russian Federation, this

preponderance is 1.6—1.7 times. The share

of executive�branch civil servants aged 40

or more is 78% in the central apparatus,

48% in regional departments of federal

government, 62% in regional governments,

and 61% in municipal governments.

This has both advantages and disadvan�

tages. On the plus side, older employees

can offer experience and high professional�

ism, but they tend to be conservative in

their thinking and action, and may tend to

reduce new realities to the situation of the

1970—1980s. Negative aspects are least

obvious in duties, which executive power

carries out alone (inspections, sanctions,

administrative discretion), but become

manifest when administrators need to

engage in a dialogue with civil society,

interact with business or make analytical

forecasts that have to take into account the

real balance of new independent forces and

interests. Many traditionally minded civil

servants try to resolve problems by increas�

ing state control over social life and regard

direct administration of social life as a way

of consolidating the State.

There is another, less obvious aspect.

Since, In the USSR, the state and

Communist Party apparatus was not sepa�

rated in practice from the stratum of com�

pany managers, a bureaucratic caste did

not exist. Management was, of course,

quite bureaucratic on the whole, but the

bureaucracy was not as sluggish and

closed�off in Russia as in countries, which

implemented the continental European

bureaucratic model to the full. So Russian

tradition does not point to consolidation of

the State through creation of a closed

bureaucracy that would be isolated from

society and united in the protection of its

own narrow interests. Any such tendency is

a completely new threat. Where, then,

does this threat come from?

The bulk of civil servants in Russia

today consists of two quite similar yet dis�

tinct groups. The first one consists of elder�

ly administrators who have not freed them�

selves from Soviet inertia in its negative and

positive aspects. The “isolationism” which

is found among this group is more due to
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BOX 7.3

Deterioration of the competitive position of state service on the labour market can be

easily illustrated by a comparison of the average salaries in state and municipal

administration with those in the financial and banking sector (which demand similar

professional qualifications): whereas salaries in the latter sector were only 13%

greater than in the former in 1990, they were already twice as high by 2000.

The bureaucracy 

is not a cohesive 

corporation, and this

point determines 

the intrinsic 

dynamics of its 

modernisation



rejection of the new business culture than

to some corporate ethic. The second group

is made up of a later generation of civil ser�

vants, which emerged when the state appa�

ratus was competing for personnel with the

emerging private sector, which offered

much better opportunities for talented

young civil servants. So this group is char�

acterised by fairly low competitiveness and

adaptability. This is the group that has a

corporate spirit. Its members see a closed

system as offering stability, protection

against competition and transformation of

civil service into a safe haven. Naturally,

the latter point is also attractive to the older

group of civil servants, whose principal

goal is to work on until retirement. Overall

then, the corporate spirit is a defensive atti�

tude and not an aggressive one. 

The desire for stability, isolation, and

protection against competition has become

apparent in many interviews and surveys.7

The modest ambitions of such civil ser�

vants are to avoid dismissal or demotion

during restructuring of the apparatus; to

make length of service into the main factor

deciding promotions and salaries; to

require a special training for the civil serv�

ice; to create a special medical system for

civil servants; etc. 

However, this approach is not accept�

able for another group of civil servants,

admittedly small and relatively uninfluen�

tial as yet. These people came from the

world of politics, science and business and

filled a significant number of top positions

in the state apparatus during the last

decade. These officials may represent

broad public interests (if there were a real

separation of powers in Russia, many of

these young and ambitious administrators

would have preferred to go into politics

instead). Or they may represent particular

interests — a situation, which sometimes

(though not always) leads to corruption. At

any rate, these civil servants are the least

interested in stability and protection of the

corporate rights of the civil service. 

So the state apparatus is disunited, and

none of the influential groups are satisfied

with the way things stand at present. The

longing for stability is not a desire to pre�

serve the situation of the 1990s but, on the

contrary, to overcome it. In other words,

what we see is not the corporate spirit of an

established caste but the hope (in some

parts of the civil service) that such a caste

will appear. Consolidation into a caste is

impossible without the participation of the

most able top managers, but they are not

an intrinsic part of the would�be civil serv�

ice corporation (at least for the time

being). How will the situation develop

under such circumstances?

There is no reason to expect concerted

opposition to reform of the state apparatus.

The goals and actual development of

reforms will be influenced by the highly

diverse interests that are present in the

apparatus, and since there is no clearly

dominant interest, inconsistency and sen�

sitivity to weak impulses will make it hard

to maintain a clear direction. So design

and implementation of the reforms will

depend on the attitudes of its individual

participants, and public politicians and

civil society can exercise a real influence.

The most promising direction for civil

service reform is that supported by top civil

servants and aimed at improving the “tech�

nical” or “instrumental” efficiency of the

state apparatus. This means ensuring the

adequate, precise and timely performance

of instructions and procedures assigned by

superiors to their subordinates, rational use

of resources, restoration of manageability

and discipline, etc. Increase of technical

efficiency is also inseparable from anti�

corruption measures.

Corruption is mostly confined to the

lowest and middle levels of the bureaucra�

cy and usually involves violation of internal

regulations. Of course, corruption is ulti�

mately a breach of law, but the law usually

defines only a general regulatory frame�

work, whose specifics and adaptation to

actual situations depends on the decision

of some official in the administration. So

corruption is the purchase of influence over

an official, with negative effect both for the

public interest and for prerogatives of the

upper levels of the apparatus itself. 

The consolidation, which is needed for

achieving technical and functional effi�

ciency of the state apparatus, is not tanta�

mount to the defence of corporate interests

(i.e., the interests of the “average” civil ser�

vant). The point is to overcome erosion of

the civil service hierarchy, which has made

citizens and business dependent on the

diverging wills and interests of officials at

various levels. In the same way, strengthen�
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ing of vertical power does not only refer to

relations between federal, regional and

local government but also to the function�

ing of the state apparatus at every level.

Such strengthening is a necessary but

not sufficient condition for increasing the

functional efficiency of government,

which, in turn, is a necessary but not suffi�

cient condition for the State as a whole to

function properly.8 The latter goal also

depends on relations between the branches

of government, on the one hand, and

between the government and various social

forces, on the other. Such relations cannot

be altered quickly by mere political will.

Nevertheless, reform of the state appara�

tus, to ensure its technical efficiency, is a

key precondition for broader positive

changes.

Components of Reform

From Fragmentation to Unity
By the end of the 1990s, the state apparatus

had disintegrated into isolated local

“teams.”9 The need to overcome this state

of affairs was one of the main points of the

first annual address by President Vladimir

Putin to the Russian Federal Assembly.

Putin indicated that federal executive bod�

ies would play a leading role in solving the

problem (cf. Box 7.4). 

Changes were made to federative rela�

tions in order to consolidate vertical power.

Legislation of constituent members of the

Russian Federation was brought into

accordance with federal legislation, enti�

tlement for membership of the Council of

the Federation (the upper house of parlia�

ment) was changed, and a new State

Council of the Russian Federation was cre�

ated. The main innovation in the state

apparatus itself was designation of plenipo�

tentiary representatives of the Russian

President in seven federal districts, into

which the country was divided, and a num�

ber of important new measures in the bills

“On introducing addenda and amend�

ments to the federal law 'On the general

principles of the organisation of legislative

(representative) and executive bodies of

government in the constituent members of

the Russian Federation,” “On the general

principles of the organisation of municipal

government in the Russian Federation,”

“On the public service system in the

Russian Federation,” and “On the civil

service system in the Russian Federation.”

The designation of plenipotentiary rep�

resentatives of the President evoked a

broad and contradictory public response,

but their real place in the system of govern�

ment is not always well understood. They

belong to the Administration of the

President of the Russian Federation,

whose function is to ensure implementa�

tion of the decisions of the President of the

Russian Federation and his consultative

bodies. This apparently technical role

acquires content from the constitutional

powers of the President of the Russian

Federation, and the President's powers

reflect the situation in Russia, where the

separation of powers (both horizontal and

vertical) is only just coming into being, and

the balance between them and concrete

mechanisms of interaction between them

are only being developed.

The Constitution of the Russian

Federation stipulates that “state power in

the Russian Federation is exercised on the

basis of the separation of powers into leg�

islative, executive and judicial branches,”

which function independently (Article 10).

However, the Constitution also stipulates

that the President of the Russian

Federation, who does not belong to any of

the branches of government, determines

the general directions of domestic and for�

eign policy (Article 80). The broad powers

of the President derive from this article.10

On the one hand, the powers of the

President in the legislative domain are

comparable to those of the chambers of the

Federal Assembly of the Russian Fede�

ration, and, on the other hand, the

President has all the essential attributes of

the head of the executive branch (including
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BOX 7.4

"We have woken up to the fact that a hesitating government and a weak state make
economic and other reforms useless… We have created only "islands" of power but
have failed to connect them with reliable bridges… The vacuum of power has result�
ed in private corporations and clans taking over state functions… The motive force
behind our policies should be federal executive bodies of government, which are
capable of initiative and responsibility… But the federal government can do nothing
if it does not work harmoniously with regional and local government… The task, in
essence, is to bring together all the resources of the state in order to implement a
unified development strategy for the country."

Source: Address of the President of the Russian Federation to the Federal Assembly, 8th July 2000
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the right to preside at government meet�

ings).11 It should be said that, in the 1990s,

unprecedented powers were at times neces�

sary to prevent the disintegration of gov�

ernment (although there were also many

cases of abuse of such authority).

Insofar as the tasks that are incumbent

upon the President by law have a territorial

constituent, they are carried out with the

help of the plenipotentiary representatives.

