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l. PURPOSE, APPROACH, AND METHODOLOGY

he purpose of this report is to support USAID/Russia’s effort to draft its 2005-2010

country program democracy strategy. The Mission’s Office of Democratic Initiatives is

organized into subsector teams that are responsible for civil society, political process,
independent media, rule of law, and local governance.! As part of the country strategy devel-
opment process, USAID has commissioned an assessment of each of these five subsectors.

ARD, Inc. was engaged by USAID under the democracy and governance analytical services in-
definite quantity contract to provide USAID/Russia with an assessment of three program areas
within the agency’s democracy portfolio: political processes, civil society development, and lo-
cal governance. ARD also was asked to identify possible linkages and synergies across the Mis-
sion’s democracy portfolio. Finally, ARD was tasked to conduct USAID’s annual NGO
sustainability index in Russia. The NGO sustainability index for Central and Eastern Europe
and Eurasia is a tool used by USAID to study the strength and overall viability of NGO sectors
in each country in the region. Through analysis of seven dimensions that are critical to sectoral
sustainability, the index is a valuable resource for USAID missions, other international donors,
and local NGO umbrella groups and support centers. The overall assessment of three of the
subsectors, recommendations for linkages across the portfolio, and the sustainability index ac-
tivity should be seen as an integral component of the larger country strategy development effort
currently underway.

The formal scope of work for this activity, including the sustainability index, is attached to this
report as Annex A.

This evaluation was carried out over a six-week period beginning in June 2004 by a research
team consisting of four Americans and three Russians. In addition, two special part-time advi-
sors provided significant input into the development and crafting of prioritized recommenda-
tions in each of the subsectors. The team conducted more than 100 interviews in Washington,
Moscow and five other Russian cities. 2 To augment the information gleaned from the inter-
views, the team also relied on selected bibliographical sources (see Annex C) in compiling the
present assessment report.

The assessment process included the following activities:
* Review of background information and documents.
* Conduct pre-travel interviews in Washington, D.C.

* Conduct on-site interviews in Washington, D.C., Rostov-on-Don, Irkutsk, Nizhny
Novgorod, Bor, and Vladimir.

* Conduct interviews with approximately 150 individuals representing over 100 organizations.

* Apply organization and institutional filters.

! There is also a team that handles partnerships and special projects.
2 A contact list for the assessment team, advisors, and interviewees can be found in Annex B.
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Chapter 1

* Conduct post-travel interviews and research.
* Formulate key findings, conclusions, and recommendations.

* Formulate expected programmatic results and estimated budget outlays.

The ARD team began its work in the United States in late May 2004 by reviewing available
documentation relevant to USAID/Russia’s democracy program. The American members then
traveled to Russia, met their Russian team members, and spent nearly three weeks meeting with
a wide range of people involved in political process, civil society, and local government devel-
opment assistance. Interviews were conducted across Russia with USAID officials and staff,
USAID partner organizations, political party leaders, heads of non-governmental organizations
(NGOs), leaders of municipal organizations, and many other professionals. The assessment
team was divided into three working groups (one for each subsector) that included an Ameri-
can and a Russian member. All three working groups traveled to Irkutsk; the political process
and civil society working groups then traveled to Rostov-on-Don, while the local governance
working group traveled to Vladimir, Nizhny Novgorod, and Bor. A USAID staff member ac-
companied the team to each of the cities visited. Annex D contains summaries of discussion
from selected meetings. (Owing to length, this annex is included only as a pdf file on a disk at-
tached to the sleeve of the bound report.)

Upon completion of the fieldwork, the team considered the following institutional filters in ad-

vance of providing its key findings and recommendations:

* Mission strategic objectives.

* The stated expected level of Mission resources that will be available for activities in the three
subsectors.

* Expected results and potential impact.

Prior to departure from Russia on June 19, 2004, the team presented a draft outline of its major
tindings, conclusions, and recommendations for each of the subsectors, as well as for potential
synergistic activities across the democracy office’s portfolio. These preliminary results were dis-
cussed with Mission staff in Moscow, and written comments were provided to the team during
finalization of this assessment report.

Research for the NGO sustainability index was completed in November 2004. The final version
of the index is available from USAID.
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2. OVERVIEW

he assessment team has generated the enclosed report at a perplexing time for the cause

of democratizing reform in the Russian Federation. Prevailing political tendencies in-

side the country, consonant with those in many parts of the post-Soviet expanse, are
discouraging, and this in turn creates dilemmas for the USAID mission and for American policy
as a whole.

The roots of the problem go back to the circumstances of the fall of the Soviet regime at the be-
ginning of the 1990s. Besides pressures for a more open and a more responsive political system,
the collapse unleashed an unruly struggle for power and wealth and a multitude of fissiparous
forces that at times seemed to jeopardize the very fabric of Russian society and the ability of the
state to govern. Euphoria over a smooth “transition” to a democratic polity yielded to wide-
spread concern at the elite and the mass level about the need to entrench governing arrange-
ments and to bring the overall transformation process under tighter rein—notions that meshed
with traditionally paternalistic Russian attitudes toward authority. The stoutly presidentialist
constitution put in place by independent Russia’s founding president, Boris Yeltsin, in 1993
proved to be a suitable vehicle for the purpose. Yeltsin’s successor, Vladimir Putin, having
tapped the yearning for stability in his ascent to power in 1999-2000, promptly installed a bun-
dle of measures aimed at “law and order” and “strengthening the state,” surpassing what his
patron initially had in mind. These included additional buttressing of executive and especially
presidential prerogatives at the expense of parliament; the insertion of numerous officers from
the security apparatus into senior political and administrative positions; curbs on the flow of
news, information, and opinion; a frostier stance toward NGOs; restrictions on aid providers
and on contacts between Russian citizens and foreigners; steps to recentralize Russia’s federal
system and to pare back the role of regional leaders in national decision making; reliance on a
harsh military occupation to quell the insurgency in Chechnya; and the construction of a privi-
leged “party of power,” United Russia, with which officialdom in Moscow and the provinces
has been obliged to cooperate.

Recent events have extended this unsettling trend several more notches. Strictures on the mass
media and the national television networks, in particular, were noticeably stiffened in 2003—
2004. Governmental manipulation of mass politics attained unprecedented heights during the
latest Russia-wide electoral cycle. The Kremlin-aligned United Russia harvested two-thirds of
the seats in the State Duma in December 2003, and the major liberal parties were shut out for the
tirst time. Putin was reelected as president in the qualifying round in March 2004 with more
than 70% of the popular vote. Concurrent with the election campaigns, the multipronged attack
on the richest man in Russia, Mikhail Khodorkovsky, and the oil company he headed, Yukos,
betrayed a determination to set limits to big business’s political influence and to reassert state
primacy in the natural resources sector, the engine of the Russian economy.

Contemporary Russia is by no stretch of the imagination a liberal democracy, and on Putin’s
watch it has regressed significantly from certain of the democratic gains of the preceding dec-
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Chapter 2

ade. This being said, however, the USAID assessment team does not consider past achieve-
ments to have been totally eviscerated or the battle for democracy to have been irretrievably
lost. Russia, like many nations swept up in the “third wave” of global political change in the last
third of the twentieth century, is governed today by a hybrid regime that blends aspects of
democratic governance and authoritarian domination.> Over the long haul, modern history
gives us ample reason to expect the democratization dynamic to resume and deepen, subject
always to zigzags and intermittent setbacks. A well-regarded body of scholarship holds that
political democracy tends sooner or later to go hand in hand with market economics and with
the accumulation and prosperity fostered by private property and free exchange. Among other
dividends, sustained, market-induced growth ought to encourage the emergence of a Western-
type middle class in Russia. By some estimates, a sizable minority of the population already
belongs to such a grouping.* A large and flourishing middle class committed to defending its
own interests in the public arena would eventually be one of the most reliable props of civil so-
ciety, rule of law, limited government, and, above all, of political pluralism in the new Russia.

A series of short-term considerations also argue against drawing overly gloomy conclusions
from Russian political developments. For one thing, many of Putin’s cardinal decisions owe as
much to the logic of tempering the excesses of the Yeltsin period as to any urge to revert to the
unalloyed tyranny of Soviet days. The 20032004 electoral cycle, which the ruling group was
bent on winning at all cost, exaggerated the propensity to shun Yeltsin-era prescriptions. Putin
and his allies and clients capitalized shrewdly on popular apathy (vis-a-vis media freedoms)
and resentment (vis-a-vis Khodorkovsky and the “oligarchs” who profited so disproportion-
ately from privatization). It is simply too soon to judge whether they will be willing or able to
undertake a more radical march along the autocratic path in future.

