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Abstract  
 

Chapter 1 presents a short introduction to 1ÜÚÚÐÈɀÚɯÌÊÖÕÖÔàɯÐÕɯƖƔƕƗȮɯ

showing  that the country has become more dependent on natural 

resource exports during the last 15 years, despite attempts by the 

Russian state to diversify the economy. I then undertake a short 

comparison of industrial poli cy and institutions in Ru ssia and China. I 

argue that two reasons why China has been more successful than 

Russia in implementing industrial policy and diversifying its economy 

is the countràɀÚɯ ×ÙÖ-growth incentive structure , and its focus on 

absorbing technology from abroad.  

Chapter 2 studies the change in incentives faced by Russian regional 

governors, after gubernatorial elections were replaced by presidential 

appointments in 2004. Using an ordered probit model, the chapter 

examines how various measures of economic performance and political 

loyalty affect the probability of Russian regional governors to stay in 

office. While before the 2004 reform, the likelihood to stay in office 

seems not to depend on political loyalty to the centre, after the reform 

election results for the president and the Kremlin party play a strong 

and significant role in explaining the likelihood of regional governors 

to stay in office, while economic performance has a negative effect. I 

interpret these results as evidence that after the reform in 2004, the 

ruling elites in Moscow started using appointments of regional officials 

to consolidate their political control over the country, while 

performance-related criteria play only a secondary role.  

Chapter 3 presents a novel dataset containing 312 cases of illegal 

corporate raiding (reiderstvo) that took place  between 1999 and 2010 in 

Russia, assembled through a comprehensive scan of Russian national 

and regional newspaper archives. Analysing the dataset, I am able to 

identify a shift in both the regional and sectoral distribution of raiding 

cases over time, as well as an increasing involvement of state agencies 

in illegal raiding attacks. Using a fixed-effects panel model, I find that 

regional election results for the ruling president and his party, as well 

as the degree to which elections are manipulated thrÖÜÎÏÖÜÛɯ1ÜÚÚÐÈɀÚɯ
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regions, are significantly and positively correlated with the number of  

raiding cases in a given region. I also find that regions in which 

governors have stronger ties to their region suffer from a lower degree 

of attacks. A possible interpretation of these results is that under 

1ÜÚÚÐÈɀÚɯ ÕÌÞɯ ÈÜÛÏÖÙÐÛÈÙÐÈÕɯ ÌÓÌÊÛÖÙÈÓɯ ÙÌÎÐÔÌȮ the centre tolerates a 

certain amount of rent -seeking and predatory activities by regional 

elites, as long as these elites are able to provide a sufficiently high level 

of electoral support for the centre. I further argue that the results 

concerning the local attachment of regional governors can be seen as 

evidence confirming  ,ÈÕÊÜÙɯ.ÓÚÖÕɀÚɯÛÏÌÖÙàɯÖn stationary and roving 

bandits.  
 

Chapter 4 (written together with Letizia Montinari) investigates 

differences in and determinants of technical efficiency across three 

groups of OECD, Asian and Latin American countries. In the literature, 

the kind of t echnical efficiency we examine is seen as one of the main 

factors influencing the ability of a country to absorb technology from 

abroad. Using a stochastic frontier framework and data for 22 

manufacturing sectors for 1996-2005, we find notable differences in 

technical efficiency between the three country groups we examine. We 

then investigate the effect of human capital and domestic R&D, proxied 

by the stock of patents, on technical efficiency. We find that while 

human capital has always a strongly positive ef fect on efficiency, an 

increase in the stock of patents has positive effects on efficiency in high-

tech sectors, but negative effects in low-tech sectors. 
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Chapter 1 

Introduction 1 

1.1 Russia in the World Economy  

22 years after the end of the Soviet Union, and 15 years after a period of 

serious economic decline, the Russian Federation has re-emerged as 

ÖÕÌɯÖÍɯÛÏÌɯÞÖÙÓËɀÚ biggest economies. At the beginning of 2013, Russia 

was the eight largest economy in the world by nominal value, and the 

sixth largest by purchasing power parity 2.  

As the host of the 2014 Winter Olympics in Sotchi and of the FIFA 

World Cup in 2018, as well as a member of the BRIC group of emerging 

economies, Russia has also regained much of the international standing  

it lost during the chaot ic decade of the 1990s.  

However, a closer look at the performance of the Russian economy 

during the last 15 years reveals that the country is actually facing a 

number of problems that make its future look much less promising 

than that of many other emergi ng economies. A recent report by the 

European Bank of Reconstruction and Development shows that the 

Russian economy today is actually less diversified and more dependent 

on oil and gas exports than it was 15 years ago (figure 1.1, EBRD 2012), 

despite numerous policy initiatives by the Russian government to 

foster economic diversification and modernization during the last 

decade3.  

                                                           
1 In parts, this introduction is based on Rochlitz (2012). 
2 CIA World Factbook  (2012) 

3 Examples are the re-grouping of various industries into large, state -controlled holdings 

(the so caÓÓÌËɯɁÚÛÈÛÌ-ÊÖÙ×ÖÙÈÛÐÖÕÚɂȺȮɯÛÏÌɯÈÛÛÌÔ×ÛɯÛÖɯÊÙÌÈÛÌɯÐÕÕÖÝÈÛÐÖÕɯÊÓÜÚÛÌÙÚɯȹÚÜÊÏɯÈÚɯÛÏÌɯ

innovation project Skolkovo near Moscow, the science town Dubna, or the innovation 

ÊÓÜÚÛÌÙɯ Ɂ3ÐÛÈÕÐÜÔɯ 5ÈÓÓÌàɂɯ ÕÌÈÙɯ 8ÌÒÈÛÌÙÐÕÉÜÙÎȺȮɯ ÈÕËɯ ÛÏÌɯ ÈÛÛÌÔ×Ûɯ ÛÖɯ ÉÜÐÓËɯ ÍÙÖÕÛÐÌÙɯ

innovatio n capacities in high-technology sectors such as nanotechnology.   
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Figure 1.1: Share of Russian oil and gas in selected economic indicators 
Graph from EBRD (2012, page 14); data sources: US Energy Information Administration, 

IMF, Russian Finance Ministry, Rosstat. 

 

 

Figure 1.2: Value of oil produced per capita in 2010  
Graph from EBRD (2012, page 16); data sources: US Energy Information Administration, 

IMF; selected countries only; oil valued at international prices . 
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As the per capita value of natural resources produced in Russia is not 

exceptionally high in international comparison (see figure 1.2, EBRD 

2012), and as resources will last only for another 20 years at current 

rates of extraction (EBRD 2012, page 16), the inability of the Russian 

economy to structurally change and open up new fields of comparative 

ÈËÝÈÕÛÈÎÌɯÔÐÎÏÛɯ×ÜÛɯÛÏÌɯÊÖÜÕÛÙàɀÚɯÊÜÙÙÌÕÛɯÓÌÝÌÓÚɯÖÍɯÐÕÊÖÔÌɯ×ÌÙɯÊÈ×ÐÛÈɯ

and its current position in the world economy at risk in the not t oo 

distant future.  
 

 

Figure 1.3: New firms as a % of total firms  
Graph from EBRD 2012, page 32; data sources: Klapper et al. (2006), Bruno et al. (2011); 

based on 1998-ƕƝƝƝɯËÈÛÈȮɯÜÕÓÌÚÚɯÖÛÏÌÙÞÐÚÌɯÐÕËÐÊÈÛÌËȰɯɁÕÌÞɯÍÐÙÔÚɂɯÈÙÌɯÊÖÔ×ÈÕÐÌÚɯÐÕɯÛÏÌÐÙɯ

first or second year in business. 

 

It would therefore be imperative for Russia to use its current window 

of opportunity, made possible by high oil prices and still extensive 

natural resource reserves, to develop new capabilities and competitive 

industries in various sectors throughout the country. However, instead 

of diversifying and modernizing, the Russian economy seems actually 

to have become less dynamic over time. For example, firm entry rates 

have been consistently declining over the last decade. While at the 
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beginning of the 2000s, firm entry was higher in Russia than in many 

other transition or Western European countries, by the end of the 

decade entry rates had become much lower than in other countries 

(figure 1.3, EBRD 2012), with the low quality of regional in stitutions 

being one of the main determinants of low entry rates (figure 1.4, EBRD 

2012). 

Figure 1.4: Russian regions: firm entry and institutional environment 

(1996 ɬ 2008) Graph from EBRD 2012, page 32; data sources: Bruno et al. (2011), Expert 

Rating Agency; higher levels of investment risk corresponding to a more difficult 

business climate. 

 

 

1ÜÚÚÐÈɀÚɯÓÈÊÒÐÕÎɯeconomic dynamism during the last decade becomes 

especially apparent once we compare the country to other emerging 

economies. Looking at GDP grow th rates for the BRIC countries, we see 

that after 8 years of relatively high growth rates  between 1999 and 2007, 

1ÜÚÚÐÈɀÚɯÎÙÖÞÛÏɯÏÈÚɯÉÌÌÕɯÛÙÈÐÓÐÕÎ off since 2008, especially with respect 

to China and India , even though oil prices have soon reached pre-crisis 

levels again (figure 5).  
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Figure 5: GDP growth rates for Russia, China and India (1998-2012) / 

Real Oil Prices Left y-axis: annual GDP growth  rates in %; right y-axis: annual 

average imported crude oil price to the US; Data sources: World Development Indicators; 

US Energy Information Administration  

 

 

If we then look more in detail on a number of specific aspects of the 

1ÜÚÚÐÈÕɯÌÊÖÕÖÔàȮɯÚÜÊÏɯÈÚɯ1ÜÚÚÐÈɀÚɯÔÈÕÜÍÈÊÛÜÙÐÕÎɯÚÌÊÛÖÙȮɯÚÊÐÌÕÊÌɯȫɯ

technology or the development of infrastructure in Russia, we see wh y 

growth during the first decade of the 2000s was mainly driven by high 

international oil prices, rather than by more fundamental characteristics 

of the Russian economy.  

Comparing Russia with China is particularly  striking  in this respect. 

For example, while China has managed to build  a couple of 

competitive manufacturing industries from scratch  during the last 15 

years (e.g. in the automobile, aircraft and high-speed railway sector), 

often with the help of aggressive industrial policies (McGregor 2010, 

Heil mann and Shih 2013), market shares for Russian manufacturing 

industries in the same sectors have been constantly declining over time, 

despite similar  support by the Russian state (Rochlitz 2009, 2012). 
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Comparing the science and technology sector (S&T) in both countries is 

equally illustrative. While Russia still has a quantitatively very 

important research and innovation sector ( if measured by the number 

of researchers per capita), the general quality of research, as well as the 

output  of high -quality research produced in Russia is relatively  low, 

and has been stagnating over time (figure 6 ).  

Figure 6: Patent Applications / Number of Researchers for Russia and 

China Left y-axis: Patent applications by residents; right y -axis: number of R&D 

researchers per million residents; data source: World Development Indicators  

 

 

Apart from patent filings, during the last 15 years China has overtaken 

Russia with respect to a number of further  S&T indicators, such as R&D 

expenditure as percentage of GDP, publications in peer-reviewed 

journals, university rankings, the number of students abroad, or the 

percentage of international students in national universities. For 

example, between 1998 and 2008 the annual number of publications in 

peer-reviewed journa ls has increased by 400% to 112000 in China, 

whil e in Russia it has stagnated at a level of about 20 000 (Balzer 2011, 

pages 4-10). 
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China has also been more ÚÜÊÊÌÚÚÍÜÓɯ ÛÏÈÕɯ 1ÜÚÚÐÈɯ ɁÐÕɯ ÍÖÚÛÌÙÐÕÎɯ

university -based R&D, developing university linkages  with industry, 

integrati ng its universities with the global higher education sector, and  

encouraging talented co-ÕÈÛÐÖÕÈÓÚɯÛÖɯÙÌÛÜÙÕɯÏÖÔÌɂɯȹ!ÈÓáÌÙɯƖƔƕƕȮɯ×ÈÎÌɯ

2). Interestingly,  China has achieved all this despite starting from a 

much lower base of science and education resources. 

Finally, comparing  the development of infrastructure in both  countries 

provides  us again with a similar picture. While China has developed its 

infrastructure at high speed, not much has happened in terms of 

infrastructure development in Russia during the last 15 years. 

For instance, the Chinese government has pushed forward an 

ambitious program of high -speed rail construction, with 13000 km of 

new lines for bullet trains due to be completed by 2012 (Bradsher 2010). 

Air - and sea-port capacity in the country  has been expanding rapidly, 

while China has also recently constructed 53600 km of new 

Ìß×ÙÌÚÚÞÈàÚȮɯ ÔÈÒÐÕÎɯ ÛÏÌɯ ÊÖÜÕÛÙàɀÚɯ Ìß×ÙÌÚÚÞÈàɯ ÚàÚÛÌÔɯ ÛÏÌɯ ÚÌÊÖÕËɯ

largest in the world after the one of the US4 (Bai and Qian, 2010).  

During the same time span, the total length of paved roads in Russia 

actually declined from 750 000 km to 700 000 km, mainly because of 

insufficient funds allotted to road  maintenance (Nemtsov and Milov 

2008). Nemtsov and Milov argue that this has been a consequence of 

the federal road funds being abolished in the year 2000, with 

Pynnöniemi  (2008) maintaining that this abolition resulted in the 

decline of the share of road investment relative to GDP from 3% in 2000 

to 1% in 2007. 

Looking on Russian railways, the picture is similar. Although pl ans to 

build a high -speed train link  between Moscow and St. Petersburg (the 

first such link in Russia) exist since the early 1990s, the starting date for 

construction has continuously been postponed, with  completion now 

                                                           
4 The Economist (14.02.2008), "ÏÐÕÈɀÚɯ(ÕÍÙÈÚÛÙÜÊÛÜÙÌɯ2×ÓÜÙÎÌȯɯ1ÜÚÏÐÕÎɯÖÕɯÉàɯ1ÖÈËȮɯ1ÈÐÓɯÈÕËɯ

Air . 
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being projected for 20185. Plans for a high-speed train between Moscow 

and Yekaterinburg have been shelved after several years of preliminary 

planning 6. Although state -owned Russian Railways have repeatedly 

announced substantial long-term investment plans, much of current 

investment spending  is used to keep the existing system working, 

instead of expanding capacity, despite constantly growing demand. 

The only notable exception are investments in Sochi for the Winter 

Olympics in 2014, although these investments arguably do not respond 

to the core needs of the Russian economy7. 

Most airports in Russia are badly in need of modernization, with only 

two (Domodedovo  and Sheremetyevo) having been certified as third 

category by the International Civil Aviation  Organization  in 2010 (third 

category meaning that an airport has the equipment to let planes land  

safely even in zero visibility conditions) 8. Finally, those infrastructure 

investments actually  occurring seem often to be more of a prestige 

nature than responding to actual economic needs, such as the costly 

bridge and conference centre constructed on a sparsely inhabited island 

near Vladivostok, for the APEC summit in 2012.  

A general feature seems to be that while officials in China announce the 

successful completion of projects, officials in Russia announce the start 

of investment and  construction projects for the near future, with the 

projects then losing steam or being ÚÊÈÓÌËɯËÖÞÕȭɯ$Ú×ÌÊÐÈÓÓàɯ1ÜÚÚÐÈɀÚɯ

newly established state corporations seem to be rather inefficient in 

implementing infrastructur e modernization , investment and 

innovation  projects (Sprenger 2010, Kessler and Levin 2012, Gershman 

2013), while at the same time local governments in China outcompete 

each other with investments into infrastructure (Qian and Roland 1998,  

Zhang 2011). 

                                                           
5 pravda.ru, (29.04.2011), From Moscow to St. Petersburg in 2.5 hours. 
6 Delovoi Kvartal, (24.09.2012), interview with Aleksei Bagariakov, dkvartal.ru  
7 emg.rzd.ru, Investment Programmes,  

(http://eng.rzd.ru/statice/public/rzdeng?STRUCTURE_ID=294& ) 
8 "!2ɯ -ÌÞÚȮɯ ƖƚȭƔƘȭƖƔƕƔȮɯ /ÖÓÐÚÏɯ "ÙÈÚÏɯ 2ÏÖÞÚɯ 1ÜÚÚÐÈɀÚɯ "ÙÜÔÉÓÐÕÎɯ  ÐÙ×ÖÙÛÚɯ

(http://www.cbsnews.com/2100 -202_162-6391139.html) 
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1.2 Institutions  and Incentives  

 

Why is Russia performing so much worse than a number of other, 

comparable emerging economies? A number of renowned Russia -

ÞÈÛÊÏÌÙÚɯ ÏÈÝÌɯ ÈÛÛÙÐÉÜÛÌËɯ 1ÜÚÚÐÈɀÚɯ ÙÌÊÌÕÛɯ ÓÖÞÌÙɯ ÎÙÖÞÛÏɯ ÙÈÛÌɯ ÛÖɯ ÛÏÌɯ

ÊÖÜÕÛÙàɀÚɯËÌÍÐÊÐÌÕÛɯÐÕÚÛÐÛÜÛÐÖÕÈÓɯÚàÚtem, arguing that it is likely that the 

ÊÖÜÕÛÙàɀÚɯÎÙÖÞÛÏɯÙÈÛÌɯÞÐÓÓɯÚÛÈÉÐÓÐáÌɯÚÖÔÌÞÏÌÙÌɯÈÙÖÜÕËɯƗǔɯÛÖɯƘǔɯÖÙɯ

lower during the next couple of years, if no significant institutional 

reforms are undertaken (see e.g. Hanson 2012). 

The argument I make in this dissertation goes into a similar direction. I 

ÈÙÎÜÌɯÛÏÈÛɯÛÏÌɯÞÈàɯ1ÜÚÚÐÈɀÚɯÊÜÙÙÌÕÛɯÐÕÚÛÐÛÜÛÐÖÕÈÓɯÚàÚÛÌÔɯÐÚɯÖÙÎÈÕÐáÌË 

makes it difficult for the Russian state  to successfully carry out the kind 

of industrial polic ies Russia has tried to implement during the last 

couple of years. I further claim that RussiaɀÚ failure  to achieve tangible 

results in the sphere of innovation, science & technology and 

infrastructure ÐÚɯÈÓÚÖɯÙÌÓÈÛÌËɯÛÖɯÛÏÌɯÞÈàɯÛÏÌɯÊÖÜÕÛÙàɀÚɯÐÕÚÛÐÛÜÛÐÖÕÚɯÈÙÌɯ

working. An especially important role in this respect is played by the 

incentives faced by bureaucrats and state officials.      

An extensive literature has examined why industrial policy has been 

successful in some contexts, and not in others. In a nutshell, the aim of 

industrial policy is to give do mestic companies the necessary time to 

learn and become competitive on world markets.   

However, for subsidies to work, a subsidy -receiving company in an 

infant industry , or in an industry experiencing economic transition,  has 

to face strong incentives to become competitive as soon as possible. 

Promoting competition  among subsidy recipients, enforcing sunset 

clauses or putting a requirement in place to start exporting after a 

certain time period are crucial in this respect. Therefore, key 

requirements for industrial policy success are the capability of a state to 

discipline recipients of subsidies  and learning rents, to credibly enforce 

sunset clauses, and to foster necessary levels of competition (Khan and 

Jomo, 2000). 
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To be able to successfully administer such policies, bureaucrats and 

state officials must be embedded enough with local companies  to be 

able to make informed choices (1), but sufficiently autonomous  and 

motivated  (2) to avoid being captured by  businesses that want to 

extend the payment of subsidies beyond a time span economically 

sensible (Evans 1995). A number of authors have argued that it was 

exactly because such conditions of embedded autonomy where in place in 

Japan, Taiwan or South Korea from the 1960s to the 1980s that these 

countries were able to catch up economically to the West (Johnson 1982, 

Amsden 1989, Wade 1990).  

In this dissertation, I ar gue that Russian bureaucrats lack this second 

crucial ingredient  (autonomy / motivation)  to make industrial policy 

work in the country. While Rus sian state officials are generally well 

educated and most probably informed enough about the kind of 

policies they should be implementing to make industrial, infrastructure 

and technology policies work 9, they face the wrong incentives to  

implement and enfo rce these policies.  

As I show empirically in chapter 2 for Russian regional governors, 

instead of being rewarded for creating economic growth in their 

respective district, city or region, Russian officials  are rewarded for 

delivering political support to the ruling elites in the federal centre. In 

other words, the mayor of a town where an important innovation 

project fails to produce expected results will probably not be fired 

because the project failed. However, if during the next Duma elections 

the Kreml in party United Russia fails to come up first in his city, the 

mayÖÙɀÚɯÊÏÈÕÊÌÚɯÛÖɯÒÌÌ×ɯÏÐÚɯÑÖÉɯÈÙÌɯÚÓÐÔȭɯ ÚɯÈɯÙÌÚÜÓÛ, the mayor will 

probably rather ÊÖÕÛÐÕÜÌɯÛÖɯ×ÈàɯÚÜÉÚÐËÐÌÚɯÛÖɯÛÏÌɯÛÖÞÕɀÚɯÍÈÊÛÖÙàɯÈÕËɯ

turn a blind eye on lacking progress in the innovation project, as long 

as the factory director promises to convince his employees to vote for 

the Kremlin party during the next elections (see Frye , Reuter and 

Szakonyi 2012 for an analysis of voter mobilization in Russian factories, 

                                                           
9 For example, Frye, Reuter, Buckley (2011) show that governors appointed during recent 

years were better qualified than their predecessors, with many holding university  

degrees in economics.  
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and the role played by local  mayors and regional governors in this 

respect).  

As a result, the significant sums of money pumped into innovation and 

modernization projects every year by the central Russian state produce 

unsatisfactory results, as local officials are not sufficiently m otivated to 

enforce performance criteria or sunset clauses for subsidy recipients. 

Successfully implementing  infrastructure projects also seems only to 

have a negligible impact on the probability of an official to be 

promoted, compared with the benefits at tached to delivering political 

support.  In addition , big infrastructure projects are inherently risky, 

and if such a project fails the further career of the responsible state 

official might well be over 10. Together with the overall adverse 

incentive structu re, the fact that the central state does not encourage 

risk taking by local officials  might be another explanation why big 

infrastructure projects in Russia often lose steam before they have 

really started.      

Looking on the involvement of state official s in criminal corporate 

raiding attacks in chapter 3, I even find some evidence that the central 

state might tolerate a certain degree of predatory activities by regional 

state officials, as long as these same officials deliver sufficiently high 

levels of political support to the federal centre.  In other words, as long 

as election results for the Kremlin party and candidate  in Duma and 

presidential elections are sufficiently high in a given region, successful 

entrepreneurs in the region cannot necessarily count on the central 

state to defend them against predatory local state agencies. As a result, 

Russia still suffers from relatively insecure property rights and an 

adverse investment climate in many regions, which in turn negatively 

affect firm entry and ec onomic dynamism . 

