Chapter 1

The Institutional Development of Russia:
Grounds of the Theory

Over the last 100 years numerous attempts were made to
explain the processes of the development of Russian
economy with the help of foreign theories that proved to be
unsuccessful. Russia needs its own theory of the
institutional development, the one explaining the logic of
social processes and changes that are taking place. This
theory can be formulated only with the recognition of the
objective character of Russian economic and social
relationships.

The basic propositions of a new theory of the institutional
development of Russia are presented in Chapter 1. From the
point of view of thistheory, Russian economic system
represents a progressively devel oping razdatok-economy
going through a period of institutional renewal in the 1990s.




81. Razdatok-Economy Institutions: Historical Analysis

Modern economy in Russia is a logical result ofaélelutionary
development of economic relations. Specific featurfethese economic
relations, which were formed at initial stagesha history of the Russian
state, were conditioned by the features of therenment and the
methods of its development.

The reasons that didn’t allow the development wiaaket economy in
Russia are well-known. Historic literature has awcualated considerable
evidence of impassable roads, enormous distancdsewvere climate.
The general conclusion about undeveloped markatioak in Russia was
drawn from the fact that “loss at exchange wouldeex profit™ Under
these circumstances, attention to individual gaexahanges and in
trading could not serve as the basis for econoetations as was usual in
the development of a market economy.

In conditions of low fertility of cultivated landemergence od razdatok-
economysystem (<Rusgazdavat,to give) helped the ancient Russian
state to survive. Over its centuries-old histoagdatok-economy
provided for the restoration of the land and regslement of other natural
resources, these being the sources of public wealth

Economic institutions unique only to the razdatockseomy system have
been established in the course of its evolutiomyTdecured the basic
relationship between the people involved in theegss of developing the
new lands and the management of the economy.

A service-labor system was the basis for the rakdatonomy. It defined
the rules of economic activity for all the membefshe society who were
involved in using the public resources.

Under a service-labor system, any kind of publbola either productive,
managerial, military, or any other acquired feaduwgservice-labor. It
was obligatory in character and predetermined logitimns independent
of any man. It meant fulfilling certain functionsfthed by the society.
For Russia, a service-labor system meant thattéte assigned certain
obligations to all layers of society. Schematic#iigse obligations were
divided into two main types. Some had to be iniser¢economic or
military), all others had to feed those who serviduis, the service-labor
system embraced all the population of the Rusg&te.s

In the X century the first Russian grand dukestoagkrve the tribes
which called upon them; namely, they had to proRectsian land and
acquire more land for Russia. In response, thedBlauribes committed
themselves to the payment of tribute to providetergrand duke and his
armed force; if necessary, they were ready to Serttee armed forces
themselves. Over the whole history of Russian $pdiee service-labor

! F. Braudel, Vremya Mira (Moscow: Progress Publishers, 1992), vol. 3, p. 19 (in
Russian).
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system maintained this distribution of duties. Fkevice class and the
tribute-paying population of the Russian Empireehbeen replaced today
by the state employees and workers-and-peasasts cla

Thus, the service-labor system in Russia embratéuegpopulation,
from the Emperor and landlords to the peasantsiamklers. From the
very beginning, the service-labor system implieglittea of serving; and
this idea was always shared by the majority ofRbiesian population. At
the same time, the content of this common ideadiféeyent and
changing at different stages of historic developmédrom Christianity to
communism, from 1917-1985.

Service-labor meant that all the layers of theetggput forth their labor
efforts in various forms in the volume required. @aform their service
all the members of the society, in their turn, reee the right to use a
particular part of the public resources; firsthie grand duke’s possession,
then in the Emperor’s, and finally in the statedsgession.

Starting in the XI century, land was actively uggdhe grand dukes to
enlist people into their service. From the XIV agyt the connection
between land and service became indistinguish&ubedually, the rule
that “the one who serves uses land” acquired therse side, i.e., “the
one who uses land serves”. This principle made iRagsmperors
broaden the state borders with new land grantssiRusand of that
period became both the condition and the goal mwis® acquiring to the
full a service nature. By the XVII century, the pesty was differentiated
according to the rights the land possessors redewth the land grants.
The property was subdivided into fixed-date, esiatel allodial
patrimonial lands. Fixed-date lands were apportidioe a certain period
of time. Estate lands were given for life-time pessson. Allodial
patrimonial lands were heritable and could be eitioeight or sold.
During the soviet period in Russian history notydahd but also almost
all public resources, such as factories, housiagynsunications, and the
social sphere acquired a service nature and cauldenalienated from the
state into the possession of private citizens. Tsiade property with a
public-service nature was formed on the territdriRossia. Centralized
production systems were increasingly used to devisle territories. They
helped to finally shape the communal nature ohtlag¢erial-technological
environment.