For another thing, some of the recent efforts to boost the capacity of the Russian state—by im-
proving tax collection, budgetary procedures, and bureaucratic discipline, for instance —pose no
dire threat to economic, social, and political freedoms and may well contribute to the founda-
tions of good government by equipping the authorities to respond more adequately to policy
problems. A related point is that Putin’s program has contained liberal as well as illiberal
strands. Examples would be passage of a land code that sanctions private ownership, reduction
in red tape for small businesses, and the introduction of jury trials for serious criminal offenses.

” o i

3 Devising catchphrases for the resultant mix—“managed democracy,
and “competitive authoritarianism,” among others—has become somewhat of a cottage industry among academics.
The contours of the debate can be traced in the periodical Journal of Democracy.

* Thirty-six percent of voting-age citizens surveyed by Russian sociologists in the winter of 19992000 (in a project
organized by Timothy Colton and Michael McFaul) answered affirmatively to a yes/no question about whether they
belonged to the middle class. A more complex question used in an analogous survey in 2003-2004 (project directors
Colton, Henry Hale, and McFaul) drew a rather different response, mostly because it explicitly gave respondents a
sizable list of alternative social groups (14 in all) with which they might feel an affinity. Eight percent said they felt
closest to the middle class, putting it fifth on the list of groups (workers were first and pensioners second). A slightly
larger proportion identified with the intelligentsia, a group recognized (unlike the middle class) in the Soviet lexicon.
Studies putting the middle class at around one-fifth of the population have been done by Tat'yana Maleva of the
Carnegie Endowment for International Peace, Harley Balzer of Georgetown University, and the U.S. State Depart-
ment’s Office of Research.

managed pluralism,” “electoral democracy,”
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Economically, Putin has had the good fortune to preside over the remarkable, export-led boom
that followed on the heels of the financial crisis and devaluation of 1998. A truism of political
economy is that good times redound to the benefit of incumbents, and so it has been in Putin’s
Russia. His almost effortless reelection in 2004 owes an enormous amount to the economic re-
covery, credit for which would in all likelihood have accrued to almost anyone holding his job
in that same span of years. In the political sphere, quite a few of the structural features of the
more liberal 1990s remain viable, albeit in attenuated form. For all the backsliding, Russia con-
tinues to have competitive elections, a plethora of political parties (though they are relatively
ineffectual), somewhat abridged rights to organize and assemble, a spectrum of points of view
and sentiments on offer in its communications media and intellectual establishment, and a
functioning federal system. In the private sphere, there has been no tampering with the vast
majority of the personal liberties granted to the populace under the aegis of Mikhail Gorbachev
and Boris Yeltsin. Indeed, they have been enhanced in many cases by greater purchasing power
and the newfound availability of consumer conveniences.

It is equally worthy of note that, barring a drastic revision of the rules of the game, the end of
Vladimir Putin’s tenure in office is now in clear sight.> Like Yeltsin before him, he can be
counted on to want to designate a reliable political heir. Prior experience shows that under
semi-democratized Russian conditions it is feasible for a strongman to manage such a succes-
sion process in terms of personnel—Yeltsin made the hitherto obscure Putin a national figure
overnight by appointing him prime minister and then acting president in 1999 —but that, by the
same token, the cleverest maneuvering will not be enough to guarantee the final result in terms
of policy. Within Russia’s broader political elite, the inherent uncertainty of the impending
transfer of control is bound to heighten tension and willingness to engage in risky behavior.
This will all unfold against an unpredictable economic backdrop. Oil and gas production,
stimulated by elevated world prices, has accounted for about half of the rise in Russian eco-
nomic output since 1999, so any cooling in demand will commensurately shrink the size of the
pie to be distributed and intensify conflict over it. And other economic and socioeconomic dan-
gers lurk as well,® to say nothing of the interminable strife in Chechnya, which is again showing
signs of spilling over into neighboring sections of the Caucasus and beyond.

In so open-ended a setting, we recommend that USAID programs combine a patient and guard-
edly hopeful perspective on Russia’s long-term political prospects with a willingness to invest
in undertakings that give leverage toward at least partially favorable outcomes in the short
term. The approach should be strategic, proactive, flexible, and informed. Adverse and uncer-

5 Under the 1993 constitution, he is limited to two four-year terms, the second of which will expire in May 2008. There
has been discussion within his administration of a constitutional amendment to extend his presidential eligibility or
to turn Russia into a parliamentary republic in which he could succeed himself by becoming prime minister. Putin
has repeatedly declared his opposition to any such change, although it cannot be excluded that he has concealed his
true opinion or would be open to changing his mind.

¢ As we complete this report, a payments crisis has beset the Russian banking sector for several months. There is
abundant dissension, too, over the plan to slash public subsidies in the housing and municipal-services sector. Some
press commentaries have linked these simmering problems to the sag in Putin’s popularity ratings since the March
election.
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Chapter 2

tain tendencies in the immediate Russian environment dictate realism and a sense of proportion
in setting program objectives in the coming years. We are persuaded, nonetheless, that USAID
actions can make a discernible difference in two main respects, notwithstanding the near-
impossibility of democratic breakthroughs at this juncture. First, it behooves the agency to im-
plement its programs with an eye toward protecting key elements of pluralism that have survived
from the more benign climate of earlier years. Second, and consistent with the recommenda-
tions found in this report, we suggest that USAID be selective in new initiatives intended to
break new ground in terms of longer-term political change.

The findings, conclusions, and recommendations of the assessment team in the political process,
local government, and civil society USAID/DI subsectors can be found in the chapters that fol-
low. In addition, the team has prepared a special set of recommendations based on the finding
that USAID’s impact, over time, can be maximized by leveraging programs and approaches
across activity sectors.
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3. POLITICAL PROCESS ASSESSMENT

3.1 GENERAL OVERVIEW OF THE SECTOR
Trends and structures pose challenges for pluralism

The trends described in chapter 2 are particularly manifest in regard to political processes.
There was considerable progress made since 1993 in the articulation of a new enabling envi-
ronment for democratic practices, but these initial steps proved to be no panacea for the con-
flicts and confusion that followed the end of the Soviet system. The Russian penchant for order
helped the presidency emerge as a powerful center of stability. But early aspirations for a rapid
move to mature democracy have been tempered by political tactics somewhat reminiscent of a
prior, more authoritarian era.

Most recently, it appears as though the trends in the direction of greater concentration of power
in the Kremlin is continuing. President Vladimir Putin, referring to the need to strengthen cen-
tral authority after a spate of terrorist acts in recent weeks, introduced plans in September 2004
to abolish direct elections for regional governors and to alter the voting rules of parliament. The
recent announcement by Putin has led former president Boris Yeltsin to criticize the recent
trends away from democratization under Putin’s presidency. Yeltsin lamented the fact that Rus-
sia appears to be moving away from the spirit and letter of the 1993 constitution that he intro-
duced, and which was subsequently approved by national referendum.

The recent trends, however, should not be overstated and seen as a complete reversal, since the
structure of the political process itself already favored a powerful executive. Rather, Putin has
been exercising the powers that he inherited to further strengthen the Kremlin’s control over
Russian politics. The president is committed to maintaining stability through means of control,
rather than through greater liberalization.

A strong presidency as an institution dates back to the constitution of 1993, which provided the
executive with sweeping powers. The constitution provides for little in the way of parliamen-
tary oversight, with only a handful of appointments needing to be ratified by the legislature.
The president can only be challenged by a two-thirds majority of the 450 member Duma. Such
an opposition is unlikely. At first, there were too many parties for opposition forces to obtain a
majority, and after the last election, pro-Putin factions have held sway over United Russia,
which has emerged as the dominant political party.

The presidency also dominates the federal system. This concentration of power became more
pronounced as a result of the diminution of the powers of the 178 member Federation Council.
President Putin moved to pass a law in 2000 whereby elected regional governors and heads of
regional assemblies no longer automatically gained membership in the Council. Instead, the re-
gional representatives are now themselves elected from forums that Kremlin can more easily
control. The governors continue to have access to State Council, which provides them with di-
rect access to President, which in some ways is seen as more important than formal powers. The
recent moves to further limit the independence of governors comes in part as a result of re-
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gional complaints about the Kremlin leaving regions to pay for promises made by Moscow
without transferring additional resources downwards. Just this past summer, several governors
openly criticized the Kremlin’s fiscal policies. More on the decentralization of fiscal resources
and authorities are discussed below in the section on local governance.

The lack of strong checks on executive power has meant that systems of patronage are resilient,
which is a recipe for corruption. The judiciary is also a weak and ineffective counterweight to
the strong executive, further improving the environment for corruption. The dominance of
strong personalities, long a feature of Russian politics, has again emerged with the consolida-
tion of power in Putin’s presidency.

The combination of contemporary trends with the structures that favor a strong presidency
poses considerable challenges for short-term breakthroughs or improvements at the national
level toward democratization. There is a lack of political will for further liberalization from the
top of the political system, and advocates for democratic reform currently lack the vehicles
(such as effective political parties and free media) to effectively push for change from below. As
will be seen later in this report, there are more opportunities for effective interventions at the
local levels than at the national level.

