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FROM THE CHIEF EDITOR

Time factor

February 9, 2012, presidential candidate V.V. Putin, speaking at
the Congress of the Russian Union of Industrialists and Entrepreneurs,
was quite objective in his statements about the root cause of high
social tension in Russia: “...concerning what was going on in the
1990s, when doing business was often reduced to slicing the state pie”.

V.V. Putin points out: “We should, of course, turn over this very page
Vladimir Aleksandrovich as well... Otherwise we will not be able to develop a modern market
ILYIN . .
Doctor of Economics, economy and, what is more, we will not be able to create a healthy
Professor, Honoured civil society... The most important decisions must be taken in 2012
Scientist of the Russian already.”!
Federation, ' Two years have passed since V.V. Putin announced his
ill?fcgvﬁgclzﬁsilrecwr determination to handle this pressing issue. Besides, he has been
President for more than 18 months now, but, sadly, no actual steps

have been taken so far.

The system of state property distribution that has developed in
Russia is socially unfair; it is a sore spot for the vast majority of the
population. However, this issue is reflected neither in the Decrees of
May 7, 2012, adopted on V.V. Putin’s accession to presidency, nor in
his first Address to the Federal Assembly, nor in his second Address
on December 12, 2013.

Speaking at the Valdai International Club in September 2013,
President V.V. Putin pointed out: “...The main thing that will determine
success is the quality of citizens, the quality of society: their intellectual,
spiritual and moral strength” 2.

' V.V. Putin’s speech at the RUIE congress on February 9, 2012. Official website of
V.V. Putin. Available at: http://premier.gov.ru/events/news/18052/

2 Putin V.V. Speech at the session of the Valdai International Discussion Club on September
19, 2013. Available at: htpp://www.kremlin.ru/news/19243
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Time factor

V.V. Putin’s Valdai speech gave rise to many
commentaries in different expert groups®.
People were arguing what the national idea
should be, what principles it should be based
on, and how our elite could be nationa-
lized.

Political Scientist Aleksandr Isaev voiced
the opinion of experts, sociologists and the
public on what must be done to remove the
accumulated social tension; he notes that it
is important “to establish a new system of
control and distribution that would do away
with poverty of scholars, teachers and rural
residents, on the one hand, and with extreme
luxury of the rich, on the other. No doubt, we
have to do something with Russia’s national
riches.

Anti-patriotism among business and other
elite has reached its peak: quite a few of them
are comfortably settled down in the West — with
estates, accounts, with their children attending
top-ranking colleges like Cambridge and
Oxford. Enormous resources are transferred
abroad, easily evading all the barriers. The
nationalization of the very elite is the task-at-
hand... I believe, it is necessary to restore order

3 See for example: G. Zyuganov: “It is the first time that
Putin said that the nation cannot live without a national idea.
I'have been waiting for such statements for 20 years... I consider
Putin’s speech as a political and ideological justification
of an urgent necessity to change the political course and
dismiss this Government” (RIA Novosti. Available at: http://
ria.ru/politics/20131219/985234099.html#ixzz2tw8zu61z);
F. Lukyanov: “Putin’s Valdai speech contains a claim
for a new philosophy of development. The approach is
conservative, but in its own way, it is revolutionary and even
liberal, with the focus shifted from the state to a person”
(RIA Novosti. Available at: http://ria.ru/analytics/20130920/
964803117 .html#ixzz2twHvsasi); P. Salin. Available at:
http://www.lawinrussia.ru/node/285611); ~A.  Shchipkov.
Available at: http://lgz.ru/article/40643309102013/osvobo-
zhdenieyazyka/); B. Mezhuev. Available at: http://www.
lawinrussia.ru/node/285611); P. Dutkevich. Available at:
RIA  Novosti; http://ria.ru/valdaiclub_tenth_anniversary/
0131018/971014036.html#ixzz2twHBocFN; D. Symes. Avai-
lable at: RIA Novosti; http://ria.ru/valdaiclub_tenth
anniversary/20130921/964920156.html#ixzz2twHTZDAT7;
Carrére d’Encausse. Available at: RIA Novosti; http://ria.
ru/valdaiclub_tenth_anniversary/20130919/964521946.
html#ixzz2twGt5SVZFE
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in the first place. And all this should be done
not just by some department, but the President
himself and his team”*.

It must be done without delay. Neglect of
the time factor, expressed in a constant
discrepancy between words and actions,
became a hallmark of the extremely liberal
financial and economic bloc of Russian
Government.

Nobody was held responsible for the flaws
in Russia’s economic development in 2012—
2013: the Ministers of the economic bloc, the
Deputy Chairpersons of the Government, or
the Chairman of the Government D.A. Med-
vedev. And the saddest thing of all is that
the Government is planning to continue the
current policy, which would lead, according to
the Ministry of Economic Development, to a
decline in the share of Russia in global GDP by
almost 20% (from 4% to 3.4%) by 2030.

The editorial of Nezavisimaya Gazeta
newspaper points out that this forecast of
the country’s development till 2030 by the
Minister of Economic Development A.V. Ulyu-
kaev indicates the actual recognition of the
fact that the social and economic course
pursued by the Government cannot and will
not be able to provide a decent rate of the
country’s development either in the short term
or in the long term. “The authorities have
virtually challenged the society — they have
been doing nothing for at least three five-year
periods, and they did not even try to change
the pattern of development. A new forecast by
the government is essentially the recognition of
the fact that the current political and economic
system is in a very poor state, and is unable to
move forward even at a medium pace. Besides
we do not know the possible duration of a new
stagnation. Perhaps we are talking about a
longer term.

4 Isaev A. Natsionalizirovat’ nado elitu [Elite Should Be
Nationalized]. Literaturnaya gazeta |Literary Newspaper],
2014, no.6, February 12—18.

Economic and social changes: facts, trends, forecast
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V.A. llyin

So far no one can guarantee that in 2030 the
situation will change. If the country’s leaders
almost openly confirm that they do not know
how to rule the country, and they still remain
in power, it is very odd indeed...”

In fact, Academician S.Yu. Glazyev hold
similar opinion: “Libertarian ideology is very
convenient for evading responsibility for the
results of economic policy, the failures of which
are attributed to the spontaneous movement
of market forces. A closer examination reveals
that these forces are driven by actual people
on the basis of their personal interests. Like
illusionists, they claim their tricks of fantas-
tic enrichment to be actual achievements
of entrepreneurial genius, who was able to
harness market trends. In reality, oligarchic
capitalism grows on the simultaneous failure
of market self-organization mechanisms and
public administration institutions. Creation of
new benefits is not the main source of wealth
accumulation. The main source lies in the
redistribution of national revenue due to the
underfunding of wages, the renewal of capital
assets, and misappropriation of natural and
monopoly rents” .

President V.V. Putin, who was clearly under
the influence of extremely liberal ideas
generated by the financial and economic bloc
of the Government, is now more concerned
about the time factor that becomes decisive not
only in the execution of pre-election programs
set out in the decrees of May 7, 2012, but also in
the issue concerning the place and role of Russia
in the world. An economically unsuccessful
country, whose GDP growth rate is twice below
that of its foreign counterparts, will be treated
respectively, like a “poor relation”.

> Tri pyatiletki zastoya — ne predel dlya Rossii:
redaktsionnaya stat’ya | Three Five-Year Periods of Stagnation
Is Not the Limit for Russia: editorial]. Nezavisimaya gazeta
[Independent Newspaper], 2013, no.246, November 14.

¢ Glazyev S.Yu. Neprostitel’'nye illyuzii [Unforgivable
Illusions]. Ekspert [Expert], 2013, no.50 (880), December 16.

Economic and social changes: facts, trends, forecast

The expert community, and, in particular,
economic scientists at the Russian Academy of
Sciences’ talked about the necessity to change
the country’s economic course a few years ago,
at the onset of the global economic crisis that
exposed all the negative results of the extremely
liberal monetarist policy of the Government.

The 2009 GDP fall that reached 8% was
deeper that that in industrialized countries and
in most of the BRICS nations. V.V. Putin, after
his re-election as President in 2012, ordered
the Russian Academy of Sciences to prepare
suggestions for the acceleration of economic
growth. The report “Russia on the way to the
modern, dynamic and efficient economy”
was prepared in due time — to April 1, 2013
and submitted to the President of the Russian
Federation®. And so, February 19, 2014, 10
months after the submission of the report, the
President held a meeting with its authors.

The President pointed out the following in
his opening speech: “We have agreed to meet
today, to hear your opinions. I will ask my
colleagues from the Cabinet and the Presidential
Executive Office to express their ideas as
well, to work together on seeking concrete
measures to promote economic growth. We
believe we can resolve the challenge of faster

7 Makarov V.L. Plavnoe nachalo — vazhnyy faktor
optimizatsii razvitiya ekonomiki [Smooth Start — an
Important Factorin Optimization of Economy Development].
Ekonomika i obshchestvo |Economy and Society], 2007,
no.1112; Grigor’ev L., Ovchinnikov M. Korruptsiya kak
prepyatstvie modernizatsii  (institutsional’nyy podkhod)
[Corruption as an Obstacle to Modernization (Institutional
Approach)|. Voprosy ekonomiki [Economic Issues], 2008,
no.2; Boldyrev Yu. Eshche raz o soderzhanii formuly
“Rossiya — energeticheskaya derzhava” [Once Again on
the Content of the Notion “Russia is an Energy Power”].
Rossiyskiy ekonomicheskiy zhurnal [Russian Economic
Journal], 2008, no.3—4; Gubanov S.S. Neoindustrializatsiya
plyus vertikal’naya integratsiya (o formule razvitiya Rossii)
[Neoindustrialization Plus Vertical Integration (on a Formula
for the Development of Russia]. Ekonomist |Economist],
2008, no.9; etc.

8 Full text of the report is available at: http://www.
ras.ru/news/shownews.aspx?id=4f0a07fe88534eda
9428574f5fcf0654#content (Part of the report was published
in the journal Economic and social changes: facts, trends,
Sorecast, 2013, n0.6(30), pp. 1831.)
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Time factor

growth in the economic and social spheres
only by resolving this most important, capital,
fundamental challenge. Without it, we cannot
achieve anything, but it is all the more relevant
that the Government of the Russian Federation
is currently preparing a long-term forecast for
the nation’s socioeconomic development through
2030. So our meeting today is very necessary.
We will need to develop and present a coherent
policy on mobilizing all available resources for
accelerated growth”°.

It is noteworthy that the Chairman of the
Government D.A. Medvedev and specialized
Deputy Prime Ministers I.1. Shuvalovand A.V.
Dvorkovich were absent at the meeting. It shows
that the President is taking the situation under
personal control, because D.A. Medvedev’s
team is unable to cope with the problems of
maintaining stable and dynamic economic
growth. We should pay attention to V.V. Putin’s
remark that the Government is preparing a
long-term forecast of Russia’s socio-economic
development until 2030.

And what can we make out of the forecast
of Russia’s socio-economic development until
2030, proposed by the Minister of Economic
Development A.V. Ulyukaev? Nezavisimaya
Gazeta newspaper wrote about it with rightful
indignation three months ago (issue of
November 14, 2013).

This forecast can be interpreted as the
pressure on the President, on his commitment
to fulfill his election programs, recorded in the
decreesof May 7, 2012, as an attempt to impede
the implementation of the ideas expressed by
the President in his Valdai speech.

These ideas are completely inconsistent
with the policy, which for many years has been
pursued by the extremely liberal economic bloc
of the Government and a significant part of the
ruling elite.

® Meeting with Economists of the Russian Academy of
Sciences. Official Website of the President of Russia. Available
at: http://www.kremlin.ru/news/20291

8 1(31)2014

V.V. Putin pointed out: “Practice has
shown that a new national idea does not simply
appear, nor does it develop according to market
rules. A spontaneously constructed state
and society does not work, and neither
does mechanically copying other countries’
experiences. Such primitive borrowing and
attempts to civilize Russia from abroad were not
accepted by an absolute majority of our people.
This is because the desire for independence and
sovereignty in spiritual, ideological and foreign
policy spheres is an integral part of our national
character”'’.

The President gave a strict assessment of the
majority of the ruling elite: “In addition, the
lack of a national idea stemming from a national
identity profited the quasi-colonial element of
the elite — those determined to steal and remove
capital, and who did not link their future to that
of the country, the place where they earned their
money” '

Speaking at the Valdai Discussion Club, the
President pointed out that the political course
should be focused on major social values, moral
consensus in the society; but it is possible only
with the nationalization of the elite. “We must
return the elite and its money back in Russia,
place their capital under state control, and solve
tax issues, abolishing the flat scale; thereby,
we must actually take the subsoil under the
control of the state. After that we must begin to
accumulate funds for a comprehensive recovery
of the country’s economy, defining the main
ways of its development” 2.

And here the time factor will be crucially
important for implementation of V.V. Putin’s
new political course.

0 Putin V.V. Speech at the session of the Valdai
International Discussion Club on September 19, 2013. Available
at: htpp://www.kremlin.ru/news/19243

" Ibidem.

12 Isaev A. Natsionalizirovat’ nado elitu [ Elite Should Be
Nationalized]. Literaturnaya gazeta |Literary Newspaper],
2014, no.6, February 12—18.

Economic and social changes: facts, trends, forecast



Public opinion monitoring of the state of the Russian society

As in the previous issues, we publish the results of the public opinion monitoring of the state
of the Russian society conducted by ISEDT RAS in the Vologda Oblast!.

The following tables show the dynamics of a number of parameters indicating the social
feeling and socio-political sentiment of the Vologda Oblast population on average for the last 6
surveys conducted for the period of April 2013 to February 2014 in comparison with the data for
2012, as well as for 2011, when D.A. Medvedev’s presidential term was due to expire, and for
2007, when V.V. Putin’s second Presidency was coming to an end.

Estimation of performance of the authorities

On average for the last 6 surveys in comparison with 2012, the assessments of the perfor-
mance of Russia’s President have improved (the share of positive evaluations has increased by
4 percentage points). However, so far the situation remains less favorable than in 2011 (the last
year of D.A. Medvedev’s presidency) and 2007. Still there are no positive changes in public
opinion with regard to the activities of the RF Government. There is an increase in the level of
assessment of performance of the Vologda Oblast Governor.

Table 1. Dynamics of the answers to the question: “How do you assess the current performance of..?”,
as a percentage of the number of respondents

A Dynamics (+/-),
. April | June | Aug. @ Oct. | Dec. | Jan. verage the last 6 surveys

Indicator | 2007 | 2011 | 2012 | 2013 23’1 3 | 2013 | 20 193 o013 | 2013 | 2014 fgrstuhri :;t in comparison with

2012 | 2011 | 2007
RF President

| approve 753 | 587 | 51.7 | 553 || 55.5 | 54.3 | 55.1 | 543 | 57.3 | 56.1 55.4 +4 -3 -20

| do not approve | 11.5 | 256 | 32.6 | 29.4 || 315 | 293 # 289 287 289 | 29.3 294 -3 +4 +18
Chairman of the RF Government*
| approve - 59.3 | 496 | 48.9 || 485 @ 46.2 | 504 | 49.0 511 | 493 491 -1 -10 -
| do not approve - 247 | 333 | 328 || 357 | 332 304 | 30.6 325 | 329 32.6 -1 +8 -
Governor

| approve 558 | 45.7 | 419 | 444 || 444 | 443 | 448 | 459 | 441 | 428 44.4 +3 -1 -11

| do not approve | 22.2 | 30.5 | 33.3 | 33.2 || 349 | 319 311 324 353 | 36.9 33.8 +1 +3 +12

*included into the survey since 2008.

' The polls are held six times a year in Vologda, Cherepovets, and in eight districts of the oblast (Babayevsky District,
Velikoustyugsky District, Vozhegodsky District, Gryazovetsky District, Kirillovsky District, Nikolsky District, Tarnogsky District
and Sheksninsky District). The method of the survey is a questionnaire poll by place of residence of respondents. The volume of a
sample population is 1500 people aged from 18 and older. The sample is purposeful and quoted. Representativeness of the sample
is ensured by the observance of the proportions between the urban and rural population, the proportions between the inhabitants
of settlements of various types (rural communities, small and medium-sized cities), age and sex structure of the oblast’s adult
population. Sampling error does not exceed 3%.

More details on the results of ISEDT RAS polls are available at http://www.vscc.ac.ru/.
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Estimation of social condition

The share of positive assessments of social mood and stock of patience on average for the last
6 surveys has increased in comparison with 2012, 2011 and 2007 (68 and 80%, accordingly).

However, in comparison with 2012, there has been a slight increase in the share of the residents,
who consider themselves “poor” and “extremely poor” (47%). Over the period of April 2013 —
September 2014 their share has not virtually changed.

Table 2. Estimation of social condition, as a percentage of the number of respondents*

Dynamics (+/-),

) Average the last 6 surveys
April | June | Aug. | Oct. | Dec. | Feb. . : .
2007 | 2011 | 2012 | 2013 2013 | 2013 2013 2013 2013 | 2014 fgrstuhrt\a/;?;t in comparison with

2012 | 2011 | 2007

Mood

Usual condition, | 635 | 631 | 67.3 | 68.6 || 68.6 | 664 | 687 | 71.5 | 696 | 651 | 683 | +1 | 45 | 45

good mood
Feeling stress,
anger, fear, 27.8 | 289 | 27.0 | 26.2 || 26.0 | 25.9 | 26.3 | 24.0 | 26.2 | 27.1 25.9 -1 -3 -2
depression
Stock of patience

Everything is not
so bad; it is difficult
to live, but it is
possible to stand it

741 | 748 | 76.6 | 793 | 779 | 77.8 | 79.7 | 81.6 | 83.1 | 79.8 80.0 +3 +5 +6

It is impossible to

: 13.6 | 153 | 15.8 | 14.2 || 16.5 | 13.7 | 14.7 | 123 | 12.0 | 12.3 13.6 -2 -2 0
bear such plight

Social self-identification

The share of people
who consider

482 | 431 | 447 | 439 || 426 | 41.9 | 449 | 45.7 | 43.7 | 44.2 43.8 -1 +1 -4
themselves to have
average income
The share of people
who consider
themselves to be 424 | 443 | 445 | 469 || 48.2 | 48.3 | 46.8 | 454 | 46.7 | 46.9 471 +3 +3 +5
poor and extremely
poor

Consumer Sentiment Index

Index value, points | 105.9 | 89.6 # 915 | 90.3 || 90.4 H 89.8 | 91.0 | 90.4 879 | 915 90.2 -1 +1 -16

* Ranked according to the average value of the index of success for the last six surveys. For calculating each index the share
of negative answers is subtracted from the share of positive answers, after that 100 is added to the obtained figure in order to avoid
negative values. Consequently, fully negative answers would give the total index 0, fully positive answers — index 200, the balance
between the former and the latter — index 100, which is, in fact, a neutral mark. The index of social strain has a reversed order of
values: 0 points is an absolutely positive value, 200 points — an absolutely negative value.

10 1(31) 2014  Economic and social changes: facts, trends, forecast
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Attitude of the population toward political parties

Positive attitude toward the party of power on average for the last 6 surveys was 29%, which

corresponds to the indicators for the previous years.

One can be alarmed by a gradual increase in the share of the oblast residents, who consider
that no political party among currently existing ones expresses their interests (in 2007 — 18%,
in 2011 —29%, in 2012 — 31%, on average for the last 6 surveys — 35%).

Table 3. Dynamics of the answers to the question: “Which party expresses your interests?”,
as a percentage of the number of respondents

I_I_'\" |_|_1_" .

Eé Eé Average tt?g ?:STI(‘:: zlf :\g)ys

ogs5 28% April | June | Aug. | Oct. | Dec.  Feb. , o

Party 2007 =3 2011 =5 2012 | 2013 2013 2013 2013 2013 2013 2014 for the last || in comparison with

So o 6 surveys

e Tl 2012 2011 | 2007
United
P ussia 30.2 605 311 334 291 294|285 31.3 296 269 295 283| 29.0 0 | 2 | -
KPRF 70 93 103 168 106 11.311.0 11.3 120 119 118 109| 115 a4 |45
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ISEDT RAS has been carrying out a long-
term assessments of the attitude of the Vologda
Oblast residents to existing power structures
and political institutions. The performance
indicators are given below.

The graphs, presented hereto, in comparison
with those published earlier, take into account
the results of assessments obtained during
V.V. Putin’s third presidential term, including
the results for 2013 in general.

The data show that a sharp increase (in
comparison with the period of B. Yeltsin’s
presidency) in the level of trust in President
V.V. Putin, taking place in 2000—2008, was
replaced by a constant decrease of trust in the
President (represented by D.A. Medvedev)
in 2009—-2012, and it has not been restored
so far.

We should note that the level of trust in the
Church has remained relatively high. The value
ofthe index of trust is higher than that concerning
government structures and the majority of politi-
cal institutions; and it is characterized by stability
in all the periods of sociological assessments.

At the same time, there has been an increase
of public trust in the Court. 2013 witnessed a
positive shift in the trust in the Procuracy, the
Federal Security Service, the Army, and the
Police — those institutions that are crucial links
in the strength of the state system.

So far, it has not been possible to over-
come the recession of recent years concerning
the trust in the activities of the State Duma
and the Federation Council, which indicates
that the system of domestic legislation
responds untimely to the formation of the
legal framework.

Attitude toward the President of the Russian Federation

RF President V.V. Putin

RF President (January 2000 — April 2000 —

RF President V.V. Putin

RF President RF President V.V. Putin

B.N. Yeltsin (November acting RF President, 2 term D.A. Medvedev 3 term
1996 — December 1999)  May 2000 — May 2004 — 1 term) (May 2004 — May 2008) (May 2008 — May 2012) (May 2012 —present)
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Index of trust in the Court

00 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

(May 2012 — present)

The level of trust in
the Church increased a
little in 2013 (the
index increased from
129 to 131 points)
after its fall in

2012 by 9 points.
(from 138 to 129
points).