Thus, throughout Russian history, the propertyitidens and economic
entities was formed as a resultrazdacha(Russiarrazdachagiving) or
distribution in the form ofrants, Emperor’s rewards, etin the past,
along withland distribution,there also existeldread distributiorand
money distribution

The rules and norms of distribution have been faroh&ring the whole
history of the formation of the Russian economgtam. In the early
period, distribution manifested itself in the fooha donation to the
duke’s armed forces who received their food, clsterses and arms



from the duke. Later, in the XIII-XV centuries, thbecame the principle
object of distribution. The principles of the fitahd distribution had been
worked out on the basis of two criteria. Accordiaghe first of them, for
example, a duke’s heirs could only have possetsgeldnd formerly in
the possession of their father. The second rulesteded in the chronicle:
“land possession was conditioned by the statuspefrson on the
patrimonial scale of rank”. These two conditiongeveombined and
formed the first historical name for land possessimamelyotchina(<
Russvot-father + €hinarank), ancestral lands. Votchina is property
received according to the genealogical rank passedthe father to the
son.

From the second half of the XV century, the rulaslénd distribution for
possession were formed. As the great Russian iaistof the XIX
century, V. Klyuchevsky formulated, the amount tidbution also
began to be dependent on the term and qualityreicee It could be seen
from this formula that complex principles were faunn the razdatok-
economy system to provide for its inner developnaet balancing. By
the end of the XVIII century, when job promotionsvaostly determined
by the term in service, the land distribution fotenbecame distribution
only according to rank.

During the early soviet period, the normative b&sigistribution in

kind, i.e., in the form of goods, housing, and abservices was formed.
The wage scale for salary distribution was alsmfdated then: now the
amount of goods and money distribution corresporideke official
position of employees. Thus, the rule of distribntivorked out at the
early stages of Russian economic evolution: “taygwee according to his
rank,” has not lost its universal nature in Russid is the indispensable
principle of the razdatok-economy system.

The rules of tribute (Russiadachahanding over) in the system of
public-service ownership were formed concurrenhvlie elaboration of
the rules of distribution. Tributes formed the sderr the treasury
income, first for a duke, then for an Emperor aatdr for the state. It is
both the source for the operation of state senaoesfor financing
general economic expenses.

From the very beginning of the existence of thadwey in Russia, it was
mainly formed from tribute. Its essence was a viagnor compulsory
tribute of foodstuffs or labor. When dukes came pbwer, the Slavonic
tribes gave them honey, furs and wax as well daléal various
conscription.

During the XllI-XV centuries, a specific form ofguatuction tribute,
“kormlenye” appeared. Periodically, regional officials colegtimeat,
baked bread, and hay from people in their localite share of the
collected tribute was sent to the treasury foriabeefit of the dukes and

2v. Kluychevsky, A Course in Russian History, vols. 9 (Moscow: Mysl, 1990), vol. 2, p.
210 (in Russian).

10



central governors. During the period of reformshaf local government
system introduced by Ivan The Terribkermlenyewas first standardized,
and then later replaced by staterol’. Up until the end of the XIX
century, the Russian population was liable foreddhtobroks They were
so various in form and content that their natureseva constant source
for discussions. Having analyzed the essence dioeissions, P.
Miluykov formulated their general feature: “obraka tribute on the
land™ collected for the right to use the land.

At different stages of reforms in the razdatok-exug of Russia, an
adequate way to measure the part of the produdupsal to be given as
tribute was sought. The reformers at any periduistory were governed
by the same main principle, namely, by a genexgiitg of the
population in proportion to the abilities of eactdaveryone in
accordance with the public needs. Up until the X&xtury these abilities,
as arule, were determined by the size of theibliged land allotment and
the number of family members capable of work. Tleehanism of
reallotment through the Russian peasant commuitgxample, was
used to adjust the volume of tribute paid by petssander changing
conditions. Analyzing the essence of the peasantraanity, V.
Klyuchevsky understood it as a financial mechareswclusively, where
community land was distributed in proportion to ¥herking and tribute
ability of peasants. That is, land was distribtaetbng the homesteads
according to the number of working people and is wampulsory.

The productive population of the Russia Empire fitbmn point of view of
the treasury had to give tributes in return fotrdbsition. What this meant
was that everyone had to give a part of what wadywed according to
the distributed production conditions, i.e., acaogdo what had been
given. The planned soviet economy of the XX centuag always
controlled so that the production and tribute add@mto the state was
proportionate to the distributed resources, botediand current assets,
available to the primary economic organizationotimer words, the same
principle of tribute was observed in the plannedhemy; and it could be
explained by the inner logic of the razdatok-ecopom

In the course of spontaneous evolution, the prlaaptribute and
distribution relations has been worked out in #mdatok-economy
system. This principle is: “from everyone accordiagvhat had been
given, to everyone according to his rank.” Thigtieinship should have
provided for the effective functioning of publicrgee ownership

% Obrok payment in kind of a part of the annual peasant income, was one of the relatively
easy forms of peasant duties, for details see B. Rybakov, Kievan Rus (Moscow: Progress
Publishers, 1989), p. 195.