Competitive and representational mechanisms remain weak

PARTIES

In part reflective of the limited role of parliament, political parties have not effectively played a
key role in fostering effective competition. Party building in Russia has been hamstrung by the
limited penetration parties have had in important political institutions. In the executive branch,
most officials do not belong to parties, and there is no proportionality by party in awarding
powerful positions. The two men to hold the most potent position in the Russian political sys-
tem, the presidency —Boris Yeltsin and Vladimir Putin—have eschewed membership in any
party, although both have lent support to pro-Kremlin parties.

The problems with political parties in Russia have a financial dimension: electoral campaigns
are expensive and politicians need to find the wherewithal to cover campaign expenses and
maintain head-office organization. Although money is not the decisive problem for them, inter-
views with party leaders indicated that they devote inordinate effort to identifying donors and
raising funds. The parties have to devise ways to finance themselves that are less vulnerable to
external and state pressures, as well as potential cutbacks. The Khodorkovsky affair suggests
that large- and medium-size businessmen may be reluctant to risk getting too engaged in party
politics, at least in opposition party politics. Party dues may prove effective at some point as
well.

What perhaps most grievously inhibits Russian parties from building wider memberships and
constituencies is their frequent inability to define themselves in programmatic terms and to
demonstrate to potential members and voters exactly how they intend to accomplish their
stated goals. Large egos, a penchant for infighting, and a lack of strategic thinking and planning
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frequently stand in the way of articulating a compelling political vision. In the succinct evalua-
tion of one senior officer in a liberal-minded party, the failure of his party in December 2003
was caused by external and internal factors, strategic and tactical. His most interesting com-
ments concerned the internal strategic factors. First, although the party’s platform had good
points, its message was transmitted poorly. Second, the party had no conception of how to deal
with the United Russia juggernaut—how they differed from United Russia especially —or with
the other major liberal-minded party. Third, they had no effective feedback mechanism from the
local activists and mid-level party functionaries back to the top leadership in Moscow (“no one
likes to hear criticism, but it’s essential”). A local party leader was more pointed in summing up
relations between his organization’s center and party troops on the ground: “We don’t need
anything from them. What they tell us to do [in the way of election techniques, for instance]
changes with every new election, and this is handled in an idiotic fashion.”

The assessment team is convinced, in light of party shortcomings and the absence of more fa-
vorable political will, that support for party organization at the center, and for center-out or top-
down organization building, should not be the nub of the agency’s work under current condi-
tions. Instead, periphery-in or bottom-up techniques are much more promising at the present
time. A related focus for activity should be the rules of the electoral and party game. Here the
agency should seek out ways to support those who advocate greater coherence and simplicity
in electoral laws and, especially, greater transparency and integrity in their implementation. We
can expect considerable turbulence in the party realm as political players regroup for the Duma
elections scheduled for 2007. New faces are sure to appear in many parties—and not least in the
liberal factions that did so miserably in 2003. For new or revamped parties to succeed, they will
need to redouble their efforts to build strength locally, all the more so because recent legislation
will make regional elections between-party affairs. United Russia is already investing heavily in
regional campaigns, and any party or bloc that wishes to resist it will need to do the same.

The building of relationships between political parties and NGOs is another approach worth
considering. But this will also face many challenges, as civil society at the national level is also
weak and somewhat artificial, as elaborated more fully in the subsequent section on civil soci-
ety. The assessment team’s interviews, especially outside of Moscow, suggest linkages between
parties and NGOs will be effective only after protracted engagement. While constituency
building is essential for a more democratic future, linking party processes with NGO support
should be done carefully and selectively, perhaps by starting with activities that involve eco-
nomic and social issues rather than overt political issues. For example, constituency-building
linkages between NGOs involved in social service delivery and municipal authorities could
help build the networks of interaction between parties, local authorities, and NGOs, which
would have positive implications for political processes in Russia at the local level.

ELECTIONS

Genuine electoral competition has been hindered in most polls in which the Kremlin has an in-
terest. Television broadcasts have been increasingly slanted toward Kremlin positions. At-
tempts by business scions to enter the political arena have been heavily discouraged, as with
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Khodorkovsky. Many Russian experts see harm in the 2002 change in the election law that be-
ginning in 2007 demands a minimum of 7% of the national party-list vote for any party to be
seated in the State Duma (until now the threshold has been 5%). The argument is that the higher
threshold will exclude certain minority views from representation at the national level and will
allow the Kremlin to intimidate smaller parties. Other observers, however, point out that the 7%
barrier will mostly impede the emergence of frivolous, single-issue parties and will actually
present politicians with incentives to consolidate their efforts and voters with more palatable
alternatives at election time. Of perhaps greater importance and detriment is the requirement in
the new Russian law on political parties that any party must have chapters in 50% of the 89
provinces of the federation and that in half of the 89 it must have at least 100 members. This
clause will work against the spontaneous development of regional-based parties. It is also oner-
ous for national-level parties, for they will be hard-pressed to recruit significant numbers of ad-
herents in remote and sparsely populated areas, and will be tempted to resort to subterfuge and
financial incentives to meet the stipulation.

Another new federal law, requiring that regional assemblies elect at least half of their deputies
on party lists, like the State Duma, is double-edged. On the one hand, it may serve to strengthen
political parties in some regions and acquaint the populace better with parties and party-based
politics. On the other hand, the rule can be easily manipulated to stifle the legitimate political
activities of some groups, as was done, for instance, in Yekaterinburg during the recent election
of the oblast duma. The liberal-minded SPS and Yabloko alliance there was kept out of the elec-
tions on a technicality and so denied representation in the Duma.

Much of the legislation in effect in Russia regarding elections is adequate and relatively fair. The
failures come in its implementation—as with nearly all laws in Russia. To cite the most egre-
gious examples: (1) electoral commissions at various levels of government are packed with po-
litically connected members, mostly supporters of those in power in the jurisdiction; (2) close
monitoring of elections, by foreigners as well as Russians, is hampered by current administra-
tions; (3) requirements for and limitations on campaign finance are arbitrarily and sometimes
illegally enforced, again so as to minimize the efforts of opposition groups; and (4) ruling
groups have been free to set up artificial “duck” or “decoy” (utka) parties to deflect votes away
from rivals or to create political schisms at the highest levels (such as with Rodina and the
“Speakers’ Party” in the 2003 campaign for the State Duma).

What laws not currently on the books would be most helpful in promoting greater democracy

in Russia? Among those suggested by current USAID grantees:

* Requirements for greater transparency at all levels of government and greater access to
public officials by the media.

* A law attaching a “societal” committee to every elected body, which would watch out for
the voters and their concerns.

* Elimination of spending limits on election campaigns, as they cannot be enforced in practice

or are enforced inequitably, and are often used as a pretext to winnow out troublesome can-
didates.
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Federalism offers some potential traction at local levels

It appears as though the situation at national and federal levels is not filled with promising op-
portunities for effective donor intervention. But there are some dynamism and ongoing refash-
ioning of arrangements as one moves away from the center. In part, this is due to the failure of
the state to be able to maintain a centralized hold throughout the country. The political econ-
omy of contemporary Russia means that the state is no longer to play the benevolent role it as-
pired to under the communist system. There is a pressing financial need to delegate some re-
sponsibilities to more regional and local levels. This holds for both private investment and the
provision of public goods and services.

The problem is that the reach of a patronage system based on strong personalities is too limited
to maintain legitimacy in the periphery. If Putin or a local governor does not look your way;, it is
difficult to get important things accomplished. Few if any Russians today find it effective to
work with or contribute to causes that are not in some way encouraged or supported by the
authorities. Much of the Russian political process thus has the nature of self-fulfilling prophecy:
ordinary Russians think that an effort without the imprimatur of a governor or of Putin will fail

USAID'’s interest in refocusing on Russia’s regions and on an issue-oriented approach is there-
fore on the mark. The highly charged political situation in the national political arena at present
is not conducive to the development of meaningful, long-term, and sustainable reforms. The
assessment team believes that grassroots work is the most essential work to be done in a devel-
opment context in Russia. To be sure, the obstacles at the local level are also great. In the telling
phrase of one Rostov-area official (reported by a local political activist), “The governor wants to
have all the political parties in his pocket: one in the front pocket, another in the back pocket.”
On balance, however, locality takes on special importance in a sprawling country with ethnic,
climactic, and other diversity and, now, a federal constitution. As a practical matter, local and
regional initiatives have more room to unfold than those undertaken exclusively at the federal
level.

Conceivably, political programs might be developed to cater to certain public discontents sur-
rounding the Russian taxation system. Namely, the inequities of the system tied closely today to
the idea of “donor regions” and net “recipient regions” could play a role in focusing greater
public attention on government transparency and fairness. The regions most often considered to
be budgetary donors are St. Petersburg, Moscow City, Moscow Oblast, Lipetsk, Samara, Tatar-
stan, Perm, Sverdlovsk, Bashkortostan, Khanty-Mansi, Yamal-Nenets, Krasnoyarsk, and Irkutsk.”