Comparing Russia with China again provides an interesting 

perspective in this respect. Since the onset of economic reform in 1978, 

                                                           
10 Interview bàɯ ÛÏÌɯ ÈÜÛÏÖÙɯ ÞÐÛÏɯ ÛÏÌɯ ÌËÐÛÖÙɯ ÐÕɯ ÊÏÐÌÍɯ ÖÍɯ ÛÏÌɯ ÑÖÜÙÕÈÓɯ Ɂ4ÙÈÓɯ $ß×ÌÙÛɂȮɯ

Yekaterinburg, October 10th, 2012.  
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China has put a system into place where the appointment of 

government  officials is centralized, while at the  same time regional 

administrations have a lot of  autonomy concerning the implementation 

of economic policy. Thus, the Chinese system after 1978 is not too 

different from  the Russian system after the 2004 reform that replaced  

elections of regional governor s by presidential appointments.  

'ÖÞÌÝÌÙȮɯÐÕɯ"ÏÐÕÈɀÚɯɁÙÌÎÐÖÕÈÓÓà ËÌÊÌÕÛÙÈÓÐáÌËɯÈÜÛÏÖÙÐÛÈÙÐÈÕɯÚàÚÛÌÔɂɯ

(Xu 2011), the overarching incentive faced by government officials at all 

administrative levels throughout the country is to promote  economic 

growth, as economic performanc e is the most important criterion  used 

to decide if regional officials are promoted or not ( Bo 2002, Tsui and 

Wang 2004, Li and Zhou 2005, Landry 2008). Since Deng Xiaoping 

ÚÛÈÙÛÌËɯÙÌÍÖÙÔÐÕÎɯ"ÏÐÕÈɀÚɯÐÕÊÌÕÛÐÝÌɯÚàÚÛÌÔɯÐÕɯÛÏÌɯÓÈÛÌɯƕƝƛƔÚȮɯ×ÖÓÐtical 

loyalty has become a much less important determinant of career 

success (Vogel 2011), even though loyalty still seems to play an 

important role in determining for example party rankings within  the 

Chinese Communist Party (Shih et al., 2012). 

At the same time that appointments  and promotions are decided by  the 

centre in Beijing, economic decision-making at the regional and local 

level is often very  decentralized, giving local administrations a lot of 

possibilities to experiment with  different policy sol utions, and learn 

from each other (Montinola, Qian and Weingast 1995, Florini, Lay and  

Tan 2012).  

While the 1994 tax reform provided local governments with  sufficient 

income to implement meaningful industrial and economic policies 

(Wong 2000, Tsui and Wang 2004), the strong competition for 

investment between different provinces together with China's 

centralized cadre promotion system thus provides  local officials with 

large enough incentives to use these possibilities in an efficient way. 

Furthermore, Chin a's centralized cadre promotion system also seems to 

be relatively  efficient in promoting talent. While Yao and Zhang (2012) 

show that more capable local leaders are more likely to get promoted, 

Li et al. (2007) argue that the way the Chinese Communist Par ty is 
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choosing new members makes sure that party members have above-

average abilities. Thus, it seems that Chinese state officials are on 

average able administrators. However (and in contrast to Russian state 

officials) , due to the incentives they face they also seem to be 

autonomous enough to avoid being captured by businesses to an extent 

that would endanger the country's  growth potential.  

A further particularity in China's institutional set -up is that 

entrepreneurs generally get meaningful help and suppo rt by the state 

only once they have reached a certain level of success. For example, 

while it is relatively difficult for start -ups to get financing, life is  getting 

much easier the more successful an entrepreneur becomes (Tsai 2004). 

Entrepreneurs in Chin a thus face strong incentives to grow, to reach a 

critical size and to make their success visible, in contrast to Russian 

entrepreneurs, ÞÏÖɯÖÍÛÌÕɯÛÙàɯÛÖɯɁÚÛÈàɯÜÕËÌÙɯÛÏÌɯÙÈËÈÙɂ11 once they have 

become successful, in order to avoid the attention of criminal groups or 

predatory state officials . 

In sum, incentives for bureaucrats and entrepreneurs in China often 

overlap and are aligned around the common objective of economic 

growth. Even in sectors where the Chinese state is not directly 

promoting an industry, local bureaucrats try to help or at least to avoid 

being too obstructive, as economic success in their locality ultimately 

benefits their career as well. At the same time, small firms try to fast 

reach a critical size, as this is the best way to consolidat e their business 

and to ensure government support and additional  growth in the future.  

In contrast, Russian entrepreneurs and state officials face a whole array 

of incentives that make it more difficult for new firms to enter, 

innovation to happen, for fir ms to grow, and for industrial policy to 

produce results. To make the Russian economy more dynamic and 

                                                           
11 3ÏÌɯÌß×ÙÌÚÚÐÖÕɯɁÚÛÈàÐÕÎɯÜÕËÌÙɯÛÏÌɯÙÈËÈÙɂɯÊÖÔÌÚɯÍÙÖÔɯÈ Russian entrepreneur with 

whom I had a  conversation on a train from Moscow to Simferopol, in lat e 2008. He told 

me that his business was going well, but that he avoided advertising his success, in order 

not to attract the attention of predatory state agencies.  
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industrial policy in the country successful, a fundamental reform of 

1ÜÚÚÐÈɀÚɯÊÜÙÙÌÕÛɯÐÕÚÛÐÛÜÛÐÖÕÈÓɯÚÌÛ-up would be necessary.  

However, as I will show i n chapters 2 and 3, 1ÜÚÚÐÈɀÚɯcurrent incentive 

structure is one of the foundations on which the hold on power of the 

ÊÖÜÕÛÙàɀÚɯ ÙÜÓÐÕÎɯ ÌÓÐÛÌÚɯ ÐÚɯ ÉÈÚÌËȭɯ 3ÏÌÚÌɯ ÌÓÐÛÌÚɯ ÏÈÝÌɯtherefore no 

incentives to reform the system, as such a reform would put their own 

position into danger. The Russian Federation in 2013 is thus an 

example of a country where the ruling elites, faced by a trade-off 

between economic growth and political control over the country, seem 

to have chosen the second over the first objective.     

 

1.3 Absorptive Capacity and Innovation  

 

While chapters 2 and 3 below are closely related to the topic introduce d 

above, the empirical study of absorptive capacity presented in chapter 

4 (written together with Letizia Montinari 12) stands on its own. 

However, th e questions introduced by chapter 4 are actually not 

unrelated to the situation of the Russian economy today.  

In chapter 4, we have tried to find a methodology that is able to 

measure the ability of developing and emerging economies to absorb 

technology developed abroad. Various case studies of economies that 

have successfully managed to economically catch up have shown that 

being able to absorb technology developed elsewhere has played a 

crucial role in  these countries (see Johnson (1982) for a study on Japan, 

Amsden (1989) for South Korea, Wade (1990) for Taiwan and more 

recently Breznitz and Murphree  (2011) for China).  

China again provides probably the most illustrative example in this 

respect. One of the major initiatives pushed forward by Deng Xiaopin g 

in the late 1970s and early 1980s was to buy technology from abroad, 

                                                           
12 University of Trento  
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and to learn how to adopt this  technology to China (Vogel 2011). Over 

a vast range of manufacturing sectors, China thus bought foreign 

technology or entered into joint -ventures with for eign companies, in 

order to learn how to use this technology at home (Thun 2005, 

McGregor 2010, Ernst 2011).  

As a result of these policies, a range of new manufacturing industries 

emerged throughout the country. While a couple of years ago, these 

ind ustri es still suffered from often severe quality deficiencies , within -

ÊÖÜÕÛÙàɯÊÖÔ×ÌÛÐÛÐÖÕɯÈÕËɯ"ÏÐÕÈɀÚɯÚ×ÌÊÐÍÐÊɯÐÕÊÌÕÛÐÝÌɯÚÛÙÜÊÛÜÙÌɯÔÈËÌɯÐÛɯ

possible that they eventually learned how to adopt and use foreign 

technology in an efficient way. Today, these industries  are now fast 

becoming competitive on world markets, and have recently started to 

innovate by themselves13.  

An example that illustrates the differences in technology policy 

between Russia and China is a joint -venture between Siemens and a 

number of Chinese train  companies in the early 2000s, to produce 60 

Velaro high-speed trains in China. Siemens had to agree to transfer a 

significant amount of technology to its Chinese partners, who now are 

building the next generation of Velaro trains by themselves, with  

Siemens remaining involved only  as a minor supplier (Lee 2012, Massie 

2012). Effectively enforced government policies that made wide-

ranging transfer of technology a condition for the joint -venture played 

a key role during the deal (McGregor 2010).  

Altho ugh Siemens initially proposed  a similar  agreement to Russia, 

Russian Railways finally simply bought 8 Velaro trains from Germany,  

together with a 30-year maintenance contract. While China has now a 

thriving industry of  high-speed trains, for Russia the deal did not entail 

any significant technology transfer 14. It is not improbable that the risk - 

                                                           
13 An example being the Shanghai Motor Show 2013, where for the first time Chinese car 

makers have presented models that seem to be equal or even superior in quality to 

models presented by their Western competitors, see e.g. Der Spiegel, 23.04.2013, Autos aus 

China: Schluss mit Schrott.   

14 1ÈÐÓÞÈàɯ&ÈáÌÛÛÌȮɯƔƕȭƔƚȭƖƔƔƚȮɯɁ5ÌÓÈÙÖɯ142ɯÛÖɯ2Ûȭɯ/ÌÛÌÙÚÉÜÙÎɂȭ 
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and growth -adverse incentive climate prevalent in Russia played an 

important role in shaping the decision of state -owned Russian Railways 

to opt for the second, less risky but also less beneficial contract with 

Siemens.  

It thus seems that È×ÈÙÛɯÍÙÖÔɯ1ÜÚÚÐÈɀÚɯÈËÝÌÙÚÌɯÐÕÊÌÕÛÐÝÌɯÊÓÐÔÈÛÌȮɯÈɯ

further point hampering growth prospects of the country is the very 

nature of the industrial policy init iatives attempted by the Russian 

state. While China and a number of other successful East Asian 

economies have focused on absorbing technology from abroad before 

starting to innovate themselves, current policy by the Russian 

government tries instead to leap-frog this intermediate stage, in trying 

to build innovative indigenous industries from scratch, while 

technology absorption is not a special priority.  

An example is the nanotechnology industry. Although Russia has no 

significant production facilities in nanotechnologies,  and is still  

relatively far away from the global technological frontier , since 2007 the 

Russian state has bookmarked important resources to build domestic 

innovation capabilities in nanotechnology (about $3.3 billion until 2015, 

see Connolly 2012). However, results are rather disappointing to date, 

with th e private sector remaining reluctant to join state-financed 

initiatives ȮɯÈÕËɯÞÐÛÏɯ1ÜÚÚÐÈɀÚɯÚÏÈÙÌɯÐÕɯÛÏÌɯÎÓÖÉÈÓɯÕÈÕÖÐÕËÜÚÛÙàɯÔÈÙÒÌÛɯ

remaining very low . Connol ly (2012) thus argues that it seems to be too 

early for Russia to attempt building new  domestic high-technology 

industries.  

If one considers the examples of the successful economies in Asia, it 

would probably be advisable for Russia to focus on absorbing foreign 

technology instead, in order to modernize the counÛÙàɀÚɯÖÍÛÌÕɯÖÜÛËÈÛÌËɯ

industrial infrastructure, before starting to concentrate on fostering 

domestic innovation.   

While chapter 4 focuses on two basic determinants of absorptive 

capacity (human capital and domestic R&D), in future research  (once 
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better data becomes available15) it  would therefore be interesting to 

empirically investigate the institutional determinants of absorptive 

capacity, which might provide interesting insights for contexts such as 

the Russian Federation. 

Investigating the institutional determinants of absorptive capacity 

empirically is a promising subject to study, as presumably both 

promoting successful technology absorption, and building domestic 

high-tech industries necessitates the kind of embedded but 

autonomous state bureaucracy described above, if these objectives are 

to be achieved by state-led industrial policies.  

As the Russian bureaucracy so far lacks these characteristics, and as 

ÐÕÚÛÐÛÜÛÐÖÕÈÓɯÙÌÍÖÙÔɯÓÖÖÒÚɯÜÕÓÐÒÌÓàɯÜÕËÌÙɯÛÏÌɯÊÖÜÕÛÙàɀÚɯÊÜÙÙÌÕÛɯÙÌÎÐÔÌȮɯ

replacing some industrial  policies by a more open economic regime 

might be the last option available to reintroduce competition and 

ÌÊÖÕÖÔÐÊɯ ËàÕÈÔÐÚÔɯ ÛÖɯ ÛÏÌɯ ÊÖÜÕÛÙàȭɯ /ÙÖÉÈÉÓàȮɯ 1ÜÚÚÐÈɀÚɯ ËÌÊÐÚÐÖÕɯ ÛÖɯ

finally join the WTO in late 2012 was motivated by this idea, at least to 

a certain extent.   

The remaining three chapters of this dissertation will now empirically 

investigate some of the topics raised above. Chapter 2 will look on the 

change in the incentive structure for Russian governors, once 

gubernatorial elections were replaced by presidential appointments  in 

2004. Chapter 3 will introduce a novel dataset on corpora te raiding 

attacks in Russia, to investigate why corrupt state agencies have 

increasingly become involved in the criminal theft  of corporate 

property in the country . Finally, chapter 4 presents a joint work with 

Letizia Montinari, where we examine the factors that determine the 

ability of developing countries to absorb technology developed abroad.  

 

 

                                                           
15 The problem we faced in our study was data availability. For many countries  

(including the Russian Federation and most other former Soviet republics), sectoral data 

of the kind we use in chapter 4 is not yet available, or has only very recently become 

available.  



  

18 

 

1.4 References 

 

[1] Amsden A. (1989),  ÚÐÈɀÚɯ -ÌßÛɯ &ÐÈÕÛȯɯ 2ÖÜÛÏɯ *ÖÙÌÈɯ ÈÕËɯLate 

Industrialization, Oxford University Press, Oxford  

[2] Bai C., Qian Y. (2010), Infrastructure Development in China: The 

Cases of Electricity, Highways and Railways, Journal of Comparative 

Economics, 38(1), 34-51  

[3] Balzer H. (2011), Learning to Inno vate? Education and Knowledge-

Based Economies in Russia and China, Mortara Working Paper 2011-17, 

Georgetown University  

[4] Bo Z. (2002), Chinese Provincial Leaders: Economic Performance 

and Political  Mobility since 1949, M.E. Sharpe, Armonk, NY  

[5] Bradsher K. (2010), China Sees Growth Engine in a Web of Fast 

Trains, The New York Times, February 13th, 2010 

[6] Breznitz D., Murphree M. (2011), Run of the Red Queen: 

Government, Innovation, Globalization, and Economic Growth in 

China, Yale University Press, New Haven 

[7] Bruno R., Bytchkova M., Estrin S. (2011), Institutions and Entry: A 

Cross-Regional Analysis in Russia, IZA discussion paper, No. 5504 

[8] Connolly R. (2011), State-led Modernization in Russia: The 

Nanotechnology Industry,  Russian Analytical Digest, 105, 4-9 

[9] EBRD (2012), Diversifying Russia: Harnessing Regional Diversity, 

European Bank for Reconstruction and Development, London 

[10] $ÙÕÚÛɯ#ȭɯȹƖƔƕƕȺȮɯ"ÏÐÕÈɀÚɯ(ÕÕÖÝÈÛÐÖÕɯ/ÖÓÐÊàɯÐÚɯÈɯ6ÈÒÌ-Up Call for 

America, Analysis for the East-West Center No. 100, East-West Center, 

Hawaii  



  

19 

 

[11] Evans P. (1995), Embedded Autonomy: States and Industrial 

Transformation, Princeton University Press, Princeton 

[12] Florini A., Lai H., Tan Y. (2012), China Experiments: From Local 

Innovations to National Reform, Brookings Institution, Washington 

[13] Frye T., Reuter O., Buckley N. (2011), The Political Economy of 

Russian Gubernatorial Election and Appointment, working paper BRP 

01/PS/2011, Higher  School of Economics, Moscow 

[14] Frye T., Reuter O., Szakonyi (2012), Political Machines at Work: 

Voter Mobilization  and Electoral Subversion in the Workplace, working 

paper BRP 08/PS/2012, Higher School of Economics, Moscow 

[15] Gershman M. (2013), Programmi Innovatsionnogo Rasvitija 

Kompanii c Gasudarstvennim Utshastiem: Perv ie Itogii (Programmes 

to further  Innovation  in Companies where the State is a Sharehiolder: 

First Results), Forsight, 7(1), 28-43  

[16] Hanson P. (2012), Why is Russian Modernisation so Difficult?, in 

Barysch K. (ed.), Three Views on Modernisation and the Rule of Law in 

Russia, Centre for European Reform, London 

[17] Heilmann S., Shih L. (2013), The Rise of Industrial Policy in China, 

1978 ɬ 2012, Harvard-Yenching Institute working paper series, January 2013 

[18] Johnson C. (1982), MITI and the Japanese Miracle: The Growth of 

Industrial Policy, 1925 - 1975, Stanford University Press, Palo Alto 

[19] Kessler K., Levin I. (2012), Staatskorporationen im Kontext der 

Transformation, mimeo 

[20] Khan M., Jomo K. (2000), Rents, Rent-Seeking and Economic 

Development: Theory and Evidence in Asia, Cambridge University Press, 

Cambridge 



  

20 

 

[21] Klapper L., Laeven L., Rajan R. (2006), Entry Regulation as a 

Barrier to Entrepreneurship, Journal of Financial Economics, 82(3), 591-

629 

[22] Landry P. (2008), Decentralized Authorita rianism in China: The 

Communist  /ÈÙÛàɀÚɯ "ÖÕÛÙÖÓɯ ÖÍɯ +ÖÊÈÓɯ $ÓÐÛÌÚɯ ÐÕɯ ÛÏÌɯ /ÖÚÛ-Mao Era, 

Cambridge University Press, New York  

[23] Lee K. (2012), The Evolution and Outlook of Core Technologies for 

High -Speed Railway in China, Lecture Notes in Electrical Engineering, 

148, 495-507 

[24] Li H., Liu P., Zhang J., Ma N. (2007), Economic Returns to 

Communist Party Membership: Evidence from Urban Chinese Twins, 

The Economic Journal, 117(523), 1504-1520 

[25] Li H., Zhou L. (2005), Political Turnover and Economic 

Performance: The Incentive Role of Personnel Control in China, Journal 

of Public Economics, 89(9-10), 1743-1762 

[26] Massie J. (2012), Digestion and Re-Innovation: A Lesson Learned 

ÍÙÖÔɯ "ÏÐÕÈɀÚɯ 'ÐÎÏ-Speed Rail Technology Transfer Agreements, 

Intellectual Property Brief, 3(1), 25-26 

[27ȼɯ,Ê&ÙÌÎÖÙɯ)ȭɯȹƖƔƕƔȺȮɯ"ÏÐÕÈɀÚɯ#ÙÐÝÌɯÍÖÙɯɀ(ÕËÐÎÌÕÖÜÚɯ(ÕÕÖÝÈÛÐÖÕɀɯ- A 

Web of Industrial Policies, US Chamber of Commerce, Washington 

[28] Montinola G., Qian Y., Weingast B. (1995), Federalism, Chinese 

Style: The Political Basis for Economic Success in China, World Politics, 

48(1), 50-81 

[29] Nemtsov B., Milov V. (2008), Nezavisimii Ekspertnii Doklad: 

Ɂ/ÜÛÐÕȭ(ÛÖÎÐɂɯȹ(ÕËÌ×ÌÕËÌÕÛɯ$ß×ÌÙÛɯ1Ì×ÖÙÛɯɬ Ɂ/ÜÛÐÕȭ1ÌÚÜÓÛÚɂȺȮɯNovaya 

Gazeta, Moscow 



  

21 

 

[30] Pynnöniemi K. (2008), The Transport Infrastructure  in Russia: 

From Modernization to  Development, Fact and Fiction, briefing paper 

No. 16, The Finish Institute of International  Affairs  

[31] Qian Y., Roland G. (1998), Federalism and the Soft Budget 

Constraint, American Economic Review, 88(5), 1143-1162 

[32] Rochlitz M. (2009), The Political Economy of Industrial Policy in 

/ÜÛÐÕɀÚɯ 1ÜÚÚÐÈȮɯworking paper, IMT Institute for Advanced Studies, 

Lucca 

[33] Rochlitz M. (2012), Industrial Policy and State Capacity: A 

Comparative Analysis of Russia and China, working paper, IMT Institute 

for Advanced Studies, Lucca 

[34] Shih V., Adolph C., Liu M. (2012), Getting Ahead in the 

Communist Party: Explaining the Advancement of Central Committee 

Members in China, American Political Science Review, 106(1), 166-187 

[35] Sprenger C. (2010), Gosudarstvenaja Sobstvenost v Rossiskoi 

Ekonomike: Problemi Upravlenia i Vlianie na Efektivnost (State 

Property in the Russian Economy: Management Problems and 

Effectiveness), Zhournal Novoi Ekonomitheskoi Asotsiatsii, 7, 90-110 

[36] Thun E. (2005), Changing Lanes in China: Foreign Direct 

Investment, Local Governments, and Auto Sector Development, 

Cambridge University Press, Cambridge 

[37] Tsai K. (2004), Back-alley Banking: Private Entrepreneurs in China, 

Cornell University Press, Ithaca 

[38] Tsui K., Wang Y. (2004), Between Separate Stoves and a Single 

Menu: Fiscal Decentralization in China, The China Quarterly, 177, 71-90 

[39] Vogel E. (2011), Deng Xiaoping and the Transformation of China, 

Harvard University Press, Cambridge, MA  



  

22 

 

[40] Wade R. (1990), Governing the Market : Economic Theory and the 

Role of the Market in East Asian Industrialization,  Princeton University 

Press, Princeton 

[41] Wong C. (2000), Central-local Relations Revisited: the 1994 Tax 

Sharing Reform and Public Expenditure Management in China, China 

Perspectives, 31, 52-63 

[42] Xu C. (2011), The Fundamental Institutions of China's Reforms and 

Development, Journal of Economic Literature, 49(4), 1076-1151 

[43] Yao Y., Zhang M. (2012), Subnational Leaders and Economic 

Growth, mimeo 

[44] Zhang J. (2011), Interjurisdictional Competition for FDI: The Case 

ÖÍɯ "ÏÐÕÈɀÚɯ Ɂ#ÌÝÌÓÖ×ÔÌÕÛɯ 9ÖÕÌɯ %ÌÝÌÙɂȮɯRegional Science and Urban 

Economics, 41, 145-159 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

23 

 

Chapter 2 

Elections vs. Appointments:  

Comparing Incentive Patterns for 

Russian Governors under Putin  

 

2.1. Introduction  
 

In early September 2004, a hostage crisis in the Southern Russian city of 

Beslan claimed more than 380 victims, after a rescue attempt by federal 

police forces went awry. During late 2004, the Beslan crisis had 

wi despread political repercussions in Russia, triggering a government 

reform that lead to the consolidation of power around the Kremlin and 

ÛÏÌɯ ×ÙÌÚÐËÌÕÛɯ ÖÍɯ 1ÜÚÚÐÈȮɯ ÞÏÐÓÌɯ 1ÜÚÚÐÈɀÚɯ ÍÖÙÔÌÙÓàɯ ×ÖÞÌÙÍÜÓɯ ÙÌÎÐÖÕÈÓɯ

governors were weakened.  