“p. Miluykov, Russian State Economy in the First Quarter of the XVIII century. The
Reform of Peter the Great (S.-Petersburg: Balashov's Publishing House, 1892), p.45 (in
Russian).

Y Kluychevsky, A Course in Russian History, 9 vols. (Moscow: Mysl, 1990), vol. 3,
pp.212-215 (in Russian).
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because it was assumed, first, that performaneserfy function would
be adequately rewarded, and secondly, that thestidas would be
performed with the required public benefit. Thawvisy the development
of distribution systems is only possible if tlagv of correspondence
between tribute and distributiaa observed.

The logic of this law suggests that if the amourdistribution to any
branch or territory exceeded the standard leveh there would be a
particularly strong desire to go to this place. Seheircumstances were
always used by the Russian government both fodévelopment of new
lands and new branches of industry. Thus, in thé cévitury, the settling
on the monastic lands went on much more succegsisilland grants
were combined with generous privileges. The prastaf the Soviet
power are also widely well-known. The populatiorswuavolved in the
development of new lands by increasing the moneynaaterial
distribution there, in comparison to the standaxel elsewhere.

The functioning of the law of tribute and distrilmurt during the whole
period of development of Russia also manifesteffiis a search for an
effective ratio between the two groups of populatibose who were in
service and those who had to feed those who selrvedodern history it
means a search for an effective ratio betweendherastrative and
production workers. Thus, the law of tribute anstrabution works both
for all the economic entities and the employed \wosk

Money and prices are the immanent attributes ofdhdatok-economy
that serve the tribute and distribution relatiddswever, money here has
origins and nature different from that in a markedbnomy.

The word “money” (Russiadengi)came from the Tatar language under
the Tatar-Mongol yoke. It described everything tihat conquered Slav
tribes had to give as tribute. But even after thie@ration, the term
“dengi” was used in Russian finance as a synonym for teibivioney
was used both in tribute and distribution flowkney distributiorwas
quite broadly used; it was distributed accordinthsrank, land estate,
character and the term of service.

Although, with the development of the Russian staieney started
playing a more and more notable role, the tribute distribution flows in
the XVI-XIX centuries were predominantly in kindy Bhe XX century,
the razdatok-economy system acquired mixed goodisreomey character
as money distribution became a considerable additidhe distribution
of goods. During the Soviet period, distributionskind to the population
took the form of free housing, medical servicesioadion, etc.
Organizations received distribution in kind, iia.the form of industrial
buildings, land sites and fixed assets.

The tribute and distribution flows were regulatgteltablishing the scale
of prices. They helped to alter the distributiorr@gources in favor of this
or that farm or territory, for example. It was fipgacticed by the
Moscovy state in the XVII century. At that timegauble scale of prices
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was introduced for bread delivered to the treasling. first scale was
tribute price andhe second was distribution pric&oviet pricing was also
based on two types of prices. First, tribute prities prices at which the
state bought the production, and second, distobytricesthe prices at
which the production was distributed. Thus, in¢barse of economic
evolution, the razdatok-economy system startecgusioney as an
economic instrument, i.e., tribute-distributionvite in kind were being
replaced. At the same time, prices became a meabtiibute and
distribution.

In the historical development of tribute and disttion relations, three
stages can be distinguished in the degrees ofqlatblor division and
economy localization (within the framework of segtarpeasant
homesteads, within a large estate or within thie g@onomy as a whole).
At the first stage, part of the production in OldsRia was given to the
dukes in form of tribute with no changes in thegass of community or
family production. Traditionally, the process waganized and managed
by the clan elders. An elected elder was in chafgamployment, kept the
public treasury, paid duties, distributed food atlaihing, and punished
wrong doings. At the second stage, during estatg-#anure, all land and
part of production means i.e., livestock, sowingdse were distributed
step-by-step from the Emperor to the landlords,taed from the
landlords to the peasants. There were two flowtsitmiite from the
producer: one flow to the state treasury in thenfof tribute and labor
conscription, another one to the landlord. At thiedtstage, under the
conditions of a unified state razdatok-economygatids produced are
tributed to the state and all production meansaatides of consumption
are distributed either in kind, or in monetary foiltris the case of the
most complete labor division together with the daamice of state
provision.

Each stage in the development of the razdatok-engiad its own
mechanism of balancing tribute and distributittmanifested itself in
the main economic document of that time. At thst fitage, the rules of
tribute collection were defined in the duke’s degtthe second stage,
tribute and distribution flows were coordinatedvad levels, at the state
level with the help of a state roster, and locualith the help of special
“tribute and distribution books” which were kept &yery landlord and
cloister. At the third stage, the state plan bectmeaunified state “book”
of tribute and distribution.