Index of trust in RF
Government, after its
decrease in 2010-2012
(from 138 to 120
points), has stabilized.

Level of the Oblast
residents’ trust in the
Court has been
increasing since 2011.
The index has
increased by 9 points
over this period (from
112 to 121 points).
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Attitude toward the Government of the Vologda Oblast
RF President V.V. Putin
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Attitude toward the Federation Council of Russia
RF President V.V. Putin
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Attitude toward the mass media

RF President V.V. Putin

After the increase in
the index of trust in
the mass media in
2010 — 2012 (from
97 to 102 points),
the value of the
index stabilized in
2013.
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Attitude toward CEOs
RF President V.V. Putin
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On the key tasks of Russia’s economic development
(following the Address of the RF President
to the Federal Assembly)*

Pavel Aleksandrovich
MINAKIR

Far Eastern Branch of RAS

The RF President delivered another Address
to the Federal Assembly. As always, it con-
cerned the whole range of issues and trends in
the social life. The situation in the country
and in the world is extremely complex, and
therefore the Address should not be an ordi-
nary political action. It would be logical to
expect if not revelations, but at least adequate-
ness in diagnosis, if not univocacy but at least
clarity in methods of prevention and treatment.
How have the expectations been met? Let us
focus only on two cases.

The first case — economic growth called by
the President himself “the core of our (obvi-
ously of the Government and the Presidential
Administration?) work» and a basic prerequisite
for solving problems of social development.

Good news is the fact that the President
pointed to the internal causes of the growth
rate reduction or even the beginning of large-
scale economic stagnation if we call things by

Doctor of Economics, RAS Academician, Director of Economic Research Institute,

their proper names. The bad news is the inter-
pretation of “the internal causes”, given in the
Address. Actually, two such causes are singled
out: 1) low labor productivity, 2) excessively
high share of commodity export. Hence, all
the other reasons are already not significant,
at least for the government and the President.

Well, perhaps, the public and independent
experts have not noticed or have not appreci-
ated the fact that in Russia corruption is
defeated, administrative barriers are removed,
effective competition is provided, control
over state corporations is established, state
regulation of monopolists’ activity (natural or
unnatural) is imposed, sound monetary policy
is implemented, control over external debt
(government and corporate) is introduced,
the “fiscal rule” is substituted for the rule of
optimization of “unprotected” budget expen-
ditures, external capital flows are optimized,
the problem of unspent funds at the regional

* The article was published (untitled) in the journal Spatial Economics (2013, no.4) in the section “From the Chief Editor”.

Reprinted with the author’s permission..

18 1(31)2014

Economic and social changes: facts, trends, forecast



DEVELOPMENT STRATEGY

P.A. Minakir

and municipal levels is solved and the threat
of subnational defaults is eliminated, the pro-
prietary rights are guaranteed, sound industrial
policy is implemented, etc. It is possible, but
unlikely. More likely, all the stated above is such
a huge undertaking, that it would be better to
adhere to general and, therefore, very logical
and correct slogans.

However, the increase in labor productivity
is a critical issue. Labor productivity should be
understood as the ratio of GDP to the number
of the employed in the economy. It is just the
indicator of work quality, production processes
management, the state of a technical structure
of the capital, the technology level, etc. The
low level of labor productivity shows that the
level of management and technology in the
entire chain of economic relations and for all
economic agents is extremely low.

In fact, the problem of the indicator of the
direct labor effectiveness is even more acute
than it was reflected in the Address. The Presi-
dent has been provided with data according to
which Russia is one of the “five largest econo-
mies in the world”. This is true, if you judge by
data provided by international institutions for
2012. However, Russia belongs to this group
only according to the World Bank, and accord-
ing to the IMF and CIA it takes sixth place, but
it is still very good, although the GDP estimates
differ almost by 800 billion US dollars'. But it
should be taken into consideration that this
is data, obtained by comparing GDP levels,
measured by purchasing power parity. And if we
compare estimates of nominal GDP, and also
those of per capita, that characterize the level
of economic development, we see that Russia
takes a modest 50th place between Lithuania
and Latvia. Obviously, if we had at least two-
fold increase in nominal GDP per an employee,
then Russia would reach Spain and Israel in the
rating (30th—32rd place)?.

' Listof countries by GDP (PPP). Available at: ru.wikipedia.
org/wiki/ (accessed December 15, 2013).

2 List of countries by GDP (nominal) per capita. Available
at: ru.wikipedia.org/wiki/ (accessed December 15, 2013).
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How can we achieve this bright future? The
President proposed the recipe of four ingredi-
ents: enhancement of professional education
quality, creation of a flexible labor market, a
favorable investment climate, modern tech-
nologies. There is nothing strange and new.
There are nuances. And they are amazing.

The basis for boosting direct labor produc-
tivity is the increase in its technical and tech-
nological capabilities. And this cannot be
achieved without constant introduction of new
technical and technological solutions. No won-
der, the President starts with urging the govern-
ment and (now that is a surprise) the Academy
of Sciences to “correct perspective directions
of science and technology development” taking
into account the fact that the Academy of Sci-
ences has just been, if not destroyed formally,
but demonstratively humiliated.

The Academy of Sciences practically lost
the right to determine the trends and prospects
of scientific and technological search, and in a
two-month period after that the Academy had
to determine the path of technological upgrade.
Maybe, it has been done by habit. Maybe, one
tries to find a future convict for a very probable
failure of the project “labor productivity break-
through”. That would be logical, because the
government’s responsibility for the economic
breakdown as well as the absence of the con-
vict (as in the case of the “GDP breakthrough
failure”) are out of the question.

Another nuance is applied research, a key
point in practical innovation. But nothing was
mentioned about the key link in applied
research — corporate development, centers,
laboratories, that was previously called as
“sectoral science”. Substitution of the prob-
lem of R&D management and its relations
with fundamental research by the problem of
patents/licenses and related revenues does not
advance the desired technological upgrade.
The country can produce a lot of patents/
licenses, but they will be used only if there is
demand on the likely results of their use. In fact
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it is necessary to “form” domestic demand for
high technologies. But why do we need only
high technologies? Aren’t we just satisfied with
technologies, we got used to having, or don’t
we have problems with them?

But let us assume that in some miraculous
way under conditions of the started collapse of
fundamental science, lethargy of applied
research, domestic business’ reluctance to
implement the modernization strategy, which
requires higher accumulation rates in the
absence of available credit sources, Russia
increases the number of patents and licenses
significantly. What will happen to productivity?
Most likely, nothing will. As the increase in the
revenues share, got from patents and licenses,
in the GDP value only means a change in the
GDP structure, and only in case if domestic
patents and licenses are required by the market,
competitive in internal and external markets.
Another reason is that it is impossible to base a
national economy only on its own patents; the
real problem is management of effective and
continuous technological borrowing. But it
requires changes in motivation in the economy,
in accumulation policy, in a number of institu-
tions, and not only “development institutions”.

The second case is connected with strategic
objectives of economic development. The task
of “Siberia and the Far East development” is
an example of such goals, provided in the
Address. It is called a rational project of the
21st century. One cannot but agree that “the
tasks to solve are unprecedented in scale ...and
our steps should be original”. Hence, there are
two issues, not clearly reflected in the Address.

First, there remains great uncertainty for
the tasks to solve. What are these task about?
There are theories, but there is no clarity. This
can be the task of accelerating GDP growth
rate in the Far East and Siberia. This can be
the task of boosting foreign trade turnover
with the Eastern neighbors. This can be the
task of creating “open economy”. This can be

20 1(31)2014

the task of forming a new industry, the tasks of
changing an economic structure. This can be
the task of creating a comfortable living envi-
ronment. And this list can be continued. Clear
and unambiguous definition of the objectives
is known to determine the way of its solution,
and the likely outcome. However, clarity and
certainty are still in deficit.

Secondly, there still remains some uncer-
tainty with “original steps”. As follows from
the text of the Address, non-standard solutions
mean the creation of a network of “special ter-
ritories of advanced economic development
with special conditions for establishment of
non-extracting industries focused on export”.
It already looks very much like the concept for
new industrialization in its versions “the model
of export and production curves”, projects
“TOR-2030” and “TOR-2050"3. The differ-
ence lies in the fact that the projects envisage
specialization in these zones on the use of
technological monopolies, including, and even
primarily, in the processing of raw materials
intended for export and in export-oriented
new production. The Address does not make
such emphasis; i.e. it is implied that the provi-
sion of tax incentives and the promise to cre-
ate conditions for doing business, competitive
with key business centers of the Asia-Pacific,
are sufficient arguments for shifting the focus
of domestic and foreign investment to East-
ern Siberia and the Far East. This implicitly
assumes that the state is ready to take on the
costs of compensating for not just increased
production costs, but also such “invisible”
articles like losses from low scale, high capi-

3 See for example: Sintez nauchno-tekhnicheskikh i
ekonomicheskikh prognozov: Tikhookeanskaya Rossiya —
2050 [Synthesis of Scientific-Technological and Economic
Forecasts: Pacific Russia — 2050]. Vladivostok: Dal’nauka,
2011. 912 p.; Tikhookeanskaya Rossiya — 2030: stsenarnoe
prognozirovanie regional’nogo razvitiya | Pacific Russia — 2030:
Scenario Planning for Regional Development]. Khabarovsk:
DVO RAN, 2010. 560 p.; Minakir P.A. Ekonomika regionov.
Dal’niy Vostok [Economy of the Regions. The Far East].
Moscow: Ekonomika, 2006. 848 p.
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tal intensity, enhancement of competition. If
so, one should have a clear understanding of
the purpose of all this, for what economic or
military-political result it is done.

But even if all of this has been studied and
explained, these steps can hardly be called
“original”. In fact, they are very standard
actions, which should consider the main
thing — they will bring success only when the
key comparative advantages of these “zones”
are specified. Such advantages can be found
in technological leadership, the abundant and
cheap resources and/or production factors,

Economic and social changes: facts, trends, forecast

the scale of the market, preferential system of
institutions. Tax benefits can and should facili-
tate the decision making that concerns the use
of these advantages in a particular place.

It is possible that the limits of the Address
did not allow the President to develop the
declared intentions on these two subjects, and
it will be done later. It can be worse, if these
brief and sketchy intentions once again rely on
the notorious “invisible hand of the market”,
which will put everything in order. Then we
would have to deal with these issues at the level
of abstract ideas and intentions.
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Abstract. The article is continued designing strategy of modernization in Russia and its regions, originally
set out by the author in the report at the Conference “The evolution of Russia’s regions and their strategies
of socio-cultural modernization» (Vologda, ISEDT RAS, October 2012; see. sat. Conference materials,
part 1). Extended meaning of “integrated modernization”, proposed by Professor Chuangi He. Special
attention is paid to the unfinished state of societal transformation as the main limit, modernization of
Russia and its regions. Grounded three-phase strategy of integrated upgrades, each of which has its own
set of strategic priorities, which should ensure the interaction of industrial and information stages of
modernization of regions of the appropriate types.

Key words: integrated modernization, strategy of modernization, phases of strategy, strategic priorities.

Modernization as a global process of civili-
zational changes. Its structural components

The discourse on Russian modernization
does not pay sufficient attention to the fact
that modernization, as the complex process
of civilizational changes, which acquired
the global scale!, is conditioned by history.
Reasonable arguments about nonlinearity
of historical processes are not identical to
the denial of progress and its historical causa-
lity. Modernization is a consistent evolution

(but not linear evolution: not with the only
stationary state, but with potential set of these
states) of human civilization from agrarian
societies to industrial (first stage), then to
information (second stage) societies. By the
21st century this evolution has acquired global
character that proves its historical pattern.

It is a complex process. It consists of three
main components, each of them can be
considered as a partial, component moder-
nization.

* The article was prepared under the financial support from RHSF (grant No. 14-03-00421a).
' For details, see [6, p. 32-49]. A number of topical aspects of this subject was discussed at the Russian-Chinese conference
“Civilization and modernization”, held in may 2012 at the Institute of Philosophy of RAS (see [8]).
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1. Engineering-and-technological moder-
nization — the transition to a new technological
mode — a new way to create the means for
people’s life activity, the way that becomes
the main (>50%) source of the gross domestic
product of the country, region (GDP, GRP) or
anew resource for the competitive development
of other societies and countries. At the
beginning of information modernization, such
source was found in the fifth technological mode
(electronics, computer engineering) that was
replaced by the sixth mode (nanotechnology,
cellular technology).

2. Socio-economic modernization. With the
establishment of new technological modes the
share of the three main economic sectors in
GDP changes consecutively: the primary,
industrial stage of modernization experiences
sharp reduction in the share of the primary,
agricultural sector due to a corresponding
increase in the share of secondary, industrial
sector; the secondary, information stage is
characterized by a significant increase in the
share of the tertiary sector (services in a broad
sense, including the production, transfer and
use of new knowledge), and the share of the
first two sectors (material production) reduces
accordingly). Having studied the history of
modernization in developed countries of
Europe and North America for 200 years,
specialists from the Center for Modernization
Research at the Chinese Academy of Sciences
(CMR CAS) have identified stable indicators
and included them into the tools for the
monitoring of global modernization, which has
been conducted annually since 2000, as default
values when obtaining industrial modernization
indexes [6, p. 59-60].

3. Socio-cultural modernization — the
achievement of decent standard of living and
quality of life, the formation and adoption of
the set of values centered around the
development of a person as an individual, his/
her rights and freedoms; and their approval
in everyday life is ensured by social and

Economic and social changes: facts, trends, forecast

other structures and institutions such as
science, education, medical care, profound
democratization of the state and the entire
political life of society, its judicial institutions,
promotion of the activity of civil society.

All the components of modernization as a
civilizational process are interrelated. Together
they form an integrated unity. If one or another
component is represented clearly insufficiently,
or, on the contrary, dominates all the rest, then
the complex modernization can turn into a
partial quasi-modernization.

The analysis of the annual CMR CAS
monitoring shows that the indicators and
indexes of the tools applied represent quite
convincingly the state, dynamics and place of
each country according to the socioeconomic
component of modernization, and partly
according to its socio-cognitive indicators;
thus, to a certain extent, according to
modernization in general, differentiating it
into two stages — primary (industrial) and
secondary (information), as well as measuring
their integrated index. However, social and
cognitive indicators and indices reflect its
cultural component only partially. As for the
engineering-and-technological component, it
is presented indirectly.

Thus, the CMR CAS tools are very effective,
and we are going to use it. But it is necessary to
adapt it more comprehensively to the specifics
of Russia as a country with the medium level of
modernization, the country that experienced
deindustrialization and has not completed its
transition to democratic society with socially
oriented market economy.

Aggravation of competition between countries
for the success of modernization

According to the latest results of the CMR
CAS monitoring, by 2010 66 industrialized
countries have implemented the primary
modernization by 100%, and since the 1970s
30 countries have entered the secondary
stage of global modernization. Among these,
22 countries had a high level of information
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development (their index was 80 or more
points), and 26 countries had the medium
level of development. Russia was among the
countries with medium level of development
(71 points) and ranked 29th. The six countries
with the medium level of development: Greece,
Czech Republic, Kuwait, Estonia, Italy,
Portugal were ahead of Russia on their way
to the high development level (from 72 to 79
points). Slovenia was ahead of them (82 points).
The United States (109 points) remained the
most developed country [10, p. 71-74].

The future of the world modernization in
the second half of the 21st century will affect
more than 190 countries (approximately 6
billion people). By 2100, according to the
forecasts:

* the standards of secondary moderniza-
tion of 20 developed countries will increase
5-fold as compared to 2005, and the average
level of modernization in the world will lag
behind them by 50 years;

* inthe conditions of global competitive-
ness, the position of any country in the world
modernization may increase or decrease;
therefore, the leading countries should always
protect their forward positions, and the
catching-up countries should accelerate their
pace of modernization.

Conclusion: the 21st century will see the
increase in the irregularity of modernization in
the countries, and the competition between the
countries will be tough [6, p. 230-234].

What hampers modernization in Russia and
what should be done for maintaining and
enhancing Russia’s modernization status and
its competitiveness in the world in the conditions
of tough competition?

The incompleteness of societal transforma-
tion is the main reason for the slowdown in
Russia’s modernization

According to estimations by T.I. Zaslavs-
kaya, V.A. Yadov and other Russian scientists,
socie-tal transformation (radical change of the
entire society), which began after the systemic
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crisis and the collapse of the USSR in the
late 1980s, has not been completed yet: it has
not reached the developed state that ensures
competitiveness in the global community (see
[2, p. 104; 9, p. 8-11]).

It is the incompleteness of societal transfor-
mation that is the main reason for Russia’s
lagging behind in global modernization. But
the incompleteness of transformation does not
mean that no new society has emerged. What
is a modern Russian society, what are its main
features?

There are grounds to conclude that there
emerged an intermediate transitional condition
of the Russian society — a symbiosis of structures
of early capitalism with modern globalization:
oligarchic-bureaucratic capitalism with a
comprador dominant, which bends the capital
created in Russia to the interests of transnati-
onal business (see [5, p. 337-340]). As a result,
there is no demand for modernization of the
Russian economy and the whole society; there
is no demand for Russia’s innovation human
potential, which is still considerable, although
already reduced, and it is dying in vain.

Information concerning the sociocultural
portraits of regions, which is based on
sociological surveys, indicates that the efficiency
of modernization processes in the regions, from
the viewpoint of human potential, is low;
although statistics record inertial growth in its
socio-economic indexes. Here we are faced
with quasi-modernization that is not balanced
socially and culturally.

Such is the price of the opportunities for
completing societal transformation that are
being lost. In the conditions of intensified
international competition for moderniza-
tion success, the incompleteness of this
transformation has become a strategic flaw in
the evolution of modern Russia. The inertial
growth of quasi-modernization should be
opposed to the strategy of integrated, socially
and culturally balanced, thereby, anticipatory,
modernization.

Economic and social changes: facts, trends, forecast
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The completion of the transformation, first
of all, should provide a response to the two main
issues posing a threat to modern Russia, such as:

1. Threat to security that is aggravating due
to conflicts in the conditions of global instabi-
lity; it requires urgent modernization of the
country’s defense industry, ensuring its
competitiveness in global markets.

2. Threat to political stability and integrity
of the country due to glaring financial and
material contrasts between the thin layer of the
super-rich and the masses of the poor; this
fact is exacerbated by the contrasts between
the standard of living in different regions;
this threat is to be dealt with by bringing the
standard of living and quality of life to the
European average in all the regions of Russia.

Strategic theses and decrees of Russia’s
President V.V. Putin

In 2012, explaining the reasons for his
consent to stand for election, presidential
candidate V.V. Putin wrote the following: “In
my opinion, our task in the forthcoming
elections is to get rid of everything that
hinders our progress on the way of national
development. Russia should complete the
creation (italics added). — N.L.) of such a
political system, such a structure of social
guarantees and protection of citizens, such
an economic model that will together form a
single, living, constantly evolving and, at the
same time sustainable, stable, healthy state
body, which will unconditionally guarantee
Russia’s sovereignty, and prosperity of the
citizens of our great nation for decades.
Our task is to defend justice and dignity of
every person. The truth and trust in relations
between the state and society” [7].

In fact, it is a call to take immediate action
on the basis of the main values of the Russians,
like justice, human dignity, inherent worth of
his/her life.

Immediately after the inauguration, Russ-
ian President V.V. Putin signed the Decree
“On the long-term national economic policy”.
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Its first paragraph orders the Government of
the Russian Federation to take measures aimed
at “creation and modernization of 25 million
high-performance jobs by 2020”.

This task is not just words, but an urgent
necessity. It is backed by the statistical data.
Many sociological studies, including the
monitoring “Values and interests of Russia’s
population” carried out by the Center for the
Study of Social and Cultural Change of the
Institute of Philosophy of RAS in 2006 and
2010, and the studies conducted by more than
20 research teams on preparation of the portr-
aits of regions prove that in 2006-2010 Russia’s
population considered the task of creating
millions of new jobs a priority. In conditions of
the crisis and subsequent depression this task
has become even more urgent, and it should
be specified in the strategies and development
plans for each region. The disruption of its
implementation must be prevented.

How to overcome the incompleteness of
societal transformation in Russia?

Comprehensive completion of societal
transformation is the most complicated
historical task. Actions for its solution should
come primarily from higher authorities, and
be implemented with active participation of
business structures and civil society. However,
it is not only important, who does it, but
also how the actions are carried out: the
method largely determines the structure of
participants. Their actions can be successful
only if they are coordinated. It is necessary
to establish a multilateral negotiation process,
initiated by the President of Russia and aimed
at such coordination.

The power — owners — civil society should
become the main participants of the negotiation
process. Obviously, the power structures
should be headed by the President of Russia.
The owners should not be represented by
the oligarchs alone, but also by the Union of
Industrialists and Entrepreneurs, and by small
business. Civil society can be represented
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by a deputation from federal and regional
public chambers, as well as from scientific,
educational and other structures.

Measures that are to be undertaken to
complete the societal transformation in Russia
should be the priority subject of such negotia-
tions. This should be an open, public, thoughtful
discussion. It is necessary to identify the main
provisions of draft laws and other normative
acts seeking the completion of economic, political
and legal institutions effective for the entire
society. It is also necessary to do the following:

— provide the protection of the rights and
freedoms of citizens (equality before the law,
etc.) by the court and law enforcement
agencies;

— formalize in the legislation the social
responsibility of employers (enterprises,
companies) to the employees for a worthy level
of wages, working conditions, pension
provision and other types of social security,
the possibility of participation in the manag-
ement of organizations;

— legislate against or severely restrict the
withdrawal of revenues obtained in Russia from
Russian jurisdiction and taxation;

— carry out a set of other measures (see |3,
p. 62-69; 9, p. 12-22]).