At the core of this centralizing reform was the abolishment of 

gubernatorial elections. While from the mid -1990s up to 2004, the 

×ÖÞÌÙÍÜÓɯÓÌÈËÌÙÚɯÖÍɯ1ÜÚÚÐÈɀÚɯÔÖÙÌɯÛÏÈÕɯƜƔɯÙÌÎÐÖÕÚɯÞÌÙÌɯ×ÜÉÓÐÊÓàɯÌÓÌÊÛÌËɯ

in their regions, from 2005 onwards the Russian president had the right 

to appoint and dismiss regional governors. Only in late 2012 were 

ÎÜÉÌÙÕÈÛÖÙÐÈÓɯÌÓÌÊÛÐÖÕÚɯÛÌÕÛÈÛÐÝÌÓàɯÙÌÐÕÛÙÖËÜÊÌËɯÐÕɯÚÖÔÌɯÖÍɯ1ÜÚÚÐÈɀÚɯ

regions. 

The centralizing reforms carried out in late 2004 constitute an 

interesting natural experiment, and provide a promising testing ground 

to examine a couple of questions. To what extent has switching from 

gubernatorial elections to presidential appointments helped the 

*ÙÌÔÓÐÕɯÛÖɯÌÕÏÈÕÊÌɯÐÛÚɯ×ÖÓÐÛÐÊÈÓɯÊÖÕÛÙÖÓɯÖÝÌÙɯ1ÜÚÚÐÈɀÚɯÙÌÎÐÖÕÚȮɯÈÕËɯÖÝÌÙɯ
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the country as a whole? Are there differences in the economic and 

social outcomes produced by elections and appointments of regional 

governors in an electoral authoritarian regime such as the Russian 

Federation? In the case of appointments, might there be a trade-off 

between political loyalt y and economic performance? How do the 

incentives faced by regional governors differ between both institutional 

mechanisms?  

An extensive literature has looked on appointment patterns for 

regional officials throughout various institutional contexts. A numb er 

of especially interesting studies has examined the incentive climate in 

China. For example, Li and Zhou (2005) have shown that during the 

reform era, economic performance seems to be the main criterion 

determining the promotion of regional officials in "ÏÐÕÈɀÚɯ×ÙÖÝÐÕÊÌÚȭɯ

They find that the higher is the personal economic performance of a 

regional executive, the higher are his chances to stay in office or to be 

promoted. Li and Zhou argue that in the context of China's specific 

institutional system where economic decision-making is decentralized 

but personnel appointments are centralized, this incentive structure has 

been one of the main drivers of China's economic success. 

.ÛÏÌÙɯÚÛÜËÐÌÚɯÖÕɯ"ÏÐÕÈɀÚɯÚàÚÛÌÔɯÖÍɯÊÌÕÛÙÈÓÐáÌËɯ×ÌÙÚÖÕÕÌÓɯÊÖÕÛÙÖÓɯÏÈÝÌɯ

found similar  ÙÌÚÜÓÛÚȮɯÚÏÖÞÐÕÎɯÏÖÞɯÛÏÌɯÊÖÜÕÛÙàɀÚɯÈ××ÖÐÕÛÔÌÕÛɯÚàÚÛÌÔɯ

creates pro-growth incentives for local officials (Bo 1996, 2002, Li 1998, 

Landry 2008, Yao and Zhang 2012). Zheng et al. (2012) found that apart 

from growth, environmental protection has also recently  become an 

important criterion determining the promotion of urban officials in 

China. However, in another recent study Shih et al. (2012) employ a 

novel Bayesian method to challenge this consensus, in arguing that 

political loyalty has remained a major det erminant of party rank 

positions within the Chinese Communist Party.  

The literature on appointments of regional officials and centre -region 

relations in Russia is equally vast. A number of studies have examined 

gubernatorial elections and presidential appo intments of regional 

governors in the country, using different methodologies and adopting 

different perspectives (see e.g. Stoner-Weiss 1999, 2002, Chebankova 
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2006, Konitzer 2006, Goode 2007, Wegren and Konitzer 2007, Reisinger 

and Moraski 2009, 2011, Reuter 2010, Sharifutdinova 2010, Turovsky 

2010, Blakkisrud 2011, Frye, Reuter, Buckley 2011, Reuter and 

Robertson 2011 or Nye and Vasileva 2012 - a detailed discussion of the 

literature on Russia will be held in section 2.2). Generally, studies find 

that poli tical loyalty has become a more important selection criterion  

for regional governors after 2004, once elections were replaced by 

appointments (Reuter and Robertson 2011, Reisinger and Moraski 

2011). An increasing co-optation  of regional and federal elites around 

the Kremlin party United Russia, consolidating authoritarian 

tendencies in the Russian Federation, has also been identified (Reuter 

and Remington 2009, Gelman 2010, Mendras 2012).  

Apart from the country -specific literature on Russia and China, the 

question of how to appoint bureaucrats and regional officials in order 

to achieve desired outcomes has also been studied by a more general 

literature. While Jones and Olken (2005) have found that the 

characteristics of individual leaders do matter for econ omic growth, 

Evans and Rauch (1999) underline the importance of meritocratic 

selection procedures. However, how best to achieve meritocratic 

selection, and the role played by elections and appointments in this 

respect, remains a question under debate.  

Besley and Coate (2003) argue that US states where regulators are 

elected (instead of being appointed) are more pro-consumer in their 

regulatory policies. In contrast, Maskin and Tirole (2004) find that 

appointed officials produce better outcomes in contexts where the 

public is poorly informed about the issues at stake. Alesina and 

Tabellini (2007, 2008) examine the incentives faced by appointed 

bureaucrats and elected politicians from a theoretical perspective, and 

find that generally bureaucrats perform bett er for technical tasks for 

which ability is more important than effort, as well as in cases where 

vested interests play a role, while elected politicians are preferable if 

there is uncertainty about social preferences. Looking on justices in US 

states' Supreme Courts, Iaryczower et al. (2013) argue that justices that 

are appointed perform better than those that are elected.  
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While the above papers study the question in the context of the United 

States, investigating elections and appointments of regional officials in 

an electoral authoritarian  regime such as Russia introduces a further 

dimension to be taken into account. Levitsky and Way (2002) classify 

Russia as a competitive authoritarian regime, which they define as a 

regime where elections exist and are viewed as the primary means to 

obtain power, but where incumbents violate the rules to such an extent 

that even minimum democratic standards are not observed. In such 

regimes, despite widespread electoral fraud, elections still play an 

important role in pr oviding legitimacy for the ruling elites, in 

permitting the elites in power to co-opt opponents and to judge the 

performance of subordinates (who are expected to mobilize electoral 

support), or in mitigating commitment problems between a dictator 

and the different clans and factions on whose support the dictator has 

to rely (Magaloni 2008, Gandhi and Lust-Okar 2009, Svolik 2012).  

Obtaining high levels of turnout and high results in national elections 

thus remains crucial for the ruling elites to defend and  legitimize their 

hold on power. Consequently, th ey have to make sure that lower-level 

officials throughout the country deliver sufficiently high levels of 

turnout and electoral support for the president and the ruling party in 

national elections. In cases where regional officials are appointed by the 

ruling elites, political loyalty th us becomes an important criterion 

determining the selection of regional officials. However, the economic 

performance of these officials also remains important. One of the main 

reasons for Vladimir Putin's popularity during his first two terms in 

office has been Russia's relative high levels of economic growth during 

the period. Moreover, Reuter and Gandhi (2011) show how the 

likelihood of defections from hegemonic parties such  as the Kremlin 

party United Russia increases as income declines.  

In a competitive authoritarian regime like that of contemporary Russia, 

the ruling elites thus have to appoint regional officials that are, ideally, 

both politically loyal and economically competent. The problem here is 

that there might well be a trade -off between political loyalty and 

economic performance. Looking at a cross-section of countries, Wagner 
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(2011) finds evidence for such a trade-off, with agency competence 

being the lower the more important is loyalty and the shorter are time 

horizons. Focusing on authoritarian regimes, Egorov and Sonin (2011) 

have shown that rulers might prefer to hire mediocre but loyal 

subordinates, in order to mitigate the risk of being overthrown. More 

specifically, Frye, Reuter and Szakonyi (2012) found that employers in 

the least dynamic sectors in Russia are especially likely to mobilize 

their workers to vote for the regime. In order to demonstrate his 

political loyalty to the centre, a Russian regional governor might thus 

give preferential treatment to firms that otherwise perform badly or 

would probably be closed down, as these firms are most likely to 

provide the necessary electoral support during national elections.  

In this paper, I want to test to wh at extent concerns of political loyalty 

and economic competence determine appointment decisions of 

regional governors in a competitive authoritarian regime, the Russian 

Federation. I also want to test to what extent the incentives faced by 

governors differ  between an electoral and an appointment regime. In 

order to make my results comparable to results obtained for China by 

Li and Zhou (2005), I use an ordered probit specification that is as 

similar as possible to their study of Chinese provincial governors , 

together with a newly compiled dataset on Russian gubernatorial 

elections and appointments from 1999 to 2012. 

In contrast to the results found by Li and Zhou (2005) for China, this 

paper finds that economic and social outcomes have almost always an 

insignificant or negative effect on the probability of a Russian regional 

governor to be re-elected, re-appointed or promoted. Most strikingly, 

once the federal centre started appointing its candidates in earnest (i.e. 

from 2007 onwards), the personal economic performance of a regional 

governor has a strong, significant and negative effect on her or his 

probability to remain in office. In other words, from 2007 onwards the 

better a governor performs economically, the lower are her or his 

chances to remain in office. On the other hand, from 2007 to 2012 

political loyalty has a significant and positive effect on the probability 

of a governor to remain in office or to be promoted.  
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I interpret these findings as evidence that in contrast to the Chinese 

Communist Part y in Beijing, the Kremlin uses gubernatorial 

appointments not to promote economic growth, but to generate 

political support for the ruling elites in the federal centre. I then also 

argue that the resulting adverse incentive structure faced by regional 

offi cials might be one of the reasons for the lack of economic dynamism 

that Russia has experienced during recent years (see e.g. EBRD 2012).  

The chapter is organized as follows. Section 2.2 describes the context of 

centre-region relations in Russia, the partÐÊÜÓÈÙɯÙÖÓÌɯ×ÓÈàÌËɯÉàɯ1ÜÚÚÐÈɀÚɯ

governors, and the 2004 reform that replaced gubernatorial elections 

with presidential appointments. Parts 2.3 and 2.4 introduce the 

econometric specification and the data used. Part 2.5 presents the 

regression results, and part 2.6 concludes. 

 

ƖȭƖɯ1ÜÚÚÐÈɀÚɯ&ÖÝÌÙÕÖÙÚɯÜÕËÌÙɯ/ÜÛÐÕ 

 

During the unstable 1990s, Russia's 89 regions16 managed to gather a 

significant degree of autonomy with respect to the federal centre in 

Moscow (Stoner-Weiss 1999). An important role in this respect was 

played by the executive heads of Russia's regions, which for simplicity I 

ÞÐÓÓɯ ÙÌÍÌÙɯ ÛÖɯ ÈÚɯ ɁÎÖÝÌÙÕÖÙÚɂɯ ÐÕɯ ÛÏÐÚɯ ×È×ÌÙɯ ȹÈÓÛÏÖÜÎÏɯ ÛÏÌɯ ÙÜÓÌÙÚɯ ÖÍɯ

Russia's regions are called by a variety of names; for example, Russia's 

ethnic republics are generally headed by a president, while oblasts are 

ruled by a governor and federal cities by a mayor).  

Since the mid-1990s until the end of 2004, these governors have been 

publicly elected in their respective region (with the 1996/1997 election 

cycle being the first time that direct gubernatorial elections were held 

throughout all of Russia's regions). The validity of these elections has 

been disputed, with some authors arguing that incumbent governors 

                                                           
16 Under Putin, a number of regions have since been merged into larger units, so that the 

Russian Federation today is composed out of 83 federal subjects.   
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extensively used administrative resources and political machines to 

manipulate election results in their favour (Hale 2003). Still, others have 

found that the need to hold gubernatorial elections played an 

important role in keeping governors accountable to their electorate 

(Konitzer 2006), and that sometimes regional legislatures played a 

significant part in keeping gubernatorial elections competitive (Bilev 

2011). Having a look at the data also shows that despite the apparent 

advantages held by incumbents, gubernatorial turnover and the 

number of incumbents losing an election has been substantial between 

the late 1990s and 2004 (see figure 2.1, section 2.4). 

The fact of being publicly elected, as well as the pivotal position 

governors occupied as arbiters between regional and federal interests, 

made them into powerful players i n Russian politics. In several 

instances, governors were the driving force to push regional autonomy 

ahead, as for example in the case of Sverdlovsk governor Eduard 

Rossel, who campaigned for the establishment of an autonomous 

Ɂ4ÙÈÓÚɯ 1Ì×ÜÉÓÐÊɂɯ ÐÕɯ ÏÐÚɯ ÙÌÎÐÖn (Easter 1997). They also played an 

important role on the federal level, as from 1996 onwards governors 

were automatically guaranteed ex offico membership in the upper 

chamber of the Russian Federation, the Federation Council (Ross 2010). 

Finally, governo rs also played an important economic role in their 

regions, as their position permitted them to conduct, participate in and 

benefit from the extensive economic restructuring that took place 

during the 1990s in Russia (Stoner-Weiss 2002, Hale 2003).  

When Vladimir Putin came to power, one of his stated objectives was to 

reconsolidate the federal state, and to re-establish the so-ÊÈÓÓÌËɯɁÝÌÙÛÐÊÈÓɯ

ÖÍɯ×ÖÞÌÙɂȭɯ2ÏÖÙÛÓàɯÈÍÛÌÙɯÊÖÔÐÕÎɯÛÖɯÖÍÍÐÊÌȮɯÏÌɯÐÕÛÙÖËÜÊÌËɯÈɯÚÌÙÐÌÚɯÖÍɯ

measures to curtail the power of regional gov ernors. From 2000 

onwards, governors were no longer automatically members of the 

Federation Council. 7 federal districts were formed to increase the 

direct oversight of the presidential administration over regional 

governors, and regional laws and charters (often favouring specific 

regions) were streamlined and brought into conformity with federal 

law. A new tax code rendered even donor regions dependent upon 
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federal transfers, and regional political parties - often serving as 

electoral vehicles for the governors - were eliminated (Goode 2007, 

page 373). At the same time, big business corporations, often with the 

implicit approval of the presidential administration, were also moving 

increasingly into the regions, challenging the economic control 

acquired by regional governors during the late 1990s (Orttung 2004, 

Zubarevich 2005). For instance, during the early 2000s, big corporations 

played an important role as sponsors of corporate raiding attacks 

throughout Russia's regions, attacking and absorbing smaller firms to 

complete and consolidate their economic holdings (see chapter 3 

below). 

Still, during Putin's first term as president (2000 -2004), the Kremlin 

failed to decisively gain back control over the regions. For instance, in 

several cases Kremlin-backed candidates lost regional elections against 

incumbents who had built political machines that were sufficiently 

strong to prevail against the federal centre (Chebankova 2005, pages 

941-942).  

Many observers thus see the Beslan tragedy as a pretext used by the 

presidential administration to introduce a final decisive move against 

regional governors, with the introduction of the reform abolishing 

ÎÜÉÌÙÕÈÛÖÙÐÈÓɯ ÌÓÌÊÛÐÖÕÚȭɯ &ÖÖËÌɯ ȹƖƔƔƛȮɯ ×ÈÎÌɯ ƗƛƘȺɯ ÕÖÛÌÚɯ ÛÏÈÛɯ ɁÛÏÌɯ

governors greatest remaining resource by the start of Putin's second 

ÛÌÙÔɯÞÈÚɯÛÏÌÐÙɯÌÓÌÊÛÌËɯÚÛÈÛÜÚɂȭɯ'ÌɯÈÓÚÖɯ×ÖÐÕÛÚɯÖÜÛɯÛÏÈÛɯ/ÜÛÐÕɅÚɯÛÌÈÔɯ

produced a draft law on gubernatorial reform a mere two weeks after 

the Beslan incident, indicating that such a law had been in preparation 

for some time (Goode 2007, page 366). Goode then moves on to ask 

why governors mounted so little resistance against the reform, in 

contrast to earlier similar attempts by the Kremlin that had been 

vehemently opposed. 

This is indeed a good question, as just after the introduction of the 

reform a large majority of governors publicly endorsed the new law, by 

asking the president to confirm their position as governor, even though 

by the new law they could not legally be sacked until the end of their 

terms in office. Goode explains this lack of public opposition by a 
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change in the way Putin's regime was perceived by political actors in 

Russia. By 2005, most political actors in the country had accepted that 

Putin's regime was there to stay. They thus no longer tried to challenge 

or change the system, but started looking and competing for positions 

within the system. In this respect, for many governors it suddenly 

seemed easier to secure their position by demonstrating political 

loyalty to the president, instead of relying on an insecure and mood y 

electorate. Indeed, in a context where regional gubernatorial elections 

had often been tainted by allegations of widespread electoral fraud, for 

many governors being appointed by the most powerful figure in the 

nation might have started to look like an e nhancement of their personal 

legitimacy, rather than a loss of authority (Goode 2007, pages 376-377). 

In order not to scare regional governors and to inadvertently  provoke 

resistance where none had existed in the first place, during the years 

2005 and 2006 the Kremlin refrained from firing any of the governors 

that had appealed to the president for a confirmation of their position 

(Turovsky 2010). It was only in 2007 that the presidential 

administration started in earnest to replace incumbent governors and 

to appoint its own candidates, with the president refusing to express 

his confidence in Sakhalin governor Ivan Malakhov in August 2007 

being the first incident (Turovsky 2010, page 60; see also table 2.1, 

section 2.4). 

It is probably no coincidence that th e Kremlin started using the 

possibility to appoint and fire regional governors at the beginning of 

the 2007/2008 election cycle. Several factors contributed to a climate of 

uncertainty during the year 2007. Until early December, it was unclear 

who would su cceed Vladimir Putin as president of the country, and 

evidence for considerable infighting among rival Kremlin factions 

became visible 17. Simultaneously, genuine fears of a 'coloured 

                                                           
17 In October 2007, Viktor Cherkesov, head of the Federal Drug Control Service and also 

head of an influential Kremlin faction, published an open letter in the newspaper 

Kommersant, warning that rival security factions were about to clash about questions of 

Putin's succession (see e.g. an article published in The Moscow Times in December 2007, 
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revolution' seem to have existed among the Kremlin leadership 

(Duncan 2013), so that a strong showing of the Kremlin party United 

Russia in the 2007 Duma elections probably appeared to be of special 

urgency to the ruling elites. In this context, it seems likely that the 

Kremlin used all means available to incentivize local elite s and 

administrations to assure a high turnover and high results for the 

Kremlin party in the 2007 Duma elections, as well as for the Kremlin 

candidate in the 2008 presidential elections (that Dmitry Medvedev 

would be this candidate was announced on December 10th, 2007). That 

this is indeed what happened has been argued by a range of studies 

(see e.g. Tkacheva 2008, Myagkov et al. 2009, Reisinger and Moraski 

2009, Bacon 2012). 

How exactly regional governors might use their position to deliver 

high election turnout and electoral support for the federal centre has 

been documented by Frye, Reuter and Szakonyi (2012). Using survey 

data of employers and workers from the 2011 parliamentary elections 

in Russia, they found that about a quarter of employers in the sample 

actively tried to influence the voting decision of their employees. They 

cite the symptomatic story of the mayor of Novokuznetsk, a large 

industrial city in Siberia, addressing a gathering of company directors, 

inciting them to encourage their workers  to vote for United Russia. 

During his speech, the mayor explicitly  mentions the regional 

governor:  

Ɂ6ÌɯÕÌÌËɯÛÖɯÊÈÙÙàɯÖÜÛɯÛÏÌÚÌɯÌÓÌÊÛÐÖÕÚɯÐÕɯÛÏÌɯ×ÙÖ×ÌÙɯÔÈÕÕÌÙɯÚÖɯÐÛɯÞÖÕɀÛɯ

be painful or uncomfortable. You are all smart people; you are all 

directors. You saw the recent United Russia congress; you saw that, on 

Friday, the governor gathered a team to discuss preparations for the 

×ÈÙÓÐÈÔÌÕÛÈÙàɯ ÌÓÌÊÛÐÖÕÚɯ ÖÕɯ #ÌÊÌÔÉÌÙɯ Ƙȭɯ (ÛɀÚɯ ÊÓÌÈÙɯ ÛÖɯ ÌÝÌÙàÖÕÌɯ ÛÏÈÛɯ

4ÕÐÛÌËɯ1ÜÚÚÐÈɯÚÏÖÜÓËɯÞÐÕȭɂɯȹ%ÙàÌȮɯ1ÌÜÛÌÙɯÈÕËɯ2áÈÒÖÕàÐȮɯƖƔƕƖȮɯ×ÈÎÌɯ

11)18. 

                                                                                                                               
describing the infighting between two rival Kremlin factions; Siloviki Clash in Storchak 

Affair, The Moscow Times, December 7th, 2007). 
18 The whole speech can be watched on youtube (accessed on March 24th, 2013), 

www.youtube.com/watch?v=kD4W5zAKlCg&feature . 

http://www.youtube.com/watch?v=kD4W5zAKlCg&feature
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The story nicely demonstrates how the chain of command goes from 

the federal centre to the regional governor, and from there to local 

officials such as the mayors of major towns, who in turn encourage 

local employers to do their share in achieving expected election results. 

Frye et al. then also show that large and state-owned firms, as well as 

firms with immobile assets, firms that sell to the state, and firms that 

provide their employees with significant non -wage benefits and hire in 

slack labour markets are especially likely to mobilize their employees 

(as these firms do both depend more on the state and are better able to 

exert pressure on their employees). 

Apart from using employers, regional governors are also encouraged to 

serve as poster-candidates in Duma elections. According to Tkacheva 

(2008), during the 2007 Duma elections 65 governors headed their 

regional United Russia party list, but only one subsequently accepted 

his Duma mandate. Tkacheva then also outlines further possibilities of 

regional governors to influence election results. As governors control 

the Regional Election Commissions, they can use this control to 

increase the cost of entry for opposition parties during the obligatory 

registration phase. During the campaign, a governor can decide which 

parties are allowed to post information material in public pl aces and on 

public transport. She or he can enlist public sector employees to 

distribute campaign materials, provide timely information about social 

and business events in a region to candidates of the government party, 

as well as slow down the campaign of opposition parties by sending in 

the tax police or fire inspection to their local campaign offices. During 

election day, a governor can staff polling stations with loyal 

bureaucrats, who have strong incentives to inflate both voter turnout 

and the vote share of the ruling party, as they are in direct competition 

with other polling stations in their city and region (Tkacheva 2008, 

pages 4 and 5).  

We thus end up with an environment  where the regional governor has 

a multitude of possibilities to deliver a high vote share for the ruling 

party during national elections. As a regional governor is in direct 

competition with governors in other regions, and as the Kremlin knows 
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about previ ous voting results in a given region, it is also relatively easy 

for the presidential administration to monitor to what extent a 

governor actually delivers high levels of turnout and a high vote share 

for United Russia. Finally, with the help of gubernator ial appointments, 

the Kremlin has since 2005 a method at hand to actively discipline 

governors who do not deliver. In other words, given the substantial 

interests the Kremlin has in achieving specific election outcomes, it is 

very likely that election resu lts are one of the main criteria determining 

appointment decisions of regional governors by the president.  