In defining the Russian economic system as razeatokomy, the
diversity of economic relations should not be owepdified. In the course
of Russian history, relations other than razdatmremy existed and
developed as well. In a broad sense, non-distohutlations are really
distribution exchanges, i.e., exchanges of whatreesived in
distribution, or exchanges of what was producedt @istributed
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production means. Exchange relations of this typeoften looked at as
market relations, though their nature differs fundatally.

Interaction between distribution and non-distribatrelations takes place
in different forms: conflict, shadow, and partierthe XVI century, for
example, the government stimulated the developwientead trade by
partially replacing tribute in kind with money ttite. Likewise, by giving
the right to buy and sell estates, it created pdgss for land allotment
trade. In XVIII-XIX centuries estate exchanges witbney additions

were widely spread. Housing exchanges in the spifesgate housing are
today’s analog to the relations of that time. Bom+distributive relations
only served to maintain a certain balance in tadatok-economy system.
The mechanisms of the operation of the razdatokeoy conditioned

the specific features of its management bodiesmwbégan to form in the
early stages of Russian history. These managenoeigdwere called
vedomstv8.Russianvedomstvs existed all the way from the duke’s
period, to Ivan the Terrible, Peter the Great, tanithe ministries of the
Soviet period. The logic of spontaneous emergehoewvedomstve
clearly illustrates how, with changes in Russiardees and the expansion
of its foreign and domestic goals, new ministriemsygand developed. It
made it possible to structure the complicated esopnoeality of the
razdatok-economy.

This form of organization demanded a certain ondéne coordination of
the functions in eachledomstv@and gave birth to a managerial hierarchy.
Each hierarchical level had its own set of duties @esponsibilities.
Managerial function was performed by different sksof society at
different historical stages. During the duke’s périhis function was
performed by théoyarsor duke’s officials. They were guided in their
activity by a special list which defined the natyilof the clan and the rank
within the clan. By the XVIII century, theoyarswere replaced by the
dvoryanenobility. TheTable of Ranksletermined which posts they could
occupy. During the Soviet period, the position ofdaucrats were
determined according to the name on their rostemenclaturaThis

roster was a list as well and was approved atdpertanagement level.
Vedomstve and the managerial hierarchy were indispensaliteet
management model characteristic of Russian razeatokomy at all the
stages of its historic development.

Complaints, being the most widely spread and actaetion to the
incompatibility of tribute and distribution flowsd the defects in the
managerial system, played the role of feedbadkidfpossible to get

® Vedomstvo (< Russ vedat know) is a branch, a part of the state management making
up the whole, a range of subordination and activities (V. Dal, An Explanatory Dictionary
of the Great Russian Language, vol. 1, p.329). On the eve of perestroika, modern
vedomstvos included ministries together with trusts and enterprises subordinated to
them. Thus before the market reforms, the enterprises in Russia belonged to a particular
vedomstvo and were subordinated to the middle-management level, trust, which, in its
turn, was supervised by the ministry.
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something only by distribution in the system, itang that there is a
necessity to ask for it, i.e., to complain. Thissvexactly how the Russian
population acted when it was not satisfied witragtipular situation.
Petitions and complaints were so commonly usecdutie whole history
of Russia that they can serve as one of the mgsiriiant historic
documents of any period. Over the whole periodeMetbpment of the
Russian state, the feedback mechanisms typichkedRtissian economic
system were being perfected. The most adequateongeth inform about
deviations from the norm were being looked for &omuhd. This
mechanism took the form of complaints made byagits of society and
from all the management levels.

Even the first Russian dukes with their armed fenwent to the tribes
subordinated to them to “carry out their dutieght® population”, as

S. Soloviov, a great Russian historian of the X&vtury, put it’ In
response to the complaints of his subjects, a dudtéd administer
justice, mete out punishment, and alter the amotintbute. At a period
whenkormlenyeexisted, the order of official responsibility fosraplaints
was worked out. There is historical evidence dtiggb the fact that
when the term of a local governor in office expjrpdople who had
suffered from him could complain about his wrongnds. As a result,
many local governors who lost the suit also lostardy their property but
also their hereditary property to pay for the fiéfis loses and court
fines.