The achievement of consensus on effective
economic, political and legal institutions will
provide opportunities for the solution of the
second task of the negotiation process: the
development and implementation of the strategy
forintegrated, anticipatory modernization as a
socially and culturally balanced civilizational
process in Russia.

Principles for the development of anticipa-
tory modernization strategy

Successful elaboration and implementa-tion
of anticipatory modernization strategy requires
the use of the following principles: 1) program-
project principle, and 2) counter principle of'its
federal-and-regional construction.

In accordance with the proposed strategy,
on the orders from the federal and regional
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executive bodies, it is necessary to develop
programs and projects for modernization that
will contain definite problems/tasks of socially
and culturally balanced priority development
and propose the ways of their solution.

It is important to ensure the systemic
character of the composition of proposed
programs/projects. For example, using a
matrix, the rows of which can present the
main levels of regulation of the objects under
modernization, and the columns can present
the stages and states (types) of modernization
in the regions, the corresponding programs
and projects.

The preparation of programs and projects
should take place in three clusters-levels of their
counter construction. The upper cluster-level is
federal-and-district, “from the top to the
bottom”. The lower cluster-level is local-and-
regional, “from the bottom to the top” (to
save time, it may be enabled simultaneously
with the upper one). The median cluster-level
is integrative-regional. The results are to be
approved by the regional authorities.

The advanced nature of integrative moder-
nization

Modernization objectives are achieved
more successfully, when its processes are going
more dynamically in comparison with other
countries (regions), especially its neighbors.
Therefore, the advance should be considered
an important criterion in the success of
modernization.

A priority task for Russia can be the task
of outrunning the above mentioned six
European countries with medium develop-
ment level. In estimating the timing of such
advance, it is necessary to bear in mind that
these countries are also striving to the success
of modernization and are moving forward,
competing between each other and with
Russia. Therefore, Russia should start moving
faster than these countries as early as possible
in order to catch up with the twenty developed
countries by the mid-2030s.

Economic and social changes: facts, trends, forecast
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The next task will be much more difficult:
gradually leave the twenty developed countries
behind and join such countries as England,
France, Germany. But this requires a completely
different pace of movement than those observed
now and those expected in accordance with
inertial trends. It is clear that we are not
talking about the one-time advancing spurt
or breakthrough, but rather of a long, gradual
process of tough competition with other
countries for the success of modernization.

Its own competitive logic can be traced
among the regions as well. The regions that
differ in the state (type) of modernization
require different priorities of moderniza-
tion policy (priority investment targets,
specialization of tax incentives, promotion and
utilization of human potential). These priorities
should change as the regions transition
from one state (type) of modernization to
another. At that, each region is striving to
save and improve its status. The priorities
of re-industrialization can dominate at the
beginning of regional modernization; in the
process of its implementation the priorities
will focus on the development of informa-
tion modernization. At that, civilizationally
different regions will differ in their vectors and
rate of modernization.

Stages and priorities of integrated moderni-
zation strategy, the dynamics of the number of
regions at different stages

For Russia, as a country with medium level
of modernization development, integrated
modernization is not only the integrity of its
components characterized above, but also
the relationship of its two stages®>. We can
distinguish three types of this relationship, or
three combinations of strategic priorities for
modernization of the regions; they form the
stages of integrated modernization strategy.
Each stage corresponds to one of the three pairs

2 About the balanced development of these stages as

an integrated modernization and its measurement, see [0,
p. 18-20, 64-66].
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of conditions (types) of modernization degree
in the regions?.

Stage 1. Priorities: mainly promoting the
growth and development of re-industrialization;
regions with low levels of industrial
modernization (types 1 and 2).

Stage 2. Priorities: promoting the completion
of re-industrialization and simultaneously
promoting the transition to information
modernization; regions in the state of
transitional modernization (types 3 and 4).

Stage 3. Priorities: mainly promoting the
growth and development of information
modernization; regions in the state of system
information modernization (types 5 and 6).

Dynamics of the number of regions,
corresponding to these stages in 2000—2010,
is presented in the figure.

Aswe can see, in 2000—2008 the number of
regions corresponding to the first stage
decreased by one-third; and the number of
regions, corresponding to the second and
third stages of integrated modernization
strategy, almost doubled. However, only 7
regions corresponded to the highest phase 3
(continuation and development of secondary
modernization, i.e. the system information
modernization). The rate of increase in the
number of regions from lower stages to higher
ones was on average two regions per year, and
then it slowed down. In 2008—2010 it was close
to zero. Hence, if the stagnation, or, even
worse, recession of the economy remains, then
the further transition of the regions to higher
modernization states will become very difficult.

These trends confirm the above conclusions
about the existence of the hindered inertial
growth of socio-economic modernization without
social and cultural development. Russia is in
danger of gradual reduction of its modernization
status and competitiveness. This is the most
likely scenario for the country until the middle

3 Earlier we defined six such stages. See [4, p. 22-24].
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Dynamics of the number of regions corresponding to the main stages
of integrated modernization strategy
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of this century, if its societal transformation
remains incomplete. The high probability
of such a way is confirmed by the forecasts
of Russian historians and mathematicians,
obtained with the help of calculation multifa-
ctor mathematical model (see [1, p. 143-
144, 211]), and the findings of the Moscow
Economic Forum (Moscow State University,
March 2013) [8, p. 8-11].

Expected results of anticipatory moderniza-
tion strategy

According to our estimates, the rate of the
regions’ advance from the lower stages to
higher ones over the next two decades may
increase in two —three times, if by 2018
the societal transformation in Russia will be
completed, and a democratic society will be
established with a socially oriented market
economy, and also as a result of implementing
the strategy of integrated modernization. In a
historically acceptable period of time (by the
mid-2030s), about 80% of Russia’s regions will
complete primary modernization by 100%,
and almost 50% of regions will enter the stages
of the beginning and growth of secondary
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modernization (they will enhance their state
of modernization to types 4, 5 and 6), they will
also bring the quality of life to the European
average. By 2018, about 20 regions can achi-
eve this, by 2024 — up to 25 regions, by 2030 —
about 35, and by 2036 — more than 40 regions.
Among these, about 20 regions can enter the
state of the system information modernization
(types 5 and 6).

The middle of the 21st century will see new
opportunities for innovation, intensive
development of the fifth and sixth technolo-
gical modes, the quality of life in most regions
will increase to the European average, complex
modernization will be mostly formed as a new
civilizational quality of Russian society. Such
values as the dignity and equality of each
person’s opportunities, the competence of
democracy and the culture of business and
political elite, the transparency of administra-
tive and business management, high standard
of living and quality of life. As a result, Russia
will take its place among the developed
countries of the world, and will increase its
attractiveness in Europe and Asia.

Economic and social changes: facts, trends, forecast
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The necessity to protect its national interests
was the driving force of Russia’s public policy
(in the 19th as well as early 20th century) with
regard to its Northern and Arctic territories.
Certain countries strived to gain control over
the Arctic archipelagoes, abundant in natural
reserves, trying to take advantage of Russia’s
lack of attention to its polar possessions. Such
situation posed a threat to Russia. However,
state policy was inconsistent and not focused
due to the fact that the most important strategic
interests of Russia were connected with
the West and South, rather than the North,
although the population of the Arctic regions!
was increasing throughout the 20th century
(tab. 1) and it began to decline only at the end
of the 20th century. At present, the population
continues to decline.

From the mid-1930s, the state policy in the
Arctic had undergone qualitative changes. The
government began to regulate the processes of
exploration and development of the territory.
The desire to use natural resources for the
development of national economy was the
driving force of these processes. In 1933—
1935 the issues of studying, exploration and
colonization of the Barents sea archipelagoes
were handed over to the Main Department of
the Northern Sea Route, the management of
these processes became centralized.

A large-scale Soviet industrial development
of the Arctic required considerable expenses.
The geopolitical interests of the centralized
state often prevailed over economic issues.
High costs of Arctic’s development had been
covered by cheap labor force for a long time.
The rapid development of these territories in
the 1930s was ensured by such organizations as

' The article analyzes the privatization processes that took
place in the following regions of Russia’s Arctic (republics of
Karelia, Komi and Sakha (Yakutia), Arkhangelsk, Magadan
and Murmansk oblasts, Nenets, Khanty-Mansi autonomous
okrugs, Chukotka, Yamalo-Nenets autonomous okrugs,
Taymyr Dolgano-Nenets and Evenk autonomous okrugs of
Krasnoyarsk Krai.
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“Pechlag”, “Norillag”, “Dalstroy” and others
that widely used the work of GULAG prisoners.

In the late Soviet period of development of
the Arctic was guaranteed by government
agencies — a system of powerful sectoral
associations controlled from the center. High
development costs were compensated by the
extensive redistribution of oil and gas rent,
which enabled (against the requirements of
economic expediency) to subsidize prices,
transport and energy tariffs, to provide the
citizens with generous benefits and guarantees,
and so on. The maintenance of control over
the Arctic territories was ensured by the
regime of strict forced centralization, directive
government management.

Until 1991, almost all the enterprises in the
country were state-owned, except for the
property of co-operative enterprises, amounting
to not more than 5%. In 1991, the federal
government initiated the transfer of enterprises
from state to private ownership; in this
connection a number of normative acts [1, 3,
8, 12, 13] regulating this process were issued
in 1991—-1992.

The first stage of privatization consisted in
the division of the unified state property by
different levels [ 11, 15]; in this regard, military
enterprises and facilities, ensuring the security
of the country and other economic sectors

Table 1. The population of the Arctic
regions of the Russian Federation

Year Population, million people

1926 1.7

1939 2.9

1959 43

1967 5.2

1979 6.4

1989 8.3

1995 7.9

2002 7.2

2010 6.9
Source: Rosstat data on the all-Russia censuses of 1926, 1939,
1959, 1979, 1989, 2002, 2010. Available at: http://www.gks.ru
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Table 2. Distribution of the enterprises in the Arctic regions by forms of ownership, %

) Year
Form of ownership
1996* 1999 2008 2010**
State 30.6 71 5.8 4.6
Municipal 24.0 8.1 9.3 8.4
Private 6.8 68.4 74.5 79.1
Non-commercial 0.2 7.2 6.4 47
Mixed 38.4 9.3 4.0 341

*In 1996 the distribution is given according to the volume of main assets due to the absence of the data comparable with the subsequent periods.
**Excluding the data on Taymyrsky and Dolgano-Nenetsky districts of Krasnoyarsk Krai.
Source: calculated according to the Rosstat data. Available at: http://www.gks.ru

(transport and energy infrastructure), large
plants, universities, large suppliers of communal
services, agricultural enterprises, etc. were
assigned exclusively to the federal level. That is,
almost all the enterprises in the Arctic became
federal property (tab. 2). Regional property was
formed on leftovers, and its volume depended
on the decisions of federal authorities.

The enterprises providing housing and
utilities services, trade, healthcare, cultural
facilities, etc. were assigned to the municipal
level. Thus, the major property in the Arctic
regions was distributed between the federal and
municipal levels. As a result, municipalities
received highly liquid property — shops and
public amenities and less liquid property like
municipal services, hospitals, requiring large
investments.

Only minor enterprises were transferred to
the regional ownership. For instance, in the
Magadan Oblast only 45% of enterprises were
transferred to the region’s ownership in 1993
out of the total number of enterprises that could
potentially be transferred to the regional level.
None of the companies that play a significant
role in the region’s economy became regional
property [31]. All 40 mining companies of the
region that form its economy were transferred
to the federal level. This separation of ownership
made it possible to maintain the dependence of
the regions from the center.

The second stage of privatization consisted
in the process of “small” privatization and

transformation of large and medium-sized
enterprises into joint stock companies. “Small”
privatization is the process of privatization of
municipal enterprises: shops, cafes, hairdressing
salons and barber’s shops, etc. This process
started in 1992, and passed over its peak in
1992—1993 (after 1994 it was restrained legally
[6]). But by 1996 already, the major part of these
objects had been privatized. The most widely
used method of “small” privatization was the
sale of companies at special auctions?, part of
the municipal property was transformed into
joint-stock companies [21].

The process of “small” privatization in the
Arctic regions began rather vigorously. For
example, in 1992 in the Magadan Oblast 35
municipal objects (mostly shops and public
amenities enterprises) were privatized, in 1993
— 250, in 1994 — 75, in 1995 — 69 objects (by
1996 most of them have become private).

The pace of this process was different in the
Murmansk Oblast. Despite the fact that,
according to the privatization program, it had
been planned to privatize 524 such enterprises
in 1992, only 126 of them were actually
privatized, and in 1993 — 109 enterprises.
Municipalities and the workers of enterprises
tried to avoid privatization. Municipalities
wanted to preserve their revenue base, which
they were loosing in the process of privatization
along with the enterprises. As for the workers of

2 Auctions were carried out with regard to preferential
rights of the labour collective of the enterprise on its buyout.
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those enterprises, the entry into the free market
demanded marketing efforts. If an enterprise
retained its municipal status, it guaranteed
a minimal wage and the possibility of being
unprofitable. As a result, to the middle of 1997
only 406 municipal enterprises were privatized
in the Murmansk Oblast [21].

Thus, the privatization of municipal
enterprises was not full, but fast enough. A
significant part (60—70%) of wholesale and
retail trade enterprises, public amenities and
public catering enterprises became private
ones [35].

Small business emerged as a result of small
privatization. The number of small enterprises
in the Arctic exceeded 30 thousand in 1994.
Then, by 1998, during the liquidation of
unprofitable enterprises, the number of small
enterprises decreased by one third. And only
by 2006 the volume of small business recovered
and exceeded the level of 1994. The number of
small enterprises in 2010 amounted to about
65 thousand.

Enterprises belonging to the state property
(including regional and federal property), were
transformed into joint stock companies before

Table 3. The number of joint stock companies
in the Arctic regions of the Russian Federation,
created out of state and municipal enterprises

Year Number of joint stock companies,
Increment total

1993 552

1995 1359

1997 1546

1999 1593

2001 1607

2003 1642

2005 1783

2007 1848

2009 1920

2011 1958
Source: calculated according to the Rosstat data. Available at:
http://www.gks.ru
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the privatization. In the Arctic regions about
1500 state enterprises were incorporated
in 1993—1999, and more than 300 — in 2000—
2010.

The process of corporatization went on by
leaps and bounds. For instance, in 1993—1994
111 enterprises of federal and regional owner-
ship in the Magadan Oblast were transformed
into joint-stock companies, which was not
more than 15% of all the enterprises [31]. The
most part of the enterprises went through the
process of corporatization in 1996 (tab. 3). In
1998—2001 there was a decline in the process of
corporatization. But by the end of the 2000s, all
the large and medium enterprises of the federal
and regional ownership subject to privatiza-
tion, became joint-stock companies.

All in all, 152 joint stock companies were
formed in 1992—1996. In this period, all the
large enterprises playing a crucial part in the
region’s economy were reincorporated as
joint-stock companies. Then, up to mid-
2000s, the process stopped, and then went on
by transforming state unitary enterprises into
joint-stock companies?.

The third stage of privatization consisted in
the placement of shares of the privatized
enterprises. Part of the shares in 1992—1996
was transferred free of charge to the employees
of these enterprises; the remaining part of the
shares was sold by the State Property Fund at
auctions or left as a fixed state package. During
the period of corporatization the concept of
“golden share” was introduced. A “golden
share” is a share, which for a certain period of
time* provides the state body with the decisive
vote at shareholders’ meeting. In 1995 the
state retained control over 28% of the Arctic
enterprises, which were privatized this year,
in the form of controlling interest and/or the

3 The major part of these enterprises is comprised by
“strategically important” enterprises (enterprises of the military
industrial complex, research institutes, including military-
oriented, transport enterprises, oil and gas companies) [10].

4 Initially the “golden share” was valid for 3 years, and
then the term was extended up to the present [7].
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“golden share” [35]. In general, the process
of corporatization and transition from state to
mixed, and then private form of property took
3—4 years.

Regional authorities could retain their
influence not only in case of direct control. For
example, in 1998 the owners of the enterprises
Severonickel and Pechenganickel’ intended to
close them due to an unfavourable economic
situation in the world nickel market. Due
to the active intervention of the regional
government and under its pressure a new
company was established, OJSC Kola Mining
and Metallurgical Company, which is operating
efficiently at present. The regional government
used indirect leverages® over the company’s
owners.

The difficult situation, which the enterprises
had to face after privatization, often served as
the basis for state intervention. In 1996 the state
regained 25% of the shares of JSC Kovdorsky
GOK, one of the largest enterprises in the
Murmansk Oblast (by order of the court, for
the non-fulfillment of the investment terms
of privatization) [22]. The enterprise was on
the verge of bankruptcy. In early 1997 21% of
Kovdorsky GOK shares were returned (in the
pre-trial settlement) to the municipal ownership
of Murmansk. I.e. the regional government
controlled 46% of the shares, which ensured
full control over the enterprise, because another
significant package of about 30% was sprayed
between the employees of GOK. The regional
government managed to stabilize the company

> The enterprises were the principal employers and
mainstay of neighbouring settlements, and their shut down
would result in the abandonment of these settlements and a
large-scale unemployment — about 30 thousand people.

® We can only guess in what way the regional authority
influenced the owners. No doubt, it appealed to the federal
authorities and gained their support. In fact, the owners offered
the regional government to “save” these enterprises on its own
by giving them full independence. When OJSC Kola Mining
and Metallurgical Company was established, the shares were
distributed as follows: JSC Severonickel owned 50%, JSC
Pechenganickel owned 50%. And 100% of the shares of both
companies belonged to private capital — JSC RAO Norilsk
Nickel.
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and to establish production distribution; as a
result, by 1999 the plant has made profit of 30
million rubles a year. In 2001, a decision was
made on the sale of the state and municipal
stock of shares. The private company OJSC
MCC EuroChem became the owner of OJSC
Kovdorsky GOK.

At the same time, regional authorities tried
to retain their influence over the enterprises
located on their territory. The reason for this
can be found in the fact that in most of
the Arctic regions the company’s assets
are “stationary”, i.e. closely attached to a
particular space. And an important issue was
who controls these enterprises: the “insider”
business structures, closely cooperating
with regional and municipal authorities, or
“outsider” structures that are difficult to
influence. Therefore, regional authorities
actively interfered into the process during the
initial division of state property and also during
the subsequent periods of transformations,
seeking either to establish their direct control
over the main assets of the territory, or appoint
their “insider” owners hereto. For example,
in the 1990s, on behalf of the Komi Republic
residents, a group of the region’s top managers
gained control over the major large enterprises
and subsoil areas rich in mineral resources [30].
The struggle of the “outsider” private capital for
regional ownership ended in 2001 by the change
of the regional power and complete transfer of
major enterprises in private hands [29].

However, the cooperation between regional
authorities and large enterprises is maintained
through the “migration” of officials in the
governing bodies of enterprises and vice versa.
By placing officials as heads of the boards of
directors, the government regained control over
large enterprises, especially over energy giants.

However, one can find some examples of a
significant decrease in the influence of the state,
when regions are turned into quasi-corporations
and they are subsidized by large companies [19,
28]: for example, JSC RAO Norilsk Nickel,
which forms an almost entire budget of Taimyr
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Autonomous Okrug and directs a significant
amount of finances to its social sphere. Norilsk
Nickel has an almost complete control over
Taimyr AO. The merger of the corporation
and the region has reached the maximum level,
since the corporations’ representatives can
belong to power structures and they are even
appointed as region’s governors. As a result,
large companies and the region become a single
unit, they become responsible for economic
and social policy and for the functioning of
public services, regional infrastructure, etc.

The redistribution of influence is going on
not only between companies and the state, but
also between the levels of authorities. It often
takes place by establishing formal environmental
and social constraints for corporate structures.
Regional authorities in Khanty-Mansi AO,
after losing some of their powers in the sphere
of subsoil use (due to the transfer of the main
control functions to the federal level) in 2004
approved the new maximum permissible levels
of water pollution for oil and gas companies
[29]. This innovation was aimed at regaining
partial control over large external owners in
the okrug, since, despite the long-standing
need for tougher environmental standards,
the region has introduced them only when
it lost actual rights of control over and direct
influence on the companies.

Making strategic sectors (fuel and energy
complex, transport, communication) the
priority spheres of state control and regulation
is becoming the main tool for the
implementation of the state policy in the
Arctic [33]. This occurs through the formation
of large business-structures, which consolidate
in their hands the right of control over the most
valuable assets of the territory: for example,
AK ALROSA is such super-organization in
the Republic of Sakha (Yakutia).

In the mid-2000s, federal authorities
continued to pursue the policy of further
privatization of enterprises. According to the
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law [4], by 2009, local authorities were bound
to either privatize or transfer to the state
ownership the property that did not ensure the
performance of their functions. Only schools,
kindergartens, polyclinics and hospitals could
remain in the municipal ownership.

A similar decision concerning state property
privatization was made in respect of enterprises,
which do not provide the performance of public
functions. Since 2005, the state has been
reducing the number of unitary enterprises
[10]. Most of them underwent the procedure
of incorporation with the preservation of
100% of shares in state ownership. Then they
were offered for privatization. Besides, it was
proposed to privatize the packages of shares that
belonged to the state and the size of which did
not exceed 50% of the authorized capital; any
shares of fuel and energy complex companies,
civil aviation, etc., including the shares of the
enterprises that were previously on the list of
strategic enterprises not subject to privatization.