Both key challenges and opportunities exist in looking downward

So far as the population is concerned, observers of the Russian scene (Richard Pipes, for exam-
ple) are correct in noting a measure of passivity, indifference, and even hostility toward “de-
mocracy,” as Americans understand this concept, and a strong desire for stability and order in

7 There is much fluctuation in the published lists of donors and recipients. The number of donor regions grew from 9
or 10 in 1996 to some 13 in 1999 and 18 or 19 in 2000, and then went back down to 9 in 2002. In 2003 it was said to
have increased to 13.
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their lives.® Ordinary Russians deeply resent the fact that the former system of government and
its ways of doing things ended so swiftly, facing them with a sink-or-swim situation and a
shredded social safety net. The corruption that reached epidemic proportions in the 1990s and
the refusal of many public officials to heed popular concerns have also alienated them. But this
hardly means that Russians have rejected all aspects of a more open society or even that they
have given carte blanche to their leaders and will absolve them of responsibility for their ac-
tions. Public apathy, cynicism, and lack of civil awareness are big but not insurmountable
problems. Pipes himself has far from given up on the prospects of democracy in Russia, as il-
lustrated by his active participation in Moscow School of Political Studies (MSPS) conferences.
He is hopeful that Russia will eventually settle on a form of governance suitable to it, combining
aspects of liberalism and Russian traditionalism.’ It is our judgment that limited political in-
volvement by a relatively narrow circle of people now creates the possibility of more involve-
ment by a broader stratum of people in time. Now is emphatically not the moment to throw to
the winds the seeds of democracy that remain on Russian soil.

Citizens tend to be more politically active where there are salient social issues that need to be
resolved. Resolving social/community services may be the single greatest stimulus for getting
people involved in politics. The gap in the provision of such services and the resolution of
community problems presents promising opportunities that has the potential to increase citizen
participation, and is explored further in the subsequent sections of this assessment.

3.2 USAID’s ACTIVITIES VIS-A-VIS THE POLITICAL PROCESS
Strengths of USAID programs

In general, all USAID programming that promotes political competition and pluralism, the
growth of liberal-minded political parties/groups, and/or changes in electoral and party laws to
make them more equitable and transparent is of value. The issue is not the inherent merits of
contributing to this effort, but rather whether the commitment of resources in this area has been
able to lead to sufficient impact given other opportunities for investment. Given more resources,
USAID should continue all such programs.

The election monitoring work of GOLOS (funded through multiple mechanisms) is of great im-
portance to USAID’S political mission because it brings greater transparency to the political
process. All methods that can reduce voting manipulation and other chicanery associated with
“administrative resources” deserve to be fostered. Considerable resources are already devoted
to this work from other sources. More critical for USAID is to help Russians find ways to make
use of the monitoring data collected and available. With a pilot program only one year old, it
may be too soon to tell, but GOLOS'’s effort to monitor deputies may not lead to significant pro-
gress given the overall constraints facing both parties and elected bodies.

8 Richard Pipes, “Flight from Freedom,” Foreign Affairs, May/June 2004. But see also the more upbeat conclusions
drawn from survey evidence in Timothy J. Colton and Michael McFaul, “America’s Real Russian Allies,” Foreign Af-
fairs, November/December 2001, and “Are Russians Anti-Democratic?” Post-Soviet Affairs, April/June 2002.

9 Personal communication to the ARD assessment team.
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USAID'’s recent efforts to do targeted and stratified survey opinion research is an innovative
way to assess aspects of the agency’s work. Well-designed and well-executed surveys can pro-
vide (1) some significant benchmarks for future comparisons of regions receiving assistance
with those not receiving assistance (or receiving less assistance) and (2) insights for planning
purposes into how major social actors and groups, political figures, and/or strata of society view
the processes and changes in which USAID is engaged. On the other hand, survey research
cannot be expected to provide (1) absolute proof of USAID effectiveness, (2) detailed justifica-
tion for any particular program or programs, or (3) a definitive way to prioritize programs.

USAID is fortunate to have the services of a respected survey research team (Debra Javeline and
Vanessa Baird) to help educate it about the use and abuse of survey data and the possibilities
and limitations of survey research. As USAID itself has done, grantees like the International Re-
publican Institute (IRI) have commissioned survey research for assistance in internal decision
making and allocation of money to their own grantees. Among the useful products to appear
(for its insight) is Boris Makarenko’s “Political Parties after the Parliamentary Elections” (Janu-
ary 2000).

In its semi-annual reports, IRI cites many polls conducted on the regional and local levels—as
well as two nationwide surveys—designed primarily to help liberal-minded parties succeed at
the polls. Judicious use of opinion polling should remain a fixture of grantees’ strategic and tac-
tical planning. IRI, the National Democratic Institute (NDI), and their grantees are not as aware
as they might be of certain other survey research resources. Foremost is the State Department’s
Office of Research surveys, readily available to the Moscow USAID office and through them to
grantees. In addition, nearly all major Russian polling firms have their own websites, which
present much useful data on a regular basis. Despite the good use to which some commissioned
survey data have been put, there is a great deal more that can and should be done with this
material.

Weaknesses

Grantees and especially sub-grantees have not been sufficiently careful to monitor their own
work. Sub-grantees sometimes judge their success in boilerplate language and self-serving as-
sessments. They often confuse outputs with impact. It would be advisable to see movement to a
more systematic, GPRA-like approach of measuring their work. IRI and, to a lesser extent, NDI
have attempted this approach in their semiannual reports. Their recognition of the need to have
true benchmarks of outcomes, not just of outputs, is praiseworthy and should serve as a model
for their own grantees in turn.

MSPS also provides a good example—in its report for the years 2000-2003—of how sub-
grantees sometimes mix “outputs” with “outcomes.”'® The entire section on “Impact” (pp. 14—
16) is a first-rate example of wrestling with the complex and difficult task of measuring how
their work has influenced various people in Russia. In addition, on p. 7 of that “Final Report,” it
is noted that “At the end of every seminar, feedback forms are distributed for participants to

10 MSPS, “Final Report, Period: July 2000-July 2003,” Moscow, n.d.
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noted that “At the end of every seminar, feedback forms are distributed for participants to
complete. It serves to improv|[e] the School’s program and selection process.” Similarly, on pp.
9,11, and 12, the MSPS includes, respectively, a list of publications, the assertion that “with the
support of the Alumni Association, Regional Schools of Public Politics have been founded in 10
regions of Russia,” and a further affirmation that “the revamp of the website has resulted in a
steady increase in the number of hits. The website is also ranked among [the] best 30 websites in
‘politics” on some search engines.”

The activities described above are all accomplishments of a sort, and yet testimonials to them
can easily become exercises in mere bean counting. USAID must induce MSPS and other sub-
grantees to get at the crux of the matter: the bald statement that “No doubt, these kinds of ex-
changes have had a positive impact on democratic processes in various regions of the Russian
Federation” should not go unchallenged. MSPS should demonstrate how its publications were
used and to what effect. What impact did these 10 new regional schools actually have on local
politics? Did they end up preaching to the choir, or did they enlist new people into the political
process? Has the website managed to change the public’s perceptions or behavior in any way,
or is this another form of self-congratulation and internal reinforcement for those already con-
verted?

3.3. RECOMMENDATIONS FOR FOLLOW-ON ACTIVITIES IN POLITICAL PROCESS

General considerations

Detailed cross-regional analyses of the political map can be drawn in any number of ways,
given the large number of factors that can affect political life in any locale. By the same token,
general laws or correlation between regional development and political programming, no mat-
ter how desirable, are hard to sustain. For many hypotheses of this type, there are both illustra-
tive supporting examples and countervailing examples.

To be concrete, here are some potentially useful “correlations,” based in part on current pro-

gramming, that USAID might consider in formulating its new strategy:

* In some regions, there has been established a “pyramid” of elections, with balloting for
more than one legislative body all held simultaneously. This appeared to have a sanguine
effect in Kalmykia and the Altai krai, where incumbent conservatives lost in a recent vote.
However, in other locales, this simultaneous holding of elections for legislatures at various
levels has not had the same effect.

* Effective work with legislative deputies often depends on the region’s level of industrializa-
tion and its number of large businesses. In regions with one or more large enterprises, influ-
ential deputies tend to be leaders of these large businesses and devote less time and effort to
their work as deputies and especially to working with the public, out in the open. In regions
without such large enterprises, by contrast, deputies are sometimes more open and public in
their activity.

* During elections, media outlets tend to be less shackled in regions where the governor is at
odds with legislative deputies or with the mayor and/or council of the regional capital. Ex-
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amples where this has been the case in the past are Yekaterinburg, Samara, and Nizhnii
Novgorod. These divisions can shift rather quickly.