Such tasks include approving appoint�

ments in the territorial departments of fed�

eral executive bodies, endorsing candidates

for state honours, resolving problems con�

nected with the operation of law�enforce�

ment agencies, and, above all, exercising

control functions. It is no coincidence that

federal inspectors are key figures in the

offices of the plenipotentiary representa�

tives of the President of the Russian

Federation. Lately, the scope of control has

increased, and it is carried out more rapid�

ly (particularly monitoring of the process

of bringing regional legislation into con�

formity with federal law).

Inevitably, the integrating role of the

President (and consequently his Admi�

nistration) in the Russian system of gov�

ernment uses mechanisms that reflect the

factual imbalance between branches of

government as well as between its bureau�

cratic and political components. Con�

sultations, and the mutual comparison and

adjustment of expectations and intentions,

have a special importance, because inter�

ests are mainly represented and co�ordi�

nated through the state apparatus. People

often underestimate the importance of

such consultations for relations between

departments on a single level and between

bureaucratic structures at different levels

(federal, regional and local). In the

process of the consolidation of power, the

need for such comparisons and adjust�

ments, particularly “from below”, has

greatly increased. 

It is clear in this connection that the

plenipotentiary representatives of the

President of the Russian Federation have

more to do than their official responsibili�

ties would suggest. In addition to engaging

in consultations, they also have roles in

inter�regional co�operation, financing of

development programs, etc. This has an

integrative effect, mainly on the structures

of the state apparatus itself.

As we have already pointed out, consol�

idation of the state and municipal apparatus

is to a substantial extent part of the wider

reform of federative relations in Russia.

This point is not only to eliminate legal dis�

crepancies or determine the “relation of

forces” between different state bodies. The

main task is to overcome two fundamental

defects in the “vertical” separation of pow�

ers that arose in the 1990s. Firstly, distribu�

tion of rights and responsibilities in matters

subject to joint jurisdiction of federal,

regional and local authorities is vague.

Secondly, there is a wide discrepancy

between the fiscal capacity of regions and

their formal rights and responsibilities with

regard to citizens and institutions. These

interrelated phenomena have made it possi�

ble to conduct populist policies by making

decisions without specifying the authority

that would implement them.

These phenomena tend to block legal

and public exercise of power and to rein�

force the power of the administrative appa�

ratus, mainly by encouraging internal

“trading” between parts of the apparatus

over resources and responsibilities.

Therefore reform of federative relations

will have a great influence on modernisa�

tion of the state apparatus. 

The reform bills also include a number

of important clarifications concerning

relations between executive bodies. The

clearer the separation of powers, the

greater the need for such regulations. They

define, among other things, the participa�

tion of regional administrations in drafting

of federal bills on matters subject to joint

jurisdiction as well as legality and mecha�

nisms for transfer of certain federal powers

to regional government. They also define

situations, in which federal government

can temporarily assume certain regional

powers, including creation of a temporary

financial administration in a region with a

large fiscal debt. Analogous measures gov�

erning relations between regional govern�

ment and municipal (local) government

are also envisaged.

Another important development is cre�

ation of administrative courts. Such courts

are envisaged in Article 118 of the Russian

Constitution along with constitutional,

civil and criminal courts. The function of

administrative courts is to hear cases

against wrongful decisions of government,
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such measures introduced by a government

department or legislation introduced by a

constituent members of the Russian

Federation, which are claimed to violate

the rights of citizens or federal law.

Administrative courts have not been set up

to date, leaving citizens and institutions

less well defended against arbitrary acts of

the state apparatus. The existing procedure

of appealing to other courts, all the way up

to the Constitutional Court, is extremely

cumbersome, so the judicial branch has

been incapable of resisting arbitrary behav�

iour by government.

Administrative courts are thus being set

up for the first time in Russia. It is impor�

tant that their geographical jurisdictions

(21 in number) do not coincide with the

geography of the constituent members of

the Russian Federation. That increases

optimism that the new courts will be gen�

uinely independent from the regional and

local administrative apparatus.

Civil Service Reform
In August 2001, the President of the

Russian Federation signed the “Con�

ception of Public Service Reform in the

Russian Federation.” Its stated objectives

include a major increase in the efficiency

of public servants for development of civil

society and consolidation of the State, and

creation of an integrated civil service sys�

tem with due regard to historical, cultural,

ethnic and other specific features of the

Russian Federation. 

The point of the word “integrated” is

that uniform principles should be devel�

oped for organisation of civil, military and

law�enforcement services at the federal

and regional level. Citizens should have

equal access to public service careers,

requirements for public servants should be

standardised, there should be openness,

administrative subordination, etc.

Installing uniform conditions across the

public service is not an easy task. In partic�

ular, military service is exclusively federal,

while most civil servants work at the level of

constituent members of the Russian

Federation. And civil service at the region�

al level is at least as hard to compare with

civil service at the municipal level as with

military service.

This leads to a number of problems,

one example of which is retirement pen�

sions. There is a complex system of retire�

ment pensions for military servicemen,

which draws on the resources of the feder�

al budget. Theoretically, it would not be

difficult to include federal civil servants in

this system. However, inclusion of regional

civil servants in this system would require

the federal government to finance directly

a considerable part of the expenditures of

governments of the constituent members of

the Russian Federation. Leaving aside the

practical aspects of this, the Russian

Constitution gives the federal government

responsibility only for the federal civil serv�

ice, while civil servants of constituent

members of the Federation are not includ�

ed in matters subject to joint jurisdiction

and therefore fall in the exclusive jurisdic�

tion of the constituent members. On the

other hand, full separation of pension

arrangements for federal and regional pub�

lic servants in each region would necessar�

ily be inefficient, because civil servants

(unlike military personnel) often move

from federal to regional positions and vice�

versa. 

The best solution from a practical point

of view would be to pay retirement pen�

sions to federal, regional and municipal

civil servants from a single fund, which

would be financed by the corresponding

levels of government. But that means that

real unification of pension guarantees for

civil servants is only achievable by some

distancing from the system of pensions for

military personnel. The choice is between

that and greater integration with the mili�

tary pension system, entailing loss of pen�

sion uniformity between different levels of

the civil service and overall economic inef�

ficiency. 

This shows that integrity of public serv�

ice in a democratic federative state cannot

be based only on principles of formal unity,

good order, and comparability. What is

crucial is not a fixed state of the system, but

a dynamic, which allow the state apparatus

to react flexibly and effectively to particular

demands of society. The system of promo�

tions and salaries in public service are

another criterion of how well this is being

achieved.

Two distinct approaches came to the

fore when reform drafting began. Accord�

ing to one of these, a state employee should

have a guarantee of being able to serve until
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retirement with periodic increases in salary,

position, and rank, unless he is guilty of

grave misconduct. According to such an

approach, the organisation of open con�

tests for vacant positions (including

municipal positions, and jobs in state

enterprises and agencies) would be an

infringement of the rights of civil servants

who occupy positions just below the vacan�

cy, and introduction of salary gradation

based on the complexity and productivity

of jobs would be unfair to those who have

longer service records. The other, diamet�

rically opposed, approach is that position

and salary should not be a remuneration

for length of service, but a recognition of

specific competitive achievement.

The documents defining paths for pub�

lic service reform contain numerous com�

promise formulae on the mechanisms to be

used, but they fortunately allow for experi�

mental development of these mechanisms.

Thus, the “Program of Public Service

Reform in the Russian Federation (2003—

2005)”, which was approved by the Russian

President in autumn 2002, includes a num�

ber of experiments and pilot projects for

organising contests and certification exams

for civil servants, remunerating service,

assessing its efficiency, introducing detailed

service regulations, etc. In other words, it

proposes to develop and compare different

mechanisms on the basis of their effective�

ness instead of making an a priori choice.
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Reform of the state administration in

Russia is happening at a time when the

legal preconditions for division of powers

are mainly already in place but actual func-

tioning of the State is proving slow to

change. This reflects the centuries-old tra-

dition of the prevalence of executive power

and its apparatus over other branches of

government and civil society. The future

development of the Russian State is largely

dependent on the implementation and

immediate results of administrative reform.

Many different outcomes are possible,

from erosion of lawful, democratic norms

to establishment of a stable and efficient

law-governed state, where the administra-

tion plays an instrumental role.

Consolidation and strengthening of the

State is impossible without raising of the

social status of public servants and greater

attention to organisation of their functions.

The question is whether this will be accom-

panied by further isolation of the state

apparatus from society, or by their mutual

integration and positive interaction with

emphasis on the needs of society and a

crossover of management practice between

state administration and other sectors.

Public service is currently going

through a personnel crisis. Its main corps

consists to a large extent of elderly former-

Soviet officials. Irrespective of their faults

or merits, this group will inevitably disap-

pear in the next 10 years. The nature of the

future corps of civil servants remains

unclear, particularly since young officials

are very diverse in their background, inter-

ests and motivation. In view of these fac-

tors, reform is particularly urgent, but the

state apparatus contains elements, who

could put a brake on progressive changes as

well as elements, who are capable of speed-

ing them up.

The keynote of reforms at their current

stage is ensuring unity of the state appara-

tus. This goal is stated, for example, in the

bills “On public service in the Russian

Federation” and “On the civil service sys-

tem in the Russian Federation” as well as

in a series of implemented or proposed

measures for vertical separation of powers

between bodies of government. There is

also emphasis on efficiency improvements.

Under present circumstances in Russia,

reform aimed at increasing efficiency must

involve greater flexibility in organisation

and remuneration of work, greater open-

ness in hiring policy, greater transparency

and a stronger correlation between changes

in the style of work and changes in mecha-

nisms of financing. So the choice in favour

of efficiency has essentially forced a choice

in favour of managerial, rather than caste

organisation of public service. 