This is indeed what has been argued and found by a range of studies 

(see Wegren and Konitzer 2007, Sharafutdinova 2010 or Turovsky 2010 

for a descriptive analysis). For instance, using data of gubernatorial 

appointments between 2005 and 2010, Reuter and Robertson (2011) find 

that the 2007 Duma election vote share for United Russia has a positive 

effect on gubernatorial appointments. Similarly, Reising er and Moraski 

(2011), using survival analysis and data for 2005 to 2011, find that 

governors in regions with strong support for the ruling party in federal 

elections face a reduced hazard of losing office.  

In this paper, I find similar results. However, disaggregating the period 

of presidential appointments between the years 2005 and 2006, when 

the Kremlin just indiscriminately reappointed every governor that 

applied for reappointment, and the period 2007 -2012, when the 

Kremlin started to fire selected candidates and appoint its own 

candidates in earnest, permits to show just how significantly 

appointment criteria changed between both periods. While election 

results of the 2003/2004 election cycle had actually a significant and 

negative effect on appointments during the years 2005 and 2006, from 

2007 onwards election results have a significant and positive effect on 

reappointments (see section 2.5). 

In contrast to election results, economic performance and social 

outcomes appear to be of no importance in determining appointment 

decisions from 2007 onwards. This is especially striking as during the 

debate around the 2004 reform, one argument in favour of the reform 

was that in the future, governors could focus much more than before 
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on regional economic development, as they no longer had to care about 

specific interest groups and elections. For example, Moscow mayor 

8ÜÙÐɯ+ÜáÏÒÖÝɯÕÖÛÌËɯÐÕɯƖƔƔƘȮɯÐÕɯÚÜ××ÖÙÛɯÖÍɯÛÏÌɯÙÌÍÖÙÔȮɯɁÛÏÈÛɯÈɯÎÖÝÌÙÕÖÙɯ

should be concerned with the regional economy first and foremost, 

acting as ÈɯÔÈÕÈÎÌÙɯÍÐÙÚÛȮɯÈÕËɯÛÖɯÈɯÓÌÚÚÌÙɯËÌÎÙÌÌɯÈÚɯÈɯ×ÖÓÐÛÐÊÐÈÕɂɯȹ&ÖÖËÌɯ

2007, page 373). 

In theory, the reform indeed made the Russian system much more like 

the Chinese one, as personnel control was now centralized, while 

governors still had a lot of leeway to economically manage their 

regions. Thus, at least theoretically and using the right appointment 

criteria, the Kremlin could have used the new system to boost regional 

economic growth, by creating a strong pro -growth incentive climate.  

However, I find that fro m 2007 onwards, while the yearly growth rate 

of gross regional product has a negative but insignificant effect on 

appointments, the personal economic performance of a governor (see 

section 2.3 for details on how the indicator is constructed) has a 

signific ant and negative effect on the probability of a governor to 

remain in office.   

Above, we have seen a first description of how the system of centre-

region relations and the incentives faced by regional governors 

changed after the introduction of the 2004 reform. Sections 2.3 and 2.4 

will now present the methodology and data used in this study, before a 

detailed discussion and interpretation of the regression results will be 

held in section 2.5. 
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2.3 Econometric Specification  

 

As the stated objective of the 2004 reform was to enhance federal 

control over the regions in order to produce better social and security -

related outcomes, the first hypothesis I want to test is how much the 

economic performance of a governor plays a role in determining his 

probabili ty of staying in office, both under the electoral and the 

appointment regime. I then also add a number of additional variables 

to control for social outcomes, such as regional levels of crime, 

unemployment and inflation, as well as an indicator for the qua lity of 

regional infrastructure.  

The second hypothesis to test is to what extent the political loyalty of a 

governor matters for her or him  to remain in office or to be 

reappointed. Following the discussion in section 2.2, I define political 

loyalty as the ability of a governor to deliver political support for the 

ruling elites in the federal centre, in the form of high election results in 

Duma and presidential elections in his region.  

In order to be able to compare incentives faced by regional officials in 

Russia and China, the empirical strategy I use in this paper is kept 

similar to the one introduced by Li and Zhou (2005, page 1748). I 

employ an ordered probit model to examine the probability of a 

regional governor being re -elected, re-appointed or dismi ssed.  

Suppose that the regional electorate (from 1999 to 2004) as well as the 

Russian president (from 2005 to 2012) base their decisions on an 

evaluation score y*, which they form every year after observing and 

evaluating a number of performance criteria for each governor. While 

y* is known to the regional electorate or the Russian president, we do 

not observe the score. We only observe if a provincial governor loses or 

wins an election, or is dismissed or reappointed. In other words, we 

observe the variable y, which is 0 for a governor losing an election or 

being dismissed, 1 for a governor remaining in office or being 
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appointed or elected for the first time, and 2 for a governor being re -

elected by the regional electorate or re-appointed by the president 19. 

Now assume that the latent evaluation score y* is a linear function of a 

number of independent variables x, i.e. y* = ßϕ + Ϙ, where ϕ is a vector 

of coefficients, and Ϙ is assumed to follow a standard normal 

distri bution. We now define ‌ and ‌ as the two cut-off  points of y*, on 

which the decisions to re-elect or re-appoint a governor are based on. In 

other word s, a governor loses an election or is dismissed by the 

president (y=0) if y* Ȁɯ‌, stays in office (y=1) if ‌ < y* Ȁɯ‌, and is re-

elected or reappointed (y=2) if y* > ‌ (see Li and Zhou 2005, page 

1748). 

Following Wooldridge (2002, chapt er 15), the ordered probit model can 

then be expressed as 

 

 Prob(yi = 0| xȺɯǻɯ͖ȹ‌ ɬ ßϕ)  

 Prob(yi = 1| xȺɯǻɯ͖ȹ‌ ɬ ßϕ) ɬ ͖ȹ‌ ɬ ßϕ),  

 Prob(yi = 2| x) = 1 ɬ ͖ȹ‌ ɬ ßϕ), 

 

ÞÏÌÙÌɯ͖ɯis the cumulative standard normal distribution function.  

As the objective of the paper is to compare the period when governors 

were elected with the period when governors were appointed by the 

president, I use two separate regressions to analyse each period. The 

first regression looks at the period from 1999 to 2004, i.e. the 6 years 

                                                           
19 If a governor loses an election or is dismissed before July 1st in a given year, I code the 

year before as 0 (i.e. the last year the governor has been in office throughout the whole 

year), while counting the given year as the first year in office of the new governor (y=1). If 

a governor loses an election or is dismissed after July 1st in a given year, I count this as 

the last year of the governor in office (y=0), and count the next year as the first year in 

office of the new governor (y=1). 
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when Vladimir Putin was already the dominant political figure in the 

country, but when governors were still elected. The second regression 

focuses on the period when regional governors were appointed by the 

Russian president (2005 to 2012). As the federal centre started to replace 

regional governors in earnest only from 2007 onwards (Turovsky 2010, 

see also figure 1), I then also look separately on the two periods 2005 to 

2006 and 2007 to 2012. 

As described above, the main determinants of y that we are interested 

in are regional economic performance, and political loyalty of the 

governor to the federal centre. To measure regional economic 

performance, I use both the annual growth rate of regional GDP 

(growth), and the weighted average growth rate during the tenure of a 

governor as explanatory variables (av_growth).  

As we have seen in section 2.2, governors are powerful figures in their 

regions, and a competent governor might well play a significant role in 

fostering regional growth. Thus, loo king at annual regional GDP 

growth  seems to be a sensible criterion to judge the performance of a 

governor. However, the regional electorate or the Russian president 

might also base their decision on a longer-term evaluation of a 

governor's activity. To in corporate the effect of past performance, 

regional GDP growth weighted by the time a governor is in office 

might thus offer a more precise indicator for the personal performance 

of a governor. Again following Li and Zhou (2005, page 1755), I 

therefore create a moving average measure of the GDP growth rate 

over the time a governor is in office,  Ὣ , which is defined as  

Ὣ  
ρ

Ὕ
 Ὣ 

where T is the number of years a governor is in office up to the point of 

calculation, t is the t-th year (t = 1, 2,..., T-1, T), and Ὣ is the GDP 

growth in the year t for a  region. Thus, Ὣ  corresponds to an evaluation 

mechanism in which there is an annual assessment, but where the 
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assessment is based both on the past and on the current performance of 

a governor in office. 

As already mentioned in section 2.2, a good proxy for political loyalty 

is the ability of a regional governor to deliver high election results for 

the Kremlin party United Russia in Duma elections, and high results 

for the Kremlin candidate in presidential elections. The two main 

explanatory variables I use to proxy political loyalty are thus regional 

results for United Russia in Duma elections, and results for either 

Vladimir Putin or Dmitri Medvedev in presidential elections. For the 

period 1999 to 2004, I use election results in the 1999/2000 and 

2003/2004 election cycle, while for the period 2005 to 2012, I use election 

results of the 2003/2004 and 2007/2008 election cycle (duma_elec, 

pres_elec).  

I then also use an indicator developed by Dmitry Oreshkin (2007), 

which measures the degree to which election irregularities were 

noticeable in Russia's regions, and which might be used as a proxy of 

the degree that regional governors have attempted to deliver high 

election results to the centre (irregular). For the time period 1995 to 

2007, Oreshkin identifies and collects various statistics that might 

indicate possible election irregularities from the website of the Central 

Election Commission of the Russian Federation, such as an implausibly 

high or low participation rate in elections (1), an implausibly high 

numbeÙɯÖÍɯÐÕÝÈÓÐËɯÝÖÛÌÚɯȹƖȺȮɯÈɯÝÌÙàɯÏÐÎÏɯÖÙɯÓÖÞɯÚÏÈÙÌɯÖÍɯÝÖÛÌÚɯɁÈÎÈÐÕÚÛɯ

ÈÓÓɂ20 (3), an implausibly high vote share for a single party or candidate 

(approaching 100% in some Russian regions) (4), and a high difference 

between results in a particular voting distri ct and results in 

neighbouring districts (5). He then aggregates these various measures 

to build an index that is ranking Russia's regions according to the 

degree that election irregularities occurred, on a scale from 1 (low level 

of irregularities) to 10000 (very high level of irregularities). For this 

study, I use the logarithm of his indicator as an additional explanatory 

variable. 

                                                           
20 4ÕÛÐÓɯƖƔƔƚȮɯ1ÜÚÚÐÈÕɯÌÓÌÊÛÖÙÈÓɯÉÈÓÓÖÛÚɯÊÖÕÛÈÐÕÌËɯÈɯÉÖßɯÕÈÔÌËɯɁÈÎÈÐÕÚÛɯÈÓÓɂȮɯÈÓÓÖÞÐÕÎɯÛÏÌɯ
voter to register a protest vote against all the candidates running.   
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Apart from economic performance and political loyalty, a number of 

other criteria may also influence the election or appointment of regional 

governors. I first control for personal characteristics of regional 

governors, such as their age (age), the amount of time they have been in 

office (tenure), and their membership in the Kremlin party United 

Russia (un_rus). I also add a dummy which is 1 if the governor had no 

previous connection to the region he was appointed to, and 0 otherwise 

(central). 

I then add a number of further variables that might measure the 

performance of a governor in office, such as the percentage of 

unemployed people in a region (unemploy), the number of criminal 

cases filed per year and capita in a region (crime), the yearly regional 

level of inflation (inflation), as well as the quality of regional 

infrastructure (infrastructure).  

Finally, a set of controls for regional characteristics is also added, such 

as the log of gross regional product  per head (ln_grph), a dummy that 

is equal to 1 if the region is among the 10 most important oil exporting 

regions in Russia (oil), and a measure for the percentage of the 

population that is Russian (ethnic). This last variable permits to control 

for Russia's ethnic republics, which are often characterized by a high 

percentage of non-Russians in their population, while also exhibiting 

particular high levels of electoral fra ud. 
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2.4 Data 

 

This study uses data covering 206 Russian regional governors who 

served in 81 Russian regions between 1999 and 2012. Data on these 

governors have been collected from official sources, such as the official 

websites of regional governors which normally provide extensive 

biographical information, as well as from other websites such as 

Wikipedia and various Russian websites that provide biographical 

data. 

For each governor, I collected data on the dates of elections, 

appointments and termin ations, as well as on their personal 

characteristics such as age, membership in the Kremlin party United 

Russia, and on the fact if a governor had any previous links to a 

province prior to becoming head of the regional administration. I 

define that a previ ous link to a province exists if a governor was born, 

had lived or worked for a period longer than 6 months  in a given 

region, prior to being elected or appointed governor of the region.  

The dependent variable y (turnover) in this paper is a discrete varia ble 

that can take the values 0, 1 or 2. The first year a governor is elected or 

appointed, as well as every following year in office (apart from the year 

of a re-election, re-appointment or promotion), is coded as y=1. The 

year of a re-election, re-appoint ment or promotion is coded as y=2, and 

the eventual end of tenure (termination) of a regional governor is coded 

as y=0, with end of tenure being defined as the governor not being 

promoted to a higher -level position on the federal level after the end of 

his tenure.  

As being governor is usually the top -end position in a given region, 

taking on a different position in a region (i.e. not in the federal 

government or as head of a big corporation in Moscow) after the end of 

tenure is counted as a demotion (y=0). In the dataset, actual promotions 

(i.e. the governor moving on to a higher -level position after his end of 

tenure) are quite rare. For the whole dataset, only 13 out of 117 
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governors (11.1%) between 1999 and 2012 moved on to a higher level 

position after their end of tenure (y=2), while 104 governors (88.9%) 

took on a lower -level position or retired (y=0). For our study, this is 

important, as governors seem to have little outside options to get a 

better position after their job as governors. They thus face strong 

incentives to stay in office as long as possible. In other words, they have 

strong incentives to positively influence the latent evaluation score y* 

formed by the local electorate (1999-2004) or the Russian president 

(2005-2012), on which their chances of being reappointed are based. 

If a governor l oses an election, is dismissed or promoted before July 1st 

in a given year, I code the year before (i.e. the last year the governor has 

been in office throughout the whole year) as 0 in the case of a 

demotion, and as 2 in case of a promotion, while counting the given 

year as the first year in office of the new governor (y=1). If a governor 

loses an election or is dismissed or promoted after July 1st in a given 

year, I count this as the last year of the governor in office (y=0 in the 

case of a demotion, or y=2 in the case of a promotion), while counting 

the next year as the first year in office of the new governor (y=1). If a 

governor dies in office (which happened 8 times during the period 

under study), I c ode the year as y=1. 

Figure 2.1 shows the relative frequency of terminations (y=0) and re-

elections, re-appointmen ts and promotions (y=2) for the period from 

1999 to 2012. For the beginning of the period, the two cycles of 

gubernatorial elections that took  place in 2000 and 2003/2004 are 

visible, with terminations and re -elections moving together. The high 

number of re-appointments in 2005 is due to the fact that just after the 

reform, a large number of Russian regional governors (many of whom 

had just recently won an election) asked the federal centre to confirm 

their appointment. As the Kremlin wanted to avoid early clashes after 

the reform (Turovsky 2010), all governors that asked for a confirmation 

in 2005 and 2006 got reappointed. We then see that from 2007 onwards, 

the Kremlin started actively replacing regional governors. All in all, 

from 2005 to 2011, 60 governors that had been in office prior to 2005 

were dismissed and replaced by Kremlin candidates. Of these 60 
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governors that were replaced, only thr ee were not born or had not 

previously lived and worked in the region where they served as 

governor  (5%). On average, they were 59.8 years old at the time they 

were dismissed, and 73.3% were members of United Russia. 

 

Figure 2.1: Frequency of End of Tenure and Reappointments / 

Promotions over Time 

 

 

 

On the other hand, 29 of the 83 governors (35%) that were appointed 

between 2005 and 2012 had no previous experience in the region they 

were appointed to (central=1). The average age of the governors 

appointed  between 2005 and 2012 was 49.5 years when they assumed 

office, and 83% were members of United Russia. We thus see that 

governors newly appointed after 2004 were more likely to come from 

outside the region they were appointed to (see figure 2.2), i.e. the 
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Kremlin increasingly relied on outsiders and federal bureaucrats to 

impose its policies in the regions. We also see that governors appointed 

after the reform were slightly younger and a bit more likely to be a 

member of the Kremlin party United Russia than  the governors they 

replaced. 

 

Figure 2.2: Number of Governors without Prior Connection to a Region  

 

 

 

Table 2.1 presents summary statistics for all the variables used in this 

study. Data on regional economic growth, gross regional product per 

capita, the unemployment rate, the number of registered crimes per 

capita, oil production, the regional inflation rate and the percentage of 

the population living below the poverty line have been collected from 

the Russian Federal Statistics Service (www.gks.ru). Data on 

presidential and Duma election results in Russia's regions have been 

gathered from the Russian Central Election Commission 
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(www.cikrf.ru). The variable describing election irregularities 

(irregular), described more closely in section 3, has been obtained from 

an article by Dmitry Oreshkin, published in Novaya Gazeta in 

November 2007 (Oreshkin 2007). The number of ethnic Russians living 

in a region (ethnic) has been obtained from the website of Russia's 

national population census in 2010 (www.perepis -2010.ru). Quality of 

infrastructure in a region is measured by a yearly regional ranking, 

published by the Russian rating agency ExpertRA (www.raexpert.org), 

with a lower rank meaning better quality of infrastructure.  

 

Table 2.1: Summary Statistics 

 

Variable  Observations  Mean St.Dev. Min  Max 

turnover  1134 1.05732 0.4857 0 2 
growth  1134 0.05212 0.06058 -0.228 0.787 
av_growth  1134 0.04118 0.04076 -0.202 0.357 
pres_elec 1134 0.64123 0.12092 0.2501 0.9881 
duma_elec 1134 0.424 0.18712 0.014 0.9872 
irregular  1134 7.06649 1.17399 2.303 9.21 
age 1134 54.47531 8.10287 34 76 
tenure 1134 6.53086 4.44843 1 20 
un_rus 1134 0.53439 0.49904 0 1 
central 1134 0.10229 0.30317 0 1 
unemploy  1134 0.09394 0.06426 0 0.78 
crime 1134 0.02081 0.00695 0.0031 0.0494 
inflation  1134 0.14489 0.08133 0.014 0.672 
infrastructure  1134 41.67 24.056 1 88 
log_grp_head 1134 11.367 0.984 8.5366 14.221 
oil  1134 0.1234 0.3291 0 1 
ethnic 1134 0.77563 0.24566 0.0078 0.9727 
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2.5 Regression Results 

 

 

This section presents and discusses evidence on the impact of a series 

of performance and loyalty related variables on the turnover of 

regional governors in Russia, for the time-period 1999 to 2012. While 

section 2.5.1 looks at the period when Russia's governors were elected 

in their regions (1999-2004), section 2.5.2 looks at the time-span when 

Russia's governors were appointed by the president (2005-2012). 

Section 2.5.3 then discusses some of the economic implications of the 

results. 

 

2.5.1 Turnover under Gubernatorial Elections 

 

Table 2.2 presents the effect of regional economic growth and personal 

economic performance on gubernatorial turnover. In order to compare 

results with the study conducted by Li and Zhou (2005) on provincial 

governors in China, the regression specification in table 2.2 is kept very 

similar to the one used by Li and Zhou in their paper (the only 

difference being that Li and Zhou use an additional control for 

education of provincial governors).  

We see that for the period when governors were elected, both regional 

economic growth and regional growth weighted by the time a governor 

was in office do not seem to play a significant role in influencing the 

decisions of the regional electorate. Incentives for Russian governors 

under the electoral regime thus differ markedly from  those faced by 

Chinese governors between 1978 and 1995, as in the study by Li and 

Zhou both growth indicators have a significant and positive effect on 

turnover.  

Looking on table 2.4 in the appendix, we then see that other 

performance criteria also do not seem to significantly affect the 

decisions of regional electorates (although the signs for unemployment,  
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Table 2.2: Gubernatorial Turnover and Economic Growth, Ordered 

Probit    Dependent variable: turnover (y  = 0, 1, 2); robust standard errors; *** 1% 

significance level, ** 5% significance level, * 10% significance level; significant results 

marked bold ; governor-specific controls (age, tenure, central, United Russia), regional 

controls (log GDP per capita, % of ethnic Russian population, oil dummy), tim e and 

regional dummies. Performance controls (infrastructure, inflation, unemployment, crime) 

have not been included in this specification, to get as close as possible to the specification 

used by Li and Zhou (2005). 

 

 1999 - 2004 2005 ɬ 2012 

 Elections Appointments  

 1) 2) 3) 4) 

Annual GDP growth  
-0.227 

(0.94) 
 

-0.664 

(1.39) 
 

Weighted GDP growth   
0.274 

(2.089) 
 

-0.847 

(2.057) 
Governor -specific 

controls  
yes yes yes yes 

Performance  no no no no 

Regional controls  yes yes yes yes 

Time / Region FE yes yes yes yes 

Observations  486 486 648 648 

 

 2005 - 2006 2007 ɬ 2012 

 Appointments  

 5) 6) 7) 8) 

Annual GDP growth  
2.104 

(5.122) 
 

-1.647 

(1.531) 
 

Weighted GDP growth   
104.81*** 

(26.76) 
 

-6.879*** 

(2.658) 
Governor -specific 

controls  
yes yes yes yes 

Performance no no no no 

Regional controls  yes yes yes yes 

Time / Region FE yes yes yes yes 

Observations  162 162 486 486 
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inflation and infrastructure quality in a given region point into a 

direction which suggests that better performance is at least to a certain 

degree taken into account by the electorate). 

Table 2.3 reports the results for political loyalty. We see that election 

results for the Kremlin party and presidential candidate in national 

elections, as well as the degree to which national elections have been 

manipulated in a given region (table 2.4, appendix), have a negative 

impact on the probability of a governor to stay in office, although 

results for presidential elections are not significant. In other words, the 

worse United Russia is performin g in a given region, and the less 

national elections are manipulated, the better are the chances of a 

governor to be re-elected.  

On average, regional governors thus had no incentives to campaign for 

the Kremlin candidate and party, or to try to influence election results 

into a direction that benefited the Kremlin. Possibly, this might be one 

of the reasons why the Kremlin wanted to change the system of 

gubernatorial elections to one of gubernatorial appointments.  

 

2.5.2 Turnover under Presidential Appoint ments 

 

 

A first look on the period when governors were appointed (2005 to 

2012, regressions 3 and 4 in tables 2.2 and 2.3, table 2.5 in the appendix) 

does not reveal a significant difference in incentives faced by 

governors, compared with the period when g overnors were elected. 

The two indicators for economic growth are still insignificant, although 

personal economic performance has now consistently a negative sign 

across all specifications. Presidential election results are now positive 

but not significant , whereas Duma election results are still negative but 

no longer significant. Only the degree of election irregularities has now 

become a positive and significant predictor of the probability of a 

governor to stay in office (table 2.5, appendix). 
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Table 2.3: Turnover, Growth and Political Loyalty under Elections 

(1999 - 2004) and Appointments (2005 - 2012), Ordered Probit 
Dependent variable: turnover (y=0, 1, 2); robust standard errors; *** 1% significance level, 

** 5% significance level, * 10% significance level; significant results marked bold; 

governor-specific controls (age, tenure, central, United Russia), performance controls 

(infrastructure, inflation, unemployment, crime), regional controls (log GDP per capita, % 

of ethnic Russian population, oil dumm y), time and regional dummies.  