In the Arctic regions for the 1992—1999
period over 6000 enterprises were privatized
(tab. 4). For 2000—2009 almost 800 enterprises
were privatized in the framework of the program
for selling non-core state and municipal
property. Despite such significant rate of
privatization, about 50% of the enterprises,

Table 4. The number of privatized enterprises
in the Arctic regions of the Russian Federation

Year Number of privatized enterprises,
increment total

1993 3186

1995 5268

1997 5869

1999 6145

2001 6456

2003 6619

2005 6780

2007 6846

2009 6919
Source: calculated according to the Rosstat data. Available at:
http://www.gks.ru
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out of their total number in 19907, have been
privatized so far. Many enterprises remain in
state ownership, although they have changed
their organizational form, the others have been
liquidated or reorganized into other forms.

By 2007, the federal government had
retained direct control over more than 600
enterprises, registered or operating in the Arctic
regions. Among them 34 enterprises of federal
ownership with a 100% package of shares
belonging to the state, 3 — with a package of
shares over 50%, 9 — with a package of 25—50%
and 8 — with a package less than 25% were
subject to further privatization®. These were
partly the enterprises, which had not found
buyers previously’, or the enterprises of nuclear
industry and military complex.

The enterprises that had not been privatized
often remain in state ownership due to the lack
of individual entrepreneurs willing to buy them.
80 enterprises were prepared for privatization
and 29 privatized in 2007. The next year an
attempt was made to privatize even more
enterprises (about 120), but only 39 were
privatized [26]. The reasons for these failures,
in addition to low economic attractiveness of
the asset of these enterprises, include their
excessive price at the auction and sale in single
lot.

In recent years, the share of joint stock
companies fully owned by the state has
increased in Russia as a whole. We can assume
that the same tendency is typical for the Arctic
regions. According to incomplete data, by
2010 the federal government has maintained
control over the enterprises through equity
participation in more than 200 enterprises
located in the Arctic regions, and it has been
the owner of about 400 unitary enterprises.

7 Calculated using the Rosstat data. Available at: http://
www.gks.ru

8 Calculated using the data of the Federal agency for state
property management. Available at: http://www.old.rosim.ru

° For example, an attempt to sell the shares of JSC Sea
Port “Egvenikot” located in Chukotka Autonomous Okrug
failed in 2003 [22].
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In addition, the list of strategic companies
of the Russian Federation (i.e. not subject to
privatization) contained 12 more enterprises,
which were registered or operating in the Arctic.
About 40 enterprises, previously included in
the list, were excluded from it (which does not
mean their privatization; most of them were
transformed into joint stock companies with
100% state package or included in the state
corporations).

In general, we can observe the increase of
state control, but mainly in relation to key
natural resources. Russia is distinguished by
the fact that the state’s part of economic
rent from oil and gas extraction and from the
production of diamonds in Russia’s Arctic
goes almost exclusively to the federal level.
Priority state control and regulation are
carried out with regard to such strategic sectors
as fuel and energy complex, transport and
communications.

One can also find some examples of a
significant reduction in the state control, when
corporations have such a considerable impact
(financial, political, etc.) on the region’s
development that the space is actually privatized
together with the institutional infrastructure,
and the territory becomes a quasi-corporation.

There is certain progress in the transition
from the model of direct policy intervention,
when the state acts as regulator and as
entrepreneur, to the principles of indirect
management. The influence is redistributed
between the companies and the state, as well
as between different levels of power. The
establishment of formal environmental and
social constraints for corporations is one of the
instruments of such indirect influence.

Besides, it is necessary to consider the
process of housing and utilities enterprises’
privatization, which was held in the framework
of the housing reform launched in 1992. Earlier,
all the housing and utilities enterprises in the
Arctic regions were either in the municipal or
departmental ownership. The main purpose of
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the housing reform was to reduce state funding
of the housing sector in the conditions of the
high budget deficit. The housing reform was
also aimed at enhancing the quality of housing
and the quality of communal services.

The following measures were proposed to
achieve these goals [2, 9, 14]:

 privatization of residential premises (for
details see [18]);

* demonopolization of the housing and
communal services market through the
liberalization of supply and demand in this
market;

* changes in the policy of state subsidies:
the reduction of state services in the housing
and utilities sector, transition from the provi-
sion of subsidies to utility companies to the
subsidization of persons with low incomes;

+ increase of prices for housing and
communal services for the purpose of increasing
the attractiveness of the sector for private
business.

Organizations involved in the management
of houses, remained in the municipal ownership
for a long time. On the one hand, it was due to
the willingness of municipalities to retain
control over the financial flows, which were
comparable with the volumes of municipal
budgets. On the other hand, it was conditioned
by the fact that the residents themselves
considered the municipal company to be more
reliable than private management companies
that could significantly raise the cost of houses’
maintenance.

The establishment in 2007 of the state
corporation, the Fund for Support to the
Reforming of Housing and Utilities Sector
(hereinafter — the Fund) changed the situation
with the participation of state and municipal
authorities in the housing sphere [5]. In 2007
only one region, Karelia, out of the nine Arctic
regions, for which statistical data are available,
was ready to comply with the conditions of the
Fund. On the whole, in all the Arctic regions
private managing companies accounted for
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about 50% of the housing services market only
in eight cities located in four regions. In 2008
seven out of nine regions complied with the
requirements concerning the commercialization
of the management services market. In 2010 the
share of private managing companies exceeded
50% of the housing fund in five regions, in three
regions it amounted to about 40% and only in
Chukotka AO" it was 20% [27].

Many private management companies
emerged after the reorganization of municipal
management companies into private ones, as
a rule, through corporatization. The city
authorities tried to maintain their influence
in the new companies through their ownership
of 25% of shares or more. In Murmansk, for
example, in 2008, the municipal management
company was transformed into three joint-
stock companies, in all of them the municipal
government owned from 40 up to 50% of the
shares through other municipal enterprises
(which allowed it to bypass the requirements
of the Fund). These three companies managed
94% of the city housing fund. However, the
changes in the government (change of the
mayor and the coming of new people to
power), as well as the struggle inside the power
structures resulted in the creation of new, fully
private, management companies, which, using
the administrative resource, gained most of
the housing fund of the city. At the beginning
of 2010 there were about 12 management
companies [24].

With the help of the administrative resource
attempts were made to intercept the financial
flows directed from the federal budget for the
capital repair of houses.

Associations of owners and the “outsider”
managing companies at the regional level were
mfact that none of the Arctic regions had
fulfilled the requirements of the legislation, and the share of the
housing fund managed by private companies had not achieved
80%, all the regions received financial support from the Fund.
This is caused mainly by the fact that these requirements should

have been fulfilled in a particular municipality, and not in the
region in average.
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forced to accept the choice of certain contractors
for capital repairs, as it happened in the
Murmansk Oblast in 2010 [23, 32]. In the
early summer of 2010, financial resources were
allocated from the Fund for capital repairs to
the number of management companies. The
regional authorities, who were the managers of
these funds, claimed that the main condition
for receiving the money was the competition
among the contractors. The organization of
the competition caused the 3—4 month delay
in receiving the money. It means that the works
could actually start in autumn or early winter.
It is unacceptable in the Arctic conditions,
since the cost of works increases greatly in
the autumn and winter period. Furthermore,
according to the terms of the competition,
the contractors had to belong to one and the
same self-regulatory organization of builders
that included only large firms, for which the
proposed works were of little interest. As a
result, even though the organizations that
had won the competition, fitted the necessary
requirements, the contractors could not get
to work immediately [16, 17], because the
regional authorities detained the transfer of
the necessary documents. Therefore, the
authorities still tried to influence the processes
in the housing sector, and maintain control over
financial flows.

Another condition, upon which the Fund
would grant budget subsidies, was that the
housing fund had to be serviced by private utility
companies. By 2010 their share was to be not
less than 50% of the housing fund, by 2011 — at
least 80%. The total share of the municipality
and the region in these companies could not
exceed 25%.

As arule, most of the communal enterprises
operated in the form of either municipal or
regional unitary enterprises. The requirement
of the Fund concerning privatization was
fulfilled slowly. For instance, only two out
of the five major water supply enterprises in
the Murmansk Oblast have been made joint
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stock companies by 2010, with 100% state
and municipal capital (JSC Apatityvodokanal
and JSC Monchegorskvodokanal). Three
water supply enterprises, one of which was
the largest in the oblast, remained unitary
enterprises (state regional unitary enterprise
Murmanskvodokanal, municipal unitary
enterprise Severomorskvodokanal, state regional
unitary enterprise Kandalakshavodokanal).

Heat and power supplying companies, as a
rule, are joint-stock companies. However, all
of them are part of large companies, which
include many re-allotted joint-stock companies.
In turn, some of these large companies standing
on the top of the pyramid have state presence,
some do not. The heat supply enterprises
owned by the regional government, usually
go bankrupt. It happens mainly due to the
fact that they accumulate sufficient debts to
fuel suppliers caused by consumers’ non-
payments. In 2005 in the Murmansk Oblast five
organizations providing heat supply to 70% of
the region’s population were combined into one
regional unitary enterprise (GOUTP Tekos).
This company, which operated with losses in
2005—2009, has been continuing to balance on
the brink of bankruptcy up to the present time.

The problem of heat supply remains very
acute for the Arctic regions. All urban
settlements have a centralized heat supply
scheme. Worn-out heat systems, debts,
accumulated by the population and enterprises
lead to the fact that the settlements remain
without heat for the winter period. The cost
of fuel delivery in some remote settlements is
so high that their residents have to pay 10—12
times more for the heating of 1 square meter
than in the oblast center [20]. In this regard,
municipalities are provided with subsidies
from regional budgets (in special cases — from
the federal budget) for the purchase of fuel (in
the framework of the “northern delivery”) and
repair of heating systems.

Heat supply to the Arctic regions, esp-
ecially the outlying settlements, is effected
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through the so-called “northern delivery”!!. In
the 1990s, the financing of fuel and food
deliveries was carried out according to the
following scheme: the federal budget allocated
target budget loans to the regions according to
their applications. Then regional budgets had
to return these funds to the federal budget, but,
due to the lack of resources in the majority of
regional budgets, the funds were not returned
in most cases. In 1999 the mechanism of
financial support to the “northern delivery”
somewhat changed. The Fund of target-
oriented subventions was established, and its
resources were allocated to the regions for
providing gratuitous financial assistance in the
organization of the “northern delivery”. The
right to issue interest-free budget loans from
the federal budget was retained.

In 2005 the mechanism of providing sup-
port to the “northern delivery” changed: the
regions themselves became responsible for the
“northern delivery” in their territories [34].
Currently, the state support of the “northern
delivery” consists in the preliminary allocation
of a budget loan for the purchase of necessary
food and fuel and their delivery with the
subsequent loan repayment [36].

The tendency of reduction in the federal
funding and state influence is typical for all
the spheres of life-support in the Arctic.
Priority state control and regulation are
carried out only with regard to strategic
sectors (fuel and energy complex, transport,
communication). Consequently, the main
prospects of the national policy on the deve-
lopment of the Arctic are focused on the deve-
lopment of the Arctic seas shelf resources, on
the development of transport corridors and
infrastructure, and the provision of military
security of Russia’s Arctic.

Conclusion

The Soviet model of state policy in the
Arctic is characterized by its excessively
centralized character, policy management and
maximum participation of the state in all
spheres of life. The reforms of the Soviet
political and economic system fundament-ally
changed the attitude of the state to the Arctic
regions. There was a transition from direct
administrative control methods to indirect
methods based on the legislative regulation,
the use of financial tools and informal
interaction.

State presence in the economy of the Arc-
tic regions has decreased due to the transfer of
the rights of ownership on a considerable part
of companies to the private sector. But the state
maintains the ownership of land and natural
resources; it also owns the enterprises that
are strategically important for the country. At
the same time, municipal ownership has been
essentially eliminated and the municipalities
have very few actual tools of influence on the
socio-economic situation.

The state property in the housing sector
was almost completely turned into municipal
and private property. A lot of companies that
provide housing and communal services are
becoming private, and this trend is increasing.
State support, primarily the financial sup-
port of housing, utilities and infrastructure
in the remote areas of the Arctic has been
reduced.

Thus, we can point out that the state
management and control has enhanced in
recent years, but only with regard to key
natural resources. As for other spheres, they
are facing the transition from the model
of direct policy intervention to indirect
management.

" “Northern delivery” is a complex of annual activities aimed at supplying the Far North and Arctic regions of Russia with

essential goods (first of all, foodstuffs and petrochemicals).
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Abstract. The article considers the theoretical and methodological framework for the research into the
population’s intellectual potential. The presented materials show that this category is the subject of
interdisciplinary studies, including philosophy, psychology, sociology, pedagogics, economics. One
of the important conclusions drawn from the analysis of the essence of intellectual potential is the conclu-
sion that the actual level of intelligence is the result of its development. It means that certain efforts on
the part of such social institutions like family, education, government, promote not only the formation of
smart people, but also the implementation of their potential intellectual capabilities in the production,
creation of cultural values, society management, education, etc. when using this approach, the intellect
ceases to be just a research object of related disciplines, but it acquires social dimension and becomes a
socio-economic category.

The basic theories, concepts and approaches, used in its study, were analyzed. The theory of human
capital was given a most thorough consideration, because, according to this theory, the income of a person
is earned by knowledge, abilities and skills, i.e. the essence of intellectual properties of an individual.

The article provides the author’s definition of the intellectual potential of the population, which brings
to the fore the following elements necessary for the understanding of this category: relation to socio-
economic development, factors in the formation of the characteristic, including the need for training
(reproduction) of intelligent people, the psychological aspect (abilities), the carriers of intellectual potential
are not ignored, because it is an attribute of the population.

The article identifies methodological approaches to the estimation of the population’s intellectual
potential, describes the applied procedures and research methods.

The authors propose methodological approaches to the monitoring of the population’s intellectual
potential as an indicator of innovation development of the society and the efficiency of public administration.

Key words: population, intellect, intellectual potential of population, labour potential, human capital,
science, education, culture.
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The strategic goal of the Russian Federation
is reaching the world level of priority research
and development and mastering the sixth
technological mode [8, 16]. The objectives
achievement is associated with the availability
of high quality human potential of the country.
However, modern Russia (the end of the 20th —
beginning of the 21st century) is characterized
by deterioration of the population quality,
associated, first of all, with reduction of
its intellectual component [21]. Serious
scientific and technological backwardness of
the Russian economy testifies it: the share of
the Russian Federation in the world markets
of high technologies is 0.3%, primarily due
to a significant decline in the resource base
of the scientific researches in the 1990s.
The subsequent reduction in the number of
researchers (by 2 times from 1992 to 2012) and
intellectual migration (the scale of the “brain
drain” is amounted to one million people
or so according to the researchers’ estimate)
have significantly weakened scientific and
technological development of the country [21].

The important indicator characterizing
the degree of intellectual development of the
population is a human development index!
(HDI) calculated under the UN auspices.
According to the latest countries ranking by
HDI (2010), Russia takes 55th place (in 1990
its position was 33rd; tab. I).

Although after a substantial “failure” in the
late 1990s — early 2000s the Russian HDI has
positive dynamics, its value has not reached the
basic level. Furthermore, the gap between the
world’s leader (in 1992 — Canada — 0.982,
in 2010 — Norway — 0.955) and the Russian
Federation is growing (from 0.108 in 1990 to
0.112 in 2010). It has to be admitted that over
the past years among the countries with high
HDI? the index decreased only in Russia [5].
Moreover, none of the Russian Federation
subjects has reached the HDI level of developed
countries. This fact clearly demonstrates that
the effective organizational and economic
mechanisms to facilitate reproduction of
population’s intellectual potential were not
established in Russia during the years of
market economy formation and nowadays
as well. Today this problem is in focus of the
administration.

Continuing disintellectualization of the
Russian economy requires not only the
authorities’ increased attention to this issue,
but also identification of the concept
“intellectual potential”.

Its contemporary content is a result of
scientific understanding of socio-economic
practices of the leading world countries. It
incorporates essential provisions of many
theories, developed in the mid-1950s: human
capital, labor capacity, knowledge economy

Table 1. Dynamics of a human development index in Russia

Indicators 1990 1992 2000 2005 2007 2009 2010
A human development index 0.873 0.862 0.781 0.792 0.817 0.840 0.843
Place in the UN rating 33 37 60 67 71 66 55

Sources: National Reports on Human Development of the Russian Federation (the index publication year means that it is calculated
by 2-year indicators): Russia Facing Demographic Challenges. 2008. P. 178-180; Regions of Russia: Problems, Goals, Achievements,
2006-2007. P. 132-133; Modernization and Human Development. 2011. P. 137; Sustainable Development: Challenges RIO, 2013. P.149.

' In 2010 the range of indicators that measure the HDI has been broadened and the index itself has undergone significant
revision. In addition to the HDI, a composite measure that is based on regional average statistical data and does not reflect internal
inequalities there were introduced three new indicators: an index of human development, adjusted for socio-economic inequalities
(IHDI), gender inequality index (GII) and multidimensional poverty index (MPI). On the basis of these changes all available

data were recalculated.
2 High index starts from 0.800 points.
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and other concepts of postindustrial society,
since the economy structure is undergoing
drastic changes. All the necessary objective and
subjective conditions have been created in the
second half of the 20th century for the human
capital theory (fig. I).

The most important prerequisite for the
human capital theory formation is a scienti-
fic and technological revolution of the late
1950s — early 1960s. It caused the profound
transformation in the productive society
forces, significantly strengthened the role and
value of a human personality in economy,
a level of education, scientific knowledge,
skill and experience. Another precondition is
transformation of science into direct productive
force. The degree of production research
intensity has begun to exert a direct influence
on the intensity of industrial turnover. In the
leading STP (scientific-technological progress)
countries one can note growing progress in
the development of intellectual productive
forces and formation of non-property wealth,
impressive in an absolute and relative size.
The most significant factor in an economic
breakthrough is the society’s ability to develop
and implement innovations.

Development of economic thought gra-
dually contributed to a shift in emphasis from
a materialistic interpretation of deve-lopment
sources to realization of the original role of
knowledge, intellect, creative abilities of a
person.

The human capital theory [3] (T. Schultz,
D. Becker) isimportant to understand economic
nature of intellectual potential of the population.
According to this theory, a person brings income
due to knowledge and skills, that is the essence
of intellectual features of a person. According to
the researchers, human capital is a functional
component of the innovation production
(“knowledge, skills, practical experience,
spiritual intellectual activity, serving as a form of
realization of intellectual, moral and cultural-
oriented abilities to create new, previously
unknown knowledge that provides intellectual

Economic and social changes: facts, trends, forecast

rent and various competitive advantages”) [ 26,
p. 332]. This implies that intellectual activity is
a component that distinguishes creative work
abilities from labor work abilities, human capital
from simple labor power, determines conditions
and nature of the process of “capitalization” of
intellectual abilities to work.

The analysis of the existing definitions of
“intellectual potential of the population” shows
that the common understanding of this category
has not been developed by modern science yet.
We have singled out three methodological
approaches:

* philosophical [1, p. 1472], that treats
intellectual potential as “an abstract category,
which does not change in time, but has inherent
creative power” (T. Aquinas, A.A. Ukhtomsky,
P.A. Florensky and others);

» psychological-pedagogical [25, p. 23],
which defines intellectual potential as “an abil-
ity to learn, learning capability”, and refers
competence, initiative, creativity, self-reg-
ulation, uniqueness of mind to intellectual
qualities of a person (D.B. Bogoyavlenskaya,
P.S. Vygotsky, A.I. Kochetov, A.I. Subetto and
others);

* socio-economic [7, p. 228; 12, 16, 26],
that refers a comprehensive characterization of
the development level of intellectual and cre-
ative resources of the country, industry, person-
ality to functioning of the spheres of education
and science and acceleration of scientific and
technological progress (V.K. Levashov, B.G.
Klejner, Ju.P. Lezhnina, R.E. Leshhiner, A.I.
Tatarkin, A.FE. Martynov and others; fab. 2).

The essence of the population’s intellectual
potential can be viewed through two key
concepts — “intellect” and “potential”.