***
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BOX
The State Apparatus in the Russian Federation: Current Situation, Problems, and Directions of Reform

At the start of 2000 the State and public service in Russia faced a
number external, internal and technical problems. Externally, rela�
tions between the state apparatus and civil society were marred by
lack of transparency, absence of legal and organisational control
by civil society over decisions and their implementation, increas�
ing corruption and abusive practices among public servants, and
slowness and red tape in the work of the apparatus. The state
apparatus had proved unable to manage crises, including recur�
rent power supply problems, non�payment of salaries in the pub�
lic sector, and reduction of state regulation in many sectors of the
economy, etc. Political, economic and social tension in various
regions, due to these failures, had the effect of undermining the
prestige of government and alienating society. 

The internal problems of the state apparatus were no less
serious. Incompetence of the apparatus was hindering develop�
ment of free enterprise and investments in the economy as the
public sector retreated. The habit of administrators to think exclu�
sively in terms of their own department and the absence of public
service regulations led to irresponsibility and selective implemen�
tation of decisions. Public service discipline slackened, since
nothing had replaced the former mechanisms of Communist Party
control. An inconsistent hiring policy in the public service was
aggravated by outdated systems of selection, evaluation, promo�
tion, training and re�training. No system basing advancement on
professional merits had been worked out and effective work
incentives were lacking. The state apparatus was failing to use
modern technologies in management of state affairs, including
information technologies (partly because they were not made
available), without which large�scale national projects were
impossible. Public administration remained conservative, hierar�
chical and closed. Finally, there was an obvious discrepancy
between the social and legal status of public servants and their
responsibilities (in particular, the level of social protection and
salaries was unsatisfactory).

There were discrepancies and gaps in the rules governing
public service. Existing legislation offered no integrated frame�
work for public service, since the federal law from 1995 “On the
foundations of public service in the Russian Federation” applied
almost exclusively to the civil service, reflected a temporary state
of affairs, and conflicted with other federal laws and acts adopted
after 1995. 

A system for managing public service at different levels of
government (federal and regional) was lacking, and mechanisms
for interaction between state and municipal service had not been
worked out.

Structure of the apparatus developed according to internal
laws, i.e., by aggrandisement and misappropriation of power, and
substitution of departmental priorities for those of the State.
Confusion in single entities of legislative functions, law�enforce�
ment functions and provision of services to the population made
matters worse (these functions should be separated in the coming
administrative reform). Personnel numbers in departments and
ministry offices grew and the chaotic creation of territorial bodies
of executive power became commonplace.

Statistical data on public employees confirm the poor state
of the service. There is a long�standing imbalance between the
number of employees in government bodies of the constituent
members of the Russian Federation, local government bodies,
and the central apparatus of federal government bodies and their
territorial departments. The total number of personnel in the
state apparatus is insufficient by the standards of countries,
where state administration is in relatively good shape, and budg�
et spending on the apparatus is also inadequate by such stan�

dards. The Russian public service also has an age problem (it is
losing its younger and even middle�aged workers), and a gener�
al problem with staff retention. Educational background of state
employees tends to be inadequate or in the wrong field. Average
salaries are low and differ greatly between various constituent
members of the Russian Federation. And there is a gender imbal�
ance among personnel. 

Attempts at resolving the problems of public service and con�
ducting systemic reforms of the state apparatus began as far back
as in 1992—1993, but no real results were achieved until the
autumn of 2000, when an organisational structure was set up on
the President's order (Order #2331) to mastermind reform of the
administration. This structure was headed by the Commission for
Reforming the Public Service in the Russian Federation, which is
presided by the Prime Minister of the Russian Federation. In the
summer of 2001 a “Conception of Reform of the Public Service
System in the Russian Federation” was submitted to the
President, who approved it on 15th August 2001 (Order #1496).
According to the Conception, the public service should be
reformed gradually and systematically on the basis of special pro�
grams (adequately financed and resourced) in conjunction with
administrative, military and judicial reforms. 

Implementation of the Conception began in the autumn of
2001 with priority tasks of drafting and presenting to the State
Legislature a bill entitled “On the public service system in the
Russian Federation” and preparing a federal presidential medium�
term program entitled “Reform of Public Service in the Russian
Federation (2003—2005).”

The draft bill was presented to the State Legislature in
November 2002 (Bill #265808�3). It defines the Russian system of
public service as consisting of three main constituents (federal
civil service, military service and law�enforcement service) and
two levels (federal state service and state service in the con�
stituent members of the Russian Federation). This bill offers a
legal basis for unifying the structure and functioning of the entire
public service system, and a unified approach for drafting laws
and normative acts on public service at federal and regional levels.
The bill defines positions in public service (divided into groups and
categories), calls for legal stipulation of qualification requirements
for state service, requires work performance assessments as part
of certification and qualification examinations, introduces a com�
petitive system for filling vacant positions, makes employment
contracts mandatory, and creates a system for movement
between different types of federal state service by defining the
equivalence of administrative, diplomatic, military and other offi�
cial grades. The bill also defines a system of management of the
public service and, for the first time, makes provisions for its fur�
ther development through implementation of federal programs for
federal public service reform and development and programs in
constituent members of the Russian Federation.

Adoption of this bill should radically alter the legislative and
organisational bases of public service, creating a new profession�
al multi�level system and helping the state apparatus to serve the
needs of society.

The medium�term presidential program, which was devel�
oped and approved by Presidential Order #1336 from 19th
November 2002, has an experimental and scientific bias, includ�
ing a system of reform management, and research projects to
support drafting of further legislation on public administration. The
program calls for redesign of all training and retraining programs
for federal public servants at all levels, and a solid resource basis
for public service. Experiments and pilot projects will only be
implemented on national level if initial limited implementation is
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successful. Countries, which modernise their state apparatus in
the 1960s and 1970s, followed similar programs.

The high priority given to the Program and the importance
placed on it by Vladimir Putin in his annual address to the Federal
Assembly suggests that it will move ahead fairly quickly. 

A further draft law “On civil service in the Russian Federation”
is being prepared for consideration by legislators and should back
up the federal law “On the public service system in the Russian
Federation.” 

There is clear movement towards reform of the state appara�
tus in 2002�2003 and an ever greater number of government bod�
ies, research and educational establishments, and groups of
experts are participating in the process. It is unfortunate, though,
that the process has received little publicity, and there has been
no concerted effort to involve the general public. Also there is a
threat that bills on public service reform that are being prepared

for the State Legislature may serve as “pawns” in the 2003—2004
election campaigns. Finally, it would be desirable for public serv�
ice reform to be carried out in conjunction with other reforms of
Russia's state structure.

We have shown why Russia, by force of circumstances, has
had to launch a reform of its state apparatus. Russia can and
should benefit from the experience of other countries, which have
carried out such modernisation. But the scale of the task in Russia
is probably unprecedented in the world and it would be fair to say
that the country is at the front line of modernisation of the state
apparatus in the 21st century. 

Prof. A.G. Barabashev, Dr.Sc. (Philosophy), 
Deputy Dean of the Public Administration Department 

at Moscow State University
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Chapter 8

Government and Business: 
Towards a New Social Contract
The model of a social contract between

business and the state that appeared in

Russia during the transition period has

exhausted its potential and no longer satis�

fies either of the parties. The essence of this

social contract was that the government

derived direct and indirect revenues from

regulation of business, i.e., regulation

became a sort of “public enterprise.” The

result was that many businesses withdrew

from every kind of public control into the

shadow economy. 

The “commercial” approach to the

regulation of business involves a system of

administrative barriers, which companies

have to overcome by paying fees. The latter

are not even bribes but various kinds of

lawful fees for registration papers, certifi�

cates, stickers, permits, licenses, expert

evaluations, etc. In most cases, the fees are

considered not to be taxes but payments for

the provision of services. Therefore, the

money goes not to the state budget but to

numerous state enterprises created by gov�

ernment inspection bodies or to “autho�

rised” private companies that are de facto

affiliated with the government. Such fees,

by their very nature, should be classified as

fiscal charges, since they are payments for

state activities, e.g., for issuing authorisa�

tion to do business. In other words, a sys�

tem of “private taxation” has developed in

addition to the already existing official fis�

cal system (cf. Box 8.1).  

These fees are added to a tax burden

that is already too heavy for many busi�

nesses to bear. Finally, confusing and con�

flicting requirements (fiscal and non�fis�

cal) create a situation, where fulfilment of

one requirement hinders fulfilment of

another (the anecdotal case, cited in the

media, is that of jewellery stores, which are

fined by the fire inspectors if they put grat�

ings on their windows and by the police if

they do not). Such absurdities force many

businesses, particularly small businesses, to

withdraw into the shadow economy.

After 2000, this situation became an

obstacle for both business and government.

The illegal status of business stops it grow�

ing, attracting investments, obtaining

loans, and entering international markets

(including stock markets). Uncertainty,

instability and a lack of confidence in the

future hamper long�term activities, e.g.,

attraction of private capital for long�term

investment projects, which are potentially

interesting to business, since the usual

profit rate in Russia is higher than else�

where. 

The system of levies on business is also

an obstacle for the State, or more precisely

for the presidential branch of power, which

wants to strengthen vertical power, but

faces the problem of medium�level govern�

ment officials who are practically inde�

pendent in their actions. It renders tradi�

tional government methods of managing

the state apparatus ineffective. 

One should not underestimate the

potential resistance to any change in this

status quo from bureaucrats, who fear los�

ing a substantial source of revenues under

conditions of very scarce budget financing,

which is inadequate to cover even basic

departmental costs. Radical change in state

regulation of business therefore requires

administrative and local government

reform. Without it, all deregulatory meas�

ures will be ineffective and face strong

resistance from the bureaucracy, as such

measures will undermine the foundations

of the current bureaucratic system.