At zemscky councils of the XVII century, complaitt®k the form of
reports of petitioners’ representatives “aboutetéht needs of the
brotherhood”. A special departmergketmeysterstvalealing with
petitions and complaints, was established duriegeiign of Peter the
Great. The right to complain was granted or takeayan the same way
as with property tributes. Thus, during the reifi€atherine Il, serfs’
right to complain against their landlord was caeddly a special verdict.
During the Soviet period of razdatok-economy, camys remained the
main signaling element. Any complaint incorpordtese basic
components. These are: dissatisfaction with thesdn, its
substantiation, and a request to resolve it. Thesmhole complex of
complaints at any given period gives a completaupécof the problems
in any particular branch of the economy. For examiol the 1960s, while
industry was developing relatively successfullg Housing and social
spheres were lagging behind. Eventually the flowarhplaints helped to
initiate the housing reform.

The Soviet economy developed the mechanism of aintpl
consideration and resolution to perfection. Evadividual and economic
executive manager had the right to complain, btemery complaint
served as a guide to action. A critical mass ofglamts at every

s. Soloviov, The History of Russia from the Ancient Times, 18 vols. (Moscow: Mysl,
1988), vol. 1, p. 215 (in Russian).
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hierarchical level was necessary for them to besicemed at the next
level. The higher the rank of the person who compl# the greater the
authority the complaint had. The situation coulcebsily explained. The
higher the level of management hierarchy, the greaae number of
economic units that needed coordination of théute and distribution
flows. The order of priority and the quantity osoeirces allocated to
resolve any particular complaint depended on thghtét gained. The
guantity of complaints served as an indicator déubee in the system as a
whole and at its levels in particular. Their minoaiion was the criterion
of effectiveness of a manager’s activities in raakla@conomy.

Thus, complaints appear to be not only a phenomehoammon culture
of the people but also the most important signatimeghanism of
operation for the razdatok-economy system.

Historic analysis of the development of the Russieonomy shows how
the razdatok-economy system formed and developdedrwbjective
conditions. The laws of this system are 1) serla@®r organization, 2)
balancing tribute and distribution flows, and 3jpachanism of
complaints which played the role of feedback. A¢rgstage in the
history of the Russian razdatok-economy, a spegiicagement system
was formed. It had to provide for the effectivedtioning of the
razdatok-economy system as a whole. Periodicalitp, ehanges in the
conditions of running the economy and a complicatibthe social
structure, the management model becomes ineffeictigealing with the
problems of economic development. The Russian engitas been
experiencing one such period during the 1990$eastage of market
reforms. As before, in the current stage of develept a spontaneous
search for new effective organizational forms is\gmn. As a result,
razdatok-economy institutions will be improved.

82. Institutional Changesin the Period of the Market Reforms

Market reforms of the 1990s in Russia represenptbeess of
institutional transformation embracing all the lofaes of the economy. It
was expected that in the course of the reformbdse institution of
ownership would be changed and market forms antadstwould be
introduced into the economic practice. Schemati¢hk directions of the
market transformation in the razdatok-economy hoave in Figure 1.1.
The macro-economic environment of any society terdeined by the
dominant type of economic system (Box 1). The Rarssconomy in
distinction to market economies, representazdatok-economy®.

8 0. Bessonova is the author of the principle propositions and notions of the theory of
razdatok-economy in Russia. The term is used instead of the term “distributive”
traditionally used to describe Russian economy. The term “razdatok-economy” means
its objective character, formed historically and developed under the influence of material
factors. For details, see “The Razdatok-Economy as a Russian Tradition”,
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The basic law of operation for a modern razdatakaemy is the law of
tribute and distribution flows, in kind and finaally. A state plan based
on the system of normatives and tariffs helpecctmdral power bodies to
maintain this correlation. Self-regulation of tle@datok-economy system
was achieved with the mechanism of complaints ptahe role of
feedback. They reflected deviations in the quarsiitgt quality of
allocated resources (services) from the establisbethatives. Labor
relations were regulated by the general law ofgaltbry service-labor
based on staff rosters and wage levels. Such aaom of the
institutional environment determined the rulestf@ operation of all
economic entities.

The razdatok-economy system is characteristic aksies with a high
level of communality of the material-technologieavironment (Box 2).
Communality is an organization of the material-technological
environment such that its parts present a unifisdparable system;
isolation of any part could lead to the disinteigmraf the system as a
whole. Society as a whole benefits from such cormahunfrastructure
and it becomes a condition for the society’s swaviCommunal
infrastructure is maintained and developed notleytotality of private
entities which realize their own interests, butly state standing for the
public interests. It establishes an appropriateagament system and
through the central bodies determines the geneled for the use of the
communal infrastructure for all economic entities.

In the course of the historical development of Ryssommunality of the
material-technological environment has been cotigtarcreasing. At the
same time, the center of mass was shifting morevaoré from the
natural (land and mineral resources, forests, &t¢he material-technical
infrastructure. At present, communality is charaste of all the
branches of Russian economy. It is serviced byttiged energy system,
the centralized heat and water supply systemsttengublic railway
transportation system.