The category “potential” has a scientific
nature: it is used in mathematics, physics,
engineering, biology, chemistry, economics,
sociology and other disciplines. In the
economic literature, it was used in the 1920s
when designing the integrated assessment of
the development level of productive forces.
“Potential” (from lat. potentia — power) is
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Table 2. Basic approaches to the “intellectual potential” definition

Basic approaches Content Authors

An open dynamic system of interacting cognitive-creative and value-praxeological | T. Aquinas
components P.A. Florensky
An abstract category, which does not change in time, but has inherent creative | V.S. Solovyov
power |. Kant
Knowledge of objects inaccessible to the experience by means of operating | G. Gegel

Philosophical symbols, models and other representatives of extrasensory being A.l. Herzen
An ability of a person connected with spirituality, personality’s cultural background, | A.A. Ukhtomsky
consciousness, thinking, directed to rational cognition of reality, universal | V.V. Orlova
connection of all things, all phenomena I.T. Frolov

An individual level of thinking (intellect) occurs and forms in the beginning
of noogenesis as a pure power of comprehension of actions meaning and its
expression in his generally valid forms (words, symbols, signs)

P.T. de Chardin

Psychological-pedago-
gical

“An ability to learn, learning capability”

Competence, initiative, creativity, self-regulation, uniqueness of mind

Wealth which determine the present and future of every nation and people, a
progress “tool”, an indicator of a society development level. It is not only a number
of educated people, but also a level of cognitive independence, quality of mental
activity of individuals and all people in general, a degree of mental activity of various
population strata

A.l. Subetto

A.A. Derkach

D.B. Bogoyavlenskaya
A.l. Kochetov

P.S. Vygotsky

Socio-economic

An ability of the system (state, region, enterprise, organization, etc.) to find unique
solutions for significant results achievement in the field of science, technique and
technology, in the spiritual and moral sphere

A combination of intellectual, creative, spiritual capacities, resources of a country,
industry, personality to address the challenges ahead

A combination of intellectual abilities of people constituting a single socio-
demographic group and influencing a socio-economic status of this group members
A combination of knowledge, skills, and abilities of an individual, developed to a
socially required level and involved in the process of social production in order to
meet interests and needs of various business entities

An ability to reproduce a “marketable product” which takes the form of intellectual
property

A combination of intellectual potentials of the economic entities, which in turn are
formed as a set of implemented intellectual potentials of workers contributing to the
acceleration of scientific and technical progress

Aggregate society’s capacity to develop and comprehend the world, its accumulated
volume of scientific and cultural information, systems of production, knowledge
transfer, as well as a corresponding combination of labor force, capable to receive,
process, use, reproduce and hand over information

A system of relations concerning the production of new or enriched (updated)
knowledge and intellectual abilities of individuals, groups and society in a sustain-
able, enhanced and balanced reproduction of national wealth to improve the quality
of life and preserve the integrity of the country

A complex characteristic of the development level of intellectual and creative
resources of a country, industry, personality

A combination of intellectual, communication, information, moral-aesthetic and
“cognitive-activity” competences and capacities of the staff and opportunities
availability for their implementation and development

Amount of acquired innovations; input of implemented innovative products
(depreciation of fixed assets, working capital turnover, capital productivity, a share
of the research staff’s wages in the cost of production); the state’s ability to ensure
rights and interests of intellectual property creators

E.V. Bobkova
M.I. Bagdasarov
V K. Levashov
Yu.P. Lezhnina
M.N. Rutkevich
Yu.M. Voronin
L. Ya. Baranova
0.V. Belyaeva
A.A. lvanov
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End of table 2
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Tambovtsev V.A., Kachalov R.M. Predpriyatie v nestabil'noy ekonomicheskoy srede: riski, ekonomicheskie strategii, bezopasnost’ [An
Enterprise in the Unstable Economic Environment: Risks, Economic Strategies, Security]. Ed. by S.A. Panov. Moscow: Ekonomika, 1997.
P. 228; Lezhnina Yu.P. Vzaimosvyaz sotsial'no-ekonomicheskikh pokazateley regiona s intellektual’nym potentsialom ego naseleniya
[Interrelation between Socio-Economic Indicators of the Region and the Intellectual Potential of its Population]. Trudy SGU [Works of
SGU], 2006, Issue 99 (Humanities. Psychology and Sociology of Education); Marusinina E.Yu. Upravienie intellektual nymi resursami
predpriyatiya v ramkakh realizatsii kontseptsii vnutriorganizatsionnogo marketinga: avtoref. diss. k. e. n. [Management of Intellectual
Resources of the Enterprise within the Framework of Realization of the Corporate Marketing Concept. Ph.D. in Economics Economics Dis-
sertation Abstract]. Volgograd, 2007. 24 p.; Regulirovanie innovatsionnykh protsessov v regione [Regulation of Innovation Processes in
the Region]. Ed by. G.A. Krayukhin. Saint Petersburg: SPbGIEA, 1997. P. 289; Rutkevich, M.N. Rutkevich M.N., Levashov V.K. O ponyatii
intellektual’nogo potentsiala i sposobakh ego izmereniya [About the Concept of Intellectual Potential and Ways of its Assessment]. Nau-
kovedenie [Science Studies], 2000, no. 1.; Subetto A.l. Rossiya i chelovechestvo na “perevale” istorii v preddverii tret'ego tysyacheletiya
[Russia and Mankind on a “Crossover” of History on the Eve of the Third Millennium]. Saint Petersburg: PANIL, 1999. 827 p. P. 25; Tatarkin
A.l. Intellektual’nyy resurs obshchestva [Intellectual Resource of the Society]. Vestnik Rossiyskoy akademii nauk [Herald of the Russian
Academy of Sciences], 2011, vol. 81, no. 8, p. 684; Shakirova D.M. Kriterii otsenki intellektual’nogo i obrazovateI'nogo potentsialov v
informatsionnom obshchestve [Criteria of Evaluation of Intellectual and Educational Potential in the Information Society]. Obrazovatel'nye
tekhnologii i obshchestvo [Educational Technologies and Society], 2010, vol. 13, no.3, pp. 445-455; Tomas Aquinas. Summa Theologica.

Kyiv: EI'ga, Nika-Tsentr, EI'-kor-MK, Ekslibris, 2002. P. 1472.

interpreted as “assets, reserves, sources that
are available and can be mobilized, activated to
achieve a certain goal, implement a plan, solve a
problem; opportunities of an individual, society
and the state in a certain sphere [4, p. 428].

“Intellect” is a property of the individual.
However, “intellect” cannot be equated with
thinking. One of the differences is that thinking
is a process of reasoning and solving some
cognitive tasks. Another difference is connected
with the fact that thinking occurs when there
is a practical task, and the ability to think
(intellect) is sustainable, permanent feature of
the individual inherent in him/her throughout
life. Thus intellect is a feature of the individual,
determining the possibility of mental activity
occurrence [24, p. 71].

The modern authors associate philosophi-cal
content of intellect with such a notion as a noo-
sphere [30, p. 25]. According to P.T. de Chardin,
intellect (an individual level of thinking) occurs
and forms in the beginning of noogenesis as a
pure capacity of comprehension of the actions
meaning and its expression in generally valid
forms (words, symbols, signs). Using these
forms, a person can orientate in the community,
which forms the ground of thin covering, earthly
universe, called the noosphere [30, p. 178].
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It is possible to identify key elements of
intellect: knowledge and mental capacity,
sufficient conditions for the intellectual
potential to perform its function to be a basis
of mental activity, i.e. solve practical or theore-
tical problems with required efficiency. In
relation tothe modern world one can differentiate
professional competences (competency) as
components of human intellectual potential.
They are “a combination of intellect, certain
types of thinking, moral-ethical qualities
and activities”. Moreover, according to
A.A. Ovsyannikov [18, p. 76-96] competence
is “a strategic resource predetermining social
and economic life of the country for dozens of
years”.

The definition of intellect concludes that
the existing level is a result of its development.
So, certain efforts of social institutions such
as family, education, government do not
only contribute to the development of smart
people, but also to realization of their potential
intellectual capabilities in production, creation
of cultural values, society management,
education, etc. In this approach, intellect is
no longer an object of study in psychology,
it acquires social dimension and becomes a
socio-economic category.
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The study does not provide an unambiguous
answer about the components of intellectual
potential, its structure, because it all depends
on who has this potential — an individual,
a company or society as a whole (country,
region, etc.).

In the structure of individual intellectual
potential the researchers (A.V. Sokhan’) such
elements as [24, p. 71]:

— advanced skills;

— knowledge, skills, that is a system of
mental formations, which reflects the results
of individual’s cognitive and processing activity
at a personal level;

— ideals, beliefs, values, interests which are
aresult of a person’s intellectual understanding
of the surrounding world and his/her place in
it [29, p. 448].

The difficulties to study intellectual potential
of a person (an individual) lie in the fact that
knowledge, as a rule, is considered within
pedagogical sciences, and abilities — within
psychological ones.

Inthe structure of an individual’s intellectual
potential the authors point out, in addition to
knowledge, educational and socio-cultural
values (an urge towards creativity, cognition
of the surrounding world, a general standard
of culture, etc.), a basic level of education, a
professional-qualification level, a degree of
talent, an ability to perceive innovations, which
quickens implementing new technologies in
production and management.

Analyzing socio-economic essence of
the concept “intellectual potential of the
population” one can conclude that there are
several different approaches to its assessment
in the works of Russian economists. Their
systematization shows that the wordings,
which highlight the cognitive-creative element
guiding an individual to implement his/her
knowledge and skills, have the greatest heuristic
value. Intellectual potential is inherent in man
as a latent possibility that needs to be formed
in the direction necessary for the society, for
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its further improvement. The stated above
presupposes that the main components of
human intellectual potential are cognitive
(knowledgeable) and creative characteristics
[22, p. 9; 14, p. 70].

The concept of qualitative characteristics
of the population fits in the logic this approach
(N.M. Rimashevskaya). The Institute of Socio-
economic Development of territories of RAS is
carrying out a long-term research into the labor
potential quality of the population on the basis
of this concept®. In the described research the
intellectual potential is considered, on the one
hand, as a component of labor potential and,
on the other hand, as an integral characteristic
of human cognitive and creative abilities
(fig. 2). The underlying empirical data contain
information about the nature of intelligent
behavior (activity) and the population attitude
to the values of intellectual and artistic spheres
[27, p. 30-33].

The facts stated above single out the following
levels of the study of intellectual potential: a
micro level (individual), a meso level (company)
and a macro level (society; fig. 3).

Most authors characterize the essence
and content of the intellectual potential of
the population estimating tendencies of
development of education, science and culture
[6, p. 20, 22] as spheres of formation and

* Monitoring of the labor potential quality of the popu-
lation in the Vologda Oblast has been carried by ISEDT RAS
since 1997. The research object is able-bodied population of
the Vologda Oblast. The surveys are conducted annually in
August— September in the cities of Vologda and Cherepovetz
and in eight districts of the region (Babayevsky, Velikoustyugsky,
Vozhegodsky, Cherepovetsky, Kirillovsky, Nikolsky, Tarnogsky
and Sheksninsky districts). The survey method is questioning
of respondents at the place of their residence. The sample size
is 1500 people, the sampling error does not exceed 3%. The
research object is able-bodied population of the Vologda Oblast
over the age of 16. According to the used methodology the basic
characteristics of the labor potential quality of the population
are: physical and mental health, cognitive potential, creativ-
ity, communication skills, a cultural and moral level, need for
achievement (social claims). As a result of a mathematical
processing of the monitoring database each of the qualities
mentioned above receives a numerical assessment as an index

in the range from zero to one. The integral index is a quality
of labor potential, otherwise referred as social efficiency.
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Figure 2. Components of the intellectual potential by the methodology
of assessment of qualitative characteristics of the population
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realization of this property. In this case, one
uses indicators of scientific personnel density in
the given spheres for the studied territory, a rate
of consumption for research and development,
both in total and per researcher, a development
degree of facilities and infrastructure of the
science on this territory (country, region). It
gives an opportunity to determine not only a
current situation of the country in the world
community, but a vector of the future economic
development of society through the creation of
an appropriate macroeconomic environment
to improve the quality of intellectual resources.
The components structure of the public
intellectual potential specifies spheres and
subjects of the region’s activity (fig. 4) that
are directly involved in the reproduction
of intellectual potential, and particularizes
key directions of the reproduction process
management.
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When analysing and estimating intellectual
potential, the scientists single out some meth-
odological differences in the approaches. Some
studies clearly pursue a resource approach |9, p.
18; 10, p. 20]. It proceeds from the premise that
the social and intellectual potential is a special
group of resources (material, natural, labor,
financial, information) of social production
and reflects the national economy’s ability to
use scientific and technical knowledge techno-
logically and commercially for socio-economic
development.

Other scientists (L.S. Blyakhman, F.L.
Merson, E.M. Torf) used an effective approach,
based on an assessment of the intellectual activ-
ity “output” in their works [15, p. 56]. At the
macro level the financial results of the national
economy got from the sale of goods contain-
ing objects of intellectual property on foreign
markets are analyzed in this case.
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Figure 3. Levels of study of the intellectual potential of the population (compiled by the author)

LEVELS

COMPOSITION OF THE MEASURED COMPONENTS

INDIVIDUAL (MICRO LEVEL)

Level of education

Sources of knowledge

Attitude to education, knowledge
Assessment of human creative activity
Attitude to creative activities (invention)

TEAM, ORGANIZATION,
ENTERPRISE (MESO LEVEL)

Level of education, professional training and additional
training

Salary level of employees (personnel)

Combination of available intellectual assets (intellectual
property, knowledge base)

Managerial capacity (ideology, formal and informal relations
within the company and with the outside environment)

Level of organizational development (carriers of information
and methods of its distribution)

Elements of information (availability of information systems
and efficient data flows in the company) and innovation
potential of the company

INTELLECTUAL POTENTIAL OF THE POPULATION

COUNTRY, REGION (MACRO
LEVEL)

Level of general education of the total employed population
(average number of accumulated years of training)

Share of students in the population

Share of education expenditure in GRP

Number of people who have a degree

Specific weight of those employed in the sphere of science
and scientific service

Share of expenditure on R&D

Number of postgraduate students per 10 thousand persons
Number of patent applications for inventions

Share of ICT spending in GDP (GRP)

Share of enterprises using ICTs

Share of enterprises that have a web-site in the Internet
Publication of research results

Citation index of works, etc.

In many researches the resource and effec-
tive approaches are combined (E.V. Bobkova,
A.G. Krayukhin, R.E. Leshchiner, V.K.
Levashov, Yu.P. Lezhnina, M.N. Rutkevich)
[20, p. 45]. The estimation of intellectual
potential is conducted in this case on the basis of
the integral index, aggregating both the results
of intellectual activity (volumes of assimilated
innovations/implemented innovations) and
resources (depreciation of fixed assets, work-
ing capital turnover, capital productivity, a
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share of the research staff’s wages in the cost
of production). According to this approach the
category of “intellectual potential” is viewed as
a measure of economic efficiency, reflected in
its ability to implement intellectual opportuni-
ties of a person and society for socio-economic
development [17, p. 20].

One of the methodological approaches to the
intellectual potential study is based on the study
of social structure of society [24, p. 19]. Its sup-
porters single out intelligentsia as a bearer of

1(31)2014 51



Intellectual potential of population: theoretical and methodological framework for research

Figure 4. Structure of intellectual potential of the region

Intellectual potential of the population
of the4erritory

Scientific-technological

Educational potential potential
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Source: Maksimenko [.I. Management of Intellectual Potential of the Region: Ph.D. in Sociology Dissertation Abstract. Perm, 2010.

intellectual potential. On the one hand, in fact
intelligentsia concentrates a significant part of
intellectual potential, but on the other hand,
it is incorrect to reduce the studied concept
essence only to creative activities of this category
of people. The intellectual potential includes
knowledge not only of those who are engaged in
challenging intellectual work, but of the entire
population performing certain economic, social,
political and cultural functions.

In the broadside approach the intellectual
resources are very close to the category of
“human potential”. And for this there are
strong arguments based on international me-
thodologies for evaluating and calculating a
human development index. The assessments
of the level of education (literacy), health (life
expectancy), economical effectiveness (per
capita income) specially modified (for compa-
rability) according to the country are known to
be used in this index [6, p. 15].

The estimates of the countries’ intellectual
development, adopted in international studies,
include the following methodologies in
addition to the HDI. Firstly, it is a knowledge
economy index which shows how efficiently
knowledge is used for economic development.
This index measures the country’s ability
to produce and distribute knowledge on
its territory. The index is calculated as an
average estimate of four parameters: economic
incentives, an institutional regime, education,
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innovations, information technologies use.

There is such international indicator as the
global competitiveness index (GCI), the com-
ponents of which are united into 9 basic
groups*, with one of which being “higher edu-
cation and training”>.

The intermediate level between micro-
(person) and macro levels, corresponding to
the entire national economy in general, is a
measurement of intellectual potential within
certain professional groups (a company, a firm).
Among estimated figures one can differenti-
ate either a combination of the firm’s current
intellectual assets (intellectual property, accu-
mulated knowledge bases, beneficial relation-
ships with other subjects (A.F. Martynov) [ 16,
p. 40], or human (qualification and creative
abilities of the company’s employees) and
administrative (a managerial ideology, formal
and informal relationships, both within the
company and with its external environment,
an organizational development level and

4 Nine basic groups: 1) institutional environment,
2) infrastructure status, 3) macroeconomic indicators, 4)
development of public health service and 5) of primary
education, 6) higher education and training, 7) market
efficiency, 8) technological susceptibility, 9) business
management and business practices.

5 When calculating the index “higher education and
training” one takes into account not only the share of people
with higher and unfinished higher education but also the qual-
ity of education and science in the country (when calculating
the index one considers business’ assessment of educational
system quality, a level of training in mathematics and natural
sciences, quality of schooling management).
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a development level of a single employee,
employees’ awareness, media and its distribu-
tion methods) potentials and elements of infor-
mation (availability of an information system
and well-functioning of information flows in
the company) and innovation potential of the
company [11, p. 1, 18].

The researchers single out a structural capi-
tal (intellectual property, information systems,
financial relations system, regulations, stan-
dards, awards) as the essential component of
intellectual potential of company. The main
function of this potential is to greatly accelerate
increment in profit by means of development
and implementation of knowledge and relations
systems, necessary for the enterprise [7, p. 13].

The analysis of theoretical and method-
ological approaches showed that while defining
the essence of intellectual potential of the
population most authors do not take into
consideration an individual, a carrier of this
feature.

Our approach is based on the following
interpretation of the studied concept: “Intel-
lectual potential is a property of the population
of a definite territory, consisting in the human
ability for knowledge acquirement, its genera-
tion and creative development of new knowl-
edge, technologies, products, providing sus-
tainable extended and balanced reproduction of
the national wealth, that forms by the integrated
influence of socio-economic, socio-cultural,
and educational-scientific factors”. Therefore,
we actualize the components, compulsory for
the category understanding, such as connection
with society’s socio-economic development,
factors contributing to the formation of the
feature, including the necessity for intellectual
people training (reproduction), a psychologi-
cal aspect (skills); nonetheless the intellectual
potential carriers are not ignored, as it is a fea-
ture of the population. From our point of view,
such an approach corresponds to formation of
intellectual potential of the population in the
environment that can be called innovative if all
the stated above systems interact actively.
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The complexity to define the essence and
parameters of intellectual potential is deter-
mined by the fact that, on the one hand, it has
revealed and unrevealed parts and, on the
other hand, it includes a wide range of abstract
notions: knowledge (theoretical, applicative,
and experimental), skills (mental, creative),
and intuition. In addition, the intellectual
potential of the population evolves dynamically
in time under the influence of many factors: if
it is not used, it decreases quickly and, on the
contrary, when the practice requires science, it
grows fast, with the efficiency of'its use increas-
ing faster [14, p. 115].

The study of intellectual potential, its state
at the moment is an important scientific and
practical task which can be solved only within
an interdisciplinary approach.

The described characteristics of this cat-
egory indicate differences in its measurement:
at the macro level — on the basis of official
statistics data (it mostly concerns public intel-
lectual potential), at the micro level — on the
basis of empirical data (estimation of intel-
lectual potential of the individual is in focus, a
significant preference is that the research meth-
odology gives an opportunity to also evaluate
intellectual potential of the population of any
territory or the company) [13, p. 73].

The algorithm to estimate intellectual
potential at a micro level constitutes a system
of procedures for empirical data uncovering,
their subsequent mathematical processing and
calculating a general overall indicator®. The
index of human intellectual potential (Iip) is
calculated as a geometric average of the indices
of creativity (I ) and cognitive (I, , knowledge)

potential:
']ip = '\2/ Icr + Ikn (1)

On the basis of comparative analysis of the
methodologies we have developed our own

¢ This entails monitoring the labor potential quality
(intellectual potential of the population is one of the labor
resources qualities).
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system of indicators, comprehensively charac-
terizing structural components of intellectual
potential of the population at the macro level.
They are educational, scientific and innova-
tion, cultural indices. Despite the traditional
character of these indicators, we used new
approaches to their choice, consisting of fix-
ing not only the result of intellectual activity,
but conditions for its implementation. The
approach takes into account synergistic effect
to reproduce intellectual potential of the popu-
lation (tab. 3).

For each index there are fixed minimum
and maximum values. The minimum values
are defined as the smallest possible values to
be reached by these indicators (in this case
they are adopted for 0), the maximum ones —
as the greatest possible values to be achieved
by these indicators separately in the Russian
Federation and the Northwestern Federal
District during the analyzed period. The values
of educational (P,), scientific and innovation
(P_) and cultural potentials (ch) are calcu-
lated as an arithmetic average of their coef-
ficients, and the integral index of intellectual
potential of the population (Iipp) is calculated
according to the function (2):

o P,+ P; +R_
pp 3

()

where:

Iipp — an integral index of intellectual potential
of the territory;

Pep — an index of educational potential;

P_ — an index of scientific and innovation
potential;

ch — an index of cultural potential of the ter-
ritory.

The introduction of indicators of socio-
cultural development of the territory in the
structure of the measured components makes
it possible to evaluate contribution of the
intellectual potential reproduction of not only
educational, scientific and innovation spheres,
but also of culture as an environment of histori-
cal continuity and social experience of people.

The methodology of intellectual potential
evaluation at a macro level (including coun-
tries, federal districts, regions) provides an
opportunity to rate territories by this indicator,
thus ensuring effective measures to improve
conditions for formation of intellectual features
of the population for each particular society.