The policy of deregulating the econo�

my, which was announced in 2000 and

which aimed at removing excessive trade

barriers, was the first step towards a new

BOX 8.1

In 2001, Professor V.L. Tambovtsev, Dr.Sc. in Economics, and his group conducted
a study of the total direct loss sustained by the Russian economy from administra�
tive barriers. The study estimated the monthly expenditures for overcoming admin�
istrative barriers in commerce and industry as being between 18 and 19 milliard rou�
bles. The monthly retail trade turnover was about 188 milliard roubles in 2000. Thus,
exactions amounted to more than 10% of the turnover. Consumer expenses result�
ing from administrative barriers were 500�550 roubles per family per month.

The illegal status 

of business stops 

it growing, attracting
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and entering 

international 

markets (including
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social contract between government and

business. The possibility of officially con�

cluding a new social contract will offer

itself in 2003 (a parliamentary election

year). It remains to be seen whether busi�

ness can put forward terms and conditions

that will be supported by the public and

accepted by the government. 

Deregulation of the Economy

First Wave of Deregulation Laws
The first three laws on deregulation of

the economy were passed in 2001. The law

“On protection of the rights of legal enti�

ties and individual entrepreneurs during

state inspections (supervisions)” came into

force immediately after its adoption in

August 2001. It was followed by the revised

law on licensing (in force since 11th

February 2002) and the revised law on the

registration of legal entities (in force since

1st July 2002). It is certainly too early to

give a final assessment of the effect of these

laws on the business climate in Russia.

However, it has been clear from the start

that three statutory acts on their own will

not bring any fundamental changes, and

this has been amply borne out by the first

attempts at applying them. 

For instance, a substantial reduction

and simplification of procedures has been

achieved in the domain of inspections. This

concerns inspection bodies such as the

Trade Inspection Office, the Sanitary and

Epidemiological Inspection, the Wheat

Inspection, the Fire Department, etc. But

the major threat to businesses comes from

structures authorised to use force, such as

the Tax Police, offices of the Ministry of the

Interior, the Federal Security Service, the

Federal Agency for Government Commu�

nication and Information, the Central

Customs Committee, etc. The three laws

do not apply to these types of institutions.

Search and investigation procedures carried

out by these institutions have not been

revised yet and currently permit practically

every kind of interference in a company's

work, including blocking of bank accounts,

the attachment of warehouses and other

property, the seizure of documents and

information — in short, complete pa�

ralysing of a company's activity.

Nevertheless, the new on licensing

does represent a major step forward. The

list of activities that are subject to licensing

has been substantially reduced, while the

procedures for obtaining licenses have

become simple and intelligible, and the

prescribed schedules are observed.

However, the problem of quasi�licensing

that is widespread at the municipal level

(various types of permits, patents, etc.) has

still to be resolved.

The situation with registration of legal

entities is mixed. Registration has not gen�

erally been a serious obstacle for even the

smallest businesses. However, the situation

differs a lot from one Russian region to

another and even within a single town

(from one tax office to another). The most

frequent problem is long lines and general

lack of organisation, due in large part to the

fact that the government decree, which

made tax inspection offices responsible for

registration procedures, was only issued a

few days before the law went into effect, so

that offices did not have enough time to

prepare. The situation was made worse by a

requirement, which forced already regis�

tered legal entities to re�register in the

autumn of 2002. Offices, which had not

managed to streamline document process�

ing, missed deadlines, and a new business

sprang up — the trade in queue places. An

objective assessment of the results will only

be possible after the transitional problems

die down. It will then become clear how

the whole system works. However, it is

already apparent that the announced prin�

ciple of “one window” (unified registration

at a single office) does not work, and com�

panies still have to register at half a dozen

different offices.

These statements are confirmed by

quantitative studies, including the second

round of administrative barrier monitoring

conducted by the Centre for Economic

and Financial Studies and Development in

autumn 2002. According to businessmen

themselves, costs due to state regulation of

the market decreased somewhat, but costs

of entering the market have remained

about the same.

Debureaucratisation was the flagship

policy of the State in 2001. Its quick and

efficient passage was due to intensive work

by the Ministry of Economic Development

and Trade and even more to constant pres�

sure from the presidential administration.
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Second Wave of Deregulation Laws
The federal law “On the bases of technical

regulation”, adopted in December 2002

and due for introduction in mid�2003, will

introduce fundamental changes in the gen�

eral system of standardisation and safety

and quality control, and will also create

new opportunities for dialogue between

government and business on development

of quality standards for products (technical

regulations), as well as various kinds of vol�

untary certification systems that are more

flexible and based on genuine responsibili�

ties towards consumers. 

Reforms in this area were long overdue,

as mandatory observance of outdated gov�

ernment standards was hampering eco�

nomic development. Obligatory certifica�

tion applied to more than 80% of products

and services but was not really capable of

guaranteeing their safety. It is actually pos�

sible to buy certificates for any kind of

product at a low price without any need for

tests. The essence of the proposed reform is

as follows:

• Obligatory requirements for prod�

ucts and services are established in

technical regulations, which are

laws or subordinate legislation

adopted according to a special pro�

cedure. Technical regulations can

be adopted only after public discus�

sion. Application for new technical

regulations to be adopted can be

initiated by any person or entity.

This allows market participants to

take part in development of obliga�

tory requirements and ensures that

the requirements are accessible for

all interested parties.

• Standards cease to be obligatory

and become recommendatory. This

means that the government has the

right to adopt a state standard in

any field, but it must stimulate its

observance through market incen�

tives (for example, the government

might hold a state procurement

competition, in which only compa�

nies that are in conformity with the

standards can participate). In addi�

tion, the introduction of recom�

mendatory standards is a strong

incentive for development of vol�

untary certification.

• The product certification system is

fundamentally transformed.

Certification will be mainly on the

basis of a declaration of conformity.

Obligatory testing will become an

exceptional approach used only for

products (and not services) and

only in cases that are be specified in

relevant technical regulations.

• The responsibility of producers is

greatly enhanced. The new law pro�

vides for product recall. Formerly,

only the antimonopoly authorities

had the right to recall a product, and

used it very rarely, since many pro�

cedural issues remained unsolved.

A draft bill offering a revised version of

the federal law “On the protection of con�

sumer rights” and a draft federal bill enti�

tled “On self�regulatory organisations”

(described in Box 8.2) are also noteworthy

among the second wave of deregulatory

measures. The revision of the consumer

rights law aims to make market partici�

pants truly responsible for their actions

instead of simply being subject to adminis�

trative regulation (this change is the

essence of the ideology of deregulation).

The law establishes a procedure for recall�

ing products and provides more detailed

requirements for consumer information,

including information on genetically mod�

ified products. It attempts to put a legisla�

tive ban on the use of pyramid schemes by

businesses in their relations with con�

sumers. Leading consumer organisations

participated in discussion of the draft,

which has been approved by all relevant

departments and submitted for assessment

by the government. 

It is unfortunate that the euphoria from

passage of some useful legislation has cre�

ated the illusion that deregulation has been

accomplished. The pace and efficiency of

interaction between government and pub�

lic interest groups participating in the

reforms has now abated.

Taxation
Work on new tax laws continued in 2002,

but most of the changes have not lessened

the difficulties faced by businesses,

despite the much�trumpeted tax reduc�

tion. The problem here is not tax rates but

determination of the taxable base, meth�
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ods used for tax accounting and book�

keeping, and the order, in which laws are

changed.

The introduction of tax accounting in

addition to book�keeping has become a

serious problem, especially for small busi�

ness. The situation involves inconvenient

submission deadlines for different tax

reports, confusing and unintelligible

forms, and heavy fines for errors. However,

an even more serious problem is the intro�

duction of backdated requirements and the

lack of instructions on how to switch from

the old method of tax assessment and pay�

ment to the new method. On the whole, it

can be said that companies' accounting

expenditures have grown considerably. The

problem is aggravated by shortage of quali�

fied accountants (especially in the regions)

who could understand and keep up with

the constantly changing requirements.

In addition, many widely publicised

“simplifications” in tax policy are applica�

ble only to a small number of companies.

For example, new amendments to the Tax

Code providing for simplified taxation of

small businesses came into force on 1st

January 2003. But they are only applicable

to companies whose annual turnover does

not exceed 10 million roubles, i.e., to very

small businesses engaged in retail trade or

the service sector, such as a retail stand or a

modest hairdresser's shop. If the company's

turnover exceeds the established limit, it

must recalculate and pay additional taxes

for the elapsed period according to the

“standard” procedure. Thus, the situation

does not stimulate growth of business and

encourages companies to conceal the part

of their turnover, which makes them subject

to the arduous procedure. Expenditures for

recalculating tax payments and filling out

new tax forms often exceed the additional

amount of taxes to be paid.

The announced “tax revolution” did

not take place. Combined with half�meas�

ures in the domain of deregulation, this has

resulted in a serious crisis of confidence on

the part of business, encouraged negative

assessments even of favourable changes,

and slowed down the legalisation of busi�

ness, especially unorganised business,

which is the weakest and most vulnerable

business sector. This has had an adverse

effect on economic and social development

of the whole country.

Dialogue Between Society, Business
and Government

The renewal of the social contract requires

negotiations between the parties and, con�

sequently, the creation of a platform, the

selection of participants, and the develop�

ment of negotiation techniques. 

The first serious attempt at this type of

dialogue took place at a civil forum in

2001, which included a “Society—Busi�

ness—Government” negotiating platform.