 

 1999 - 2004 2005 ɬ 2012 

 Elections Appointments  

 1) 2) 3) 4) 

Weighted GDP growth  
-0.03 

(2.227) 

-0.213 

(2.237) 

-0.598 

(2.116) 

-0.468 

(2.068) 

Presidential elections  
-0.364 

(1.724) 
 

1.153 

(1.516) 
 

Duma elections   
-1.717* 

(0.974) 
 

-0.216 

(1.181) 

Governor  yes yes yes yes 

Performance  yes yes yes yes 

Regional controls  yes yes yes yes 

Time / Region FE yes yes yes yes 

Observations  486 486 648 648 

 

 2005 - 2006 2007 ɬ 2012 

 Appointments  

 5) 6) 7) 8) 

Weighted GDP growth  
111.24***  

(29.46) 

111.24*** 

(29.46) 

-6.346** 

(2.713) 

-6.346** 

(2.713) 

Presidential elections  
-183.68** 

(89.09) 
 

36.08** 

(17.99) 
 

Duma elections   
-80.22** 

(38.91) 
 

28.92** 

(14.42) 
Governor  yes yes yes yes 

Performance  yes yes yes yes 

Regional contro ls yes yes yes yes 

Time / Region FE yes yes yes yes 

Observations  486 486 648 648 
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However, with the discussion from section 2.2 in mind, we know that 

the period from 2005 to 2012 can actually be divided into two distinct 

sub-periods. During the first two  years after the reform (2005 and 2006), 

the Kremlin did not use any specific criteria to appoint or dismiss 

selected governors, but just reappointed every governor who appealed 

for presidential confirmation (Turovsky 2010).  

Conducting a separate regression for the period 2005-2006 (regressions 

5 and 6 in tables 2.2 and 2.3, table 2.6, appendix), we actually see that 

vote shares for the Kremlin candidate and party from the 2003/2004 

election cycle have now a significant and negative effect on the 

probabili ty of a governor to stay in office, while personal economic 

performance has a significant and positive effect. Interestingly, being a 

member of United Russia also negatively affects the probability of 

being reappointed during this period  (see table 2.6, appendix) .  

As the Kremlin during this early post -reform period basically just re -

confirmed election results of regional gubernatorial elections that took 

place in 2003 and 2004, this can be seen as another indication that the 

election mechanism worked against the interests of the presidential 

administration (at least with respect to gubernatorial electoral support 

for the Kremlin in national elections).  

Finally, we look at the time -span when the presidential administration 

started in earnest to appoint and dismiss regional governors 

(regressions 7 and 8 in tables 2.2 and 2.3, table 2.7, appendix). For the 

period 2007 to 2012, the vote shares for the Kremlin candidate and for 

United Russia from the 2007/2008 election cycle have a strong, 

significant and posit ive effect on the probability of a governor to 

remain in office, as has the degree of election irregularities and 

membership in United Russia.  

A probable interpretation of this result is that governors who actively 

used their position to deliver high elec tion results for the Kremlin 

candidate and party (using the range of methods described in section 

2.2) have been reappointed or promoted by the Kremlin, whereas 

governors who were unable or who refused to do so, as well as 
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governors who were not members of  the ruling party, faced a higher 

probability of being dismissed by the president.  

In contrast to the indicators measuring political loyalty, regional 

economic growth and personal economic performance of a governor 

have both a negative sign for the period. While annual regional 

economic growth is negative but not significant, the weighted average 

growth rate for the tenure of a governor has a significant negative effect 

on the probability to stay in office. In other words, the better a region 

has performed economically under a given governor, the worse are the 

governor's chances to stay in office or to be promoted.  

We thus see that from 2007 onwards, although the institutional 

structure in Russia has become similar to the one in China (with 

personnel control being centralized, while economic management 

remains largely decentralized), the incentives faced by regional 

executives in both countries are directly opposed. 

 

2.5.3 Turnover, Incentives and Regional Economic 

Performance 

 

Assuming that it is in the in terest of the Kremlin to appoint officials 

who are both politically loyal and economically competent, this paper 

thus finds evidence that a trade-off between political loyalty and 

economic performance does indeed exist. It seems that the ruling elites 

in Russia sacrifice regional economic development, at least to a certain 

degree, in order to consolidate their political control over the country.  

What might be the mechanisms driving the results we find above? 

Ideally, it would certainly be in the interest of  the Kremlin to appoint 

regional officials who are both able to deliver high vote shares and high 

rates of regional economic growth. However, for a number of reasons 

achieving the first objective might it make impossible to achieve the 
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second one, thus forcing the ruling elites in the centre to choose what 

signals to send to regional governors. 

A first obvious reason  is that the technologies used by regional 

governors to generate desired election outcomes have a direct negative 

effect on regional economic dynamism. Frye et al. (2012) have shown 

that regional officials extensively rely on employers to produce desired 

election results. They show that the time and effort invested by these 

firms to politically mobilize their workers are signif icant. This time and 

effort cannot be invested in productive activities, and thus constitutes a 

direct loss to a regional economy. 

Moreover, they also show that the firms that are able to mobilize their 

workers at lowest cost are among the least dynamic in a region. It is 

reasonable to assume that in return for the political mobilization of 

their workers, these firms receive economic support by the regional 

governor, in the form of preferential treatment, government 

procurement contracts, subsidies or tax exemptions, even though 

economically it would make sense to support other firms that have a 

higher potential to contribute to regional economic growth. Apart from 

the direct static loss, mobilizing regional employers thus might also 

have a distortionary and dynamic negative e ffect on a regional 

economy. 

In addition to relying on governors for mobilizing employers, we have 

also seen that the Kremlin increasingly appoints outsiders as regional 

governors to implement its policy objectives (see figure 2.2, section 2.4). 

In a recent study, Libman, Kozlov and Schultz (2012) have shown that 

these outsiders are more likely to behave in a predatory way than 

governors who stem from a given region. As outsiders mostly worked 

at high positions in the federal government prior to be appointe d 

governor, they also have better chances to return to a high-level 

position in the centre when their turn as governors ends. They thus do 

not have to care as much for regional support as governors who have to 

continue their career in a given region after the end of their 

gubernatorial term, and thus face less inhibitions to act in a predatory 

way.  
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More specifically, Libman et al. (2012) find that while regions ruled by 

governors with higher outside options are characterized by more 

repressive behaviour  of tax authorities, in these same regions tax 

authorities actually collect less additional revenues for the public 

budget. They explain this paradoxical finding by arguing that outsiders 

behave like 'roving bandits', in utilizing tax audits to establish cont rol 

over regional companies, which they then use to extract private rents 

from these companies rather than revenues for the regional budget. 

Additional evidence that predatory behaviour by regional state officials 

might be linked to the need to generate high election results is found by 

the study on corporate raiding in Russia presented in chapter 3. The 

study finds that regions where more firms are stolen from their 

legitimate owners by corrupt state agencies are also characterized by 

higher voting shares for the Kremlin party and candidate in national 

elections. I argue that a sort of quid -pro-quo mechanism might exist in 

these regions, with state agencies that are able to provide a sufficiently 

high level of electoral support for the ruling elites in the centre being 

allowed to participate in a certain degree of predatory activities.  

Finally, one could also think that political loyalty i n a given person 

might be negatively correlated with the ability to foster economic 

growth. This would be the argument ma de by Egorov and Sonin (2011), 

who maintain that rulers might want to hire loyal but mediocre 

subordinates, in order to mitigate the risk of being overthrown. 

However, in the case of Russian governors this argument does not 

seem to hold. In another recent study, Frye, Reuter and Buckley (2011) 

have examined the backgrounds of both elected and appointed Russian 

governors. They find that their backgrounds differ only to a small 

extent, and that appointed governors are actually more likely to hold a 

graduate degree, and to have some education in economics. If it is true 

that appointed governors pay less attention to economic development 

than to other objectives, this is thus most probably not caused by a lack 

of personal ability, but rather by the general incen tive climate they are 

facing. 
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2.6 Conclusion 

 

 

In a report published in 2012, the European Bank of Reconstruction and 

Development notes that Russia has been lagging behind other 

emerging economies in recent years with respect to economic 

diversification a nd dynamism, the role played by small and medium 

firms, skill formation, business environment and the number of 

exporting firms as a share of all firms (EBRD 2012). For a couple of 

indicators such as firm entry or the dependence of the economy on 

natural r esource exports, the situation has actually worsened during 

the last decade (EBRD 2012, chapters 1 and 3). 

 

This chapter provides some evidence why Russia might have lost some 

of its economic dynamism since the mid-2000s. The paper examines the 

change in incentives for Russian regional governors caused by a 

government reform in 2004, which replaced gubernatorial elections in 

Russia's regions with appointments of regional governors by the 

Russian president. I find that while under gubernatorial elections 

economic performance had an insignificant impact and political loyalty 

to the federal centre a negative impact on the probability of a governor 

to be re-elected, under presidential appointments (after an initial 

adjustment period from 2005 to 2006), economic performance had a 

negative impact on the probability of being reappointed, while political 

loyalty to the federal centre had a strong positive effect on the 

probability of a governor to be reappointed or promoted. In other 

words, since about 2007 Russian governors face strong incentives to 

demonstrate their political loyalty by delivering electoral support for 

the Kremlin, while their economic performance has actually a negative 

effect on their chances to remain in office. 

 

Since the reform in 2004, the set-up of federal institutions in Russia has 

started to resemble the federal structure introduced in China under 

Deng Xiaoping in the early 1980s. In both countries, regional governors 

are appointed by the federal centre, while they remain relatively free to 

conduct the economic policy they want in their respective regions. To 
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make the results of this study comparable with results of a similar 

study on Chinese governors by Li and Zhou (2005), the model and 

specification used in this paper have been kept as similar as possible to 

the ones introduced by Li and Zhou (2005). However, while Li and 

Zhou find that economic performance has a strong and positive effect 

on the probability of Chinese governors to remain in office or to be 

promoted, this paper finds an opp osite incentive structure for Russia. 

The study thus also shows that similar institutional structures can 

produce very different outcomes, depending on the signals send by the 

federal centre and the incentive structure in place. 
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2.8 Appendix  

 

Table 2.4: Turnover and Elections, Ordered Probit, 1999 ɬ 2004  

 

 Dependent variable: turnover (y=0, 1, 2); robust standard errors; *** 

1% significance level, ** 5% significance level, * 10% significance level; 

significant results marked bold.  

 1) 2) 3) 4) 5) 
Annual GDP 

growth  

-0.227 

(0.94) 

    

Weighted GDP 

growth  

 0.274 

(2.089) 

-0.03 

(2.227) 

-0.213 

(2.237) 

0.056 

(2.211) 

Pres. elections 

('00 & '04) 

  -0.364 

(1.724) 

  

Duma elections  

('99 & '03) 

   -1.717* 

(0.974) 

 

Election 

irregularities  

    -1.832 

(1.188) 

Age -0.03 

(0.022) 

-0.03 

(0.023) 

-0.031 

(0.024) 

-0.031 

(0.024) 

-0.031 

(0.023) 

Tenure -0.176*** 

(0.044) 

-0.175*** 

(0.043) 

-0.174*** 

(0.045) 

-0.172*** 

(0.045) 

-0.179*** 

(0.044) 

Central  -0.208 

(0.463) 

-0.221 

(0.477) 

-0.299 

(0.497) 

-0.298 

(0.499) 

-0.28 

(0.486) 

United Russia  0.28 

(0.246) 

0.283 

(0.245) 

0.284 

(0.249) 

0.286 

(0.249) 

0.224 

(0.247) 

Unemploym ent   -1.34 

(1.041) 

-1.159 

(1.042) 

-1.318 

(1.034) 

Crime rate    0.0004 

(0.0003) 

0.0004 

(0.0003) 

0.0004 

(0.0003) 

Inflation    -2.71 

(1.783) 

-2.749 

(1.781) 

-2.733 

(1.728) 

Infrastructure    -0.006 

(0.027) 

-0.0007 

(0.027) 

-0.004 

(0.026) 

Log GDP per 

capita 

0.935 

(0.698) 

0.828 

(0.734) 

0.67 

(0.796) 

0.71 

(0.789) 

0.835 

(0.749) 

Ethnic  377.67* 

(219.48) 

384.96* 

(219.99) 

289.98 

(242.69) 

267.7 

(240.95) 

30.524 

(97.811) 

Oil  126.19* 

(75.35) 

128.92* 

(75.56) 

97.14 

(83.94) 

88.98 

(83.39) 

11.725 

(36.35) 

Time FE yes yes yes yes yes 

Region FE yes yes yes yes yes 

Observations  486 486 486 486 486 
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Table 2.5: Turnover and Appointments, Ordered Probit, 2005 ɬ 2012   

 

 Dependent variable: turnover (y=0, 1, 2); robust standard errors; *** 

1% significance level, ** 5% significance level, * 10% significance level; 

significant results marked bold.  

 1) 2) 3) 4) 5) 
Weighted GDP 

growth  

-0.598 

(2.116) 

-0.468 

(2.068) 

-0.494 

(2.094) 

-0.494 

(2.094) 

-0.494 

(2.094) 

Pres. elections  

('04 & '08) 

1.153 

(1.516) 

    

Duma elections  

('03 & '07) 

 -0.216 

(1.181) 

   

Pres. elections 

(2004) 

  -34.375* 

(18.049) 

  

Duma elections  

(2003) 

   -15.013* 

(7.883) 

 

Election 

irregularities  

    1.318** 

(0.692) 

Age -0.036*** 

(0.014) 

-0.036*** 

(0.014) 

-0.036*** 

(0.014) 

-0.036*** 

(0.014) 

-0.036*** 

(0.014) 

Tenure -0.012 

(0.017) 

-0.01 

(0.017) 

-0.011 

(0.017) 

-0.011 

(0.017) 

-0.011 

(0.017) 

Central  0.367 

(0.256) 

0.36 

(0.257) 

0.364 

(0.256) 

0.364 

(0.256) 

0.364 

(0.256) 

United Russia  0.42* 

(0.226) 

0.429* 

(0.226) 

0.425* 

(0.226) 

0.425* 

(0.226) 

0.425* 

(0.226) 

Unemployment  4.917 

(3.487) 

4.673 

(3.51) 

4.728 

(3.496) 

4.728 

(3.496) 

4.28 

(3.536) 

Crime ra te 0.0002 

(0.0002) 

0.0001 

(0.0002) 

0.0001 

(0.0002) 

0.0001 

(0.0002) 

0.0001 

(0.0002) 

Inflation  1.437 

(3.577) 

1.296 

(3.57) 

1.351 

(3.578) 

1.351 

(3.578) 

1.351 

(3.578) 

Infrastructure  0.003 

(0.011) 

0.003 

(0.011) 

0.004 

(0.011) 

0.004 

(0.011) 

0.004 

(0.011) 

Log GDP per 

capita 

2.161*** 

(0.639) 

2.165*** 

(0.641) 

2.159*** 

(0.64) 

2.159*** 

(0.64) 

2.159*** 

(0.64) 

Ethnic  -246.8** 

(123.3) 

-248.7** 

(123.1) 

157.86 

(109.7) 

65.08 

(68.8) 

-45.27 

(47.08) 

Oil  -88.53** 

(42.44) 

-88.95** 

(42.36) 

54.9 

(40.18) 

19.95 

(24.71) 

-21.95 

(17.13) 

Time FE yes yes yes yes yes 

Region FE yes yes yes yes yes 

Observations  648 648 648 648 648 
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Table 2.6: Turnover and Appointments, Ordered Probit, 2005 ɬ 2006 

 

 Dependent variable: turnover (y=0, 1, 2); robust standard errors; *** 

1% significance level, ** 5% significance level, * 10% significance level; 

significant results marked bold.  

 1) 2) 3) 4) 5) 
Annual GDP 

growth  

2.104 

(5.122) 

    

Weighted GDP 

growth  

 104.81*** 

(26.76) 

111.24*** 

(29.46) 

111.24*** 

(29.46) 

111.24*** 

(29.46) 

Pres. elections 

(2004) 

  -183.68** 

(89.09) 

  

Duma elections  

(2003) 

   -80.22** 

(38.91) 

 

Election 

irregularities  

    7.043** 

(3.416) 

Age -0.243*** 

(0.061) 

-0.519*** 

(0.084) 

-0.556*** 

(0.092) 

-0.556*** 

(0.092) 

-0.556*** 

(0.092) 

Tenure -0.142 

(0.098) 

0.352*** 

(0.11) 

0.374*** 

(0.135) 

0.374*** 

(0.135) 

0.374*** 

(0.135) 

Central  8.749*** 

(0.707) 

5.471*** 

(1.289) 

5.284*** 

(1.576) 

5.284*** 

(1.576) 

5.284*** 

(1.576) 

United Russia  -1.113 

(0.7) 

-1.473** 

(0.592) 

-1.485** 

(0.734) 

-1.485** 

(0.734) 

-1.485** 

(0.734) 

Unemployment    -11.43 

(21.1) 

-11.43 

(21.1) 

-11.43 

(21.1) 

Crime ra te   -0.0005 

(0.001) 

-0.0005 

(0.001) 

-0.0005 

(0.001) 

Inflation    14.66 

(9.88) 

14.66 

(9.88) 

14.66 

(9.88) 

Infrastructure    0.021 

(0.048) 

0.021 

(0.048) 

0.021 

(0.048) 

Log GDP per 

capita 

1.014 

(5.979) 

-3.086 

(6.592) 

-2.001 

(5.381) 

-2.001 

(5.381) 

-2.001 

(5.381) 

Ethnic  2.519 

(713.1) 

-959.1 

(685.6) 

980.5*** 

(368.7) 

179.23** 

(71.35) 

-104.85 

(254.79) 

Oil  -0.238 

(256.3) 

-319.5 

(247.6) 

365.88*** 

(137.44) 

484.78*** 

(186.46) 

-44.68 

(100.83) 

Time FE yes yes yes yes yes 

Region FE yes yes yes yes yes 

Observations  162 162 162 162 162 
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Table 2.7: Turnover and Appointments, Ordered Probit, 2007 ɬ 2012  

 

 Dependent variable: turnover (y=0, 1, 2); robust standard errors; *** 

1% significance level, ** 5% significance level, * 10% significance level; 

significant results marked bold.  

 1) 2) 3) 4) 5) 
Annual GDP 

growth  

-1.647 

(1.531) 

    

Weighted GDP 

growth  

 -6.879*** 

(2.658) 

-6.346** 

(2.713) 

-6.346** 

(2.713) 

-6.346** 

(2.713) 

Pres. elections 

(2008) 

  36.08** 

(17.99) 

  

Duma elections  

(2007) 

   28.92** 

(14.42) 

 

Election 

irregularities  

    1.667** 

(0.831) 

Age -0.022 

(0.018) 

-0.018 

(0.019) 

-0.021 

(0.0197) 

-0.021 

(0.0197) 

-0.021 

(0.0197) 

Tenure -0.056** 

(0.022) 

-0.052** 

(0.023) 

-0.051** 

(0.023) 

-0.051** 

(0.023) 

-0.051** 

(0.023) 

Central  0.426 

(0.337) 

0.394 

(0.333) 

0.384 

(0.328) 

0.384 

(0.328) 

0.384 

(0.328) 

United Russia  0.722** 

(0.306) 

0.658** 

(0.307) 

0.689** 

(0.309) 

0.689** 

(0.309) 

0.689** 

(0.309) 

Unemployment    5.887 

(4.686) 

5.887 

(4.686) 

5.887 

(4.686) 

Crime ra te   -0.00006 

(0.0005) 

-0.00006 

(0.0005) 

-0.00006 

(0.0005) 

Inflation    -2.65 

(4.796) 

-2.65 

(4.796) 

-2.65 

(4.796) 

Infrastructure    -0.006 

(0.016) 

-0.006 

(0.016) 

-0.006 

(0.016) 

Log GDP per 

capita 

2.874** 

(1.13) 

2.989*** 

(1.097) 

3.126*** 

(1.101) 

3.126*** 

(1.101) 

3.126*** 

(1.101) 

Ethnic  -245.04 

(152.0) 

-261.1* 

(147.4) 

-32.54 

(71.6) 

-54.48 

(77.68) 

16.53 

(62.99) 

Oil  -89.106* 

(52.75) 

-94.5* 

(51.2) 

-23.6 

(27.6) 

-31.381 

(30.05) 

-2.8 

(23.12) 

Time FE yes yes yes yes Yes 

Region FE yes yes yes yes Yes 

Observations  486 486 486 486 486 
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Chapter 3 

Corporate Raiding and the Role of the 

State in Russia 

 

3.1 Introduction  

 

Imagine being a young innovative entrepreneur in Russia. A couple of 

years ago, you had a brilliant idea, you were able to get some money, 

which permitted you to start a business. The business began to grow, 

with your company eventually becoming one of the leaders in its field. 

Until one morning, access to your office is denied by a group of armed 

people in black uniforms. A sleek lawyer presents you with a 

document stating that you no longer own your business. The document 

is evidently a forgery, but it contains the official seal of a local judge. 

You call the police, but after viewing t he document an officer confirms 

that the document is legal. The officer then asks you to kindly leave the 

company premises, as you no longer own the firm. Outraged, you start 

a legal battle to get your business back. But procedures are long and 

protracted, and although finally a court acknowledges that the 

document was indeed a forgery, in the meantime your company has 

been dismantled, its assets sold off, and the group carrying out the raid 

has disappeared. Although you are still young and innovative, you will 

now think twice before starting a new business.  

During the last 15 years, this has been a common situation for many 

Russian entrepreneurs. While only a couple of high-profile cases have 

made it into the Western press, inside Russia the problem of corporate 

raiding (reiderstvo) has received widespread attention. The issue has 

been widely discussed in regional and national Russian newspapers, as 
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well as in the popular media, with numerous novels, TV series and 

movies about raiding being published and pro duced in recent years21. 

Leading observers of the Russian economy have underlined its 

importance, with Elena  Zhuravskaya (2008, page 2) calling corporate 

ÙÈÐËÐÕÎɯɁÛÏÌɯ×ÙÖÉÓÌÔɯÔÖÚÛɯÈÊÜÛÌȮɯÜÙÎÌÕÛɯÈÕËɯÐÓÓÜÚÛÙÈÛÐÝÌɯÖÍɯÛÏÌɯ×ÙÌÚÌÕÛɯ

ÚÛÈÛÌɯÖÍɯÈÍÍÈÐÙÚɂɯÐÕɯ1ÜÚÚÐÈɯÛÖËay. 