= (itizens tend to be more politically active where there are salient social issues that need to
be resolved. Social/communal services may be the single greatest stimulus for getting peo-
ple involved in politics.

*  “Overlapping programming” appears to pay dividends. In two broad regions, NDI has tried
to combine media, advocacy, NGO-party coalition-building, and constituency-building po-
litical work —mostly to good effect. These two regions are along the Volga River (Astrakhan,
Samara, Saratov) and in the Urals and west Siberia (Yekaterinburg, Magnitogorsk, Chely-
abinsk, and Tiumen).

* Liberal ideas tend to fare well in communities with a disproportionate share of college and
university-level students. An example cited by Rostov SPS leaders is the city of Taganrog.
Others include Novocherkassk and, to a lesser extent, Rostov itself.

* Conceivably, political programs might be developed to cater to certain public discontents
surrounding the Russian taxation system. Namely, the inequities of the system tied closely
today to the idea of “donor regions” and net “recipient regions” could play a role in focus-
ing greater public attention on government transparency and fairness. The regions most of-
ten considered to be budgetary donors are St. Petersburg, Moscow City, Moscow Oblast,
Lipetsk, Samara, Tatarstan, Perm, Sverdlovsk, Bashkortostan, Khanty-Mansi, Yamal-Nenets,
Krasnoyarsk, and Irkutsk.!!

Geographical Considerations. Creation of “political geographies” of Russia has often been at-
tempted in the past. In the mid-1990s, the CIA produced a famous map of the “red-brown belt,”
stretching along the Volga River and down across much of southern Russia. Most of these have
been based on national election results, however, and not on more localized data. IRI is the most
recent organization to attempt this kind of task, and its report is suggestive of opportunities for
political reform but far from exhaustive. Unfortunately, the time it takes to develop this infor-
mation often leads to results that are overtaken by events.

With respect to geographical distribution of USAID’s new program, it would appear, based on
interviews conducted by the team, that regions where the administration and/or the citizenry
are more receptive to democratic and or liberal ideas include: Novosibirsk, Karelia, Perm, Bri-
ansk, Tomsk, Ulyanovsk, Arkhangel’sk, Voronezh, Riazan’, Tver, Kamchatka, Altaiskii krai,
Chuvashia, Kaliningrad, Sverdlovsk, and Samara.

Among the regions where the administration and/or the citizenry appear to be less receptive to
democracy and liberalism are: Moscow, Tatarstan, Bratsk, Bashkiria, Krasnodar.

11 There is much fluctuation in the published lists of donors and recipients. The number of donor regions grew from 9
or 10 in 1996 to some 13 in 1999 and 18 or 19 in 2000, then and went back down to 9 in 2002. In 2003 it was said to
have increased to 13.
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One interesting region is Kalmykia, where some would put it in one camp, others in the oppo-
site. The same is true of Moscow and the city of St. Petersburg. Even non-democratic regions
sometimes have democratic-leaning localities (e.g., Novorossiisk in Krasnodar krai).

For greatest potential impact of its development resources, USAID may wish to focus its activi-
ties on regions that are scheduled to have legislative and gubernatorial elections over the next
several years. The Mission would have the choice of working with pro-democratic regions, anti-
democratic regions, or a mix of the two.

Monitoring and Evaluation Considerations. In general, the assessment team believes that
USAID/Russia would do well to increase its expectations with respect to holding grantees and
contractors accountable for effectively measuring the impact of development activities. In addi-
tion, the team believes that USAID/Russia should use training-of-trainers methodologies to the
maximum extent possible. The resources for promoting democracy in Russia are meager, and
each and every dollar needs to be stretched as far as possible.

Commendably, USAID/Russia has built into many of its programs guidelines for measuring
“success” or “impact.” On closer look, however, these guidelines are unevenly implemented.
IRI’s semiannual report for March-September 2003 is a model effort to measure impact (see pp.
44-52).12 IRI staff has clearly thought long and hard about what measures are meaningful and
measurable for their program on political party-building. They have clearly and unambiguously
defined five separate indicators and then proceeded to spell out in detail what they accom-
plished to satisfy those five indicators. USAID should hold this up to other grantees and sub-
grantees as a “gold standard” to follow.

However, in their semiannual report for October 2002-2003, this same IRI group followed a
more problematic approach to assessing impact. Sprinkled throughout this report are what ap-
pear to be good indicators of the effectiveness of their various training programs. However, the
report contains strong evidence of “grade inflation” in program evaluations. Based on the ubig-
uitous problem of “courtesy bias” that creeps into such evaluations, it seems clear that partici-
pants were telling IRI that the training was not quite as successful as the high numerical values
might at first suggest. The team estimates that the actual ratings of participants were probably
much lower, meaning that grantees such as IRI should constantly be vigilant of quality control
with respect to its speakers and training program. One way to do this would be to continue to
ensure that some IRI staff attend almost every training seminar and pull aside participants for
candid conversations about how things are going and how well the speakers are doing.

Specific follow-on activities

Now is a propitious time for USAID to amend its strategy in the political process arena. Until
now, the U.S. government and USAID have tried a rather sweeping approach to transforming
Russian politics. It appears that now is the time for smaller deeds. In the interests of protecting and

12 International Republican Institute [IRI], “CEPPS-2/IRI Semi-Annual Report: March-September 2003.
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deepening political pluralism, the transcending goal and focus of its efforts in the realm of political proc-
esses should be the involvement of Russian citizens in the political life of their country. For ordinary
Russians to want to get involved there must be a more widespread perception that such activity
affects their daily lives in significant and direct ways and that their more active participation
will not prove bootless.

Operationally, the best way to effect change in present-day Russia is to act at the regional and
local levels rather than primarily at the national/federal level. The attitude here should be, as
one Novosibirsk activist put it well: “To try to get change at the federal level now is ridiculous.
We must get the regional governors to change.” If in due course a half dozen, a dozen, or two
dozen regional administrations approach the center to lobby for changes nationwide, then it
might happen.

Given the mismatch between Russia’s size and complexity and the resources the U.S. govern-
ment likely will provide, USAID must reconcile itself to a small and maybe diminishing future.
Clearly, USAID is in no position to transform the political landscape, the laws and constitution,
or the entire media system. USAID should move from providing assistance to Russia to be-
coming a partner with selected Russians on selected issues of reform.

Within the limited scope of USAID activity, the generation and dissemination of information is
paramount. Monitoring of elections and elected deputies” activities plays the next most impor-
tant role. If these programs can encourage even small changes for the better in local and re-
gional legislation and legislatures, they will have accomplished much. The team recommends
the following activities, with the most important listed first.

1. Political Parties. Although the 2003 elections suggest that the development of effective po-
litical parties in Russia remains at an indeterminate stage, it is important that USAID not
give up on this activity entirely. Training for political party leaders, and encouraging the
emergence of a new generation of political leadership, is of great importance to the U.S. se-
curity and political interests. The assessment team recommends that USAID focus its devel-
opment activities regionally, working with political parties at the local level to increase their
incorporation of grassroots constituencies. Parties could also be encouraged to link with is-
sue-based NGOs, perhaps through strategic use of grants for NGOs in areas where the ap-
petite for reform is greatest. The point of entry would be issues rather than the parties per se,
and the goal would be to encourage NGOs to ally with parties as a means to better access
decision-makers. Linkages with USAID local government programs on issues such as con-
stituency building and municipal service delivery could well be an effective way to bring
new faces and ideas into Russian politics. We believe that it would be advantageous to work
with political parties in regions where USAID otherwise is active. The cumulative effect of
multisectoral programming could bring substantially more positive results. In sum, the ob-
jective would be to work with parties to try and develop their grassroots base by developing
specific platforms and programs on local issues.
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2. Election Monitoring. USAID should support election monitoring even more broadly and
deeply than it currently does and make better use of the information gathered through such
monitoring. It is not clear from grantee reports and from our interviews—though it may be
the case—that grantees have used monitoring results as “wedge issues” for arousing greater
citizen activism, gone to local/regional/federal assemblies with specific legislative proposals
to eliminate abuses, or spread this information broadly as a means of educating the public to
its civic duties. Specific activities would include monitoring of candidate nomination, regis-
trations, and de-registrations. Aleksandr Rutskoi, Yurii Skuratov, and other potentially
troublesome candidates were kept off the 2003 ballot through shady tactics that would be
comical if they did not have such serious effects. Henry Hale, Robert Orttung, and Nikolai
Petrov recently put a lot of effort into determining how the 2003 nominations worked in the
225 single-mandate districts for the Duma, cataloguing all the dirty tricks and informal coa-
litions set up by governors and local oligarchs. This effort could easily be replicated in re-
gional, especially gubernatorial, elections, and work could usefully go into pulling the in-
formation together in a readily accessible way.