Some of the agreements reached at the

forum were then included in a government

decree. In particular, it was agreed that

representatives of the non�government sec�

tor (business associations, civil society

organisations, independent experts) would

be included on the State Commission for

Removal of Administrative Barriers. It was

also agreed that a public expert council for
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BOX 8.2

Self�regulatory organisations are business associations that have special rules for
their members in addition to those established by the government. They monitor
observance of the rules and apply sanctions to members who violate them.
Membership in such an organisation gives a company the right to use the organisa�
tion's collective brand�name, creating guarantees for consumers over and above
those offered by law. The package of deregulatory bills views self�regulation as fos�
tering genuine responsibility of companies for their behaviour vis�a�vis consumers
and competitors, and encourages development to a situation where companies are
licensed and monitored by their self�regulating organisation instead of by the state.

For a long time, there were two approaches to regulating this field: (a) a special
law is needed and (b) instead of a special law, amendments should be made to the
existing Civil Code and to the federal law on non�commercial organisations. After a
long discussion, the decision was taken in favour of a special law which would regu�
late the activities of self�regulatory organisations.There were proposals to provide for
self�regulating organisations by amendments to the existing Civil Code and the fed�
eral law on non�commercial organisations. But it was finally decided to draft a whole
new law on self�regulatory organisations. There were disagreements over what was
needed. Self�regulatory organisations in the financial sector, whose creation had
been required by law, insisted on obligatory membership based on the principle "one
industry �� one self�regulatory organisation". They also insisted on delegating powers
of state inspection agencies (including the right to license market participants) to
self�regulatory organisations. Self�regulatory organisations that had been estab�
lished on a voluntary basis, were mainly against these ideas. The outcome was two
separate drafts: the first for financial self�regulatory organisations and the second for
other self�regulatory organisations. This led to a further difficulty, since financial
organisations insisted on exclusive rights to the term "self�regulatory organisation",
which was unacceptable for self�regulatory organisations on the commodities mar�
ket. A special working group of representatives of various self�regulatory organisa�
tions therefore finally prepared a unified law draft.

The draft defines the characteristics of self�regulatory organisations, establishes
requirements for information, which they must provide, and governs the relationship
between these organisations and state inspection agencies. The draft has been sub�
mitted to relevant state departments for approval.
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promoting competition would be set up at

the Ministry for Antimonopoly Policy.

Unfortunately, neither of the agreements

was implemented. 

Nevertheless, negotiations continue to

be the priority means for changing the

terms of the social contract, and for mak�

ing the sides observe new rules that would

enable departure from an outmoded model

of government�business relations.

There were some important steps in

this direction in 2002. Business associa�

tions (many of which arose as participants

in the deregulation process) learnt how to

conduct an open and transparent dialogue

with the government. And the government,

having renounced a strategy based exclu�

sively on consideration of the balance of

forces between oligarchic structures and

back�room deals with them, is also devel�

oping new ways of communicating with

business. From this point of view, the

development of negotiation technologies

(launching negotiations, becoming accus�

tomed to them, and calling on an “inde�

pendent umpire” — civil society — to

monitor the dialogue) can be more impor�

tant than the direct results of the dialogue.

The principal achievement has been

institutionalisation of the negotiation

process. The mechanisms of concluding a

new social contract, which have been

developed in practice, and which involve

non�profit business associations as a nego�

tiating partner, are being incorporated in

normative acts. For example, the law on

the protection of the rights of businessmen

during inspections gives business associa�

tions and non�profit organisations the right

to file a suit on the grounds of the violation

of the rights of businessmen protected by

this law. The technical regulation legisla�

tion goes even further by prescribing public

discussion of proposed technical regula�

tions and allowing prerogatives for self�

regulating, sectoral and other business

associations. Finally, the bill on self�regu�

lating organisations gives the latter the

right to take part in adoption of regulations

in different sectors and to participate in the

drafting of all normative acts relating to the

activities of their members. These exam�

ples show how institutionalised participa�

tion of non�profit business associations is

being expanded: from the possibility of

contesting unlawful actions during inspec�

tions to advising on technical regulations

and, finally, participating in the develop�

ment of all aspects of Russia's regulative

legal base.

In addition to “vertical” negotiations

(with the State), “horizontal” negotiations

(between business associations and civil

society organisations) are also being insti�

tutionalised. While this process was spo�

radic in 2000—2001, it began to intensify

in 2002. This was largely thanks to creation

of negotiating platforms, such as the

Togliatti Dialogue, at which an annual pro�

gram of co�operation was agreed upon,

and the Presidential Human Rights

Commission, which has begun to consider

a whole range of issues relating to the rights

of businessmen.

Technical Regulations
The new law on technical regulation covers

the procedure for introducing obligatory

safety requirements, requiring public

review of such introduction. Involvement

of industry representatives in the develop�

ment of technical regulations seems to be

the optimal solution at present, since the

government lacks necessary expert

resources for a complete understanding

and adequate legislative formulation of

contemporary technical aspects of differ�

ent industries.

Development of technical regulation

began in 2002 within the context of a proj�

ect supported by the Economic Depart�

ment of the Presidential Administration.

By the time the law on technical regulation

was passed, proposals on the structure of

technical regulations had been prepared

and a large number of sectoral technical

regulations had been drafted. In addition,

most “horizontal” technical regulations,

i.e., extra�sectoral regulations that estab�

lish safety requirements irrespective of the

area of operation (for instance, fire or san�

itary safety requirements) had also been

developed. The regulations were prepared

by special working groups bringing togeth�

er government specialists and experts from

sectoral business associations, and they

stand a good chance of quick approval. 

The process has promoted self�organi�

sation by business and development of

associative skills that will enable business to

conduct a dialogue with the government.
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Self�Regulation 
As discussed above, the bill on self�regula�

tory organisations was drafted by a work�

ing group composed of representatives of

the government (more precisely, various

branches of power such as the Ministry of

Economic Development and Trade, which

is the main sponsor of the law, and both

chambers of Parliament), representatives

of business associations (which have dif�

ferent views as to the content of the law),

and civil society representatives (members

of consumer rights organisations). Encou�

ragingly, the three sides in the working

group managed to reach agreement

despite starting from diametrically oppo�

site positions.

WTO Accession
This dialogue has not yet moved into the

public domain, but the government and

leading businessmen have been in con�

clave, and disagreements remain on a

number of issues. Russia must avoid join�

ing the WTO on conditions that would be

advantageous to a certain group of busi�

nessmen at the expense of society and the

economy as a whole. In particular, it is vital

to take account of interests of small busi�

ness associations, consumer associations

and trade unions. 

Key Economic Policy Documents
At the end of 2000 independent organisa�

tions (mainly business associations)

joined in drafting of the package of dereg�

ulation laws. Independents also took part

in initial drafting of two government pro�

grams, the “Conception for Development

of Domestic Trade”, mainly prepared by

the Ministry of Economic Development

and Trade, and the “Conception of

Antimonopoly Policy”, proposed by the

Ministry of Antimonopoly Policy. Both

documents were offered for wider public

debate by representatives of the business

community and civil society organisa�

tions in 2002. So business associations

were successful in persuading government

to increase the public aspect of policy

elaboration.

The “Togliatti Dialogue”
The “Togliatti Dialogue” in November

2002 featured a series of events, includ�

ing a social projects fair, a conference of

experts, and a number of negotiation

platforms. The “Society and Business”

platform was successful in developing an

agenda and joint negotiating position of

these two parties for further dialogue

between themselves and the govern�

ment. 

Platform participants included repre�

sentatives of the most powerful civil soci�

ety network organisations, including the

International Confederation of Con�

sumer Societies, the International Socio�

Environmental Union, human rights or�

ganisations, etc. Business associations

such as the Chamber of Commerce and

Industry of the Russian Federation, the

Russian Union of Industrialists and

Entrepreneurs, the Union of Business

Organisations of Russia, etc., were also

represented. The agreements reached by

the parties were published in the platform

proceedings. It was agreed that the agen�

da for negotiations with the government

should contain the following issues: 

• development of an administrative

reform draft; 

• regulation of inspections of busi�

nesses and non�commercial organ�

isations by state organisations,

which have authorisation to use

force; 

• support for the federal bill on self�

regulatory organisations;

• a platform to discuss proposals for

deregulating government environ�

mental control;

• public examination of the pro�

posed Housing Code under the

auspices of the Presidential

Human Rights Commission to

ensure civil, social, and economic

rights (including the right to

information), with involvement of

major civil society organisations

and business associations;

• joint actions to implement retire�

ment pension reform through

development of a market for con�

tributory pension resources.

Business and civil society organisations

found a common language in the Togliatti

dialogue, inspiring hope that their agree�

ments will be effective, and offering the

government a stronger interlocutor. 
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Presidential Human Rights Commission 
The Presidential Human Rights Commis�

sion is a promising platform for dialogue,

since it specialises in economic rights of

the individual as well as pure human rights.

Composition of the Commission was

revised in the autumn of 2002, and it now

includes a few representatives of civil soci�

ety organisations specialising in economic

rights. The Commission has potential to

reconcile the interests of business and soci�

ety on economic rights issues and elaborate

joint positions for dialogue with govern�

ment. In particular, the Commission will

continue work in 2003 on implementation

of the Togliatti Agreements regarding con�

trol over government agencies that can use

force during inspections of private compa�

nies. It will also focus on housing and pub�

lic utilities reform and transition to a con�

tributory pension scheme. These issues

were emphasised at the President's meeting

with the Commission on 10th December

2002.
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Returning to the idea of renewing the

social contract between the state, society,

and business in an election year, we can

suggest some key issues that could form a

basis for talks: 

1. Deregulation should be continued

in the following directions:

• preparation and approval of

remaining measures in the sec�

ond wave of deregulation laws; 

• limiting authority of govern�

ment agencies to use force dur�

ing inspections of companies,

possibly through insertion of

provisions in the federal law

“On the protection of the rights

of legal entities and individual

entrepreneurs during state

inspections (supervisions)”;

• revising the law on registra�

tion of legal entities to correct

defects that have become

apparent during implementa�

tion; 

• overhaul of licensing regula�

tions, 

• preparing a federal law on per�

mits and approvals, which are

needed for investment projects.