Communality in housing manifests itself in the edfpublic life-support
systems for the main part of the housing stock. Syfs¢em is organized in
such a way that established standards of serviteudes of use are
maintained in every part (unit) of it.

The character of the material-technological envitent brings forth a
certain socio-economic structure of the popula(®ox 3). The
communal character of the environment is matcheithéylominance in
the structure of the population of groups recognyzhe leading role of
the state in providing the operation of the comnhinfeastructure. These
groups of population comprise th&tization® potential of the society.

° Etatism (<Fr. etate state) means realization of the right for the state to actively
participate in the economic life of the society.

18



Stability of the etatization potential is conditezhby the historic
generational experience of struggling for survittahas demonstrated
that the razdatok-economy system is compatible thithcommunal
character of the material-technological environnudrihe Russian
society. As the majority of the population livestie housing stock
owned by the state, it determines the rules obfiskee housing stock and
bears the main maintenance expenses. It resuhg iformation of the
etatization potential in housing.

A certain combination of the type of economic systéhe character of
the material-technological environment and thesecionomic structure
of the population creates a macro-economic envigrirfor every society
which determines its economic life. The razdatokmaconomic
environment with a communal infrastructure andghatatization
potential of the population are characteristic aE§ta.

The market macro-economic environment is charadriby the non-
communality of the material-technological envirommnand dominance of
privatization potential of the populatioNon-communality manifests
itself in the technological independence of eleme@fthe material
infrastructure and their ability to function on ithewn. Market relations
develop in a non-communal environment while the édwwupply and
demand serves as its main regulator. Under madogtoeny conditions,
groups oriented toward private means in the orgaioia of economic life
dominate in the socio-economic structure of theutettpon. These means
constitute therivatization potential of the population. Private housing
is predominant in countries with a market econoltnigkes the form of
individually owned houses, a rental housing seciocondominiums.
Heat and hot water are usually supplied througlrethepment installed
directly in the buildings.

Both razdatok and market macro-economic environsiemin
institutional environments corresponding to thefme hature of the
institutional environment in its turn is characted by the basic
institution of ownership (Box 4).

State owner ship is the basis for the modern razdatok-economy. The
essence of the state ownership in the razdatokeacpis that the state,
being the owner of the main resources, is resptanibtheir use in the
interest of the society as a whole. The stateidigs property and allots
its parts to the economic entities, establishesules for the use of the
property and the amount of production or servidesite for the
economic entities. The state also establishes @djndta all the economic
relations.

Underprivate ownership in the market environment separate objects of
property are owned by individuals, groups of peppieorganizations
which use them in their own interests; relationsveen economic entities
are established by these entities themselves andgulated by the laws
of market economy.
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The basic institution of ownership determinestadi institutional
elements of economic life, first of all tfer ms of organization of the
economic entities (Box 5,)AState organizations dominate unties

state owner ship. The state form of organization means that it is
established by the central or local power bodias should supply it with
all the necessary production resources. At the damneethe state fully
regulates all economic activities. In the marketremy organizations
established by private entities with the purposgaiing profit dominate;
in other words, the dominance mfivate formsis observed.
Management models (Box 5, B) formed both in the market and razdatok-
economy institutional environment represent themadar the
coordination of the economic operation of the egitvhich help to
organize production in the most efficient way unsieecific historical
conditions.

On the eve of the market reforms of the 1990s issiky the
administrative management model was charactenétice state
organizations. Thadministrative management model is characterized
by a hierarchical order where the lower managerigs are directly
subordinated to the higher link accumulating adl timancial and material
resources.

In modern market economiasontract model represents the basic
management model. Under this model all economitientre
independent and establish horizontal relationsbgie/een themselves on
the basis of contracts.

The combination of the form of organization and tienagement model
specifies theype of organization (Box 5). Each historical period in the
development of the market or razdatok-economy @attterized by the
dominance of a specific type of organizatiState-administrative
organizations were characteristic of the razdatok-economy in0t93
1980s.Private-contract organizations are characteristic of modern
market economies in the West.

Institutional environments in market and razdatokr®mies are
characterized by differembechanisms of operation of organizations
(Box 6). For the razdatok -economy of Russia orethreof reformstate
plan represented the mechanism of operation. It balatrd®de and
distribution flows. The mechanism cdmpetition sets the balance
between supply and demand in the market economy.

The difference in the mechanisms of operation neatsfitself in specific
features of the economic status of organizationisogrerating financial
mechanisms. Theconomic status characterizes the degree of economic
independence of different organizations (Box 6, A).

Under state planning,taerarchical budget of income and expenses is
the essence of the economic status of the stateestirative
organizations. This means that the budget of aleleranked
administrative management levels was incorporatedthe budget of
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higher-ranked organizations. Thus within the fraroewof a hierarchical
budget each top management link completely coetldle financial
condition of its lower links. Amndependent budget is typical of private-
contract organizations in the market institutiog@vironment.
Organizations implement financial policy indeperttiewithin their
budget.