Corporate raiding in Russia is a distinctive phenomenon, not to be 

confounded with hostile takeovers elsewhere. Unlike hostile takeovers 

in the West, corporate raids in Russia are characterised by the use of 

illegal methods, such as blackmail, bribery, forged documents, and the 

use of armed groups to enforce change of ownership. A further central 

point is the close involvement of corrupt government agencies, both as 

active supporters of raider groups, and as initiators of raiding attacks 

themselves. From an economic perspective, most observers agree that 

the economic effects of corporate raiding in Russia are negative, in 

contrast to the often efficiency-enhancing effects of takeovers elsewhere 

in the world. In Russia, the story goes, firms are attacked and taken 

over not for productive purposes, but for short -term profits, with 

companies being dismantled and assets sold off after a raid has been 

successfully carried out. Apart from the direct negative effects on 

attacked companies, this also contributes to a negative business climate 

in general. If entrepreneurs have to fear that their firm is stolen once 

they are successful, they are less inclined to start a business and to 

invest in the first place.  

Corporate raiding is the latest distinctive stage in t he history of the 

fight for property in Russia's economic transition. Volkov (2004) 

identifies three different stages of property re -distribution before 1998. 

After covert insider privatization threatened to get out of hand (1988 -

1991), the reformers initiated privatization by vouchers (1992-1994), 

which was then followed by the infamous loans -for -shares schemes 

                                                           
21 For example, Ochota na Isubrja (1999) and Promsona (2003) by Yulia Latynina, Reider 

(2007) by Pavel Astachov, or Anti -Reider (2008) and Millioner  (2010) by Sergei Sergeyev. 

Ochota na Isubrja, about the takeover of a steel plant in Siberia, was made into a TV series 

in 2005, and Reider into a movie in 2011. 
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around the time of Boris Yeltsin's re-election (1995-1996). By 1997, the 

Russian state had privatized a large percentage of its assets, which had 

been acquired mostly by insiders and a small group of profiteers that 

smartly navigated the different stages of privatization, the so -called 

oligarchs (Barnes 2006). 

%ÈÊÐÓÐÛÈÛÌËɯÉàɯÈɯÊÏÈÕÎÌɯÐÕɯ1ÜÚÚÐÈɀÚɯÉÈÕÒÙÜ×ÛÊàɯÓÈÞɯÐÕɯƕƝƝƜȮɯÐt was at 

this point that corpo rate raiding started in Russia (Volkov 2004, 

Radygin 2010). Those who had been left outside until now started 

trying to get a share of the pie, while some of the leading oligarchs tried 

to consolidate and round -up their possessions with the use of illegal 

takeover attacks. Increasingly, various state-agencies then also started 

to participate in the fight for property, first as facilitators of raiding 

attacks, and then by grabbing attractive assets out of their own 

initiative. Although the methods, character istics and main protagonists 

of raiding attacks have changed over time, since the late 1990s until 

today corporate raiding has remained a central feature of corporate 

conflict and state-business relations in Russia. 

Considering the central importance of th e topic to understand Russia's 

economy during the 2000s, its treatment in the literature has remained 

relatively limited to date. A number of descriptive studies provide an 

overall account of raiding in Russia. Volkov (2004), Firestone (2008), 

Zhuravskaya (2008), Carbonell (2009), Settles (2009), Sakwa (2011) and 

Osipian (2012) focus on a couple of high-profile cases to highlight the 

characteristics, methods, determinants and economic consequences of 

raiding attacks. Kireev (2007) and Radygin (2010) look more specifically 

on the market for corporate control in Russia, while Woodruff (2004) 

and Firestone (2010) examine the legal side of the problem. Demidova 

(2007) and Markus (2012) look on preventive measures and possible 

defenses against raiding, whereas Kapeliushnikov et al. (2012) and 

Dzarasov (2011) try to quantitatively measure the economic effects of 

insecure property rights in Russia. Finally, Privalov and Volkov (2007), 

Aldabergenova (2010), Volkov et al. (2010), Gans-Morse (2012) and 

Yakovlev, Baranov and Nazrullaeva (2013) look on the involvement of 

state agencies and the role of the state. 
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While these studies provide important insights, a number of central 

questions have not yet been addressed. Although there is a general 

consensus that corporate raiding has been a major problem of the 

Russian economy in the 2000s, estimates about the actual extent of the 

phenomenon vary widely (see table 3.3, appendix). Most estimates 

cited in the literature are subjective evaluations made by officials and 

experts in newspaper interviews. Apart from a short study by Zhang 

(2010)22, there is no quantitative evidence about the real number of 

raider attacks or about a possible evolution in the number of cases over 

time. While there seems to be a consensus in the literature that the 

number of attacks per year might easily be situated in the hundreds or 

even thousands, no solid evidence for this exists. As there has been a 

recent tendency in the Russian media to call all types of corporate 

ÊÖÕÍÓÐÊÛɯÐÕɯ 1ÜÚÚÐÈɯ ɁÙÌÐËÌÙÚÛÝÖɂ (Sakwa 2011), the actual number of 

attacks might also be lower than expected. 

Evidence about the nature and characteristics of the firms attacked, the 

raiders themselves, the prevalence of raiding in different regions and 

the extent to which state agencies are involved remains also largely 

anecdotal to date. While a handful of cases have been widely covered, a 

genuine understanding of the phenomenon of corporate raiding would 

require an analysis based on a broader sample. Such a sample would 

also permit to have a look at the deeper determinants of reiderstvo in 

Russia, especially with respect to the growing role played by regional 

state agencies and the central state. 

In this paper, I attempt to provide an analysis based on a broader 

sample of cases. As official information about corporate raiding in 

Russia does either not exist, or is not publicly available, I base my study 

on a comprehensive search for cases that have been mentioned in 

Russian newspaper articles. Using the online-archive Integrum23, a strict 

definition of corporate raiding, and looking for at least two 

                                                           
22 Zhang, using a number of different sources, assembles a sample of 97 major takeover 

cases between 1992 and 2005. 
23 A database containing all national and regional newspapers in Russia, 

www.integrum.ru .  

http://www.integrum.ru/
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independent sources per case, I was able to compile a new dataset of 

312 cases that have occurred between 1999 and 2010. 

The dataset permits a more in-depth treatment of the topic than has 

previo usly been possible. I am able to identify a shift  over time both in 

the regions and in the sectors affected by raiding attacks. The dataset 

also permits to show that corrupt state agencies have indeed become 

increasingly involved in the illegal grabbing of  economic assets, 

especially from the year 2003 onwards. 

Having more substantive evidence for the increasing involvement of 

state agencies makes it possible to place this study into the wider 

literature on predatory state agencies in transition economies and 

authoritarian regimes . In a classic paper, Frye and Shleifer (1997) 

describe how government agencies in transition countries might act 

with a grabbing, helping or invisible hand.  In another classic study, 

Olson (1993) distinguishes between roving and st ationary bandits, 

arguing that a ruler with some attachment to a given territory will be 

less inclined to act in a predatory way. Libman, Kozlov and Schultz 

(2012) apply this framework to Russia, showing empirically that 

governors with no prior links to a given region are more likely to act in 

a predatory way, by increasing the repressiveness of regional tax 

agencies in order to collect private rents.    

Furthermore, t he study also relates to the literature on patron-client 

and principal -agent relationships in authoritarian regimes  (see e.g. 

Egorov and Sonin 2011), the literature on electoral authoritarian 

regimes (Gandhi and Lust-Oskar 2009; Frye, Reuter, Szakonyi 2011), as 

well as to the literature on potential political loyalty ɬ economic 

performance trade-offs in such contexts (see e.g. Reisinger and Moraski 

2011, and chapter 2 above). 

Building on this literature, I try to examine in the second part of this 

chapter why state-agencies in Russia have become increasingly 

involved in illegal corporate raiding  activities over time. Using a fixed-

effects panel model to look at the determinants of raiding  attacks in 

Russian regions, I find that election results for the Kremlin party 
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United Russia in Duma elections and for  the Kremlin candidate in 

presidential elections, as well as the degree to which elections have 

ÉÌÌÕɯÔÈÕÐ×ÜÓÈÛÌËɯÐÕɯ1ÜÚÚÐÈɀÚɯÙÌÎÐÖÕÚȮɯÈÙÌɯÚÐÎÕÐÍÐÊÈÕÛÓàɯÈÕËɯ×ÖÚÐÛÐÝÌÓàɯ

correlated with the number of raiding attacks in a given region. On the 

other hand, various indicators measuring the attachment of a regional 

governor to his or her region are negative predictors of the number of 

raiding attacks that took place in the region.  

In chapter 2, I have presented evidence that a trade-off between 

economic performance and political loyalty might exist in Russ ia, from 

the time on when regional governors were appointed by the president. 

Based on the results found in this study, I now develop this line of 

thought further. I now argue that a kind of quid -pro-quo mechanism 

might have formed itself  in Russian regions, especially from the time 

when regional administrati ons were directly appointed by the 

presidential administration  (i.e. when they were no longer accountable 

to the regional electorate). Thus, as long as regional state agencies are 

able to provide a suff iciently high level of electoral support for the 

ruling elites in the centre, it is conceivable that the central state might in 

turn tolerate  a certain degree of predatory activities by regional elites.  

My results present additional evidence confirming  the results obtained 

by Libman, Kozlov and Schultz (2012), in showing that regions with 

governors that have stronger ties to their region are characterized by a 

lower level of predatory activitie s by local state agencies. The results 

also fit and illu strate the argument advanced by Olson (1993) about 

stationary and roving bandits.  

The chapter is organized as follows. Section 2 presents the dataset and 

the methodology used for data collection. Section 3 describes more in 

detail the phenomenon of corporate raiding in Russia, and looks on the 

distribution of attacks across time, regions and sectors. Section 4 

presents the econometric specification, section 5 the regression results, 

and section 6 concludes. 
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3.2 Data 

 

Until the introduction of a federal law  on corporate raiding in July  

201024, no official statistics on raiding did exist in Russia. In the 

comparatively rare cases that raiders were convicted, this was done 

under standard corporate law, making it difficult to distinguish raiding 

cases from other cases in criminal statistics. Estimates about the overall 

number of cases that are cited in the literature are mostly based on the 

subjective opinion of experts, politicians and officia ls, and vary widely 

(see table 3.3, appendix). To my knowledge, no rel iable aggregate 

information exists to date about the number of raiding attacks carried 

out each year in Russia, and their regional distribution.  

The only available information that I am aware of is information 

present in news reports and newspaper articles about raiding attacks. 

In this study, I therefore  undertake a systematic analysis of Russian 

newspaper archives, to assemble a dataset about raiding that is as 

complete, representative and random as possible, given the limitations 

on data availability des cribed above.    

To access newspaper archives, I used the online database Ɂ(ÕÛÌÎÙÜÔɂ 

(www.integrum.ru ), a comprehensive database of all Russian national 

and regional newspapers archives (2441 different media in total). I 

searched the archives with the use of different keywords for articles 

about illegal corporate takeovers and raider attacks25, ending the search 

when no new relevant articles appeared for each keyword. For each 

reference to an attack, I checked if the attack was compatible with a 

strict definition of illegal corporate raiding. A case was only added to 

                                                           
24 Composed of a number of amendments and extensions to existing law, i.a. to Federal 

Law No. 147-%9ȮɯɁ.Õɯ-ÈÛÜÙÈÓɯ,ÖÕÖ×ÖÓÐÌÚɂȭ 

25 Keywords used are reider, reiderstvo, reiderskii sachvat, korporativnii sachvat, 

nedrushestvenoe poglashenie, peredel sobstvennosti, sakasenoe bankrotstvo, i.e. raider, 

raider attack, raider takeover, corporate takeover, hostile takeover, property 

redistribution, ordered bankruptcy.  Archives were accessed between November 2011 and 

February 2012. 

http://www.integrum.ru/
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the dataset if two independent sources clearly confirmed that illegal 

methods (e.g. blackmail , bribery, forged documents or  the use of 

physical force throug h armed groups or bribed police officers) were 

used in an attempted or successful attack on a given firm. The objective 

of the attack had to be a partial or complete transfer of property from 

the initial owners to the attackers. Moreover, the information a lso had 

to be detailed enough to permit the clear identification of the year the 

attack occurred, of the firm attacked, and of the attack's precise 

location. 

Altogether, I was able to identify 312 cases of corporate raiding for the 

period 1999 to 2010, based on evidence from approximately 1500 

newspaper articles. For each case, I checked if the illegal involvement 

of state agencies was mentioned, either in support of raiders, or as 

initiators of the raid themselves. If state -involvement was mentioned, I 

grouped it according to five categories, i.e. involvement by the security 

services, the tax service, courts and the legal system, any kind of 

regulatory control agency (e.g. fire security), and local and regional 

administrations. Finally, I also retrieved fin ancial and corporate 

information for each attacked company from the company database 

ORBIS (copyright BvD). This was done to get some idea about the size, 

type and importance of target companies. Detailed corporate 

information was available for 216 of the 312 firms in my sample. 

It is obvious  that information collected from newspaper archives comes 

with a number of shortcomings. On the one hand, only a limited 

number of cases might find their way into newspapers, as raiders are 

inclined to keep their activi ty secret, and local officials might try to 

prevent the publication of incriminating information. Furthermore, 

reporting on economic crimes is inherently risky, especially in a 

country like Russia where 106 journalists have been murdered between 

1999 and 201026. Thus, it is quite possible that the real number of cases 

is a multiple of the number of cases that can be found in the press. 

                                                           
26 Ɂ)ÖÜÙÕÈÓÐÚÛÚɯÐÕɯ1ÜÚÚÐÈɂɯËÈÛÈÉÈÚÌȮɯhttp://journalists -in-russia.org/.  

http://journalists-in-russia.org/
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On the other hand, attacked businessmen have increasingly tried to 

make their cases public, as part of a strategy of defense. In addition, a  

number of local business associations27 have started to publicize 

information about raider attacks and about the predatory behaviour of 

state agencies. While this might imply that information on raider 

attacks in the press is favourably biased towards the interests of 

attacked entrepreneurs, it at least means that information is made 

available at all.  

While not fully free , the Russian print media is still more independent  

than the televised media in the country , with a number of regional an d 

national newspapers actively discussing sensitive issues. Looking at a 

frequency analysis of mentions in all Russian national and regional 

newspapers, it seems that at least from 2004 onwards, the issue of 

corporate raiding has been relatively widely dis cussed in the Russian 

press.  

Figure 3.1 shows that while the number of times terms such as 

ɁÖÙÎÈÕÐáÌËɯ ÊÙÐÔÌɂɯ ÈÕËɯ Ɂ×ÙÖ×ÌÙÛàɯ ÙÌËÐÚÛÙÐÉÜÛÐÖÕɂɯ ȹÊÏÈÙÈÊÛÌÙÐstic for 

Russia in the 1990s) were mentioned remained stable throughout the 

2000s, the number of mentions ÍÖÙɯÛÌÙÔÚɯÚÜÊÏɯÈÚɯɁÊÖÙ×ÖÙÈÛÌɯÙÈÐËÐÕÎɂȮ 

ɁÊÖÙÙÜ×ÛÐÖÕɂɯÈÕË ɁÚÐÓÖÝÐÒÐɂ ȹɁÚÐÓÖÝÐÒɂɯÉÌÐÕÎ a Russian word used to 

describe politicians from the  security and military services, with a  large 

proportion of Vladi mir Putin's close associates being siloviki 28) 

increased significantly during the same period.  Apart from showing 

that newspapers in Russia do discuss the issue of corporate raiding, the 

simultaneous increase in newspaper mentions ÍÖÙɯ ɁÚÐÓÖÝÐÒÐɂȮɯ

ɁÊÖÙÙÜ×ÛÐÖÕɂɯÈÕËɯÈɯÉÐÛɯÓÈÛÌÙɯɁÙÈÐËÌÙɯÈÛÛÈÊÒɂɯalso suggests that both 

issues might be somehow connected. 

 

                                                           
27 An example is ÛÏÌɯ-&.ɯɁ!ÜÚÐÕÌÚÚɯ2ÖÓÐËÈÙÐÛàɂɯȹʧ̄̂̏˸̔ ˆ̑̍̄˷˰̨̖̓̏̑̔), founded by 

entrepreneur Yana Yakovlevna (www.kapitalisty.ru ).   
28 See e.g. Kryshtanovskaya and White (2003, 2009). 

http://www.kapitalisty.ru/
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Figure 3.1: Terms mentioned in Russian national and regional 

newspapers (number of mentions / year; source: Integrum, www.integrum.ru)  

 

 

An obvious problem concerning news paper reports on economic crime 

in Russia is the possibility that newspaper articles might have been 

bought or fabricated by one party to attack or slander a competitor or 

opponent. I try to address this issue in reporting a case only if at least 

two independent sources describe the same attack.  

However, as the ownership and control structure of Russian 

newspapers (especially of regional newspapers) is very opaque, this 

remains a serious problem, as it is very difficult to determine if two 

different newspapers are indeed independent. I therefore tr ied to apply 

common sense in deciding whether a reported case indeed describes an 

attack, or whether the description could have  been fabricated to harm a 

specific party.   

A final issue concerning data quality is the risk of information being 

geographically biased, as the likelihood of newspapers reporting 

raiding attacks might differ from region to region. In the empirical part 
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of this study, I try to address this problem by including a control for the 

degree of media freedom in my regressions (see section 3.4 and 3.5). 

We thus see that newspaper archives are far from providing a perfect 

source of information on illegal corporate raiding attacks in Russia. 

However, the information I was able to identify using this method is 

most probably still much richer a nd more detailed than all other 

information publicly available on the topic to date. I also believe that 

the dataset is sufficiently large and random and presents sufficient 

variation to make at least a certain amount of inference about various 

patterns of corporate raiding in Russia possible. Finally, I also believe 

that the information included in the roughly 1500 articles that I read 

and analysed for this study is rich enough to provide a relatively clear 

descriptive picture of the phenomenon of corporat e raiding under 

Putin. The next section is thus giving a range of descriptive statistics as 

well as an account of the story of corporate raiding in Russia, before 

sections 3.4 and 3.5 move on to empirical ly analyse the determinants of 

raiding attacks in th e country.     

 

 

 

 

 

 

 

 



  

77 

 

3.3 Context and  Descriptive Analysis  

 

Distribution of Raider Attacks over Time, Regions and Sectors  

Although Integrum covers newspaper archives from 1991 onwards, I 

found the first clearly identifiable cases of corporate raiding for the 

àÌÈÙɯƕƝƝƝȭɯ3ÏÐÚɯÊÖÕÍÐÙÔÚɯÌÈÙÓÐÌÙɯÈÊÊÖÜÕÛÚɯÖÍɯÙÈÐËÐÕÎɯɁÈÙÐÚÐÕÎɯÈÛɯÛÏÌɯÛÜÙÕɯ

ÖÍɯÛÏÌɯÊÌÕÛÜÙàɂɯȹ*ÐÙÌÌÝɯƖƔƔƛȮɯ×ÈÎÌɯƗƜȺȮɯÞÐÛÏɯÛÏÌɯÐÕÛÙÖËÜÊÛÐÖÕɯÖÍɯÈɯÕÌÞɯ

ÉÈÕÒÙÜ×ÛÊàɯÓÈÞɯÐÕɯÓÈÛÌɯƕƝƝƜɯɁÛÙÐÎÎÌÙÐÕÎɂɯÛÏÌɯÚÛÈÙÛɯÖÍɯÙÈÐËÌÙɯÈÛÛÈÊÒÚɯ

(Volkov 2004). While from 1999 to 2002 the number of attacks remains 

relatively low, attacks increase rapidly from 2003 onwards, to reach a 

peak in 2005 and 2006 (figure 3.2). 

 

 

Figure 3.2: Number of Identified Raiding Attacks per Year  
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To show the regional distribution of raider attacks, I constructed an 

index showing the intensity of raidings across Russia's regions 

(raidings weighted by the average number of firms in a given region).  

A graphic representation of this raiding intensity index reveals 

interesting regional patterns. Apart fro m a concentration in Moscow, 

St. Petersburg, Tver Oblast and Primorsky  Krai in the Far East, raidings 

are centred in two groups of regions (figure 3.3). One group are the 

Ural Mountains, with the heavily industrialized regions of Perm, 

Sverdlovsk and Chelyabinsk showing a high  prevalence of raiding 

cases. A second group are the Southern Russian regions of Samara, 

Penza, Saratov, Ulyanovsk, Voronezh and Vol gograd, as well as the 

republic  of Chuvashia.  

 

Figure 3.3: Raiding intensity index (1999 - 2010) Raidings weighted by 

average number of firms in a given region, normalized from 1 (low intensity) to 20 (high 

intensity). White grey: 1 - 4, light grey: 5 - 8, darker grey: 9 - 12, dark grey: 13 - 16, black: 

17 - 20. 1). 
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Disaggregating attacks over time reveals the dynamics of property 

conflicts in Putin's Russia (figure 3.4). In the early 2000s, corporate 

raiding attacks were concentrated in centres of heavy industry such as 

the Ural Mountains (Perm Krai, Sverdlovsk and Chelyabinsk Oblast), 

the Republic of Tatarstan or the region of Ulyanovsk,  where large 

industrial conglomerates were trying to complete and consolidate their 

economic empires through hostile takeovers. Simultaneously, a number 

of ambitious latecomers such as the infamous raider Pavel Fedulov 

from Yekaterinburg were trying to belatedly build their own holding 

companies. 

 

 

Figure 3.4: Raiding intensity index over time for Western Russia  
Raidings weighted by average number of firms in a given region, normalized from 1 (low 

intensity) to 20 (high  intensity). White grey: 1 - 4, light grey: 5 - 8, darker grey: 9 - 12, dark 

grey: 13 - 16, black: 17 - 20.  
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After 2005, the number of raiding attacks declines in the Urals and 

other heavily industrialized regions such as Ulyanovsk Oblast and 

Tatarstan, indicating a consolidation of property. At the same time, a 

shift in raiding cases towards a new centre of gravity around the 

Southern Russian regions of Ryazan, Tambov, Voronezh, Volgograd, 

Saratov and Samara becomes visible. 

This shift in the region al distribution of attacks is also reflected in the 

sectoral distribution of raiding cases. While in the early 2000s, attacks 

are concentrated in the manufacturing sector, around 2005 a clear 

change is visible, with services, retail, transport  and construction 

becoming the sectors mainly affected (figure 3.5). 

 

 

 

Figure 3.5: Raider attacks by year and sector (as percentage of all attacks; NR: 

natural resources, A: Agriculture, M: manufacturing, S&T: science & technology, S: 

services, R: retail, TR: transport, C: construction). 
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The fact that raiders shift their attention from one sector to others over 

time shows the dynamics of property rights consolidation in an 

economy that is still in transition. In the early 2000s, the ownership 

situation of many ma nufacturing enterprises was still unstable. Many 

former Soviet company directors had acquired controlling stakes of 

their companies during the privatizations of the 1990s, and had thus 

become de-ÍÈÊÛÖɯÖÞÕÌÙÚɯȹÛÏÌɯÚÖɯÊÈÓÓÌËɯɁÙÌËɯËÐÙÌÊÛÖÙÚɂ, see Barnes 2006). 

These directors were often unable to oppose well-organized raiding 

attacks, especially if raiders were acting on behalf and with the 

resources of larger conglomerates, or with the support of state agencies.  

However, once a large number of factories had become part of bigger 

holding companies, these large holdings were better able to protect 

their assets, with the manufacturing sector consequently experiencing a 

certain consolidation in the second half of the 2000s. As it became more 

difficult for raiders  to attack firms in the manufacturing sector, they 

shifted their focus to sectors that were easier targets, such as services, 

retail and construction.  