The described above tools for intellectual
potential assessment at a macro level were
applied while studying intellectual development
of the Northwestern Federal district territories
in 2000—2010. The results analysis has revealed

that the characteristics demonstrate a slight

Table 3. Indicators used to assess intellectual potential of the population

persons

Index Indicator
Number of university students per 10 thousand people of economically active population, persons
Educational Number of secondary educational institutions students per 10 thousand people of economically active population,

Share of education spending, % of GRP (GDP)

Share of R&D expenditure in GRP (GDP), %

Scientific and

Number of scientists and engineers per 10 thousand people, persons

innovation Number of people filing patent applications per 1 million people, persons
Number of personal computers per 100 households, points
Library stock, copies per 1000 persons
Museum attendance, persons per 1000 people

Cultural

Theater attendance, persons per 1000 people

Volume of libraries electronic catalogues, % to the total volume of stocks
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Figure 5. Scheme to carry out a monitoring of intellectual potential
of the population (compiled by the author)
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tendency to increase intellectual potential of
the Russian population at the macro level.
However, the Vologda Oblast lags behind the
Russian Federation by almost all indicators
(except for the index of a cultural potential),
especially by the science and innovation index
values, which are 2 times lower than nationwide
(0.19 points against 0.38 for the Russian Fed-
eration). All this clearly shows that the scientific
and technological potential is currently the
main source of socio-economic development
of the Russian territories.

The given methodological tool can be used
to assess intellectual potential of the population
both at a municipal level and at a level of regions
and countries.

Intellectual potential can be an indicator of
innovation development of the territories and
efficiency of the state administration. In this
case it is viewed as scales to weigh the differ-
ent political, economic and social regulations.
When the authorities take any decision, it
can be assessed in terms of which direction —
increasing, decreasing or even eliminating
intellectual potential of the society — it works.

The monitoring is a methodological tool to
study intellectual potential. The proposed sys-
tem of monitoring can be considered as an
evaluation studies component of the direct and
indirect mutual influence of economics and
socio-economic development on intellectual
potential and the impact of intellectual poten-
tial of the population on economic develop-
ment of the region in the near-term prospect
and remote future. The monitoring serves to

examine and estimate dynamics of intellectual
potential parameters, to identify trends in its
development (fig. 5):

Taking into account simultaneous study
of the indicators characterizing the intel-
lectual potential and impacting factors of
the environment, the monitoring solves the
following tasks:

1) organization of observation, obtaining
accurate and objective information about
changes of intellectual potential of the region;

2) assessment and system analysis of the
obtained information, revealing causes of the
intellectual potential deterioration;

3) preparation of recommendations to
how to overcome these negative trends;

4) providing the authorities with infor-
mation got during the monitoring.

However, the monitoring serves as an
information base for solution of such tasks as:

» justification of the objectives and
priorities to retain and increase the population
quality in the regional policy;

» preparation of the reports on the results
of implementation of policies to maintain and
improve the population quality or on the
human development of the territories;

+ assessment of the effectiveness of the
local authorities activity to solve problems in
the field of the society intellectual development.

The methodological tools for intellectual
potential assessment can be one of the instru-
ments to study the effectiveness of public
administration in the conditions of building
the knowledge society.
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Abstract. Upgrading of Russian economy claims special attention to long-term problems of its
development in order to make it stable and purposeful. The necessity to improve social and economic
parameters and comprehensive innovation development of territorial economic systems requires elaboration
of sound policy and regions’ strategies in relation to regional branches that form their potential. The article
proposes an approach to reform national economic sectors on the basis of their life cycle analysis and
allocation of functional features of a single mesoeconomic system. The research is aimed at selecting key
parameters of sectors’ development at the regional level. The evolutionary approach that serves as the basis
for the methodology gives an opportunity to determine the factors that have the greatest impact on life cycle
dynamics. The article singles out the following main groups of factors: resources, product, technology,
market, banking sector, public policy. By analyzing life cycles of the Yaroslavl region’s chemical industries
(synthetic rubber and carbon black production) it is concluded that the only way to ensure sustainable
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The study of any system involves determining
its overall tendencies, trends mrits development.
This approach is particularly relevant for
economic systems which have recently become
more dynamic.

A lack of interaction between fundamental
economic science and business and its needs is
believed to be one of the modern post-industrial
society paradoxes; the practice of modern
economic development has significantly
surpassed the level of theoretical generalizations
and recommendations [4, p. 8].

The disbalance between theory and practice
presupposes deeper research into prerequisites
for the development of economic systems of
various levels including those on the basis of
life cycle theories, as this would create the
possibility of greater validity of necessary
reforms. Nowadays, the concept of life cycles
in economic science has a primarily descriptive
character, so the life cycle model is rarely
applied in practice.

The life cycle concept appeared at the end
of the 19th century as a set of ideas including a
study of the heredity and development patterns.
In economic sciences the product’s (good’s)
life cycle concept has become more widespread.

J.J. Lambin, a well-known expert in the
field of marketing, describes the essence of this
concept as follows: “The market potential
determines the scale of the economic possibi-
lity that commodity market provides. This
first quantitative measure of attractiveness
must be supplemented with dynamic estimate
characterizing its duration that is evolution of
potential demand in time” [3].

Expanding the boundaries of the concept
described by J.J. Lambin one can define a
branch as some economic space where
goods are not only sold but produced. While
conducting the analysis, it is worthwhile
to expand “market” parameters (market
capacity, scale of competition, level of con-
centration) with dynamic characteristics,
such as stages of the branch’s life cycle,
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possible profit growth, rate of technological
changes. This approach is also associated
with the transformation of the very goal of the
branch’s analysis when not just only asses-
sing the situation in a separate manufacture
at the moment but making a forecast of its
development on these data basis.

In fact the theory of the branch’s life cycle
is an extension of the idea of cyclical develop-
ment of the economic situation described in
the works of the classics — such as J.M. Keynes,
N.D. Kondratiev, J. Schumpeter. Cyclicity is a
natural way of economic development, a uni-
versal form of movement that reflects uneven
flow of economic processes.

Already in the 19th century economical
science differentiated a cycle of 7—12 years later
being called after C. Juglar (1819—1905). The
scientist made a great contribution to the study
of industrial fluctuations nature in France, the
United Kingdom and the USA based on the
fundamental analysis of fluctuations in interest
rates and prices. The research has showed that
these fluctuations coincide with investment
cycles which in turn result in changes of
GDP, inflation and employment. In literature
this cycle is also called as “business cycle”,
“production cycle”, “average cycle”.

Modern researchers, experts in strategic
management pay particular attention to
interaction of four development cycles: an
economic cycle, a sectoral cycle, a cycle of
the enterprise’s (firm’s) development and
a product life cycle. According to them the
cycles of a lower level are “embedded” in the
cycles of a higher level as their components
thus determining characteristics of the
latter [7, p. 182]. Although, of course, the
development cycle of a higher level determines
a new system quality and it is not a simple sum
of cycles of a lower level.

These provisions reveal the system approach
to the study of economic phenomena, but in
this case, the system is quite complicated and
has some specific characteristics. First, the
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influence of the cycles of one level on the
cycles of other levels remains unconditional,
but it is important to point out the possibility
of multi-directional character of this influence.
Indeed, the growth of national economy does
not mean the increase in production volumes in
all the branches of industry; on the other hand,
expansion of the scope of individual, including
basic, industries results in positive dynamics at
the macroeconomic level.

Moreover, the response of individual
industries to the changes in external environ-
ment may be different not only in size, but also
in vector — one and the same impact from
the outside can have completely opposite
effects for different sectors. For example, if
the increase in oil prices has a positive impact
on the dynamics of extractive industries, then
cargo transportation enterprises will experience
difficulties due to the growth of prices for fuel,
which is the end product of oil processing.

The fluctuations of different cycles are
formed not only under the influence of external
factors. The influence from the inside, the
change in a certain part of economic system at
a certain level may change the dynamics of the
system, setting a different trajectory within the
life cycle. These changes are usually based on
innovations implementation processes

The most well-known analysis of the life
cycle of the industry belongs to M. Porter, the
founder of strategic positioning. Specifics of
his research lies in the fact that he was first to
examine in detail all the stages of life cycle
from the position of competitive dynamics
based on such structural characteristics as
the number and size of firms, the level of
technological and strategic uncertainty, costs,
price, buyers, competitors and the intensity of
competition.

According to M. Porter, despite the fact that
the original structure, production potential and
investment decisions of the firms are specific
for each industry, one can generally distinguish
the most important evolutionary processes.

Economic and social changes: facts, trends, forecast

Each industry is experiencing some kinds of
certain predictable (and interacting) dynamic
processes, although their speed and direction
vary depending on the industry [8, p. 217].
Such processes include long-term changes in
growth rates, in the level of uncertainty, in the
competitive situation, in the cost of original
resources and exchange rates, and in the
structural shifts in related industries.

The life cycle concept serves asa “simplified
model”, a fundamental principle for analyzing
economic phenomena. The use of such
theories, that are called models, is expedient
insofar as it helps escape from unimportant
details, and identify the principal economic
ties in the evolution of economic system
[5, p. 49].

Evolution as a focused irreversible change
in any process, system, subject always happens
in real (dynamic or historical) time. In a
broader sense, the term “evolutionary”
includes the research into the processes of long-
term progressive changes [6, p. 28].

Scientific substantiation of development
prospects for individual branches implies the
allocation of specific factors in external
environment that have the greatest influence
on them, taking into account the specifics of
the life cycle of given industries.

At the regional level economic branches
are developed in comparable conditions and
under the influence of similar factors of
financial, institutional, and demographic
nature. To determine the current stage of life
cycle concerning the given economic branch
and to identify what should be changed for
avoiding a decline or preserving the stage of
growth, it is necessary to conduct a detailed
analysis of these factors.

For these purposes, the following groups of
factors presented in table 1 were identified:
resources; product; technologies; market;
banking sector; state policy.

Since the cyclical character of economic
development is conditioned by different
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The major factors influencing the stage of the life cycle of economic branches

Group of factors

Factors

Resources

Raw materials (price for raw materials, availability of resources)

Labour (availability of labor resources, average labour remuneration in the region)

Capital (shortage of capital leads to a slowdown in growth rates)

Information (demand, state of affairs in related branches, etc.)

Technologies

Rate of technological changes (rapid or slow change in production technologies)

Qualification of personnel (demand of the branch in employees of a certain level of training)

Easiness of entering and leaving the branch (barriers to entry and leaving)

medium and long-term periods)

Product Directions and rates of product innovations

Degree of product differentiation (highly specialized or multiproduct productions)

Import substitution (singularity of a product in the global market, competition with foreign producers)
Market

Scope and growth rates of the market (porential scope of the market and its growth rates in the short-term,

oligopoly, etc.)

Scale of competition and competitive situation (competition in the local, regional, global level; monopoly,

Banking sector (availability and cost of loan resources)

Government policy (state support measures, import and export duties, tax concessions, etc.)

factors, both endogenous and exogenous,
there is the obvious need for a detailed research
into the so-called cycle-forming factors. At
that, it is important to assess not only the effect
of individual factors, but also different options
of the industry dynamics under the changes in
individual factors (when the ratio of the imp-
act of factors changes, the stage of life cycle
shifts), as well as the overall synergy effect.

The traditional model of branch’s lifecycle,
proposed by the majority of researchers,
includes four stages of development: a newly
emerged industry, growing industry, mature
industry and industry in decline or crisis; but,
taking into account the influence of all the
above factors on the evolution of an industry,
this curve can vary considerably.

R. Grant, commenting on the traditional
S-shaped curve of life cycle, explains that
branches vary in development models. Bran-
ches that provide for basic needs — housing
construction, food processing and making
clothes, perhaps, will never enter the stage
of recession, because such needs are unlikely
to become obsolescent. Some branches may
undergo rejuvenation in the process of life
cycle (motorcycle industry). In addition,
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branches may be at different stages of their
life cycle (e.g. automotive market) in differ-
ent countries (or even in different regions)
[1, p. 304].

To explore the life cycle, it is necessary to
assess the scope of the term “branch”. N.M.
Rozanova defines the branch as a set of manu-
facturers of goods that differ in technological
proximity of production (a structure from the
point of view of supply), thus distinguishing
it from the concept of market: the market is
a set of sellers of substitute goods (a structure
from the point of view of demand) [11, p. 29].

N.V. Pakhomova and K.K. Richter propose
to use the term “branch” for naming a group
of companies that produce and sell inter-
changeable (in manufacturing) products using
similar technologies and equipment of the mar-
ket of production factors [9, p. 149].

In practice, however, the term “branch” is
now replaced by the concept “economic
activity” that introduces an element of uncer-
tainty in the conceptual framework. Although
there is no definition of the word “branch”
in statistical reports, but the terms “branch
affiliation”, “branch structure” are actively
used in scientific publications and in practice.
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A detailed study of the types of economic
activity reveals that the individual productions
within a single section of OKVED (All-
Russian Classifier of Types of Economic
Activity) vary significantly in their economic
characteristics, level of competition and
development prospects, and also in the pace
of technological progress, the size of markets
and other parameters; all this should be taken
into account when elaborating the strategy
for the development of the national economy
branches, regions and enterprises.

In particular, if we analyze the TEA (type
of economic activity) “chemical production”
in the Yaroslavl Oblast, we can observe
significant differences among such groups
as the production of fertilizers and nitrogen
compounds, manufacture of synthetic
rubber, manufacture of paints and varnishes,
manufacture of pharmaceutical products, etc.
In order to trace the difference of life cycles
on an example, let us consider two sectors:
manufacture of synthetic rubber (OKVED
code 24.17) and production of technical
carbon (soot) (included in OKVED code 24.66
— production of other chemical products).
These branches use raw materials that are
similar in their origin (refinery waste), and they
work, in fact, for one customer — automotive
industry; and the only difference is that the
synthetic rubber (SR) plant was shut down
several years ago, and the technical carbon
production plant is developing steadily at
present.

Synthetic Rubber Plant No.l1 (now the
joint-stock company “SK Premier”), built in
1932, is the factory that produced the world’s
first synthetic rubber, which was necessary for
manufacturing tires [12]. Later the best option
for technological process was found, which led
to a sharp increase in rubber production, and
its prime cost reduced. In the post-war time the
production was developed and improved. Along
with the launch of the Yaroslavl oil refinery the
plant SK-1 was reconstructed. The use of gases
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obtained during oil processing, made it possible
to organize large-scale production of synthetic
alcohol, methylstyrene and other kinds of raw
material for chemical industry [10].

In the early 1970s the specialists at the plant
worked out a process of obtaining one of the
so-called “liquid” rubbers. The launch of large-
scale production of isoprene rubber SKI-3
that is a full substitute for natural rubber can
be considered a turning point in the history of
the plant. The highly automated production of
new raw materials for tire and other industries
was launched in the shortest period. However,
in 1993 the complex SKI-3 in Yaroslavl
witnessed a shortage of raw materials. The
whole industry in the country was sliding into
recession, economic ties between producers
and consumers in the former Soviet republics
were breaking. By 1996, the non-payment and
barter transactions in the country had reached
their pinnacle. The new leadership decided
to focus on the manufacture of adhesives and
putties that had previously been auxiliary
productions. This resulted in the fact that
the more businesslike competitors ejected
the Yaroslavl plant from the rubber and latex
market. In 2001 the plant got a new investor
— OJSC Alliance Group, specializing in crisis
management. According to its managers, it was
planned to reconstruct and upgrade the existing
capacities and set up the production of new
quality and range for entering the domestic and
foreign market [13].

In Russia, as well as in leading foreign
countries, synthetic rubbers are used mainly
for manufacturing tires.

According to analysts, synthetic rubber
production remains a very promising sphere
for Russia, despite certain difficulties in the
development and an ongoing redistribution
of property. Russia’s share in the global
production of SR is 7%, which is significantly
higher than the similar share of other polymers.
A wealth of experience in this field and the great
authority of the Russian synthetic rubber in the
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global market suggest that it is enough to make
relatively small effort to restore the Russian
production of synthetic rubber to its leading
position in the world [14].

Obviously, during the 1990s, all rubber
plants in the country faced the lack of raw
materials and required production upgrade.
However, one cannot say definitely that
synthetic rubber industry is in recession in the
country as a whole. For example, at present,
0OJSC Voronezhsintezkauchuk, which is also
one of the first producers of synthetic rubbers
and latexes, has mastered the production of new
grades of rubber under the program “Green
tire”. Serial production of styrene-butadiene
thermoplastic elastomers launched at the
plant in 1991 is currently the only one of its
kind in the CIS nations, its production output
is constantly growing, and export deliveries
constitute about 50%.

The location of most of Russia’s synthetic
rubber plants in the remote regions of the
country’s European part, including in Central
Russia, is disadvantageous; they experience
difficulties not only with transportation of raw
materials, but also with exporting the rubber
itself. The rubber in South-East Asia is much
more expensive than in Europe, but it is difficult
to deliver it there. As for the enterprises in
the Urals-Volga region that account for two-
thirds of Russian rubber, the problem of export
logistics is even more acute. In many respects,
it is the logistics barrier that makes Russian
exporters focus mainly on the European market
rather than on a more attractive Asian market.
Experts believe that if we had money and will,
we could easily enhance ethylene production in
Russia twice, up to four million tons even with
the existing raw material base [135].

Asforthe plant SK-1 in Yaroslavl, in the 2000s
it actually came under the control of Sibur Group
that was going to establish full-cycle production.
The far-reaching plans were not implemented,
the plant turned out unnecessary in the produc-
tion chain, therefore it was shut down.
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Thus, despite its bright history, the life cycle
of synthetic rubber industry in the Yaroslavl
region came to its end, while in the whole
country this industry is in the stage of maturity
and has all the opportunities for growth.
Continuous modernization of production,
promising R&D and efficient management are
the conditions for successful work.

The importance of complying with these
conditions is confirmed by the pace of
development of the technical carbon (soot)
manufacturing industry that is represented
in the region by the plant “Yaroslavsky
Tekhnicheskiy Uglerod” (JSC YaTU) that
holds leading positions in Russia and in the
world market. The capacity of the enterprise
is over 200 thousand tons of carbon black
per year.

Carbon black is used as a reinforcing com-
ponent in the production of rubber and other
plastic materials. Demand for carbon black in
Russia from 2007 to 2011 has grown by 25.7%.
More than half of all produced carbon black
is used in the production of tires and rubber
technical goods. The Russian market of carbon
black is export-oriented. In 2007—2011 on
average more than 60% of the total demand
accounted for export [16].

JSCYaT U exports over 80% of its production
to Europe and America, Asia and Africa.
Regular consumers of products of JSC
Yaroslavsky Tekhnicheskiy Uglerod include
well-known manufacturers of tires and rubber
productslike Goodyear, Michelin, Continental,
Nokian, Trelleborg, Semperit. At present the
company is among the five largest plants in the
world that manufacture carbon black.

Construction of Novo-Yaroslavsky carbon
black plant was launched in 1962. Originally it
was constructed as carbon black production
under Novo-Yaroslavsky oil refinery. From May
6, 1963, carbon black production was separated
from the refinery and made independent
enterprise. On December 3, 1974 it was
renamed Novo-Yaroslavsky plant of carbon
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black, since 1992 it is an open joint stock company
Yaroslavsky Technicheskiy Uglerod [17].

By the end of the 1980s the plant had 12
technological flows producing up to 150 tons
of carbon per year. In 1993 the enterprise was
the first to introduce a system of closed-loop
water supply by reconstructing treatment
facilities and completely abandoning the
discharge of water into nearby water bodies.
Even in crisis conditions in 1994 the company
was one of the first in Russia to launch the
manufacture of carbon black grades according
to ASTM classification. In 2000, the control
of technological flows was fully computerized.

In 2001 the plant launches its own power
station. All exhaust gas from the production of
carbon black is burned in waste heat boilers,
and the generated steam is recycled by the steam
generators into electricity, and its amount covers
the demand of the enterprise to the full [18].

The above data makes it clear that due to
constant upgrading and modernization, the
carbon black manufacturing industry in the
Yaroslavl Oblast has long been at the stage
of growth and, despite the existing problems

similar to those of the synthetic rubber
industry, it successfully has been operating and
developing successfully.

In any case, there are many options which
can be foreseen in the course of strategic and
tactical planning for the successful functioning
of enterprises in a particular industry. But the
modern way of development of all the industries
implies the only opportunity for stable growth
— constant implementation of innovations.

Research into the dynamics of innovations
implementation only confirms the adequacy of
the cyclic approach. A number of works on
innovation management study the interrelation
of individual cycles of innovations development,
the logic and dynamics of transition from one
cycle to another. It is noted that a new cycle
of product and process innovations, as in
any cyclic model, can be initiated not only
by internal industry factors of technological
development (endogenous processes), but
also factors that are external in relation to
the industry, the “shakings of environment”
that are not dependent on a specific sector
(exogenous processes).
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Russia’s Northern territories are tradi-
tionally the largest centers of not only the
extraction, but also of the consumption of
natural resources. High needs are observed
in the sphere of fuel and energy resources —
natural gas, coal, oil products. While the
programs of reorientation of territorial energy
complexes to the use of energy and gas
sources, that are relatively cheaper than oil,
and the energy efficiency of both Northern
and non-Northern regions have been given
rather increased attention in our country,
the diversification of oil products supplies,
the expansion of their local production in
the Northern zone have not yet yielded any
tangible results. Therefore, an acute shortage
of petroleum refineries remains a permanent
danger to the energy security of the Northern
territories of the Russian Federation.

The aim of this article is to define some of
the prospects of and the prerequisites to the
emergence of new production facilities within
the Northern zone of the Russian Federation.
In view of this, the actions have been taken by
regional authorities in cooperation with oil
companies, in order to resolve the problems
concerning oil products supply of the Northern
regions of the Russian Federation. The
article gives particular emphasis to the issue
of launching oil products production in the
territory of the Murmansk Oblast that is to
be the basic region, serving the main cargo
transportation along the Northern sea route.