Financial mechanism represents the means of acquiring financial
resources and the rules of their spending (Box)6F8r the state-
administrative organizations in the razdatok-ecoynaor mative or der
represents the essence of their financial mecharisralped to determine
the main sources of acquiring capital, its accutmieand spending.
Normative order represents a unified system of adirres, i.e.,
gualitative indices determining the values of spegaf all kinds of
resources for the production of goods and serdaesll state
organizations. Normatives are approved at the tapagement level of
the state and make up the basis of the state Ipl@nivate-contract
organizations in the institutional market enviromtydinancial
mechanism is determined tye contract conditions.

Self-regulation of any economic system and thesadjant of the
corresponding institutional environment are exededhe basis of the
feedback (or signaling) system. The signaling systecorporates the
criteria of efficiency of economic systems andtiypes of signals which
naturally reflect the degree to which the effeatie®s criteria have been
achieved.

Economic effectiveness criteria (Box 7) include three interdependent
groups of indicator€g=conomic proportions show the basic relationships
in using the production resources to the bassfaction of needs. Within
any branch of an economy this is the proportionvbet the money spent
on the management and organization of the produgtiocess, material
expenditures, services, and wage expenses. Thelaxadd¢ogether with
other labor stimuli specify thabor motivation in organizations of
different type for all categories of employeesniran ordinary worker to
a manager.

While the effectiveness criteria are identicaltfue market and razdatok-
economy systemsypes of signals (Box 8) are different.

Profit, the excess of income over expensethe main type of signal in
the market economy. Gaining profit for private angations is the
condition for their survival in a non-communal elviment. If the
majority of organizations work stable with profiten the market
economy is in a condition of sustainable develogméthe majority of
organizations do not gain profit and go bankrupgntthe market
economy enters a period of crisis.

The system ofomplaintsis the main type of signal in the razdatok-
economy that serves as an indicator of the maliomicty of the economic
system. At every historical stage such an instihgl mechanism is
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formed that it permits complaints to best playrble of the signaling
system. To this end the order of consideratioroaf@aints submitted by
economic entities or the population is determimedli the spheres of the
razdatok-economy. The rules for submitting andsteging complaints as
well as the period of time to respond to them ateminined for all the
hierarchical management levels on the state |&telll the levels of the
economic system there are people specifically appdito deal with
complaints. Also, in the working schedule of evergnager, reception
hours are set to meet with the population to de# their complaints in
his sphere of competence.

If the problems designated in complaints are beoiged in a timely
manner at the levels where they are made, the edorsystem is in a
condition of sustainable development. If the leMatomplaints exceeds
the norm, they are collected at either the levarghanizations, at the
branches of industry, or in the territories. Thieeytare either publicized
in the mass-media or sent directly to the centedésodies. When such
complaints become mass in scale, they indicatethleatazdatok-economy
is in crisis. Global socio-economic reforms areiedrout during these
periods to solve the existing problems. These periepresent periods of
institutional changes as the institutional enviremtof the economic
system is renewed.

A recent transformation period of institutional ngas in Russia fell in
the 1980-90s. Its essence was an attempt to irdeoithe relations of a
market economy, to replace the basic institutiostafe ownership and
the main elements of the institutional environmé@mivatization and the
introduction of market economic models were thelmatsms of
transition to private ownership that became theeaarof the national
market experiment in Russian razdatok-economy.

The market experiment embraced all branches of¢baomy. In
housing, replacement of relations of razdatok-eoonby market
economy relations was the aim of the transformatiostate housing
ownership and the introduction of correspondinghges in the rules of
operation of housing maintenance organizations.

First, the rules of allocation of the resourceslalée to housing
maintenance organizations had to be changed. Irattatok-economy,
the amount of material and financial resources sy to the housing
maintenance organizations was allocated by the btadies on the basis
of plan according to the share of public housimglsthese organizations
maintained. They were also given the facilities #relnecessary
equipment. In the market economy in conditionsarhpetition the
amount of necessary capital is received by sefiergices to the customer
while the facilities and equipment are either lelasebought.

Second, in the course of the market transformattanrules of rendering
services to the residents had to be changed. Irauatok-economy,
maintenance organizations rendered a given seroices. State
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resources and finance were allocated to them soetinil. Costs,
maintenance organizations bore, were mostly reisdzlidirectly from the
state budget and through the housing fee. Housiagvhs collected from
residents of the state housing according to thigeahnormative
proportionately to the floorspace of occupied dingll On the eve of the
reforms the normative of housing fee amounted 1@ @uble per square
meter of dwelling. In the market economy the raage the quality of
services are determined solely by the consumeesisielhe amount of
collected apartment rent should cover completaeyntiaintenance
expenses.