This was originally supposed to

be a part of the package of

deregulation laws, but was left

out due to its complexity.

2. Potential for deregulation is limited

by shortcomings of government, so

that reform of the State is needed

for further progress. Administrative

and municipal reforms are current�

ly being drafted without public

debate, creating doubts about the

outcome. This process should be

made public and based on contract,

with involvement of business asso�

ciations and independent analytical

centres.

3. Administrative barriers distort the

competitive environment, create

inequalities between different play�

ers and form exclusive, monopolis�

tic markets that are controlled by

particular commercial groups. In

this context, deregulation repre�

sents a step towards changing the

nature of competition. Therefore,

the drafting, public discussion and

approval of new competition poli�

cies is very important.

4. Radical simplification of tax

accounting and book�keeping is

needed, and, more generally, a

realistic taxation policy that does

not hinder the growth of business.

5. The interests of business and socie�

ty coincide regarding transition to a

contributory pension scheme.

Contributory pension resources in

a market environment give citizens

the freedom of choice and open

new avenues for business. Never�

theless, pension reform is a difficult

task, not least because the state is

involved both as market regulator

and market participant. Business

and society should be involved in

development of adequate rules.

***
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6. The de facto gradual legalisation of

business should be facilitated by the

following measures:

• recognising company initia�

tives to legalise themselves

through their relationships

with consumers and share�

holders;

• stated tax rates that are equal

or nearly equal to the effective

rates; 

• non�contradictory regulations

for business;

• giving up the “presumption of

guilt” in regulation of business

(this is a crucial precondition

for constructive government�

business relations).
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Chapter 9

Environmental Protection and the
Development of Civil Society in Russia
Proper use of natural resources and devel�

opment of civil society seem at first sight to

be completely different issues. In fact, they

represent a single issue, and one of the

most important in Russia today. This chap�

ter gives a brief exposition of the problem.

It is undeniable that Russia's economy

and prospects for national revival are pred�

icated on the country's huge natural

resource potential. This will remain the

case for a long time to come. But improper

use of these resources could lead to their

depletion, degradation and pollution.

Probably not everyone could give an

accurate definition of exactly what is

meant by natural resources. The natural

resources, which immediately spring to

mind, are the raw materials that have

become market commodities. But there are

other natural resources, such as the air,

natural landscapes with their recreational

and aesthetic value, etc., which are just as

important. Hence the need for an overall

appraisal of the country's natural wealth.

Economists usually call this an appraisal of

the total value of natural resources. That is

obviously a very important approach, but it

has its limits. Natural resources are, in fact,

priceless, and any appraisal only corre�

sponds to our current understanding of the

significance of a given resource and our

current ability to evaluate it properly. Our

assessment of the value of resources will

undoubtedly change as we ourselves evolve.

The main priority should be to ensure

growth in value of natural resources and

development of environmental protection

services (cf. Box 9.1). 

Russia still lacks a civil society. It is

undoubtedly taking shape, but very slowly.

Civil society places a high value on human

life and health, and the country's future

may be said to depend on whether evolu�

tion of civil society can catch up with the

unimpeded expansion of natural resource

exploitation. This is an issue of political,

economic, social and environmental sig�

nificance. Recognition that the expanding

activities of humanity must fit into the nat�

ural limits of the environment and natural

resources is at the heart of the concept of

sustainable development, and experience

shows that no government can achieve sus�

tainable development without active

involvement of a fully�fledged civil society. 

So human and natural resources have

to become the main values of the State and

society, and Russia's future development

will depend on the degree to which value of

these resources is enhanced. Only civil

society can act as the initiator and guaran�

tor of this process.

The Situation Today

After a series of successes in environ�

ment management and environmental

protection at the beginning of the

Perestroika period, developments in recent

years show that less attention is being paid

to environmental issues. The clearest step

in this direction was abolition of a special

state environmental control body. A simple

economic model based on assuring eco�

nomic growth at the expense of natural

resources is being implemented. It might

be objected that financial resources are an

important part of sustainable development,

so the apparent contradiction between

technological progress and sustainable

development disappears. Environmental

protection will get the attention it deserves

in due time, when economic progress and

cultural growth are sufficiently advanced,

BOX 9.1

“The main target in this domain is to ensure rational non�depletive usage of natural
resources in the market economy, to reduce pressure on the environment, and to
enlist state and private funds for achievement of environmental goals. 

This requires
• introduction of a system of rent for use of natural resources,
• inclusion in economic indicators of the full cost of natural objects with due

allowance for their environmental function as well as the cost of environ�
mental protection work (services).”

Source: Order #1225�p of the Government of the Russian Federation on 31st August 2002
("Environmental Doctrine of the Russian Federation"), published in Rossiyskaya Gazeta, 176
(3,044), 18th September 2002

It is undeniable 

that Russia's 

economy and

prospects for 

national revival 

are predicated 
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huge natural

resource 

potential



so the argument goes. But the question is:

what price will Russia pay for such

patience? Such an approach is not only

cruel to both humankind and the environ�

ment — it is also economically unsound. 

Russia has a chance to avoid the mis�

takes of the West. Billions of dollars were

spent on cleaning up the Great Lakes in

the USA and Canada, and the rivers in

Western Europe. Unfortunately, the West is

not keen to share its experience with

Russia. Sustainable development needs

essential, fairly inexpensive and efficient

steps in order to improve the situation

before an environmental catastrophe takes

place and the country is forced to pay a

much greater price. Understanding of this

and general spread of environmental

awareness depends on the development of

civil society.

Ignoring the needs of environmental

protection is economically unsound in the

short as well as the long term. Dismantling

of Russia's system of environmental con�

trol has greatly reduced state revenues in

the form of payments by business for use

and pollution of the environment, and

attractiveness of investing in Russian natu�

ral resources has actually fallen instead of

growing.

Although the Russian economy is

based on natural resources, the country

does not use the resulting profits for the

development of society. Without even con�

sidering very extensive illegal usage of

resources, there is a profound contradic�

tion between the make�up of undistributed

profits in the economy, much of which

come from natural resources (labour

accounts for 5%, capital for 20% and natu�

ral resources for 75% of the total), and the

make�up of budget revenues (about 70% of

which come from payroll taxes, while nat�

ural resources only account for about

20%).1 According to experts, health prob�

lems resulting from environmental pollu�

tion in Russia cost the state 6.3% of GDP

on average.2 Despite the formal economic

upturn and increase in GDP by 9% in

2000, the index of genuine savings, which

is calculated by the World Bank and takes

environmental factors into account, was

negative, showing a drop of 13.4%.3

The only way to change the situation

and create the preconditions for sustain�

able development in Russia is to use laws to

force transition to a system of rent pay�

ments for the use of natural resources. Rent

payments at proper levels should result in

lower payroll and capital taxes. This

requires a number of political decisions

and the adoption of legislation containing

a realistic economic appraisal of natural

resources. It also calls for the introduction

of addenda and amendments to the Tax

Code and other federal laws that would co�

ordinate the scale of natural resource rent,

taxes and other charges. Revenues from

natural resource rent should be spent on

environmental protection and social needs.

To the casual observer, it may seem that

such steps would hinder incipient econom�

ic growth. The sceptics note that environ�

mental problems have lost their urgency in

many other countries, and suggest that this

is a natural cyclic development of priorities

in the world community. However, the

consequences of environmental laissez�

faire for Russia may be very different from

those in developed countries, where estab�

lished state regulation mechanisms, a

mature civil society and a certain level of

environmental awareness guarantee that

the necessary measures for environmental

protection will always be taken. By con�

trast, in Russia, ignorance of the impor�

tance of environmental protection among

government officials and the population at

large means that lack of a conscious effort

to instil awareness and force action could

lead to a catastrophe (for Russia, but also

for the world, given the tremendous impor�

tance of Russian ecosystems for the equi�

librium of the Earth's biosphere).

The Russian government and society

are both to blame for this state of affairs,

and resolute tackling of environmental

issues in Russia depends on emergence of a

stratum of responsible citizens who will

force action regardless of the political bal�

ance of forces in the country.

The Special Role of Civil Society in
Resolution of Environmental Problems
in Contemporary Russia

The role of civil structures depends on the

situation in a country at a given point in

time. In a developed democratic state

where government structures principally

express public interests, society does not

have to play a particularly overt role. This is
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evidence of civil society's strength, not its

weakness. The main role of society in such

a situation is to adjust the (mostly correct)

line of the government and to remind it of

what it forgot to do. 

The role of civil society is completely

different in a situation where key issues of

fundamental importance for the long�term

good of society are being ignored. In such a

situation, society has to do more than

“help and participate” — it has to initiate

many processes. This is the special role of

the “green” movement and the nucleus of

civil society as a whole in Russia today (cf.

Box 9.2). Civil society cannot take the

place of the government and fulfil impor�

tant state tasks by itself, but it must exert

pressure, take the initiative and help gov�

ernment structures to resolve key issues. In

the long run, these efforts should bear fruit

in the form of a well�developed mechanism

of real co�operation. When civil society

becomes strong, it no longer has to act

overtly: at that point its efforts tend to focus

on the local (municipal) level, as well as on

the activities of professional non�govern�

mental organisations which work out issues

that are of importance to all sectors of soci�

ety, both at the national and international

levels.