 

Firm Characteristics  

Taking a closer look at the characteristics of the firms in the present 

dataset helps to illustrate this point. In the early 2000s, the typical firms 

affected by raider attacks were large industrial enterprises with still 

high numbers of employees as a legacy from Soviet times, such as the 

steel works A.K. Serov in Yekaterinburg (attacked in 1999), the 

Kachkanarsk Mining Company (attacked in 2000), the Zapadno-

Sibirskiy Metallurgicheskiy Kombinat in Novokuznetsk (attacked in 

2000), or the Achinsk Alumina Refinery near Krasnoyarsk (attacked in 

2002).  

Eventually, as the manufacturing sector became more consolidated, 

raiders put their sights on a much larger spectrum of firms in different 

sectors and of different size. Typical examples of targeted firms in the 

second half of the 2000s range from restaurants, hotels and tourist 
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centres over car dealers, smaller supermarkets and specialized shops to 

agricultural companies, local housing service providers , transport 

companies or scientific research institutes. A number of large retail 

firms, such as the cosmetics chain Arbat Prestige, the mobile phone 

retailer Evroset, the supermarket chain Lenta or the electronic retailers 

Svyaznoy and Eldorado were also attacked during the late 2000s.   

Table 3.6 illustrates this phenomenon. We see that from an average 

number of 3000 employees per attacked firm  in the first hal f of the 

2000s, the number falls to an average of around 750 employees from 

2005 onwards. The high numbers for turnover and total assets between 

2008 and 2010 are due to the attacks on big retail firms during this time.  

 

 

Table 3.6: Average yearly turnover, total assets and number of 

employees of attacked firms 
Left y-axis: th USD, right y-axis: employees; data from Orbis (Bureau van Dijk), available 

for 216 of the 312 firms in the dataset. Data for the large oil companies Yukos (attacked in 

2003) and Russneft (attacked in 2007) has been excluded from the graph, as turnover (8.4 

billion for Yukos, 4.6 billion for Russneft for the respective year of attack) and total assets 

figures (18.7 billion for Yukos, 6 billion for Russneft, respective year of attack) were much 

higher than for all other firms in the sample.  

 



  

83 

 

One common characteristic of the firms attacked during the second half 

of the decade is that most had been established during the late 1990s or 

the early 2000s. One can thus also identify a shift from old Soviet 

industrial property being targeted towards attacks against new and 

ÖÍÛÌÕɯÐÕÕÖÝÈÛÐÝÌɯÊÖÔ×ÈÕÐÌÚɯÛÏÈÛɯÏÈÝÌɯÉÌÌÕɯÍÖÜÕËÌËɯËÜÙÐÕÎɯ1ÜÚÚÐÈɀÚɯ

economic boom in the early 2000s.  

This can be seen as a sign that the nature of raiding attacks in Russia 

has actually become more harmful over time. While  some of the early 

raiding cases eventually led to industrial restructuring and the 

consolidation of holding companies (thus in the outcome resembl ing 

takeover cases in the West), the increasing number of attacks on young 

innovative firms  since 2005 might constitute  a growing threat to 

Russia's investment and incentive climate, as more and more the 

country's most dynamic companies are targeted. Although it  is of 

course difficult to establish dir ect causality, the resulting negative 

incentive climate  might be one of the reasons why entry of new firms 

has been consistently declining in Russia over the last 15 years (EBRD 

2012, see also figure 1.3 in the introduction ).  

 

Raider Groups and the Involv ement of State Agencies29 

Who are the people that carry out a corporate raid? Volkov (2000, 2002) 

has described how the criminal groups that emerged during the late 

1980s throughout Russia became increasingly well organized and 

established in the 1990s, up to the point that most businesses in Russia 

had to make regular payments to a protection racket or private security 

agency. Volkov called these criminal groups and private security 

ÈÎÌÕÊÐÌÚɯɁÝÐÖÓÌÕÛɯÌÕÛÙÌ×ÙÌÕÌÜÙÚɂȮɯÈÚɯÛÏÌàɯÜÚÌËɯÛÏÌÐÙɯÈÉÐÓÐÛàɯÛÖɯÈ××Óàɯ

organized force to fill the vacuum left by the crumbling Soviet state. 

During these years, state agencies had lost the monopoly of violence, 

                                                           
29 The analysis in this part is based both on secondary sources, and on a summary of the 

information I assembled through the study of the 1500 newspaper articles that I collected 

and read for this study.   



  

84 

 

and were often just another competitor on the market for protection 

money. 

With the beginning of Russia's economic recovery after the financial 

crash in 1998, state agencies received better funding, re-consolidated 

and were eventually able to regain the monopoly of violence on the 

territory of the Russian state. Being pushed out of their initial market, 

many criminal groups  legalized their structures and evolved into 

business groups or private security agencies. Others hired lawyers and 

began to work as consulting agencies for firms involved in corporate 

conflicts, using the connections and knowledge they had gained during 

the 1990s. Firms that were interested in taking over a rival approached 

these newly founded agencies, and soon the former violent 

entrepreneurs were carrying out corporate raids for a number of big 

business groups that wanted to consolidate their economic holdings 

(Bloom et al., 2003). According to Aldabergenova (2010), in 2004 no less 

than 100 such agencies were offering their services in Moscow alone, 

ÞÏÐÓÌɯ/ÙÐÝÈÓÖÝɯÈÕËɯ5ÖÓÒÖÝɯȹƖƔƔƛȺɯÚ×ÌÈÒɯÖÍɯɁÚÌÝÌÙÈÓɯËÖáÌÕɯ×ÙÖÍÌÚÚÐÖÕÈÓɯ

ÈÎÌÕÊÐÌÚɯÛÏÙÖÜÎÏÖÜÛɯ1ÜÚÚÐÈɂȭ 

A characteristic feature of these raiding groups are the close links they 

entertain with state agencies. During the early 1990s, the former Soviet 

security apparatus experienced a significant reduction of personnel. 

Many members of the security services that had lost their job went into 

the private sector, often joining private security agencies or other 

groups controlled by violent entrepreneurs. However, they kept close 

contact with colleagues that were still working for the state (Volkov 

2000).  

After the turn of the century, these former secret service members or 

policemen started using their connections to facilitate the corporate 

raids the agencies they worked for were conducting. As a result, raids 

were increasingly carried out with the active support of law  

enforcement agencies, tax officials, or the judiciary. Eventually, 

members of state agencies also started to directly play the role of a 
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raiding group in carrying out attacks for payment 30, in conducting 

raider attacks in the interest of higher placed regional and state 

officials, or in attacking companies for their own benefit  (see e.g. 

Ledeneva 2013, pages 192-194). 

In June 2010, then President Dmitry Medvedev denounced this state of 

affairs in an official meeting about corporate raiding with interior 

minÐÚÛÌÙɯ1ÈÚÏÐËɯ-ÜÙÎÈÓÐàÌÝȮɯËÌ×ÓÖÙÐÕÎɯÛÏÈÛɯɁÈÚɯÈɯÙÜÓÌȮɯÛÏÌÚÌɯÊÙÐÔÌÚɯÈÙÌɯ

ÊÖÔÔÐÛÛÌËɯÞÐÛÏɯ ÛÏÌɯ ÚÜ××ÖÙÛɯÖÍɯÓÈÞɯÌÕÍÖÙÊÌÔÌÕÛɯÖÍÍÐÊÐÈÓÚɂ31. In the 

literature on corporate raiding, there is a strong consensus that it is 

almost impossible to carry out a successful raid without the help of 

state agencies.  

!ÓÖÖÔɯÌÛɯÈÓȭɯȹƖƔƔƗȺɯÜÕËÌÙÓÐÕÌɯÛÏÈÛɯɁÛÏÌɯÔÈÐÕɯÛÖÖÓɯÌÔ×ÓÖàÌËɯÐÕɯÛÏÌɯÙÌÊÌÕÛɯ

wave of hostile takeovers in Russia is the judicial branch of 

ÎÖÝÌÙÕÔÌÕÛȮɯ ×ÓÜÚɯ ɅÈËÔÐÕÐÚÛÙÈÛÐÝÌɯ ÙÌÚÖÜÙÊÌÚɅɂȮɯ ÞÏÐÓÌɯ 5ÖÓÒÖÝɯ ȹƖƔƔƘȺɯ

ÔÈÐÕÛÈÐÕÚɯÛÏÈÛɯɁÛÏe central feature of enterprise takeovers [is] the use of 

state courts, of special police forces, and of regional administrations to 

execute the change of management and ownership by means of 

×ÏàÚÐÊÈÓɯÖÙɯÈËÔÐÕÐÚÛÙÈÛÐÝÌɯÊÖÌÙÊÐÖÕȭɂɯ2ÐÔÐÓÈÙÓàȮɯ/ÙÐÝÈÓÖÝɯÈÕËɯ5Ölkov 

(2007) argue that raiders usually operate with the help of elements in 

the judiciary, the security services or tax agencies, and that most 

raiding agencies are protected by some regional-level official in the FSB 

(Russia's federal security service).  

For my sample, I checked for each raiding case if the illegal 

involvement of state agencies was mentioned. As it is likely that 

various state agencies (e.g. the police or the judiciary) are also 

associated with a raiding attack as part of their normal acti vities (e.g. in 

trying to help an attacked company, without being in any way acting 

                                                           
30 A range of price lists are available on the internet, showing how much it would 

approximately cost to enlist a state agency for the provision of various raiding and 

enforcement services (see e.g. Aldabergenova 2010). 
31 Meeting between President Dmitry Medvedev and Minister of the Interior Rashid 

-ÜÙÎÈÓÐàÌÝȮɯ5ÕÜÒÖÝÖɯ ÐÙ×ÖÙÛȮɯƕȭƔƚȭƖƔƕƔȰɯɁ+ÈÞɯÖÕɯÐÔ×ÙÖÝÐÕÎɯÛÏÌɯÌÍÍÌÊÛÐÝÌÕÌÚÚɯÖÍɯÈÕÛÐ-

raÐËÐÕÎɯÔÌÈÚÜÙÌÚɯÏÈÚɯÉÌÌÕɯÚÐÎÕÌËɂɯȹÌÕÎȭÕÌÞÚȭÒÙÌÔÓÐÕȭÙÜɤÕÌÞÚɤƙƗƖȺȭ 
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illegal ly), I took special care to check if the involvement of a state 

agency could indeed be characterized as illegal. Illegal state 

involvement is noted if at least two i ndependent sources state that state 

agencies have acted against the law to support a raider attack, or have 

attacked a given company by themselves and acted in a predatory way 

(e.g. by supplying organized force, by arresting entrepreneurs on minor 

charges in order to facilitated an attack and make it more difficult for 

entrepreneurs to defend themselves, by refusing to investigate an 

attack when called upon, or by providing forged documents that then 

have been used in an attack). Various examples of illegal state 

involvement are provided below.  

For 52.8% of cases, newspaper sources clearly stated that state agencies 

were supporting the group that carried out the raid, or were 

themselves initiators of an attack. Looking on state involvement over 

time, one can find a structural break occurring around the year 2003. 

While from 1999 to 2002, illegal state involvement was mentioned for 

37% of cases, from 2003 to 2010, state agencies were involved in 61% of 

cases (figure 3.7).  

Figure 3.7: Involvement of corrupt s tate agencies in illegal raider 

attacks (% of all attacks) 
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This increasing involvement of state structures in raiding cases and 

criminal persecution of businesses is also found by other studies. For 

example, Gans-Morse (2012) finds in a study based on 90 interviews 

and a survey carried out in 2009 and 2010 that threats to firms' property 

rights from the side of predatory state agencies have increased sharply 

after 2003, with firms also increasingly paying corrupt state officials to 

help solving corporate conflicts. In another recent paper, Yakovlev, 

Baranov and Nazrullaeva (2013) find an upward trend in predatory 

criminal persecution practices of entrepreneurs between 2004 and 2009. 

They however accord this fact mainly to the inefficient  organization  of 

the Russian police32, although rent seeking behaviour and private  

interests of law enforcement officials also play a role.  

To have a look at the nature of state involvement, I checked for each 

case what kind of state agency was involved. While the judiciary was 

involved in 21% of cases, the security services in 19% and tax agencies 

in 17%, the involvement of local and regional administrations was 

mentioned for 15% of cases, and some kind of regulatory agency was 

involved in 8% of cases. 

In a typical case, the police or officials from a regulatory agency would 

confiscate corporate documentation during a regulatory control. These 

documents would then be used by corporate raiders in a takeover 

attack. An example is the attack on the meat processing factory Plutos 

in Moscow in 2004, where the owner was investigated by local police 

on charges that were soon dropped. However, the police asked him to 

provide a range of corporate documentation, which he submitted. Six 

months later, these documents were used in a successful takeover 

attack on Plutos. The company was resold six times in three months, 

with the premises and equipment finally being sold off and the 

company being dissolved, before the case could be heard in court.33 

                                                           
32 With performance indicators that force policemen to file an increasing number of 

ÊÓÈÐÔÚɯÖÝÌÙɯÛÐÔÌȮɯÛÏÌɯÚÖɯÊÈÓÓÌËɯɁÚÛÐÊÒɯÚàÚÛÌÔɂȭ  
33 Vedomosti , 21.09.2009;  www .utro .ru, 01.12.2011 

http://www.utro.ru/
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In other cases, the security services facilitated or provided logistical 

support for takeover attacks, or refused to intervene when called upon. 

In the well documented  attack on the cosmetics chain Arbat Prestige, 

competitors allegedly paid police organs for help in attacking the 

company34. During an  attack on Alstom-SEMS in 2001 (a company 

producing electrical machinery in Yekaterinburg), the police arrested 

the security service of the company in the middle of the night and 

drove them off in two minibuses  to a forest 40 km outside of town. Two 

hours later, the company was taken over by 70 armed men35. When the 

chemical company Uralchimmash was attacked in Yekaterinburg in 

September 2000, the police helped the raider Pavel Fedulev to enforce 

his ownership claims, which were based on fraudulent 

documentation 36. During the attack on a meat processing factory in 

Yekaterinbur g in 2006 (Yekaterinburgsky Mjasokombinat), the police 

arrived but left again, calling the attack a "dispute amongst 

management entities"37. In Perm Oblast, the police, although called 

upon, allegedly cooperated with raiders by purposefully not 

investigating several cases of corporate theft38.  

The police also increasingly arrested entrepreneurs on minor charges, 

thus weakening their ability to defend themselves against attacks. 

While entrep reneurs were in prison, their companies were attacked by 

raiders, as happened for example in the case of the agricultural firm 

Agromol in 200839. Volkov et al. (2010) show that in a large part of 

criminal cases related to economic crimes, these cases are not resulting 

from any wrongdoing by the arrested entrepreneurs, but are rather an 

outcome of services offered by law enforcement agents to raider groups 

and economic competitors.  

                                                           
34 Kommersant, 25.01.2008; The Moscow Times, 11.10.2010 
35 NEWSru.com, 06.06.2001 

36 eanews.ru, 19.06.2006; urbc.ru, 13.06.2010 
37 Kommersant Ekaterinburg,  30.11.2006; uralpolit.ru, 08.12.2006 
38 Kommersant, 22.05.2009; http://ilya -shulkin.livejournal.com/779.html   
39 Kommersant, 21.11.2012; gazeta.ru, 26.05.2011 

http://ilya-shulkin.livejournal.com/779.html
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In a growing number of cases, security services themselves seemed to 

be among the initiators of attacks. Probably the most prominent 

example is the attack on the investment fund Hermitage Capital 

Management. Hermitage claims that the attack was initiated by a 

lieutenant -colonel in the Department of Tax Crime of the Interior 

Ministr y, and approved of by the FSB. Allegedly, phoney tax claims 

were used to take over several companies, the accounts of which were 

then forged to claim large tax-repayments from the Russian state40. 

Privalov and Volkov (2007) argue that over time, a change in quality in 

the relation between security services and raider groups did happen. 

While at the beginning of the 2000s, raider groups paid  corrupt state 

officials in return for logistical support, after a certain time members of 

the security services started to use raider groups as instruments to 

achieve their own objectives. Due to their initial cooperation with 

raiding agencies, the security services were well informed about illegal 

raids carried out by raider groups. They then used this information to 

blackmail and force raiders to carry out additional raids, with 

themselves becoming the main beneficiaries. In my sample of 1500 

newspaper articles, I find evidence that confirms this hypothesis. While 

big industrial holdings are frequently mentioned as hiring  raiding 

agencies to initiate attacks during the early years of the decade, from 

the mid -2000s onwards articles increasingly note that members of state 

agencies themselves ordered, initiated and benefited from attacks.  

While the security services play a prominent role in raider attacks, 

especially because of their capability to use force, prosecutors, judges 

and the judicial system are equally involved. Often, raiders approach 

courts asking for legal decisions to obtain search warrants or official 

confirma tion of ownership changes. These warrants are then used to 

occupy companies with the help of private security companies or local 

police forces. Although claims made by raiders are often based on 

fraudulent documentation, courts frequently grant the raiders ' 

requests, either because they have been bribed, or because they did not 

understand the requests' fraudulent nature.  

                                                           
40 New York Times, 24.07.2008; Vedomosti, 04.04.2008 
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For example, in the takeover battle over the Angarsk cement plant in 

2007, raiders used search warrants to justify their forced occupation of 

the plant. The search warrants were issued by small local courts located 

far away from the city of Angarsk. Although the courts reversed their 

decisions in several cases after having realized that they had been 

victims of fraud, the search warrants had already served their 

purpose41.  

While the security services and the judiciary seem to be the state 

institutions most actively involved in raider attacks, the tax service also 

plays a significant role. An example is the attempt by the company 

Syntech to tÈÒÌɯÖÝÌÙɯÛÏÌɯÞÖÙÓËɀÚɯÓÈÙÎÌÚÛɯÈÔÔÖÕÐÈɯ×ÙÖËÜÊÌÙɯTogliatti 

Azot in 2005. Shortly after Syntech acquired 10% of Togliatti Azot stock 

ÈÕËɯÛÙÐÌËɯÛÖɯÛÈÒÌɯÊÖÕÛÙÖÓɯÖÝÌÙɯÛÏÌɯÊÖÔ×ÈÕàɀÚɯÉÖÈÙËɯÖÍɯËÐÙÌÊÛÖÙÚȮɯTogliatti 

Azot was subject to sever pressure and a series of regulatory controls 

(120 in 18 months) by the tax authorities, in what allegedly amounted 

to a coordinated attack on Togilatti Azot42. The case of the Moscow book 

retailer Biblio Globus ÐÕɯƖƔƔƛȮɯÞÏÌÙÌɯÙÈÐËÌÙÚɯÖÉÛÈÐÕÌËɯÛÏÌɯÊÖÔ×ÈÕàɀÚɯ

constituent documents thro ugh the tax office and then used them in 

their attack43, or the sudden and substantial tax claims that pushed the 

telecommunications company Svyaznoy on the brink of bankruptcy in 

2008 are further examples44. 

By far the most famous involvement of tax agencies is the attack against 

the oil company Yukos that began in 2003. After the arrest of its owner 

Mikhail Khodorkovsky in late 2003, the company was presented with a 

series of tax claims that amounted to $27 billion, forcing the company 

to sell its core asset Yuganskneftegaz and eventually to declare 

bankruptcy in 2006. Shortly after Yuganskneftegaz was acquired by the 

then unknown shell company Baikal-Finansgrup in December 2004, 

Baikal-Finansgrup was bought by the state owned oil company Rosneft, 

thus confi rming the political nature of the raid.  

                                                           
41 Novaya Gazeta, 28.05.2007; compromat.ru, 04.09.2006 
42 Rossiskaya Gazeta, 07.06.2011; zhavat.ru, 06.09.2010  
43 Kommersant, 28.02.2008; litrossia.ru, 07.03.2008 
44 Vedomosti, 11.02.2008; Kommersant 11.02.2008  
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Due to its political implications, Yukos is not a typical raiding case but 

rather a personal reckoning between a leading businessman with 

political ambitions and president Putin, who in arresting 

Khodorkovsky elimin ated a potentially dangerous political challenger 

(see e.g. Sakwa 2008). In the Yukos case, Russian courts have also 

ÙÌ×ÌÈÛÌËÓàɯ ÙÜÓÌËɯ ÛÏÈÛɯ ÉÖÛÏɯ ÛÏÌɯ ÈÛÛÈÊÒɯ ÈÕËɯ *ÏÖËÖÙÒÖÝÚÒàɀÚɯ

imprisonment are legal, thus making it difficult to  strictly  define the 

case as one of illegal state involvement.  

However, although different in scope and nature than the other raider 

attacks in our sample, the Yukos affair still has important implications 

with regard to the involvement of state officials in corporate raiding. As 

shown above, the attack on Yukos in late 2003 coincides with a notable 

and lasting increase in the involvement of state agencies in raiding 

attacks (figure 3.7), as well as with a significant increase in the overall 

number of cases (figure 3.2). The number of entrepreneurs arrested on 

phoney charges also grew markedly after 2003, with Gans-Morse (2012, 

×ÈÎÌɯƗƜȺɯÈÙÎÜÐÕÎɯÛÏÈÛɯɁÈÍÛÌÙɯƖƔƔƗȮɯÛÏÌɯÐÕÐÛÐÈÓɯàÌÈÙɯÖÍɯÛÏÌɯ*ÏÖËÖÙÒÖÝÚÒàɯ

Affair, there was a notable increase in the number of economic crimes 

uncovered by Ministry  ÖÍɯ(ÕÛÌÙÕÈÓɯ ÍÍÈÐÙÚɯÐÕÝÌÚÛÐÎÈÛÖÙÚɂȭ 

 

What are the determinants of increasing state predation?  

 

Why do we find  an increasing involvement of state agencies in raiding 

cases over time, especially for the period after the Yukos attack? Many 

observers see a link between Yukos and the increasingly predatory 

ÕÈÛÜÙÌɯÖÍɯ1ÜÚÚÐÈÕɯÚÛÈÛÌɯÈÎÌÕÊÐÌÚȮɯÞÐÛÏɯɁÌÝÌÙàɯÖÍÍÐÊÐÈÓɯÈÍÛÌÙɯƖƔƔƗɯÓÖÖÒÐÕÎɯ

ÍÖÙɯ ÏÐÚɯ ÖÞÕɯ ÓÐÛÛÓÌɯ 8ÜÒÖÚɂɯ ȹÐÕÛÌÙÝÐÌÞɯ ÞÐÛÏɯ ÛÏÌɯ ÚÖÊÐÈÓɯ ÈÊÛÐÝÐÚÛɯ 8ÈÕÈɯ

Yakovleva, cited by Gans-Morse 2012, page 36; see also Yakovlev 2012). 

In other words, it seems to be possible that once state officials at the 

very top started to steal openly, mid - and low -level state officials saw 

no reason to keep back either.  

Two mai n hypotheses have been advanced to explain this increasingly 

predatory behaviour  of Russian state agencies. According to the first 
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view, the central state has increasingly lost the ability to fully control 

local and regional state agencies. For example, Gans-Morse (2012) 

argues that these agencies have successfully opposed attempts by the 

centre to initiate reforms, which would have put into danger  their 

ability to capture rents.  