3. Use of Information Technology. In conjunction with its media activities, we recommend that
USAID increase and enhance the use of the Internet and websites not funded by the agency
as well as other information-sharing technologies and resources. For example, the use of cel-
lular telephony, not to mention the spread of broadband Internet, is rapidly expanding
across all sectors of the Russian population and in all regions. USAID should look carefully
at using these media to reach greater numbers of people. Significantly, the media assessment
recently conducted by the Mission does not cover this medium. All major Russian cellular
carriers provide Internet-based text messaging; in many countries, this technology is becom-
ing an important source of news, entertainment, and general information. This technology
could be harnessed as a way to expand the flow of information about political processes, in-
cluding political platforms and the nuances of particular political issues. It is axiomatic that an
informed electorate is a more effective electorate, and telephony-based initiatives may be a
valuable resource in this regard.

In addition, effective use of information technologies greatly reduces the transaction costs of
disseminating information and knowledge. It is a key to getting more “bang for the buck” and
greater multiplier effects from every program dollar. To the extent that information technology
is used for monitoring, evaluation, and information-sharing and pooling, there are no incre-
mental budgeting needs associated with this recommendation: it should be a continual, integral
part of the work of USAID, all of its grantees, and all sub-grantees.
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4. LOCAL GOVERNANCE ASSESSMENT

4.1. GENERAL OVERVIEW OF THE SECTOR: PRE-NEW LAWS ON REVENUE AND EXPENDITURE
ASSIGNMENTS AND THE NEW LAW ON LOCAL GOVERNMENTS

The political, institutional, and economic transition of Russia during the past 10 years is best
characterized as the halting emergence of foundations for a market economy, democratic politi-
cal institutions, and civil society. As the Soviet Union collapsed, a new consensus was formu-
lated in the developed world: successful countries had to arrange their economies under the
principles of market economics; government had to be smaller and efficient; and democracy
was the political system most compatible with a market economy. The principles of competi-
tion, efficiency, and civic participation were identified as the core values of successful societies.

Russia’s path to a new economic and political structure has been challenging. This is the case
because the principles of competition, efficiency, and civic participation are foreign to a society
that historically is biased in favor of centralization, is suspicious of competition, and is skeptical
about the benefits of open public participation in public affairs. This dialectic is reflected in the
organization of the state in Russia: the current political and administrative system is character-
ized by a centralized governmental structure that includes de jure federal organizations and de
facto elements of a unitary state.

Russia’s 89 political units have very different administrative and political status, largely re-
flecting differences in the relative degree of autonomy from the center and the ethnic mix of the
local population. The evolution of the legal and institutional framework after independence re-
flected political compromises in the face of strong opposition from the regions, as evidenced by
the proliferation of bilateral arrangements between the center and individual regions, rather
than by consistently applied rules and principles. In recent years, regions have also claimed
greater de facto legal and regulatory authority, largely in the absence of effective federal in-
struments necessary to monitor and regulate regional fiscal behavior.

Although the 1993 Constitution, along with numerous other supplementary laws and decrees,
provided for constitutionally mandated interactions between different levels of government, the
framework law on local government adopted in 2003 contains many inconsistent and conflict-
ing provisions. In addition, rules and procedures intended to resolve jurisdictional issues (over
shared responsibilities between central and regional governments and legislatures, for example)
are ambiguous and often contradict other legislation. Overlapping and poorly defined roles and
responsibilities, asymmetric fiscal relations, and unclear divisions of power between different
levels of government have created confusion about the functions and modes of interaction of
different parts of government. Furthermore, distorted incentives for prudent fiscal management
at subnational levels have encouraged creative accounting, including reliance on tax offsets and
extra-budgetary funds. In addition, contradictions among various laws and regulations often
are resolved in an ad hoc manner, with crucial provisions often decided in the annual budget
laws, which imparts a measure of unpredictability and instability to the system of intergovern-
mental relations.
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Between 1995 and 1998, the laws on local self-government and financial autonomy of local self-
governments were adopted. The latter set the apportionment factors for sharing federal taxes
with local governments, which led to more predictable budget revenues for municipal govern-
ments. However, the federal government continued to issue social laws, which imposed a sub-
stantive financial burden on municipalities. Between 1999 and 2001 the federal government re-
vised the budget and tax laws of the Russian Federation, but there were no significant changes
for local governments.

Local governments were created in Russia in the early 1990s based on the principle of geo-
graphical “area.” This meant that local governments were not correlated with population, but
rather with territories administered by rayons. Thus, by 2002 half of Russia’s cities did not have
a local self-government. From a corporate governance point of view, elected mayors presiding
over “governments” that do not have significant revenue and expenditure autonomy, and
therefore become agents who are assigned with the responsibility of redistributing state funds,
thus serve as “transmitters of state decisions.”’?

Revenue assignment

A revenue assignment system characterized the period up to 1994. This system was non-
transparent and unpredictable due to frequent changes in basic sharing parameters and as-
signments that were ad hoc and negotiated with individual regions. This “regulation” approach
basically aimed at designing tax-sharing arrangements in which individual regions had suffi-
cient resources (in combination with their “own” revenues and transfers) to finance a set of de-
fined “minimum” expenditures. The lack of clearly defined, stable, and uniform revenue as-
sighments between the center and subnational governments inherent in this approach
weakened budgetary management at the subnational level and created perverse incentives for
subnational governments to either hide locally mobilized revenue sources in extra-budgetary
funds, or simply to reduce their efforts to mobilize revenues locally.

Although the reform initiatives subsequent to 1994 have addressed some of these concerns,
particularly at the central and regional levels, the present system still suffers from a lack of ef-
fective tax autonomy at the subnational level. Revenues from taxes shared on a derivation basis,
whose structures can only be changed at the central level, continue to account for the largest
share of regional revenue receipts. Autonomy over taxes, which are permanently assigned to
subnational governments and whose yields are fully allocated to subnational governments, is
limited by federal restrictions over tax bases and rates. The minimal subnational autonomy to
raise revenues and decide tax policies at the margin and the resultant mismatch between ex-
penditure responsibilities and the real tax base has important implications for accountability
and responsibility at the subnational level. In addition, there are weaknesses in the choice of
taxes that are shared between the center and subnational governments and how the shared tax
revenues have been apportioned among subnational governments. Revenue sharing arrange-

7

ments between regional and local governments continue to be based on the “regulatory” ap-

13 Chernyavsky, A.V., Review of the Municipal Finance Development in Russia in 1992-2002. No date, p. 2.
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proach, with customized and yearly changing of sharing rates and compensations through
nontransparent transfers.!* This approach has created negative incentives for revenue mobiliza-
tion as regional governments routinely claw back any additional revenues raised by local gov-
ernments.

The absence of a modern tax administration has also hampered both the day-to-day implemen-
tation of revenue assignments and adversely affected general government revenue collections.
Despite the existence of a centralized national tax administration authority, a major difficulty in
tax administration has been the inability of the federal tax-collecting agency to exert effective
control over the regional and local branches. The de facto dual subordination of tax officials has
encouraged the widespread use of tax offsets and other monetary surrogates in subnational
budgets, and weakened federal revenue collections.

Transfers

Historically, in Soviet times, negotiated and “gap filling” transfers were used to implement the
“regulatory” approach toward revenue assignment. In the mid-1990s, a new system of formula-
driven equalization transfers was introduced, known as the Fund for the Financial Support of
Regions (FFSR), with two windows, one designed to equalize revenue availability across re-
gions and a second to provide additional funding to regions with unmet expenditure needs.
Total funding was determined in the annual federal budget and allocated separately between
these two objectives, largely on the basis of past tax revenue and expenditure performance of
the region. This system had several significant limitations, including the technical problem of
accurately measuring taxable capacity and expenditure needs and the problem of financing suf-
ficient equalization transfers to offset the precipitous fall in general government revenues
(caused in part by the negative incentives to revenue mobilization discussed above). In addi-
tion, the actual determination of these transfers was subject to substantial political manipulation
and pressure, with frequent changes in the formulas reducing revenue predictability for re-
gional governments, particularly during the early years of transition.

Recently, a new equalization formula for the FFSR has been introduced, which combines both
fiscal capacity and expenditure-need equalization in a single step, with the funding for the
equalization grant fixed in the annual budget as a percentage of all federal tax revenues (exclu-
sive of import duties). While this represents a significant improvement over the previous sys-
tem, the continued use of other ad hoc and non-transparent transfers, such as mutual settlements
(which accounted for over 75 percent of all non-equalization transfers in 1998),'> have provided
a disincentive for sound budgetary management at the subnational level. In addition, ear-
marked transfers to regions, which may be used for current or capital expenditure purposes,

14 While transfer formulas are on paper transparent, the constant scarcity of revenues compared to the obligations of
all levels of government makes full compliance with the law difficult to attain. Thus during the execution of the
budget law, many adhoc measures and compromises are made.