Indeed, non�government organisations

(NGOs) are already playing an increasing

role in attracting attention to issues of

environmental management and protec�

tion in Russia. Their initiatives, which are

possible largely thanks to the support of the

world community, include organisation of

national conferences, congresses and ref�

erenda on environmental protection and

environmental safety, elaboration by

experts of national and regional environ�

mental policy priorities, issues of environ�

mental doctrine, sustainable development,

evolution of the timber industry, develop�

ment of protected natural areas, and many

other questions. The best indication of

growing strength of the green movement

was public reaction against closure of inde�

pendent environmental protection agen�

cies and against a decision to import for�

eign nuclear waste. NGOs collected 2.5

million signatures in support of a national

referendum on these two issues. Although

the referendum demand was refused on

formal grounds, the movement undoubt�

edly focused government attention on the

need to address environmental problems,

since the  Russian President has since

ordered development of an Environmental

Doctrine.

The Russian Ministry of Natural

Resources admits that, while it can work

independently in the domain of environ�

mental management, it cannot carry out

environmental protection tasks on its own,

but relies on help from the green movement.

Representatives of the green movement sit

on councils at the Ministry of Natural

Resources and the Ministry of Atomic

Energy as well as at the Federation Council

and the Duma. They also participate in the

Inter�agency Commission of the National

Security Council of the Russian Federation

on Environmental Safety. Finally, a repre�

sentative of the green movement sits on the

Presidential Human Rights Commission.

Green movement representatives thus have

roles in most legislative and executive bodies

of government, though it has to be admitted

that they sometimes lack sufficient determi�

nation to make the government listen to

their arguments. Environmental activists

also try to work together with business struc�

tures, including the Chamber of Commerce

and Industry of the Russian Federation, the

Russian Union of Industrialists and

Entrepreneurs, and other business associa�

tions and individual companies as well as

various NGOs (human rights organisations,

consumer associations, etc.).

The aims of the non�government sec�

tor, including environmentalists, are the
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BOX 9.2
Excerpt from the Declaration of the Russian Green

Movement to the Rio+10 Summit

"We see the following long�term targets for further development of the process:
• to assure development of civil society: the new tasks in this process should

be to unify various civil sectors, including the environmental, human rights,
women's and other movements, and to promote co�operation between civil
society and business on the basis of common interests in order to assure a
favourable living environment;

• to ensure a healthy environment: further development is impossible without
healthy forests, oceans, cities and the health of all the natural phenomena,
which surround us; such is the precondition for a healthy society;

• to raise the value of natural resources both from the point of view of the
economy and of people's attitudes: special measures should be developed
in the economic, legal and cultural domains."

Source: Na puti k ustoychivomu razvitiyu Rossii (Bulletin “Towards a Sustainable Russia”), 
20, 2002
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President has
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same in Russia as in other countries: to

involve large groups of society in the reso�

lution of significant problems and to pro�

vide experts to governmental and non�gov�

ernmental organisations. These efforts

have led to the creation of an economic

and legal basis for environmental protec�

tion in Russia. Experts agree that Russian

environmental legislation is just as good as

that of other countries, while Russian envi�

ronmental standards are even stricter than

in developed countries. Unfortunately,

there is a major enforcement problem, and

that is unlikely to change until civil society

and a certain level of environmental aware�

ness emerge in Russia. Hence the urgency

of promoting environmental awareness,

and involving civil society in development

and implementation of environmental pol�

icy at both national and local levels.

Development of Civil Society

Governmental structures usually complain

about the lack of professionalism of the

non�government sector and the disorgan�

ised and non�constructive nature of its

activities and initiatives. In turn, NGOs

complain about lack of attention and sup�

port from the government.

Nobody in the Russian government

today would openly reject co�operation

with NGOs or declare that development of

civil society is unnecessary. Everyone,

including the President and his entourage,

warmly acclaim civil society and speak of

the need for real co�operation between

state institutions and the non�government

sector. Unfortunately, this is usually as far

as things go. The opinions of society are

still insufficiently heard.

Attempts to create a civil society from

above (usually justified by references to the

passivity of society after decades of social�

ism) are not likely to succeed. Instead of

producing a real civil society, they will at

best create an imitation, like that which

existed under socialism. Such a model

could not carry out the functions of civil

society and would not deceive anyone in

Russia or abroad. The only way to create a

real civil society is to encourage and sup�

port activity and initiatives from below.

This involves, for example, creating public

councils, whose recommendations should

be taken into account by state structures;

including representatives of civil structures

in government councils and commissions;

implementing joint measures and projects;

supporting NGOs and allowing them to

participate in problem solving; encourag�

ing businesses to provide such support, etc.

In addition to promoting participation

of the public at large, the development of

professional NGOs is of paramount impor�

tance. Such organisations could discover

problems and shortcomings and seek ways

of putting them right. Co�operation can to

a great extent be initiated by NGOs them�

selves, if 

• they are selective in their assess�

ment of government policy, oppos�

ing certain decisions which can

rationally be shown to be unfound�

ed and supporting others that could

make a positive contribution;

• they are able to show in practice

that they can not only criticise but

also make constructive suggestions

that are of help to government

institutions.

Such an approach will increase the

authority and influence of NGOs among

the public and among research, education�

al and state organisations, opening the way

to real co�operation. Without this, even the

best NGO projects will be regarded as mere

declarations of public opinion.

The non�government sector is bound

to include both large and relatively small

professional organisations, but they can

only fulfil their social role if they over�

come their differences and join forces for

the resolution of urgent problems.

Attempts to build civil society “quickly

and cheaply” by creating a hierarchic

structure of NGOs (resembling the state

hierarchy) are dangerous and will in fact

cause the tender plant of civil society to

wither before it blooms. The most effec�

tive form of interaction between civil soci�

ety organisations would be the formation

of temporary informal coalitions for the

resolution of specific problems. Informal

coalitions of civil society organisations

have frequently organised national envi�

ronmental congresses and conferences,

and a round table for environmental

NGOs would allow effective information

exchange between them.
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Russian NGOs are staffed, in part, by

an outflow of personnel from research,

educational and state structures, due to

financial and organisational instability of

such structures. But NGOs also act as seed

beds, providing staff for state structures.

NGOs are generally stable and not over�

dependent on the political situation and

the individuals in power. This gives them

more scope for self�expression and for

elaborating projects to implement their

ideas. 

Many NGOs travel a development path

from promoting public environmental

awareness to protecting environmental

rights, assessing the damage to human and

environmental health and making eco�

nomic assessments. Such development

brings NGOs into closer contact with other

sectors of the democratic movement,

encouraging creation of broader coalitions.

Besides their traditional activities of

drawing the public at large into the resolu�

tion of problems and exerting pressure on

state bodies, NGOs have realised the

necessity of working directly with the gov�

ernment. Even the best projects and rec�

ommendations cannot have the desired

long�term effect if they are not accepted by

the government. NGOs have to make state

institutions interested in co�operation by

showing them that if they take constructive

steps they can count on a level of expert

and public support, which they would not

otherwise receive. Government and busi�

ness representatives must understand that

co�operation with structures of civil socie�

ty is advantageous for them on local,

national and international levels. Dialogue

often fails due to a formal approach on the

part of government, and government's lack

of understanding of the specifics of NGOs

and of how to work with them. State struc�

tures must grasp (or learn from their for�

eign colleagues) that, if they spend enough

time and energy on explaining the impor�

tance and correctness of their decisions to

the public, they can count on its support,

but, if they fail to explain themselves, their

activities will meet public opposition.

Another important factor is that civil ser�

vants often find work in the non�govern�

ment sector. This is especially true in

Russia, and particularly in the domain of

environmental protection and environ�

mental management, where instability of

state structures leads to rapid turnover of

personnel, who often leave the public sec�

tor to work in NGOs or vice�versa. 

Emergence of civil society is also

helped when representatives of state and

business structures recognise that they (and

their families) are themselves members of

that society. This is particularly important

for building a model of civil society at the

local (municipal) level.

A promising direction for NGO devel�

opment would be creation of non�govern�

ment centres bringing together profession�

als and activists to help resolve key prob�

lems of environmental management,

regardless of the current situation in state

structures. They would be able to work

directly with state structures and business�

es at all levels (federal, regional and munic�

ipal) and act as a basis for the development

of a coalition with other sectors of demo�

cratic civil society.

Co�operation between the state and

civil society is an important precondition

for Russia to secure support from the world

community. The issue here is partly

humanitarian, but other countries also

recognise that environmental problems

and lack of civil society in Russia are a

threat to them as well as to Russia itself.

The experience and resources of the world

community can contribute much to devel�

opment of civil society in Russia. Inter�

national sponsors prefer to fund civil soci�

ety organisations, even when the task in

question is drafting and implementation of

joint projects between those organisations

and government and when the results are

intended for government use, because use

of funds by NGOs tends to be more trans�

parent and efficient. In this respect, co�

operation with NGOs is valuable to the

government, which receives indirect fund�

ing assistance. 

Related to this, there is an interesting

new trend in funding of projects in the

course of their implementation. Initial

pilot studies usually receive support only

from private foundations, but the studies

may win support from foreign govern�

ments or international foundations after

they show positive results. And when it

becomes clear that they can be applied in

practice, they may receive support from

the Russian budget. There have already

been examples of such project develop�
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ments in Russia (support of projects for

environmental monitoring in protected

natural areas).

It is obvious that civil society cannot

develop without support from inside the

country, and NGOs are justly reproached

for having weak roots and receiving funds

from abroad. Unfortunately, the lack of

domestic support is an objective fact, and

NGOs that are more reliant on domestic

than foreign support are currently the

exception rather than the rule. 