In his report at the session of the Presidium
of the State Council on April 28, 2004 Russian
President V.V. Putin stressed the necessity of
modernization and upgrade of the energy
economy of the Northern territories as one of
the main directions of the state policy in the
spheres of economic and social development of
Russia’s Northern regions and Far East [3]. The
issues concerning fuel supplies by particular
subjects of the Russian Federation over the
last decade have been repeatedly addressed not
only at the highest governmental level, but also
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in social and scientific circles. The recognized
national experts in this field participated in the
discussion. Thus, for example, one of the most
famous monographs “Economics and energy of
the regions of the Russian Federation” (2001)
highlighted the definition of the problem of fuel
and energy supply of the regions provided with
imported (particularly long-range) fuel [10].

Over the last 20 years only two large refining
facilities have been built and commissioned in
Russia — Nizhnekamsk and Antipinsky oil
refineries (NPZ). There is no other such
enterprise out of the 30 major domestic
refineries directly in Russia’s Arctic zone
with access to the Northern sea route. The
nearest sources of oil products supply for the
Northern subjects of the Russian Federation
are the following: LLC Production Association
KINEF (Leningrad Oblast), JSC Lukoil-
Ukhtaneftepererabotka (Komi Republic),
Antipinsky oil refinery (Khanty—Mansi
Autonomous Okrug, Khanty- Mansiysk),
Surgut condensate stabilization plant (CSP),
Purovsky condensate processing plant (CPP)
(Yamalo-Nenets Autonomous Okrug (YNAO).
Therefore, the idea of establishing a local oil
refinery in the Subarctic in order to satisfy the
region’s domestic needs for petroleum products,
to supply its products to other Northern regions
under the “Severny Zavoz” (northern delivery)
program, using the Northern sea route, and to
participate simultaneously in export deliveries,
started up relatively long ago. The plans
providing for the establishment of large oil
refineries in the Murmansk Oblast, the Sakha
Republic (Yakutia) and the Sakhalin Oblast
are the examples illustrating the elaboration
of such projects.

The development of the project on the
construction of an oil refinery in Murmansk
was originally associated with the initiative to
set up the Murmansk pipeline system (OAO
LUKOIL, OJSC Yukos Oil Company, etc.)
In 2000 the oil refinery project was most
intensively developed by LUKOIL company.
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The cooperation agreement, stipulating joint
efforts ensuring oil products supply to Russia’s
Northern regions through the Murmansk
Oblast oil tank farms, was signed between
the company and the Murmansk Oblast
administration on February 16, 1999 [15].
The enhanced interest in such production
facility was expressed not only by the oblast
government and the Ex-Governor of the
Murmansk Oblast Yuri Evdokimov, but also
by Russian President Vladimir Putin, who
during his visit to the region stated to assist
in solving the issue concerning the transfer
of the oil base of the Northern Fleet from the
Ministry of Defense to LUKOIL [7]. The oil
base Mokhnatkina Pakhta, which is located
in the area of the similarly named cape, near
Severomorsk and has the entire infrastructure,
required for the purpose, was proposed as the
site of the future plant. The Pechenga Bay coast
(the area of the Devkina Zavod’ and Trifonov
Ruchey) was considered as an alternative
location [11].

According to the construction plan, the
territory of the production site exceeded 100
ha (10 square km). In addition to the plant
itself, the LUKOIL project also included the
construction of oil terminal and transport
system. The Neftchemproject institute (Rostov-
on-Don) carried out initial calculations and
prepared materials for the project. It was
planned that the plant’s production capacity
would reach 3 million tons of oil per year,
and its construction cost in the prices of
that period would not exceed 200 million
US dollars. The measures of project support
from regional administration (jointly with the
Murmansk city administration) would provide
for authorizing long-term lease of land plots for
constructing several (3 to 5) LUKOIL-Severo-
Zapadnefteproduct petrol filling stations. In
turn, the oil company would ensure oil product
supplies to satisfy the needs of Murmansk.
However, despite the signing of the preliminary
agreement on the project implementation and

support at the federal level, all the attempts
to negotiate the allotting of the territory for
the plant with the Ministry of Defense of the
Russian Federation failed [2].

In 2005, the idea of constructing a large oil
enterprise on the Kola Peninsula was again
actively discussed in the regional administration,
socio-political and business circles. The
need for such construction was declared by
the Presidential Plenipotentiary Envoy to
the Northwestern Federal District Lyubov
Sovershaeva at the 5th International Forum
“Fuel and Energy Complex of Russia: regional
aspects”, held in St. Petersburg on April 4,
2005. According to her, “... this project is not
interesting for oil companies in terms of the
economy, however, when solving the issues
concerning energy security of the country
and regions, one shall be driven by national
interests” [21]. The construction of an oil
refinery is economically feasible for the state,
as the enterprise “...will allow providing oil
products to the Murmansk and Arkhangelsk
oblasts, to unload Oktyabrski and Northern
Railways” [ibid.].

The active discussion of the far-reaching
possibilities for deploying local production in
the region resulted in the initiative development
of rather large oil refinery with the capacity
up to 6 million tons of oil per year) by
SINTEZ Group (JSC SINTEZ Petroleum).
The main purpose of the future enterprise
was to be the production and transportation
of oil products to the countries of Northern
Europe (straight-run gasoline and fuel oil),
and partial coverage of the local regional
needs in light petroleum products. Favorable
oil market environment led to the SINTEZ
attempt to diversify its own oil production and
to establish a business structure with a complete
production cycle, including production,
processing and distribution network. A group
of offshore fields (Medynsko-Varandeyskoye,
Kolokolmorskoye, Admiralteyskoye and
Pakhtusovskoye offshore areas), developed by
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JSC Arktikshelfneftegaz and Sintezneftegaz,
included in the SINTEZ Group was supposed
to be the main source of raw materials for the
refinery. Despite rather large balance reserves
(more than 400 million tons of oil in 2007),
companies, included in JSC SINTEZ Group,
were forced to send produced oil for processing
to the Republic of Bashkortostan, using the
so-called job-processing contract. SINTEZ
does not own a private refinery, therefore, the
formation of processing assets would allow
providing oil products to the network of filling
stations functioning in Moscow, increasing
independence from other participants in the
domestic oil market. Moreover, the group
companies were interested in the construction
of the export terminal in the Kola Bay area
for the export transfer of up to 25 million tons
of oil jointly with other large companies (first
of all, OJSC Rosneft) [16]. In the same way,
in cooperation with other companies, selling
crude oil for export through Murmansk Sea
trading port, the future refinery was to be loaded
with raw materials.

SINTEZ Group was ready to invest from
400 to 550 million US dollars in the
implementation of these plans (depending on
the terminal configuration) [1]. Despite the
promise of such significant funds, as well as
all kinds of support from the federal and local
authorities (including the Prime Minister
M. Fradkov and the Vice-Governor of the
Murmansk Oblast A. Ruzankin), the practical
implementation of these ambitious plans was
considerably complicated. The site, selected for
the construction of the refinery in the Western
coast of the Kola Bay (area of the mouth of the
Lavna River) was not linked with the region’s
electrical and transport networks [9]. In the
end, the altered economic situation brought
the project to a standstill at the earliest stage.

At the same time, Gamma Sever company,
engaged in petroleum products wholesale and
transportation in the Murmansk Oblast,
expressed intentions to build an oil refinery with
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little production capacity (up to 100 thousand
tons of hydrocarbons per year). Taibola railway
station (Murmansk branch of the Oktyabrski
railway, Kolsky District) was designated by
the developer as the site for the construction
of the enterprise. Stable gas condensate and
fractional oil condensate, a by-product of
oil crude production was expected to be the
main raw material used by the company for
the production of commodity products. The
required volume of investments ranged from
120 to 150 million rubles. Small capacity of
mini-refineries did not allow counting on the
expansion of sales geography outside the Kolsky
District municipalities and regional center. The
project on the construction of a mini-refinery
LLC Gamma Sever was considered at the
session of the interdepartmental commission
on the economics of location in June 2007 in
the Murmansk Oblast Government. Members
of the Commission criticized the economic
justification and the environmental aspects
of the project implementation. With regard
to economic complications concerning the
launching of production at the selected site
of Taibola railway station, it was stated that
currently it is not functioning, and the assumed
costings for commissioning, and the developer’s
expenses for the operation and maintenance of
the station, as well as other project indicators
were not submitted for the Commission’s
discussion. The representative of the Oktyabrski
railway suggested that the finished products
would be most likely transported to the nearest
Kola station instead of Taibola station that
would adversely affect the pricing process [4].
In case the initial decision on the restoration
of Taibola station is adopted, the increase in
expenditure can make the project unprofitable
at all. Members of the Commission called
into question the environmental safety of the
plant, as well. According to the Deputy of
the regional committee on natural resources
Aleksei Smirnov, the planner can not guarantee
that the water area of the Kola River will be
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protected from pollution. “The consequences
can be extremely critical”, Smirnov noted
[ibid]. In further discussion all arguments
of the Deputy Director of Gamma Sever
Company V. Lisin about the existence of two
alternative sites for the complex construction
were neglected. Deputy Chairman of the
Commission Aleksandr Makarov made a
remark on the company’s failure to submit the
project documentation, which was one of the
main reasons why the Commission rejected
the possibility of further discussion concerning
the construction of this modular oil refinery by
LLC Gamma Sever.

The topic of Murmansk oil refinery was
again actively discussed with the plans of CJSC
Sevmorneftegaz (Gazprom Neft Shelf LLC,
JSC Gazprom) being mostly supported by the
regional authorities in 2010. The emergence of
this project was directly related to the expected
intensification of the activities concerning the
development of raw hydrocarbon deposits in
the Arctic shelf. This time the conversation
again turned on the establishment of mega-
plant capable to fundamentally change the
fuel problem of the Northern region. However,
the initiator explained at once that, despite
the export production being the primary
purpose of the facility, considerable part of
oil products can be forwarded to the needs
of the domestic market. Several variants of
the refinery productivity were considered.
According to Sevmorneftegaz General Director
Aleksandr Mandel, the enterprise capacity was
to be 5—10 million tons [20].

Depending on the volume of the refinery
production output, the investments of JSC
Gazprom could reach 7 billion US dollars [19].
The basic raw-material base for the project
was expected to be the oil deliveries from
Prirazlomnoye, Dolginskoye, Varandeyskoye,
Medynskoye fields (Pechora sea), and perhaps,
from Rostovtsevskoye and Novoportovskoye
fields in Yamal. The basic stages concerning the
preparation and realization of such huge and

tremendous plans envisaged the completion of
the elaboration of technological and economic
substantiation of investments into the project
by the end of 2010. Following the adoption
of the decision in principle concerning
the construction of the facility, the term of
construction stage was to make up to 5 years.
The launching of the refinery was to coincide
with the achievement of peak oil production at
Prirazlomnoye field. By this time, according to
the then available plans, the first oil production
had to be started in Dolginskoye field. The
refinery was to be located at the production site
near the village Mezhduretchie.

Plans to build a refinery were intertwined
with the other project of JSC Gazprom in the
village of Teriberka,where JSC Gazprom
planned to construct the plant for liquefying
natural gas using Shtokman gas condensate
field as the source of raw materials. Therefore,
in addition to the plans of oil processing, oil
refineries could have been used for processing
gas condensate from the Shtokman field in the
amount of up to 600 thousand tons per year.
According to Gazprom plans, about 1.5 million
tons of produced oil products were to meet the
concern’s own needs in the region, a total of
up to 4 million tons were to satisfy the needs of
the Murmansk and Arkhangelsk oblasts. Thus,
the total volume of deliveries outside the region
and for export would have not exceeded 4.5
million tons.

In 2011 the construction project of Gazprom
refinery in the Kola Peninsula was adjusted,
however, a fundamental decision to start the
construction was never adopted. After that
the Western shore of the Kola Bay “...near the
projected construction of a new Murmansk
sea trading port district” was named as the
potential deployment of the facility [18]. 12
possible options were initially considered
in the process of choosing the most suitable
area for locating the refinery. Gazprom
VNIIGAZ LLC was mentioned as the leading
project organization [12]. The commodity
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nomenclature of refinery production had been
expanding and included, besides oil, high value
added products — petrochemical commodities.
Diesel fuel, motor gasoline (AI-92/95), marine
fuel, jet fuel and petrochemical materials were
to be the major plant products. Preliminary
characteristics of the future enterprise and the
upcoming construction were voiced by Deputy
Chairman of the State Duma of the Russian
Federation, President of the Russian gas
society Valery Yazev, who visited the Murmansk
Oblast in early November 2011. The required
capital investments, according to the adjusted
estimates, increased and made up about 250
billion rubles. According to the new project,
more than 1.800 jobs were planned to be
created. The planned production capacity was
to reach 16 million tons per year. It was assumed
that the production territory of the refinery will
amount to 12-18 square kilometres. Along with
the plant, the whole complex infrastructure
was planned to be constructed “from scratch”:
branch railway, mooring facilities, harbour
vessels, cumulative base of finished products,
terminal raw pipeline, feed pipeline, etc.
During the meeting between the members
of the Murmansk Oblast Government
(Chairman of the Committee of Industrial
Development, Nature and Environment Oleg
Krapivin, Economic Development Minister
Sergei Agarkov) and the representatives of JSC
Gazprom at the end of July 2011, the latter
submitted for consideration the Declaration
of Intent with regard to the future plant-siting
that provided for the 9-year implementation
period of the refinery construction phase —
2011—2020 [17]. The total lifetime of the
facility made up 25 years. By the end of the year
the company decided that in case of a positive
outcome of those preliminary public hearings
and agreements, the construction would not
start earlier than in 2016. Some additional
characteristics of the enterprise concerning
the environmental and economic aspects of
its activities were declared in December, 2011
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during the public hearings for the substantiation
of investments in the construction of an oil
refinery held in Polyarnyy town (Closed
Administrative-Territorial Unit Aleksandrovsk)
and the village of Mezhduretchie (Kolsky
District of the Murmansk Oblast). Head of
the Department of Industrial and Ecological
Safety of JSC Scientific-production firm Diem
(the developer of the project concerning the
environmental impact assessment) Aleksandr
Fedorenko noted that “...the functioning of the
complex will result in 29 types of waste with
total amount of more than 23 000 tons per year.
The largest part of them (95.6%) is hazard class
111 waste — the so-called oil-slime. Up to 97%
of oil sludge will be processed at the enterprise
and will be subject to disposal at the landfill
of solid domestic waste. The location of the
landfill has not been yet determined: it may be
on the territory of the oil refinery complex itself,
outside companies may be invited thereto”
[8]. As a result, the total number of jobs that
were to be created in the region’s economy
increased from 1816 to 4025 [13]. The volume
of tax payments to the regional budget for the
whole running time of the plant was expected
to make up 278 billion rubles. The assessment
with regard to the number of specialists
and workers, required for construction and
installation activities on the territory of the
village, reached 8000 people (the number of
the village Mezhduretchie residents — 975).
Additional generation of about 200 megawatt
electrical would have been required for the
power supply of the plant in the Kolsky District
by 2020. Despite the fact that the first public
hearings were successful and environmental
aspects of the future refinery activities were not
sharply criticized by professional attendees,
subsequently, the environmental risk of the
project was the main reason for the suspension.
In September 2012, the Federal Supervisory
Natural Resources Management Service
(Rosprirodnadzor) has completed government
expert review of the documentation “Feasibility
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study of the oil refinery construction in the
Murmansk area”. The expert commission
stated the incompliance of the submitted
documents with the legislative requirements
in the field of environmental protection.
Conclusion of the government expert review,
presented by the expert commission was
approved by Rosprirodnadzor Order No.524
as of September 28, 2012 [5]. Thus, despite
the increased public attention and “green
corridor” for Gazprom plans, provided
by regional administration, Murmansk oil
refinery project was frozen again at the stage
of preliminary agreements with the federal
regulatory authorities.

Until the middle of 2012, the prospects for
constructing major refinery in the region,
though already rather vague, were associated
with OAO LUKOIL that yet in May 2000,
planned to start implementing the project
concerning the construction of an enterprise
with the production capacity of 3 million tons of
oil products per year. In July 2012, the Governor
of the Murmansk Oblast Maria Kovtun
delivered a workshop with the General Director
of OO0 LUKOIL-Severo-Zapadnefteproduct
Maxim Khitrov and the General Director of
00O LUKOIL-Rezervnefteprodukt Vladimir
Ukhneyv, during which the question concerning
the prospects for the construction of OAO
LUKOIL oil refinery in the region was raised
again. According to the new regional head, “...
it will allow reducing the transport component
in the structure of fuel prices and will have
a macroeconomic effect on the social and
production activities of the region” [14]. On the
part of the Murmansk Oblast administration,
the measures to support the company’s
activities in the region stipulated the possibility
of constructing 5 petrol filling stations of OOO
LUKOIL-Severo-Zapadnefteproduct, as it
was in 2000. However, LUKOIL company
treated the development of new scale projects
with an abundance of caution, taking into
account its quite unsatisfactory experience in

implementing such plans in the Murmansk
Oblast. At present, “the revival” of LUKOIL
oil refinery project in the Murmansk Oblast,
suggested by Maria Kovtun, has been once
again indefinitely postponed. There are other
projects of processing enterprises, capable
of becoming the basis for “Severny Zavoz”
system. The initiatives of the governments of
the Sakhalin Oblast and the Sakha Republic
(Yakutia) are distinguished among others.

The project concerning the Sakhalin oil
refinery had been worked out for over 5 years,
but the final technical-economical and
investment solution was not taken either. The
enterprise capacity was expected to make
up from 4 to 10 million tons per year, which
would be sufficient for satisfying the needs
of Kamchatka Krai, the Chukchi Peninsula,
the Magadan Oblast, along with the Sakhalin
Oblast. The production surplus was planned
to be exported to the countries of the South
Asian region. JSC Gazprom was to be the main
planner and the owner of the new enterprise.
Another potential participant OJSC NK
Rosneft withdrew from the project straightaway
at an early stage of the development, referring
to the insufficient level of domestic regional
demand and low economic efficiency of the
project [6]. Out of oil refining facilities, only
a modular miniplant of Petrosakh company in
Pobedino with the capacity of 200 thousand
tons is functioning in Sakhalin at present, but
oil refining makes up about 36 thousand tons,
and will be reducing in the future.

The government of the Sakha Republic
initiated plans for the construction of the plant
producing synthetic motor fuels on the basis of
gas processing, in order to cover part of the
domestic demand, as well as to participate in
supplying the border territories of the Republic.
The expected emergence of such enterprise
in the area of Aldan town would provide the
southern and central regions of the Sakha
Republic (Yakutia) with light oil products.
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Previously, in 2007 ALROSA company gave
up on the construction of an oil refinery
in the Sakha Republic, after preliminary
calculations and initial evaluation of the
enterprise economic efficiency. The capacity
of the refinery was expected to exceed 250
thousand tons of oil products per year. The
main reason of the investor’s decision to
withdraw from the project on the construction
of the oil refinery is the same as in the Sakhalin
Oblast: insufficient attractiveness of the local
market, difficult economic conditions and,
as a consequence of all the above, low overall
effectiveness of the implementation of the
social project per se. Nevertheless, several
alternatives of the construction of new energy
facilities were considered in February 2010
within the framework of the Comprehensive
plan of South Yakutia development. A new
gas-chemical plant was to be additionally
constructed in Aldan, or in Lensk. JSC
Gazprom acted as the design contractor.

Inaddition to rather large-scale construction
projects, pivotal for “Severny Zavoz” program
of oil-refining enterprises, the plans to deploy
small modular refineries have been actively
developed, in order to meet the local needs of
customers, remote from the centralized systems
of petroleum products supply. The available
experience in implementing similar projects
in the economic conditions of the Northern
territories is rather successful. For example,
the program on the reconstruction and
modernization of Evenkiya housing and public
services (the northern district of Krasnoyarsk
Krai) envisages the construction of mini-
refineries in Baykit and Vanavar. Low-capacity
oil refinery on the development of diesel fuel for
domestic consumption was launched in 2009
in Vankor, making it possible to get rid of the
need to import petroleum products for internal
requirements of local communities. More than
20 oil refining units have been functioning in
the field areas of Khanty—Mansi Autonomous

Okrug. The network of small oil refineries has
been deployed in Yakutia, as well. Three companies

The assessment of economic impact of local oil refineries and the reduction in transportation
costs of oil products delivery in the Murmansk and Sakhalin oblasts, the Sakha Republic

) The projected effect
Volume of Overall transportation costs . L
. ; . Average cost of ol from the reduction in
oil products of oil products delivery to the . . .
. S . ; products delivery to transportation costs of oil
Region consumption inthe | region (main means of transport, - ) .
: ' ; the region’s territory, products delivery to the
region, thousand excluding transshipment cost), )
thousand rubles per year region, thousand rubles
tons per year thousand rubles per year
per year
Murmansk MF 300 600537 232317 368220
Oblast* DF 500 1052500 404455 648045
FO 1800 3388338 1284876 2103462
Sakhalin MF 24.2 69304 35090 34214
Oblast™* DF37.2 105053 66001 39052
. MF 258 969945 830631 139314
S?'\;:fuizg’fﬂ'c DF 528 2037552 1722864 314688
FO10.5 37254 13482 23772
Total - 8260483 4589716 3670767

Type codes: MF — motor fuel; DF — diesel fuel; FO — fuel oil.
Initial calculation data:

from: July 20, 2012).

www.sakhmortek.ru\tariff\ (retrieved from: July 10, 2012).