15 Mutual settlements, which consist largely of unbudgeted transfers to compensate regional governments for man-
dates or the delivery of federal programs, emergency transfers, as well as other negotiated and discretionary funds,
are typically allocated during the process of budget execution.
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also contain a large element of negotiation and bargaining between the center and regional gov-
ernments.

At the regional-local level, transfers continue to be gap-filling and negotiated in nature, which
provides local governments with a soft budget constraint and perverse incentives for revenue
mobilization. According to Chernyavsky,!® during the past 10 years the level of municipal
autonomy has not increased, but has fallen considerably. By 2002, municipalities were able to
tully control only about 4-5% of local budget revenues, as the federal government strictly
regulated the remainder. Furthermore, Chernyavsky argues that there has been a steady reduc-
tion in the total share of local budget expenditures as a proportion of GDP. Between 1997 and
2002, the share dropped from 10.9% to 6.5%, while for regional governments the share grew
from 6.6% to 8.3%, and for the federal government, it grew from 10.8% to 16.6%.!7

Subnational borrowing

From the time of independence until very recently, subnational governments were granted the
right to borrow with very few restrictions. In particular, no explicit limits were imposed and
subnational governments were allowed to borrow for all purposes, including for financing cur-
rent expenditures. However, as subnational governments had only limited access to private
credit sources, most of the borrowing took the form of loans from the Ministry of Finance at the
regional level and from regional finance departments at the local level as well as ad hoc adjust-
ments in transfers, all of which provided subnational governments with a soft budget con-
straint. In recent years, concerns about the lack of responsible fiscal management at the subna-
tional level and its impact on macroeconomic stability at the national level have prompted the
introduction of limits and control regulation for subnational borrowing. It also has resulted in
limits on overall debt as well as limits on the budget deficits of regions as a share of their
budget revenues. Although the overall level of subnational borrowing remains low, there is an
increasing trend toward greater subnational deficits, accumulation of debt, loan guarantees, and
loans from “wealthy” enterprises operating within a local jurisdiction. Commercial bank debt
has become the primary source of deficit finance, particularly since promissory notes (veksels)
have been disallowed since 1997.

Social services/Civil society organizations

Civil society organizations (CSOs) exist throughout the Russian Federation. From the point of
view of local governance, it is important for citizens to be active in local/municipal service de-
livery issues. CSOs fear that if they become dependent on local government or come to rely
primarily on government money, they will be co-opted into some type of compliance with the
“system.” But on the other hand, there are realities and needs faced by people at the local level
where local government and citizens can collaborate. For example, most of the unfunded man-
dates at the local level are in the area of social services and increasingly, a greater portion of
vulnerable groups (e.g., elderly, youth) are being excluded from the mainstream of Russian so-

16 Chernyavsky, A.V. Review of the Municipal Finance Development in Russia in 1992-2002. n.d.
17 Ibid. Page 4.
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ciety. This presents an opportunity for collaboration between local governments and citizens
that need to be exploited in the future. Most of the work of CSOs in Russia at the regional and
local government levels has centered around the modification of laws at the regional level in
order to allow CSOs to provide certain social services. The IUE has started work in this sector in
three specific areas: simplification of transaction costs through the creation of a program called
the “one window stop”; improvements in the identification of recipients of social service subsi-
dies; and training unemployed people to find work, thereby leaving the welfare rolls.

Local governance

Given the institutional setting in which local self-governments live, there are no conditions and
incentives for them to have a responsive, flexible, pro-active, and service-oriented set of policies
and actions. For all practical purposes, local governments are budgetary entities of a deconcen-
trated unitary state rather than governments per se. In the case of the Russian Federation, most
expenditures are earmarked from above and “local” revenues are collected by a federal agency
are then channeled to local governments. Thus, local governments have neither the autonomy
nor the authority under current law to behave as a local government is expected to behave in
the Western world’s view of fiscal decentralization.

This reality has led to citizens’ indifference to municipal elections, according to Chernyavsky,
evidenced by the fact that many municipal elections do not attract the minimum required num-
ber of voters needed to make them valid.'® Elected officials under this type of institutional ar-
rangement have no incentive to interact with local citizens to find out about the community’s
pressing needs or to find new ways to provide for better services. Instead, most mayors seem to
spend their time at the regional government’s headquarters lobbying the governor or the re-
gional administration for more money or for unfunded special projects. This behavior is not
surprising, given that local governments do not have revenue and expenditure autonomy and
therefore are forced to behave as if they were unelected heads of a budgetary institution at-
tached to and dependent on the federal government.

It is important to mention “mono-enterprise” municipalities, which face the same constraints
and limitations of most municipalities in the Russian Federation, except that instead of lobbying
the governor or the regional government administration, they develop close relationships with
the successful enterprise located in their jurisdiction. For example, the mayor of Shelekhov, a
former executive of the aluminum plant located in the municipality, accepted a contribution of
700,000 rubles from that plant in order to pay the costs of federal government-imposed un-
funded mandates and other pressing social needs. In the short run this contribution helps a lo-
cal government to resolve pressing problems and to avoid borrowing from commercial banks at
high rates (up to 14%). However, it also creates governance problems: it softens the municipal-
ity’s budget constraint, there is no accountability as to how the money will be allocated and
spent, and it creates the possibility that local elites will capture local government.

18 Ibid. p. 6.
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Because they are at the bottom of the pyramid of a centralized state, local governments suffer
from the institutional arrangement within which they have to exist. A.V. Chernyavsky summa-
rizes the state of local self-governments as follows:

The main fundamental cause of the crisis (of local self-governments) was the system of mu-
nicipal finance imposed on local self-governments by the federal authorities. This is the root
of all problems of Russian municipal process; this is what blocks its normal development.
Deprived of almost any autonomy in the use of funds, constantly baffled by endless change
of rules introduced by the federal government, powerless and debt-ridden —such self-
government simply could not be of any interest to the citizen, who was supposed to find it, in
the arena for public activity. The indifference of Russian citizen to new self-government was
a rational reaction to its powerlessness and its uselessness, and therefore should not be
viewed as a sign of some inherent anti-democratic value within Russian culture. The popula-
tion viewed local self government as respectable when it functioned as a transmission chan-
nel for state funds allocated for culture, education, and healthcare, but as far as its role as the
school of civil society (at least a primary school), it seemed to be a pure formality, i.e. not any
better than official federalism during Soviet times. Mired by the State (whether with or with-
out intent), local self-government lost its appeal in the eyes of the general public, and the
question now is: has the appeal of local self-governance perished for good, or are there any
possibilities for its revival?'

To answer Chernyavsky’s question, there is room for hope because the new laws on local self-
government provide some loopholes that could be exploited in order to create important syner-
gies between local self-governments and civil society. A strategic area that needs to be exploited
at the policy level is to generate more autonomy in local revenue generation (i.e., revenues gen-
erated by local property taxes that remain in the locality). At the same time, more autonomy in
deciding how to spend local self-governments’ budgets needs to be supported. Furthermore, it
is important to search for mechanisms that promote local participation in budget planning and
monitoring of budget execution. In short, the contradiction of the new law, from the point of
view of the federal government, is that while it might attempt to reign in regional governments,
it is opening the door for marginally more autonomy for local self-governments—a contradic-
tion that USAID needs to exploit.

The new law on local self-governments

On September 16, 2003, the federal Duma approved a new law on delimiting functions between
the federal, regional, and municipal levels of government and reforming the existing local gov-
ernment system. Many experts in the Russian Federation are critical of the new laws, which will
take effect in 2006, and have argued that they will reconcentrate the vertical power of the fed-
eral government and represent a step backwards in Russia’s democratization process. For ex-
ample, Tomila Lankina expresses the following point of view:

Although the reform's ostensible key concern is “local” in that it is to bring a more efficient
and transparent local government to every city, village, and settlement in Russia, it is inex-

19 Ibid. p. 3.
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tricably linked with the broader transformation of center-region relations and with the po-
litical, rather than purely “administrative” or “technocratic” concerns, behind them. The lo-
cal government reform accompanied radical measures aimed at restructuring center-
regional relations, through which the federal government gained extensive power and the
regions lost many of their important prerogatives vis-a-vis Moscow. However, the gover-
nors were able to win major concessions from Moscow since they were given an important
decision-making role in the Kozak commission, and their influence on the commission's
work is apparent in provisions strengthening the governors' ability to select and remove
mayors and control municipal spending. The local government lobby, in contrast, was
granted only token representation in the key relevant decision-making bodies, and the critical
voices of municipal practitioners warning against over-centralization were largely ignored.?

From a fiscal point of view, the IUE* notes that the centralization of expenditure decision-
making by the federal government will reduce local self-governments expenditures by 31-43%.
At the same time, the share of expenditure authorities transferred by the bodies of state power
to local self-governments in local budget expenses may increase from 11% to 49%. In short, ex-
penditures assigned to local self-governments under the new law will significantly exceed any
net increase in local revenues.