The onus of responsibility for changing

this situation is with the government,

which must abandon its repeated attempts

to create civil society from above and,

instead, support all such endeavours from

below. However, it is important that such

support should not be purely politically

motivated. The government should have a

genuine interest in co�operating with

NGOs in order to improve its own work,

and the task of convincing the government

that it needs to work with NGOs is largely

down to the latter themselves. The state

can also assist by creating conditions that

would encourage business to provide such

support to NGOs. In particular, it can cre�

ate favourable conditions for charity activ�

ities. As in other countries, Russian busi�

nesses should have the choice of either

placing their trust in the government and

giving it the necessary resources in the

form of taxes or managing part of these

resources themselves. This requires

increasing the civic consciousness of

Russian business as well as developing the

necessary legislative framework.
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Russian economic policy is increasingly

based on exploitation of natural resourc-

es, and the mainstay of the country's

environmental policy should therefore

be raising the value of its natural re-

sources. 

This priority, and that of democratic

development of the country as a whole,

requires all-round development of civil

society, which can be helped by pooling the

efforts of various “green” organisations

and promoting their co-operation with

other sectors of civil society, as well as pro-

moting co-operation between all the prin-

cipal sectors of society, including the state,

business and the general public.

***

1 “Pora khodit' s kozyrey” in Rossiyskaya

nauchnaya gazeta, 1, 15th January 2003.
2 S.N. Bobylev, V.N. Sidorenko, G.V. Safonov,

S.L. Avaliani, E.B. Struktova, and A.A. Golub,

Makroekonomicheskaya otsenka izderzhek dlya

zdorovya naseleniya Rossii ot zagryazneniya okru�

zhayushchey sredy. World Bank Institute and

Environmental Protection Foundation, Moscow,

2002, p.32 (in Russian).
3 The Little Green Data Book 2002. The World

Bank, 2002, p.180.
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Table А.1.
Difference in the Average Life Expectancy Between the European Union and Russia for Different Age

Groups and Causes of Death

Cause of Death Men Women

Total Age Total в Age

0–64 65
and over

0–64 65
and over

All causes 13.56 10.90 2.66 7.98 4.44 3.55

Infectious and parasitic diseases 0.54 0.54 0.00 0.12 0.15 �0.03

including: tuberculosis 0.46 0.44 0.02 0.08 0.07 0.00

Tumours 0.67 0.70 �0.03 0.11 0.32 �0.21

including: carcinomas of the stomach
and intestines

0.35 0.23 0.12 0.26 0.17 0.10

carcinomas of the trachea, bronchi
and lungs

0.27 0.23 0.03 �0.10 �0.05 �0.05

Circulatory diseases 5.61 3.02 2.59 5.45 1.46 3.99

including: ischeamic heart disease 3.09 1.73 1.36 2.50 0.59 1.91

vascular cerebral diseases 2.01 0.77 1.24 2.75 0.61 2.14

Respiratory diseases 0.61 0.62 �0.01 0.03 0.25 �0.22

Digestive diseases 0.26 0.26 �0.01 0.07 0.12 �0.05

Inborn anomalies and other causes
of perinatal death

0.63 0.64 0.00 0.51 0.51 0.00

Other diseases �0.09 0.10 �0.19 �0.19 0.20 �0.39

Accidents 4.96 4.80 0.16 1.43 1.37 0.06

including:
automobile accidents

0.17 0.16 0.00 0.09 0.08 0.01

poisoning 0.86 0.82 0.03 0.28 0.26 0.02

suicide 0.88 0.83 0.05 0.13 0.11 0.02

homicide 0.71 0.69 0.02 0.26 0.24 0.02

injuries inflicted with uncertain
intentions

0.83 0.79 0.04 0.25 0.22 0.03

Other symptoms or ambiguous 
conditions

0.38 0.22 0.15 0.45 0.05 0.40
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Table А.2.
Probability of Death (Number of Deaths per 1,000 New�Born Children) and the Average Age at Death in

the European Union and Russia According to Cause of Death

Men Women

Probability of Death Average Age at Death Probability of Death Average Age at Death

Russia EU Russia EU Russia EU Russia EU 

Infectious and parasitic
diseases

20 9 44.8 70.9 5 9 40.8 76.4

including: tuberculosis 17 1 48.5 72.2 3 1 49.6 76.5

Tumours 156 274 64.4 72.6 127 206 66.3 74.0

including: carcinomas
of the stomach
and intestines

40 47 66.4 74.0 38 40 69.5 77.0

carcinomas
of the trachea,
bronchi and lungs

48 71 64.6 71.0 9 20 68.6 71.8

Circulatory
diseases

480 399 69.2 77.4 657 468 77.3 82.3

including: ischeamic
heart disease

249 175 68.4 75.8 279 156 77.4 81.6

vascular cerebral dis�
eases

163 94 72.0 79.1 286 134 77.6 82.4

Respiratory diseases 57 103 62.5 79.3 28 88 66.3 82.1

Digestive
diseases

30 43 59.0 71.3 23 42 66.6 78.1

Inborn anomalies
and other causes
of perinatal death

14 5 1.7 8.9 11 4 2.1 11.1

Other diseases 25 85 55.8 74.7 27 110 60.7 80.1

Accidents 184 52 42.9 56.2 58 33 49.4 70.2

including:
automobile 
accidents

14 12 39.9 44.2 6 4 46.7 49.3

poisoning 29 1 45.2 44.6 9 1 49.7 58.7

suicide 37 14 44.5 54.4 8 5 54.3 57.3

homicide 21 1 40.4 41.0 8 0 46.8 46.1

injuries inflicted
with uncertain
intentions

28 3 44.3 52.1 9 2 50.8 63.1

Other symptoms
or ambiguous
conditions

54 21 41.6 65.8 18 21 48.4 79.0
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Table А.3.
Steps to a Healthy City

Source: WHO. Twenty Steps for Developing a Healthy City Project, 2nd Edition. Copenhagen: Regional Office for Europe. 1995.

1. A clean and safe physical environment.
2. A stable and self�sufficient ecosystem.
3. A closely�knit civil society.
4. The active participation of city inhabitants in the making of political decisions that affect their life and health.
5. The satisfaction of the basic needs of all inhabitants (food, water, housing, income, work).
6. A broad network of social, information and cultural resources.
7. Promotion of ethnic and cultural diversity.
8. Preservation of the cultural heritage.
9. Optimal level of medical services.
10. Good health of inhabitants and a low incidence of disease.
11. Projects aimed at implementing these tasks.

Table А.4.
Regions with the Highest Spread of HIV (per million inhabitants)

Source: HIV Infection Newsletter #24, Federal Research and Training Centre for Preventing and Counteracting AIDS and the Central Epidemiological Research
Institute of the Ministry of Health of the Russian Federation, 2002 (in Russian).

New HIV Cases Total Number
of Cases over the

Period 1987–20011999 2000 2001

Russian Federation 137 409 612 1443

Irkutsk Region 1160 1749 1313 4849

Samara Region 10 1467 2395 4651

Khanty�Mansian Autonomous District 550 1433 2112 4647

Orenburg Region 28 1622 1787 4108

Kaliningrad Region 463 416 558 4050

Tyumen Region (not including autonomous districts) 614 1514 1325 3946

Sverdlovsk Region 28 823 2119 3659

City of St. Petersburg 65 921 1984 3609

Ulyanov Region 20 1616 1242 3284

Chelyabinsk Region 51 1012 1403 2927

Moscow Region 671 911 727 2679

Leningrad Region 54 655 1297 2648
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Addendum C

Calculating the Human Development
Index for the Constituent Members of
the Russian Federation

The Human Development Index (HDI)

consists of components that have equal

weight:

• income as measured by the gross

domestic product (gross regional

product) in purchasing power pari�

ty US dollars (PPP US$)

• education as measured by the adult

literacy rate (with two�thirds weight)

and the gross enrolment ration

among children and young people

between the ages of 6 and 23 (with

one�third weight of 1/3)

• life expectancy, as measured by the

life expectancy at birth.

Fixed minimum and maximum values

are established for each of the dimension

indices:

• the life expectancy at birth: 25 and

85 years

• adult literacy rate: 0% and 100%

• gross enrolment ratio among chil�

dren and young people: 0% and

100%

• real GDP per capita (PPP US$):

$100 and $40,000

The dimension indices are calculated

using the following formula:

(1)

The income index is calculated slightly

differently: it uses the base�ten logarithm of

the real GDP per capita. Income is adjust�

ed in view of the fact that, beyond a certain

point, increases in income do not lead to a

higher level of human development. Taking

the logarithm limits the spread of income

values and thus decreases the contribution

of high income to the HDI.

(2)

The human development index (HDI)

is the arithmetic average of the three

dimension indices: the life expectancy

index, the education index (which con�

sists of the adult literacy rate with a two�

thirds weight and the gross enrolment

ratio with a one�third weight) and the

income index.

Additional procedures are used for cal�

culating the income index for the con�

stituent members of the Russian Federation:

• adjusting (proportionally increas�

ing) the gross regional product

(GRP) of each constituent member

of the Russian Federation based on

the undistributed part of the

national GDP

• adjusting the GRP for the differ�

ence in prices by multiplying it by

the ratio of the average national

cost of living to the cost of living in

the region

• converting it into purchasing power

parity US dollars (PPP US$) for

the given year.

For the purposes of calculating the edu�

cation index, the adult literacy rate is taken

to be 99.5% of the population. The gross

enrolment ratio is taken to be the ratio

between the number of students in all the

different types of educational establishments

(schools and primary, secondary and higher

educational establishments) to the total pop�

ulation between the ages of 6 and 23.

The Human Development Index can

take values between 0 and 1. The lower

limit for developed countries is 0.800.

Index =
actual value Хi – min.value Хi

max.value Хi – min.value Хi

W (Y) =
log yi – log ymin

log ymax – log ymin
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