Third, the rules of acceptance into organizati@melering maintenance
services had to be changed. In the razdatok-econworikers were
accepted into organizations for an unlimited tend aubmitted their
service recorqRussiartrudovaya knizhkah life-time document given to
all workers by the state organization wherey worked. It indicated the
kinds of work performed by the worker and kindse#ards and
incentives received for the work done. Attachmerd tvorking place
gave not only the possibility to receive salaryt, &lgo the right to receive
public housing, medical services, social insuraete,In the market
economy, workers are accepted for the term statétei contract. Usually
their wages is the only remuneration they receivalfeir work. All other
goods and services necessary for living are booghkite employee on
their own.

Fourth, in the course of market reforms the rufesssessing the
operation of housing maintenance organizationsthde changed. In the
razdatok-economy system the absence of compldimésialents living in
the housing stock serviced by the housing mainsmanganizations
indicates the successfulness of their operatiothdrmarket economy,
profit gained by housing maintenance organizatlmeomes the indicator
of their success. It means that consumers payésérvices rendered to
them indicating that they are satisfied with thalgy of service.

These changes in the rules of operation of housiaigtenance
organizations would mean the replacement of theatak institutional
environment in housing by the market environment.

The basic institution of ownership had to changdatsame time. In the
housing sphere, instead of one proprietor repreddny the state, a large
number of private owners would appear. Thus thititenal
environment would change and its elements wouldise@ market
nature. It would mean the emergence and growthnefratype of private-
contract organization in housing maintenance.

In housing, the market experiment took the fornthef Demonstration
projects put into operation in several cities o6&a pursuant to the
Agreement on Technical Assistance between the gowemts of the
Russian Federation and the United States of Ame&dinahe eve and in
the course of realization of the Demonstrationguty from 1992 to 1996
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in the city of Novosibirsk, economic-sociologicabnitoring of the
market experiment in housing was conducted undential support of
the United States Agency for International Develepin

Each stage of monitoring reflected considerablengba in the character
of the institutional environment connected with €meergence of new
types of housing maintenance organizations (Figzg

|1l stage
|| stage
Biate-Cortract
| stage
Private-Contract Private-fdministrathe
State-Adrninistrative Stata-Adrniniairatve State-Administrathve
November March  April October  November March
1992 1993 1993 1994 1994 1996
Types of housing
maintenance organizations

Figure 1.2. Stages of the Economic-Sociological M onitoring of
the M arket Experiment

Before the market reforms were started, organinatad the state-
administrative type represented by housing truatsdperated in the
sphere of housing maintenance. These organizatiersthe objects of
thefirst stage of monitoring
Thesecond stage of monitoring started when the market experiment in
the form of the Demonstration projects was initiateuring this period,
along with housing trusts, management companiesnbe@ctive. They
were chosen on a competitive basis and entereaamtivacts for housing
maintenance. They represented the private-cortiyaetof organization.
A contract management model and a new mechanisipesition were
tested in these organizations.
Thethird stage of monitoring institutional changes was conneetét
the emergence of new types of organizations iningu®n the one hand,
private-contract organizations working under thendastration projects
were replaced by a type pfivate-administrative organizations. These
organizations, being private in form, used the anilstiative management
model. On the other hand, some state housing nmaintée organizations
of the administrative type were transformed istaie-contr act
organizations. They were state in form, but began to use the reract
management model.
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The goal of monitoring institutional changes in @ii¢he branches of the
razdatok-economy — housing — was to make a comparanalysis of
the mechanisms of operation for organizationsIdiypes and to find an
institutionally stable type among them, one capableffective operation
at the current stage of development of economyuissia.

* * *
Thus the experiment realized in the form of the Destration projects
became a part of the market reform in the publigsiiy system and also
the razdatok-economy of Russia.
The reform was oriented toward mass housing paattn and the
development of private management in maintainireghtbusing stock in
different forms of possession. If the set goalsewealized, the market
management forms and methods offered under the Bstmation projects
would completely replace the state structure oshmmumanagement.
Such a change in the institutional environment etgukto occur in other
branches of the economy as well would result indiénelopment of a
market economy.
To return to the old system of economic relatioms @estore the
administrative management methods is an alternaditiee above
method. It would mean the rejection of the markahagement methods
and the inability for the razdatok-economy to refor
These two ways were, as a rule, considered toedomutst probable results
for the development of the market reform in Rugsitne 1990s.
But how probabile is a third way for the developnaa reform? Is it
possible that during the experimental period varimstitutional elements
of the market economy will be tested and as a tesuth management
models will be found that will make it possibledffectively solve the
problems of the razdatok-economy accumulated if91EBOs?
The answer to this question was received in theseoof the economic-
sociological monitoring of the market experimenthe Russian housing
economy described in this book.
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