As a result, local law enforcement agencies are now widely active in the 

shadow economy, often cooperating with and playing the role of 

enforcement agents for criminal and r aider groups (Kosals and Dubova 

2012). The growing number of statements by Vladimir Putin and 

Dmitry Medvedev acknowledging the increase and emphasising the 

necessity to fight bureaucratic corruption could be seen as an argument 

in support of this hypothesis.  

(ÕɯÈËËÐÛÐÖÕȮɯËÌÍÐÊÐÌÕÊÐÌÚɯÞÐÛÏÐÕɯÛÏÌɯÐÕÚÛÐÛÜÛÐÖÕÈÓɯÚÛÙÜÊÛÜÙÌɯÖÍɯ1ÜÚÚÐÈɀÚɯ

security agencies also led to an increase in predatory criminal 

persecution practices, as members of the security forces face incentives 

that force them to ever increase the number of criminal charges filed 

(Yakovlev, Baranov and Nazrullaeva 2013).  

While the first line of argumentation  thus proposes an explanation 

ÓÐÕÒÌËɯÛÖɯÛÏÌɯÞÈàɯ1ÜÚÚÐÈɀÚɯÐÕÚÛÐÛÜÛÐÖÕÚɯÈÙÌɯÖÙÎÈÕÐáÌËɯÈÕËɯÙÌÍÖÙÔÚɯÈÙÌɯ

implemented, th e second one suggests a more direct link between the 

increase in economic crimes committed by Russian state officials, and 

the political system put in to place and consolidated under Vladimir 

Putin . 

Mendras (2012) argues that the very institutional changes introduced 

by Putin to consolidate his hold on power are at the origin of an 

increasing institutional decay in Russia. Especially from 2004 onwards, 

Putin has dismantled many of the institutions that have formerly 

assured at least a degree of accountability and democratic control, such 

as independent television channels or the election of provincial 

governors (centrally appointed from 2005 onwards). Due to the federal 

centre's selective interference in various law cases, the judiciary as an 

independent instituti on has also largely ceased to function (Mendras 

2012, pages 175-181). The increase in predatory activities by state 
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agencies might thus be related to a concomitant decline of institutional 

quality, with the apparent strengthening of the federal centre and 

/ÜÛÐÕɀÚɯɁÝÌÙÛÐÊÈÓɯÖÍɯ×ÖÞÌÙɂɯmaking it actually more difficult for the 

centre to prevent local and regional state from acting in a predatory 

way, as various institutional control mechanism have been disabled.  

An analysis complementing the one by Mendras is  offered by Taylor 

(2011). He first shows how Putin has substantially strengthened the 

role of coercive agencies in the Russian state, and then argues that this 

has been accompanied by only a limited and one-sided increase in state 

capacity. While at the end of the 2000s the Russian state was 

significantly more able to repress oppositional movements than when 

Putin came to power, the ability of the security services to perform core 

law enforcement tasks such as fighting crime and terrorism has not 

improved,  with the situation rather getting worse in some areas such as 

the security of property rights.  

Taylor attributes this to the pathologies inherent in the way the power 

ministries work, such as the dominance of informal and personalistic 

decision-making, th e lack of a monitoring and control structure, and 

the widespread persistence of Soviet-type belief structures 

characterized by conspiracy theories, a dislike of democratic political 

competition (often associated with 'disorder'), and the fear of Russia 

being threatened by external and internal enemies. While this specific 

mode of operation permitted the centre to use the security services to 

effectively suppress political opposition, the lack of transparency and 

accountability characteristic of  this same mode of operation make it 

difficult  for the security services to effectively fight abuse of power and 

illegal activities in their own ranks.  

Consequently, even if the central state was willing to decisively tackle 

bureaucratic corruption and predatory behavi our by state agencies, this 

will only be possible after a broad reform of the security services and 

Russia's institutional system more generally. However, such a reform 

would in turn put into jeopardy the ability of the ruling elites to 

successfully control and suppress political opposition. As the capacity 

to do this is one of the pillars the current political system is built upon, 
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Putin and the ruling elites effectively face a trade -off between their 

secure hold on power, and an improvement of the rule of  law that 

would permit them to tackle the problem of predatory state agencies.  

The argument I advance in chapter 2 goes into a similar direction. I 

argue that the federal centre actually faces a trade-off between fostering 

economic growth and a favourable business climate in the regions, and 

assuring that regional elites deliver high vote shares for the Kremlin 

party and presidential candidate in Duma and presidential elections. 

Developing this hypothesis furth er, it might be conceivable that the 

elites in the centre are prepared to turn a blind eye on a certain level of 

predatory activities by regional elites, as long as these regional elites 

are able to deliver sufficiently high political and electoral support for 

the federal centre. In the next section, I will now try to test this 

hypothesis empirically.  

 

 

 

 

 

 

 

 

 

 

 



  

95 

 

3.4 Empirical model  

 

This section is proposing an empirical test for a potential link between 

the increasing predatory behaviour of state agencies, and the 

mechanism assuring political control of the ruling elites in an electoral 

authoritarian regime, using data from the Russian Federation between 

1999 and 2010.  

Following the reasoning in the last section of part 3 above, the first 

hypothesis we are going to test is as follows: 

Hypothesis 1:  The higher are the vote shares for the 

Kremlin candidate and party in presidential and Duma 

elections, as well as the degree of electoral 

manipulation in a given region, the higher will be the 

amount of predatory activities (measured by the 

number of raiding  attacks per year) in a given region.  

I will then also test to what extend the data in t his study supports the 

argument made by Olson (1993) and Libman, Kozlov and Schultz 

(2012). Both studies argue that the weaker is the attachment of regional 

officials to a given region, the stronger is the likelihood that they will 

act in a predatory way  (i.e. the likelihood that  they can be characterized 

as roving rather than as stationary bandits). Accordingly, our second 

hypothesis to test will be the following:  

Hypo thesis 2: The longer a regional governor has been 

serving in a given region, the better is his personal 

record in fostering regional economic growth, and the 

weaker are his ties to the federal centre, the lower will 

be the number of harmful predatory activ ities by local 

state officials (measured by the number of raiding 

attacks per year) in a given region. 
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To test both hypotheses, I will use a fixed -effects panel model, using 

data for 81 Russian regions for the time period 1999 to 2010. The 

following econo metric specification will be used:  

 

ώ  ‍  ‍ ὩὰὩὧὸὭέὲ‍ὭὶὶὩὫόὰὥὶ ‍ὸὩὲόὶὩ ‍ὧὩὲὸὶὥὰ 

 ‍ ὫὶέύὸὬ ‍άὩὨὭὥ ‍ὪὭὶάί‍ὢ  

                                          ‍ ώὩὥὶ ‍  ὶὩὫὭέὲ‭   

 

where ώ  are the number of raiding attacks in a given region during a 

given year, election are the vote shares for either the Kremlin pa rty 

United Russia in Duma elections or for the Kremlin candidate in 

presidential elections, irregular is the degree to which elections have 

been manipulated in a given region, tenure is the number of years a 

regional governor has been in office, central is a dummy equal to 1 if a 

governor had no previous links to a region prior to becoming governor, 

growth is regional GDP growth  or regional GDP growth  weighted by 

the time a governor was in office  (see below for how this second 

indicator is constructed),  media is an indicator for the degree of media 

freedom in a region, and firms stands for the number of firms in a 

region weighted by the population.  

In addition, I also add a vector X of further regional  control variables, 

such as proxies for the degree of organized crime, criminal activity and  

the level of human capital in a region, the age of a regional governor, 

an indicator of political instability,  logged regional GDP per capita, the 

percentage of the population that is ethnically Russian, and a dummy  

being equal to one for the 10 biggest oil producing regions in Russia. 

Finally, year and region are time and regional dummies, and 

‭ represents an idiosyncratic error term that is assumed to be 

uncorrelated with other explanatory variables . 
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Data on presidential and Duma election results in Russia's regions have 

been obtained from the Russian Central Election Commission 

(www.cikrf.ru). The variable describing election irregularities 

(ir regular) comes from an article by Dmitry Oreshkin, published in 

Novay a Gazeta in November 2007 (Oreshkin 2007). For the time period 

1995 to 2007, Oreshkin identifies and collects various statistics that 

might indicate possible election irregularities from the website of the 

Central Election Commission of the Russian Federation, such as an 

implausibly high or low participation rate in elections (1), an 

implausibly high number of invalid votes (2), a very high or low share 

ÖÍɯÝÖÛÌÚɯɁÈÎÈÐÕÚÛɯÈÓÓɂ45 (3), an implausibly high vote share for a single 

party or candidate (approaching 100% in some Russian regions) (4), 

and a high difference between results in a particular voting district and 

results in neighbouring districts (5). He then aggregates these various 

measures to build an index that is ranking Russia's regions according to 

the degree that election irregularities occurred.  

Data on regional governors (tenure, central and age) have been gathered 

from official sources, such as the official websites of regional governors 

which normally provide extensive biographical information, a s well as 

from other websites such as Wikipedia and various Russian websites 

that provide biographical data.  For the variable central, I define that a 

previous link to a province exists if a governor was born, h ad lived or 

worked for a period longer than 6  months in a given region, prior to 

being elected or appointed governor of the region.  

Data on regional economic growth , on regional crime levels (measured 

by the number of criminal cases filed by year and capita in a given 

region, as well as by the number of murders committed by year and 

capita), as well as on the quality of hum an capital (proxied  by the 

number  of university students  per capita in a region) are from the 

Russian Federal Statistics Service Rosstat.  

                                                           
45 4ÕÛÐÓɯƖƔƔƚȮɯ1ÜÚÚÐÈÕɯÌÓÌÊÛÖÙÈÓɯÉÈÓÓÖÛÚɯÊÖÕÛÈÐÕÌËɯÈɯÉÖßɯÕÈÔÌËɯɁÈÎÈÐÕÚÛɯÈÓÓɂȮɯÈÓÓÖÞÐÕÎɯÛÏÌɯ
voter to register a protest vote against all the candidates running.   
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Regional political instability is  measured by a ranking published every 

year by the Russian rating agency Expert RA, with regions with higher 

political instability being given a higher ranking . Media freedom is a 

yearly indicator constructed by Nikolay Petrov at the Carnegie Centre 

in Moscow. Finally, the percentage of the population that is ethnically 

Russian (an indicator for the ethnic homogeneity of a given region) has 

been obtained from the website of Russia's national population census 

in 2010 (www.pe repis-2010.ru). 

To measure the personal economic performance of a regional governor, 

I use an indicator representing regional GDP growth weighted by the 

time a governor is in office . To construct the indicator, I  follow Li and 

Zhou (2005, page 1755), who buil d a similar indicator to measure the 

economic performance of Chinese regional officials. The indicator is a 

moving average measure of the GDP growth rate over the time a 

governor is in office,  Ὣ , which is defined as  

Ὣ  
ρ

Ὕ
 Ὣ 

where T is the number of years a governor is in office up to the point of 

calculation, t is the t-th year (t = 1, 2,..., T-1, T), and Ὣ is the GDP 

growth in the year t for a  region. Thus, Ὣ  corresponds to an evaluation 

mechanism in which there is an annual assessment of a regional 

ÎÖÝÌÙÕÖÙɀÚɯÌÊÖÕÖÔÐÊɯ×ÌÙÍÖÙÔÈÕÊÌȮɯÞÐÛÏɯÛÏÌɯÈÚÚÌÚÚÔÌÕÛɯÍÖÙɯÌÈÊÏɯàÌÈÙɯ

being based both on the past and on the current regional growth rate 

during the tim e a governor is office. 

Table 3.1 presents summary statistics for all variables used in this 

study.  

 

 

 

 

 

 

http://www.perepis-2010.ru/
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Table 3.1: Summary Statistics 

 

Variable  Observations  Mean St. Dev. Min  Max 

Presidential 

elections 
972 0.637 0.124 0.250 0.998 

Duma 

elections 
972 0.400 0.181 0.014 0.987 

Election 

irregularities  
972 0.206 0.228 0 1 

Log GRP per 

capita 
972 11.222 0.959 8.537 14.152 

Tenure 972 6.662 4.342 1 19 

Central  972 0.081 0.273 0 1 

GRP growth  972 0.054 0.065 -0.228 0.787 

GRP growth  

(weighted)  
972 0.042 0.043 -0.202 0.357 

Media  972 2.753 0.859 1 5 

Firms (per 

1000 people) 
972 24.448 13.293 7.882 115.11 

Crime  972 0.021 0.007 0.0031 0.049 

Murder  972 0.204 0.107 0.054 0.906 

Human cap. 972 0.038 0.017 0 0.126 

Political 

in stability  
972 45.676 25.234 1 88 

Ethni c 972 0.776 0.246 0.0078 0.973 

 

 

 

 

 
 

 

 

 



  

100 

 

3.5 Regression Results 

 

Table 3.2 presents the results of the regression analysis. We see that the 

vote share for the Kremlin candidate in presidential elections , as well as 

the vote share for the Kremlin  party Unit ed Russia in Duma elections 

are indeed significantly and positively correlated with the number of 

raider attacks in a given region. The coefficient for the degree to which 

ÌÓÌÊÛÐÖÕÚɯ ÈÙÌɯ ÔÈÕÐ×ÜÓÈÛÌËɯ ÛÏÙÖÜÎÏÖÜÛɯ 1ÜÚÚÐÈɀÚɯ ÙÌÎÐÖÕÚɯ ÐÚɯ ÈÓÚÖɯ

significant and positi ve. The regression results thus corroborate 

hypothesis 1 (page 74). 

From Frye, Reuter and Szakonyi (2012), we know that regional 

governors are under pressure to deliver electoral support for the centre 

during Duma and presidential elections. Frye et al. also show that 

ÎÖÝÌÙÕÖÙÚɯÌßÛÌÕÚÐÝÌÓàɯÜÚÌɯÛÏÌÐÙɯÙÌÚ×ÌÊÛÐÝÌɯÈËÔÐÕÐÚÛÙÈÛÐÖÕÚɯȹÖÙɯɁ×ÖÓÐÛÐÊÈÓɯ

ÔÈÊÏÐÕÌÚɂȺɯ ÛÖɯ ÔÈÕÐ×ÜÓÈÛÌɯ ÌÓÌÊÛÐÖÕÚɯ ÈÕËɯ ËÌÓÐÝÌÙɯ Ìß×ÌÊÛÌËɯ ÙÌÚÜÓÛÚȭ 

Moreover, in chapter 2 we have seen that delivering election results is 

one of the main criteria influen cing the probability of regional 

governors being reappointed (at least for the time period after 2006), 

while the economic performance of a given region plays no or even a 

negative role in this respect.  

In other words, the central elites in Russia seem to accord a high 

importance to a good electoral performance of the Kremlin candidate 

and party in national elections, while regional economic developme nt 

seems to be relatively less important . While we do  not have any 

evidence that the Kremlin is directly tr ading access to economic assets 

against the delivery of electoral support, it is quite conceivable that at 

least a certain degree of predatory activities in a given region are 

tolerated by the centre, as long as regional administrations are able to 

deliver  sufficiently high levels of political support.  

This would also explain why the central state has been consistently 

hesitant to intervene or condemn predatory activities by regional state  



  

101 

 

 Table 3.2: Regression Results 

 OLS; dependent variable: raiding a ttacks per year and region; 

robust standard errors; *** 1% significance level, ** 5% significance 

level, * 10% significance level; significant results marked bold. 

 1) 2) 3) 4) 

Pres. elections 1.398** 

(0.696) 

 1.299* 

(0.682) 

 

Duma elections   0.881* 

(0.532) 

 0.879* 

(0.531) 

Election 

irregularities  

1.327* 

(0.797) 

1.914*** 

(0.688) 

1.401* 

(0.799) 

1.718*** 

(0.664) 

Tenure -0.024* 

(0.013) 

-0.22* 

(0.013) 

-0.025** 

(0.013) 

-0.024* 

(0.013) 

Central  0.045 

(0.106) 

0.043 

(0.108) 

0.045 

(0.107) 

0.045 

(0.109) 

Weighted  GDP 

growth  

-1.933** 

(0.796) 

-1.78** 

(0.755) 

  

Annual  GDP 

growth  

  -0.147 

(0.452) 

-0.106 

(0.447) 

Media freedom  0.205** 

(0.098) 

0.212** 

(0.099) 

0.196** 

(0.097) 

0.203** 

(0.098) 

Firms (per 1000 

people) 

0.045** 

(0.023) 

0.044* 

(0.023) 

0.044* 

(0.023) 

0.044* 

(0.023) 

Crime  0.0002* 

(0.0001) 

0.0002* 

(0.0001) 

0.0003* 

(0.0001) 

0.0002* 

(0.0001) 

Murder  0.647 

(0.618) 

0.347 

(0.688) 

0.535 

(0.688) 

0.246 

(0.697) 

&ÖÝÌÙÕÖÙɀÚɯÈge  0.007 

(0.005) 

0.006 

(0.005) 

0.008 

(0.005) 

0.007 

(0.005) 

Human capital  19.352 

(14.832) 

18.444 

(14.915) 

18.722 

(14.994) 

17.958 

(15.066) 

Log GDP per 

capita 

0.643* 

(0.374) 

0.629* 

(0.358) 

0.504 

(0.356) 

0.493 

(0.339) 

Political instability  0.007** 

(0.003) 

0.006** 

(0.003) 

0.007** 

(0.003) 

0.006** 

(0.003) 

Ethnic  0.323 

(0.656) 

0.891 

(0.544) 

0.522 

(0.658) 

0.678 

(0.518) 

Oil  -0.537 

(0.509) 

-0.209 

(0.312) 

-0.35 

(0.486) 

-0.178 

(0.308) 

Time / Reg. FE yes yes yes yes 

R-squared 0.4502 0.4503 0.4488 0.4491 

Observations  972 972 972 972 
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officials. For example, in the cases of Hermitage Capital or Yevgeny 

Chichvarkin and the mobile retailer Evroset, the central state 

eventually turned against the victims of raider attacks to the extent that 

they had to leave the country, as they had collected too much 

incriminating evidence against regional state agencies46. 

Furthermore, we have also seen in section 3.3 that regional 

administrations, security, tax and regulatory services as well as the 

regional judiciary  have increasingly been involved in predatory raiding 

attacks over the last decade. While again I have no direct evidence to 

show that those members of regional administrations that manipulate 

elections and those that are involved in predatory activities are the 

same or that they are somehow linked, this is a possibility. Presumably, 

regional administrations that reg ularly act illegally in manipulating 

elections might also have fewer inhibitions to participate in rent -

seeking and other predatory activities.   

However, the interpretation presented above is of course not the only 

possible one. Table 3.2 also shows that the coefficients for the number 

of criminal cases per capita in a given region is positive and significant, 

while the number of murders per capita has also a positive sign, 

although it is not significant. An alternative explanation of our 

regression results might thus be that in regions that are more heavily 

affected by criminal activities and organized crime (resulting in a 

higher number of raider cases), people vote for Vladimir Putin and his 

party , in the hope for protection.  

However, although such an alternative explanation might seem 

reasonable at first glance, it is difficult to find evidence  in the literature 

in support of such an interpretation. At least since early 2011, the 

Kremlin party United Russia has been ÞÐËÌÓàɯÊÈÓÓÌËɯɁÛÏÌɯ×ÈÙÛàɯÖÍɯ

                                                           
46 Both Hermitage Capital owner Bill Browder and Evroset founder Yevgeny 

Chichvarkin invested significant amounts of resources to investigate the attacks mounted 

against them, eventually revealing the names and affiliations of the regional officials that 

had attacked their firms. As a result, one of the lawyers hired by Hermitage Capital in the 

investigation was arrested and died in prison, while both Hermitage Capital and 

Chichvarkin had to leave Russia. 
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crooks and thievesɂ47 throughout Russia, making it seem unlikely that 

people would want to appeal to such a party for protection ag ainst 

predatory state agencies.  

If we now look on the coefficient for the variable measuring the length 

a regional governor has stayed in office (tenure), we see that it is 

significant and negative across all specifications. In other words, the 

longer a given governor has been serving in a region, the lower is the 

number of predatory raiding attacks  that took place in his region.  

We also see that the dummy variable indicating that a governor has 

had no prior ties to a region before becoming governor is consistently 

positive, even though it is not significant. Finally, if we look on the 

personal economic performance of a governor in a given region 

(weighted GDP growth), we see that it is significantly and negatively 

correlated with the number of raiding cases. In other words, it seems 

that the better a regional governor is able to manage his region 

economically, the lower is the number of predatory activities by 

regional state officials.  

In this study, I thus find additional evidence confirming the results 

obtained by Libman, Kozlov and Schultz (2012), as well as evidence 

illustrating  the argument made by Olson (1993) about roving and 

stationary bandits. The longer a governor has been serving in a given 

region, the stronger are his ties to the region, and the more he cares 

about the economic development of a region, the lower is the number 

of predatory activities by regional officials.  In other words, the closer a 

governor fits the characterization of a stationary bandit developed by 

Olson (1993), the stronger indeed seem to be his interests to engage in 

the long-term development of a region (or at least in long -term rent -

seeking relationships with regional businesses), instead of focusing on 

short-term asset grabbing. 

                                                           
47 CoÐÕÌËɯÉàɯÛÏÌɯÉÓÖÎÎÌÙɯ ÓÌßÌàɯ-ÈÝÈÓÕàɯÐÕɯÌÈÙÓàɯƖƔƕƕȮɯÛÏÌɯÕÐÊÒÕÈÔÌɯɁ×ÈÙÛàɯÖÍɯÊÙÖÖÒÚɯ

ÈÕËɯÛÏÐÌÝÌÚɂɯfor United Russia has since then been widely used throughout the country ; 

see e.g. Time, 29.12.2011, Ɂ1ÜÚÚÐÈɯ1ÐÚÐÕÎȯɯ3ÏÌɯ!ÓÖÎÎÌÙɯÞÏÖɯÐÚɯ/ÜÛÐÕɀÚɯ&ÙÌÈÛÌÚÛɯ"ÏÈÓÓÌÕÎÌÙɂ. 
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Judging from these results, it would thus be in the interest of the 

federal centre to promote regional economic stability by keeping 

governors in place for longer time periods , if the primary o bjective of 

the centre would be regional economic development . But from the 

results presented in chapter 2, we see this is not the case. From the time 

the Kremlin has been appointing its own candidates (i.e. from 2007 

onwards), we see that longer serving governors were systematically 

replaced by new governors that often had no prior ti es to a given 

region (with length of tenure having a significant and negative effect on 

the probability of a regional governor to remain in office from 2007 

onwards, see regression results on page 44).    

Finally, we will have a short look on the regression results for media 

freedom and various economic controls. We see that the degree of 

media freedom is significantly and positively correlated with the 

number of raiding cases in a region. As the source through which 

information has been obtained in this study are newspaper articles, this 

result makes sense. The freer is the press in a given region, the higher is 

the likelihood that it will report cases of preda tory corporate raiding.  

Firm density in a given region (i.e. the number of firms weighted by the 

population) as well as gross regional product per head are also 

significantly and positively correlated with the number of raiding 

attacks. It thus seems that in regions where there is more to steal, 

criminal raiding groups and corrupt state agencies are also more 

actively involved in illegal asset grabbing.  

 

 

 

 
























































