* Riccom company web-page, calculation of railway tariffs on oil products transportation. Available at: http://www.riccom.ru, (retrieved
** Information about the tariffs on sea ferry transportation of 0AO Sakhmortech oil products (Vanino — Kholmsk. Available a: http://

*** Information of OAO Sakhaneftegazsbyt about the structure of the company’s retail prices, the share of transportation costs.
Available at: http://www.sngs.ykt.ru/node/1 (retrieved from: July 15, 2012).
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(OAO Sakhaneftegaz, CJSC Irelyakhneft and
TAAS-Yuriakh Neftegazodobycha LLC) were
engaged in the building of compact oil refinery
complexes for satisfying internal fuel needs, but all
of them for one reason or another were forced to
halt construction in 2002. The construction of one
of the projects (Vitim small oil refinery complex
with the capacity of 50 thousand tons of products
per year, customer — OAO Sakhaneftegaz) as of
January 1, 2012 was 98% complete.

When making a comparison between the
northern regions traditionally considered problem
in the context of oil products supply, such as the
Sakha Republic (Yakutia), Murmansk and
Sakhalin oblasts, for example, from the viewpoint
of potential transportation cost savings of regional
consumers, an oil refinery in the Murmansk
Oblast is more in demand. The table presents
calculation data determining the estimated
impact of the construction of an oil refinery, fully
or partially satisfying the regional needs for the
main types of energy resources in the territory
of the federal subject, on the regional economy
(oil product consumers). The overall effect of the
reduction in the cost of 0il products transportation
from other regions on the regional economy is
calculated as the difference between the cost of
oil products transportation from outside to the
regional oil bases and transportation costs within
the territorial boundaries of the region from the
location of a local oil refinery.

The obtained results indicate that in case
the plans concerning the construction of oil
refineries in the territory of all three federal
subjects are implemented, the cumulative
annual effect may exceed 3.5 billion rubles.
The highest assessment of the expected impact
of the local production deployment in the
Murmansk Oblast (about 3.1 billion rubles per

year). The lowest assessment — in the Sakhalin
Oblast — is stipulated by the insufficient
completeness of regional consumption
recording in the official statistics that resulted
in the significant reduction of the last column
index in summary settlements. Total common
costs of regular delivery of energy resources
that are attributable to the use of the main
transportation means are estimated to be over
8.26 billion rubles for the three federal subjects
under review. The presented results show that
the deployment of regional production of oil
products in these regions will allow decreasing
costs in the sphere of oil products regional
supply by 44.4% — up to 4.6 billion rubles
along, due to the reduction of the transport
component. Being aware of this, regional
authorities actively support further promotion
of the initiatives of both large federal and local
companies involved in the development and
implementation of projects regarding local
production of energy resources and their
rational use (energy-efficiency).

Thus, despite ongoing efforts on the
optimization of the existing procurement scheme
in the regions of the North and Far East in general,
as well as in the Murmansk Oblast in particular,
it is possible to say that the basic needs for motor
fuel and light petroleum products have been
satisfied on the basis of the deliveries from multiple
centers of Russia’s oil and gas industry. Therefore,
the network expansion of small and modular oil
refineries, established in the areas of intensive
exploitation of hydrocarbon deposits, as well as the
enhancement of transport and energy networks in
Russia’s North should be considered as the most
likely directions of further modernization of the
fuel and energy sphere of the Northern territories
in the near future.
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The issue concerning public participation
in forest management has always been
inseparably connected with the interests and
possibilities of people to use various forest-
granted goods. Forests, available for
multipurpose forest exploitation and used
by locals for centuries, have been rapidly
disappearing in the past decades due to
commercial cuttings. At present there has
been a fierce competition for the felling of
economically available forests between timber
industrialists, who are given, in particular, the
right to cut forests, traditionally used for the
needs of the locals. Furthermore, in the vast
majority of cases, the population has no impact
on the decisions concerning forest use. Does
the population have the right and opportunity
to participate in forest management at present?

Part 1 Article 9 of the Constitution of the
Russian Federation [2] stipulates the following:
“Land and other natural resources shall be
utilized and protected in the Russian Federation
asthe basis of life and activity of the people living
in the corresponding territories”. According to
the article 42 of the RF Constitution, “Everyone
shall have the right to favorable environment,
reliable information about its state and for a
restitution of damage inflicted on his health and
property by ecological transgressions”.

The Constitution provides the basis for
obtaining reliable information about the status
of forest resources and realizing the rights of
local communities to use the resources for
their own development. Full implementation
of rights is possible only if the population is
involved in management decision-making in
the sphere of forest exploitation. Therefore, a
regulatory mechanism, securing this right in
practice is required.

At present, the Forest Code of the Russian
Federation is the main document, specifying
the forest legal relations [3]. According to Part
7 Article 1 of the Russian Federation Forest
Code, the basic principle of the forest legislation

provides that participation of citizens and civil
society associations in decision-making, which
may affect forests when they are used, protected
and renewed, with procedures for and forms of
such participation is to be compliant with the
legislation of the Russian Federation.

Another fundamental principle of forest
legislation, stipulated by Part 2 Article 1 of the
Russian Federation Forest Code, is maintenance
of habitat-forming, water-conservation,
protection, sanitation, recreation and other
beneficial functions of forests, to ensure that
each person could exercise the right for a
healthy environment. Protection forests (e.g.:
green belts, forest parks, urban forests, forests
in water-conservation zones, etc.), fulfilling
environmental and social functions, are assig-
ned and preserved for this purpose, hence,
ensuring the constitutional right of citizens to
a favorable environment.

Atrticle 11 of the Russian Federation Forest
Code “Stay of Citizens in Forests” is of special
interest in terms of the realization of public
interests, as it confirms the human right to use
forest resources in their lives. Part 1 Article 11
stipulates the following: “Citizens shall have
the right to stay in forests freely and gratis
and to harvest and collect, wild fruit, berries,
nuts, mushrooms, other edible forest resources
(food forest resources), and non-timber
forest resources, for their subsistence needs”.
Unfortunately, this requirement is rather often
not applied in practice.

At present, the main statutory form of
public participation in forest management,
including the resolution of socially significant
issues regulated by the Constitution and the
Forest Code of the Russian Federation is public
debate over laws, which is understood as a set
of activities aimed at raising public awareness
of the planned economic and other activities
and their possible effect on the environment,
in order to identify and to consider public
preferences in the impact assessment process.
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Public debates over draft laws are conducted
in accordance with the RF Government Decree
No.159 of February 22, 2012, “On approving
the rules concerning public discussion of drafts
of federal constitutional laws and federal laws”
[4]. They apply to the federal laws regulating the
forest area (RF Forest Code, the Water Code
of the Russian Federation, the Law on Special
Protected Nature Areas, etc.) , subordinate
regulatory acts (forest plans of the subjects of
the Federation, forestry regulations of forest
districts, etc.), long-term and short-term
planning programs (e.g. forest exploitation
projects).

Until recently public participation in the
discussions of a number of documents was
guaranteed by subordinate acts. Thus,
Paragraph 6 of “Regulations on the preparation
of the forest plan of the subjects of the Russian
Federation” introduced the RF Government
Decree No. 246 of April 24, 2007 [5], in
accordance with Article 86 of the Russian
Federation Forest Code of the RE, proclaims:
“State government authorities of the subjects
of the Russian Federation familiarize the
parties concerned with the draft of the
forest plan to, by publishing it on the official
website of the supreme government body of a
constituent entity of the Russian Federation
for at least 30 days online. As the term expires,
state government authorities of the subjects
of the Russian Federation improve the draft
of the forest plan within 30 days, considering
the suggestions and remarks made by the
parties concerned, and then submit it to
the Ministry of Natural Resources of the
Russian Federation”. The position of the
lost effect according to the Decree of the
Russian Government dated 28 December 2011
No.1183 [6]. The regulations expired pursuant
to the RF Government Decree No.1183 of
December 28, 2011 [6].

Such procedure was stipulated by Paragraph
12 of the Order of the Ministry of Natural
Resources of the Russian Federation No. 106
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of April 19, 2007 “On approval of the
forest management procedure content,
their development guidelines, validity and
introduction of changes”[9], issued in
accordance with Article 87 of the Forest Code
of the Russian Federation. The Order obliged
central and local authorities to familiarize the
parties concerned with the forestry regulations
draft, to improve it, considering the proposals
and remarks made, and to adopt the draft. The
Order expired pursuant to the Order of the
Ministry of Natural Resources of the Russian
Federation No. 87 of April 2, 2012 [10].

The Order of the Ministry of Natural
Resources of the Russian Federation No.125
of May 14, 2007 “On approval of the order of
state or municipal expertise of the forest
development plan” [11], issued in accordance
with Article 89 of the Forest Code of the Russian
Federation “State or municipal expertise of the
forest development plan” requires conducting
a public discussion of forest development plans.
Public discussion was a mandatory procedure,
when preparing for the state environmental
expertise. The proceedings of public hearings
were included in the standard package of
documents, submitted to the expertise. The
Order expired pursuant to the Order of the
Ministry of Natural Resources of the Russian
Federation No.33 of February 10, 2012 [12].

The mechanism of public participation in
decision-making has been revealed in the
Articles 19, 20—25 of the Federal Law No.174
of November 23, 1995 “On ecological
expertise” [14] and Paragraph 4 of “Regulations
on environmental impact assessment of
planned economic and other activities on
the environment in the Russian Federation”
[13], approved by the Decree of the State
Environmental Committee No. 372 of the
Russian Federation of May 16, 2000. However,
in accordance with Articles 11 and 12 of the
Federal Law No. 174 of November 23, 1995
[14] forest development plans are not subjects
of the state ecological expertise.
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A number of subjects under expertise
(specially protected nature areas, solid domestic
waste landfills, etc.), may cover forest areas. In
this case, public discussion of drafts on such
subjects will be connected with forest issues.

Let us disclose the provisions of the “Law
on ecological expertise”, ensuring public
participation. Article 3 proclaims the follo-
wing principles of expertise: transparency,
participation of public organizations (asso-
ciations), taking account of public opinion;
organization of public discussions, opinion
polls, referendums with regard to the planned
economic and other activities subject to
environmental impact assessment. Article 9
determines the powers of local authorities in
the field of environmental expertise and gives
them the right to conduct public environmental
expertise on request of the population. Article
14 specifies the order of conducting the
state ecological expertise, indicating that the
materials concerning the subject of the state
environmental expertise discussed with citizens
and public organizations (associations),
organized by local authorities, are an obligatory
part of documentation submitted to expertise.
Chapter 4 of the Law is devoted to the public
ecological expertise, which can be conducted
along with the state expertise. However,
according to Part 2 Article 25, the results of
the expertise become legally binding only
when approved by the federal executive body
in the field of environmental assessment. In
practice, it is rather difficult to carry out the
public environmental expertise, as the initiator
of the economic activity, as a rule, drags out
the process of submitting the documentation
to public experts for assessment, seeking to
receive, on a priority basis, the report prepared
by the state ecological expertise.

As forest development plans are no longer
subject to the state ecological expertise, public
discussion is not actually essential for adop-
ting the major documents regulating forest
exploitation, despite the fact that the Forest

code of the Russian Federation postulates
public participation in forest management.
Decisions made during public hearings and
public suggestions are not obligatory and may
only be taken into consideration. The process
concerning discussion of the Forest Code,
forest plans of the subjects of the Russian
Federation showed that, the adoption of
specific proposals, suggested “from below”,
was rather an exception, causing a lot of
difficulties, in spite of a very high activity
level of citizens, public organizations, repre-
sentatives of logging companies and forest
management authorities.

In accordance with the Federal Law No.59
of May 2, 2006 “On procedures for examining
petitions from citizens of the Russian
Federation” [15], citizens have the right to
address forest management authorities and
other state agencies related to forestry. As
follows from the Law, a citizen’s appeal on
any issue is to be considered within a fixed
timeframe. Experience confirms that citizens’
petitions concerning forest management issues
are not numerous, and are often decided not in
favor of the citizens themselves. The low level
of ecological education and passive attitude
of population, in particular rural residents,
to current events is one of the reasons of such
situation.

Some opportunities of public participation
in forest management, reflected in the Town-
Planning Code of the Russian Federation, are
worth mentioning. In accordance with Chapter
3 of the Code, state government bodies of
the Russian Federation, public authorities of
the subjects of the Russian Federation, local
authorities, concerned individuals and legal
entities have the right to submit proposals on
the alteration of the territorial planning scheme
of the Russian Federation. These changes
only partially relate to forest management
with regard to the planning of new specially
protected nature areas. There are significant
examples of the practical application of the law.
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Thus, the regional public organization
SPOK in the Republic of Karelia managed to
introduce their proposals on specially protected
nature areas into the territorial planning
scheme. The proposals made by the World
Wildlife Fund (WWF) in the Arkhangelsk
Oblast were accepted partially.

Federal Law No.131 of October 6, 2003
“On general principles of the organization of
local self-government in the Russian Federa-
tion” [16] also stipulates some opportunities
for public participation in forest management,
which is, however, limited to forests located on
settlement lands.

A crucial gap in the Russian legislation is
that the population, local and district
administrations are not able to participate in
the process of allocation and assignment
of forest land for any type of use. Timely
coordination of prospective plans on allocation
of the lands for use with municipal officials
and community leaders will allow preserving
socially significant forest areas.

Public availability of information on forests
is essential to public involvement in forest
management [19]. Russia has the legislative
framework required for ensuring this condition.
As has been stated before, Article 42 of the
Constitution of the Russian Federation
proclaims the following: “Everyone shall
have the right to a favorable environment,
reliable information about its condition...”.
Paragraph 2 Article 24 specifies that the bodies
of state authority and the bodies of local self-
government and the officials thereof shall
provide to each citizen access to any documents
and materials directly affecting his/her rights
and liberties. The bodies of state power and
bodies of local self-government, their officials
are obliged to provide access to documents
and materials directly affecting his rights and
freedoms. Article 29 determines that everyone
shall have the right to seek, get, transfer,
produce and disseminate information by any
lawful means.
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Providing citizens with reliable and
complete information on the state of forests,
on the activities of state government and
management bodies by the Internet is not
just the mood of the times, but a legislative
requirement as well.

The website for the forest management
agency of the subject of the Russian Federation
isnotjust a “unique style” or a representation
on the Internet, but also an important
mechanism for informing and involving the
citizens in forest management. Federal Law
of the Russian Federation No.80 of February
9, 2009 “On providing access to information
about activity of state bodies and bodies of
local self-government” [17] discloses these
provisions of the Constitution of the Russian
Federation in detail. In particular, Paragraph
1 of Article 10 stipulates that government
bodies and bodies of local self-government
post information on their activities on the
Internet, where they create official websites,
stating e-mail addresses to which information
users can forward requests and the requested
information can be received.

However, the information posted on the
websites of forest management agencies with
regard to the state of forests, the activities of
forest users and forest management agencies
leaves much to be desired. In 2010—2011 the
environmental organizations, included into
the Public Environmental Council under the
Federal Forestry Agency took notice of websites
of state forest management agencies of the RF
subjects and the quality of the websites content.
This topic has been repeatedly discussed at the
council meetings, during one of which it was
recommended to include the quality indicators
of websites in an independent rating of state
forest management, held by the World Wildlife
Fund — Russia in 2010—2011 [1].

WWEF rating showed that only a few subjects
make full use of the Internet. The web-site
content of many forest management agencies
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of the regional level does not meet the modern
requirements concerning completeness and
actuality of information on forests and the
agencies’ activities on the use, conservation
and protection of forests. The opportunities
of informational work raising population
awareness of forest fire prevention and clarifying
the acting regional normative legal documents
are not fully used.

Regional regulations are adopted in all
regions. However, the documents are submit-
ted for online review at the official websites of
forest management agencies in less than half
of the RF subjects. Therefore, it is rather com-
plicated to call for the fulfillment of laws and
regulations, when it is difficult even to review
their content.

All regions reported on the development
and approval of forest plans and forest mana-
gement regulations. But in at least half of cases
the population and other parties concerned
are able to review the documents online. Map
documents, which are of most interest to the
public and other parties concerned for the
monitoring (e.g.: control over the legality of
forest exploitation) have been placed online
only in a few cases.

The rating indicates that by many indicators
the publicly available statistical information,
provided by regions, is unreliable. This
undoubtedly hampers public participation
in forest management and the adoption of
scientifically-based management decisions
by forest management agencies that have to
manage forests practically “blindfold”.

Moreover, public forest (environmental)
councils under the regional forest management
agencies occasionally have been efficiently
acting in the RF subjects. Public environmental
Council of the Federal Forestry Agency has
been steadily operating since 2005. The work
of the Council is probably far from ideal,
nevertheless, at the Council meetings the
representatives of public organizations and

Federal Forestry Agency regularly discuss the
most important and urgent issues that interest
the public.

A certain experience of public involvement
in forest management can be observed at the
regional level.

For example, in the result of the activities
of Komi Regional Foundation “Silver Taiga”
and the model forest “Priluzie”, public hear-
ings have been determined as an abiding pro-
cedure when leasing forest lands in the Komi
Republic. This experience had both pros and
cons. The main drawback is the advisory status
ofthe decisions made at the public hearings and
the unwillingness of the locals to participate in
the procedure. Provided that the resolutions of
the hearings are binding, the local residents will
express greater interest in them, consequently,
the mechanism affecting the adopted decisions
will start operating. Unfortunately, the attempts
to involve the local population in the solution
of the issues concerning the assignment of for-
est lands for use are rare and do not produce
proper social effect.

Certain efforts, aimed at increasing the role
of society in solving the forest management
issues, have been made in the Vologda Oblast.
Thus, the Public Council under the Forest
Department has been formed, in compliance
with the Oblast Government Decree No. 1691
of December 27, 2011 “On the concept pro-
moting the development of civil society institu-
tions in the Vologda Oblast” [7], the Resolution
of the Governor of the Oblast No.686 of 24,
2012 “On the formation procedure of public
councils under the oblast executive bodies” [8].
The aim of the Council is to promote coherence
of socially significant interests of the Russian
Federation citizens, foreign citizens staying in
the territory of the Russian Federation, state-
less citizens, as well as civil society institutions
and Forest Department of the Vologda Oblast.
Raising public awareness of the main direc-
tions of the activities of the Vologda Oblast
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Regulatory framework and development perspectives of the mechanism of public participation...

Forest Department is one of the tasks of the
Council. The establishment and development
of the councils in the regions (in forest areas)
will facilitate the role of society in the develop-
ment of forest relations.

The international voluntary forest certifica-
tion system under the Forest Stewardship
Council (FSC) scheme plays an important role
in the development of socially-oriented forest
management in Russia. The introduction of
the scheme into the management system of a
logging enterprise assumes active engagement
of all the parties concerned, including indig-
enous peoples (principle 3), local residents and
employees (principle 4) in the process of forest
management.

Further development of forest certification
will promote the role of society in forest man-
agement. Nevertheless, efficient implementa-
tion of the FSC approaches directly depends on
the population awareness of the opportunities
in the framework of the given mechanism and
its procedures, and, primarily, on the activity
of the local residents and public organizations.
Unfortunately, the FSC mechanisms for the
protection of the interests of the local popula-
tion by no means always prove to be fully acti-
vated in the certified territories.

In the process of implementing the FSC
forest certification the interests of local and
indigenous peoples are primarily taken into
account with regard to the possibility of
preserving high conservation value forests
(HCVF) of 5 and 6 types (in the FSC
terminology), or so-called “social forests”,
from logging. Such forests are necessary for the
economic survival of the population, important
in terms of traditional multipurpose forest
exploitation, socially significant (including
their cultural, religious, recreational, etc. value)

Social forests are the forests necessary for
the existence of the local (rural, indigenous,
urban) population, particularly significant as
the source of life, health, material and spiritual
resources. Such forests shall not be used
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for industrial purposes, so that their social
potential is preserved and developed.

Accordingly, the introduction of the social
forests category is to be accompanied by a
legislative package, stipulating public
participation in the management of this category
of forests that should be based on traditional
forms of public management, characteristic
of various territories. The mechanisms, forms
of social forests control and use should be
discussed at the level of rural settlements, and
then approved by appropriate acts at the district
and regional level. It should be noted that the
forms of social forest management may vary
depending on regional and local conditions and
traditions. Without this the introduction of the
new category will not be adequately effective.

At present, the established and operating
specially protected nature areas (SPNA) may
become first grounds for implementing the
concept of social forests. In order to realize
this idea, it is necessary to make appropriate
amendmentstosection 4 ofthe “Law on SPNA”
with regard to nature parks [ 18], to supplement
Atrticle 18 of the Law with the regulations on
the purposes of establishing nature parks as the
territories required for maintaining natural and
cultural landscapes and traditional sustainable
nature management. Moreover, it is advisable
to expand Article 20 on the legal regime of
nature parks, prescribing the possibility of
public control along with the state one.

Summarizing all the above-mentioned
information, the authors note that in spite of
individual positive aspects, Russia lacks
applicable statutory mechanism of public
participation in forest management and
exploitation. The main reasons of the current
situation are the following:

— absence of appropriate regulatory
framework;

— advisory character of prior decisions and
proposals;

— absence ofheavy and address information
on the possibilities of public discussion
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concerning forest plans, forest management
regulations, forest development plans and other
documents provided to potentially interested
parties;

— public’s lack of knowledge and skills
appropriate for discussing and amending the
documents of consideration;

— disinterest of logging companies and
forest management authorities, representing
forest development projects, forest plans and
forest management regulations, in conducting
actual discussions and hearings

The mechanism really facilitating public
participation in the process of forest mana-
gement should include the following:

— legislative consolidation of state envi-
ronmental expertise concerning the documents
of forest planning, including forest plans of
the subjects of the Russian Federation, forestry
regulations of forest districts and forest
exploitation plans;

— elaboration and consolidation of the
public hearings procedure, assuming complete
openness of forest planning documents to all
the parties concerned, targeted informing of the
participants, the possibility of free participation
in the discussion of all the parties concerned ,
clear a