Interviews with the Mr. Vitaliy Shipov, Adviser to the Ministry of Finance and a key drafter of
the new legislation, and with Mr. Sergey Lavrov, Deputy Minister of Finance, a key thinker on
the fiscal side of the legislation, suggest that the motivations of the federal government were the
following:

1. The necessity of the Russian State to have presence throughout the whole territory of the
Federation. Mr. Shipov described to the ARD team the different typologies of regional and
local governments that exist in Russia. According to the federal government, there are cases
where the oblast is strong and the municipalities are weak or nonexistent. In this case, the
Russian State is present in the oblast but not in its surrounding area. There are also situa-
tions where there is a weak oblast and the municipalities also are weak, or a weak oblast
and a strong urban municipality. In theses cases, the regional center is weak and there is no
state presence in the rural areas. A third case is where neither the regional nor the local gov-
ernments have any presence. The federal government expects that the new law will resolve
this problem by creating thousands of municipalities throughout the country.

2. Mr. Lavrov argues that the current law does not allow for the growth of civil society at the
local level. He recognizes that the importance of regional governments offsets the growth of
grassroots activities by local communities. Mr. Lavrov also states that the importance of re-
gional governors gives tremendous leverage and power to governors vis-a-vis local gov-

2 Cited on Federal, Regional Interests Shape Local Reforms by Tomila Lankina, excerpt of a book to be published in
2004: Peter Reddaway and Robert Orttung, The Dynamics of Russian Politics: Putin’s Reform of Federal-Regional Rela-
tions, volume 2. Rowman and Littlefield.

2t Liborikana, Marina. Local Government Report in Russia. The Institute for Urban Economics. Moscow. n.d.
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ernments and the federal government. Similarly, Mr. Shipov stated that the political pur-
pose of the new laws is to weaken the political influence of governors.

3. On the fiscal side, Mr. Lavrov states that the new law will have positive consequences for
the federal government. First of all, it will contain the accumulation of arrears caused by un-
funded mandates because it does not provide for them. Furthermore, if there is a mandate
and there is no financing specified in the budget law, local governments are not responsible
for providing the service. Mr. Shipov provided examples of how this law will be executed.
For example, in the future veterans and elderly people will not be allowed to ride in public
transportation free of charge. They will have to pay the tariff that most people pay to use
public transportation. Mr. Shipov stated that subsidies will be targeted as of 2006, which
means that the benefit will be based on need and it will be provided by the federal govern-
ment via a transfer of cash and not via the supply of the service. By approving this law, the
federal government is reforming the Russian social safety net. From a purely fiscal and fi-
nancial point of view, it is necessary to come to terms with what the federal government can
and cannot afford. It goes without saying that under all of these new social policies, the fed-
eral government is resolving budget deficit issues.

4. Mr. Lavrov explained that the new law on local self-government would change the propor-
tions of funds that will be going to the different levels of government. While it is true that
the federal government will maintain a higher share than in the past, mainly at the expense
of regional governments, local self-governments will be allocated a higher a share of local
taxes collected within their jurisdiction. Plus, local self-governments will be allowed to de-
termine how the extra funds will be spent. According to Mr. Lavrov, the latter will create
the financial conditions for a more proactive local self-government administration and local
citizenry, since the federal government will be giving more autonomy to local self-
governments.

5. According to a report by the IUE, a strength of the new law is that revenues for local self-
governments will increase by 11%. This is the case because the new law sets tax rates and
shares for federal and regional governments for the long term; it allows municipal govern-
ments authority to set salaries and wages of municipal employees, and employees of mu-
nicipal enterprises and institutions. Another strength of the law is that the three types of
municipalities are created: settlement, municipal rayon, and urban district. Each type of mu-
nicipality has its own particular set of assignments.

The observation of the ARD team is that USAID should work with this new reality. Therefore, it
is important to take advantage of the opportunities that are open by the new laws. Although
there is a perception that the federal government is centralizing, it is at the same time giving
some room for local self-governments to be more active and to gain political legitimacy by dele-
gating decisions on spending that may, with appropriate technical assistance, trigger examples
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of more vibrant and active local politics.??> The new set of laws allows for marginal improve-
ments in local autonomy. These marginal opportunities need to be exploited and used to create
examples that can be replicated not just by international organizations, but by Russian reformers
in their struggle to prove that a democratic/decentralized system, when given an opportunity,
can be more responsive, efficient, more accountable, more participatory, and open to citizens.

4.2 USAID’s ACTIVITIES IN LOCAL GOVERNANCE

The collapse of the Soviet Union created opportunities for a particular set of technical assistance
in the area of local governance. The lack of private property, markets, and economic competi-
tion required a quick response in these areas. Most Western economists and political scientists
agree that private property rights are a necessary condition for economic growth and for a more
active citizenry; and therefore efforts to create private property ownership among citizens are
needed. Furthermore, the former totalitarian-bureaucratic state operated under a different eco-
nomic logic: efficiency was not important, hard-budget constraints were not important, and
quantity over quality was important. Services and their delivery were standardized from above.
People were subjects of the state and not active citizens.

Under these conditions, USAID’s technical assistance within the local governance sector fol-
lowing the break-up of the Soviet Union was appropriate. The emphasis on introducing private
property rights in the housing sector (it is important to note that the federal government still
owns the land, and most property is still in non-private hands) was an important one. USAID
was correct in its assessment that only private property owners would be motivated to maintain
housing structures. Similarly, in a country where markets had been repressed, it was important
to create a housing market. Creation of a housing market was important because, for markets to
function, legal codes had to be developed, and court systems had to be modernized. In a totali-
tarian-bureaucratic state there was no competition in the economic arena, and the ideas of com-
petition had to be introduced. It was important in the ideological arena to prove with concrete
examples the benefits of competition in the economic arena and in the provision of services.
Ideas about markets, competition, and democracy had to be disseminated.

The contractors working for USAID, first the Urban Institute based in Washington, D.C., and
then the IUE, centered their technical assistance on four crucial areas: property rights; creation
of markets; economic competition; and dissemination of ideas in favor of private property,
markets, competition, and democracy. These four areas were a logical and consistent response
to the reality that the Russian Federation faced in the first 10 years of political and economic
transition. The actual technical assistance was translated into the following actions:

1. Policy. Both institutes have been important in having a strong and credible voice in policy
issues in the following areas: fiscal decentralization, local self-governments, property rights,
housing markets, law on housing accessibility, and so forth. At each visit, the ARD assess-
ment team saw material produced by the IUE; many individuals have attended a seminar

221t could be argued that the “net losers” of this reform are regional governments.
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on housing issues sponsored by the IUE. The IUE is asked by the federal government and
the federal Duma to participate in policy debates in the areas mentioned above. Sometimes
they are able to influence the debate and the drafting of the law, as was the case with the
Law on Housing Accessibility. Sometimes IUE is unable to influence the law, as was the
case with the new laws on decentralization and local self-governments. The important point
here is that the IUE is an important and credible player with respect to governance policy in
the Russian Federation.

2. Dissemination of New Economic Thinking. Through the Policy Fellows Program, the IUE
has brought new ideas to municipalities where key policy-makers at the regional and local
levels are interested in reform and are willing to be exposed to new approaches and policy
issues.

3. Housing Reform. Building on the original success of the Urban Institute, the IUE has been
extremely successful in housing reform. A logical extension in this area was passage of the
Law for Housing Accessibility, which aims to create a mortgage market that will allow for a
more equal sharing of the investment burden among developers and potential new owners.
Currently, new housing development has to be financed solely by new owners.

4. Creating Competition in the Area of Housing Maintenance and Services Provision. An
important area where the IUE has worked is in the area of creating competition in the provi-
sion of housing maintenance and services provision. Traditionally in Russia, municipal en-
terprises have provided this service. The IUE has provided assistance to municipalities like
Bor, for example, in creating conditions for privately owned firms to compete with the mu-
nicipal enterprise to provide this service. Competition has created incentives for firms to
charge fees for the services they provide and for making a profit in the process. In the mu-
nicipality of Bor, private firms are providing services and according to municipal authorities
they have resolved a long-standing problem in this area. Furthermore, the IUE has also used
this approach to organize citizens to monitor services provided by either municipal enter-
prises or private enterprises.

5. The Provision of Social Services under the “One Window-One Stop” Program. Tradition-
ally, a citizen who receives several benefits has to go to several offices to collect those bene-
fits. This program consolidates the transaction costs related to receiving benefits in one of-
fice and in one window. To consolidate services under this program, there has been a
consolidation of databases to identify beneficiaries, to minimize the possibility of corrup-
tion, and cut costs of benefit distribution. The IUE reports that a greater number of people
are receiving benefits because of this reduction of transaction costs.

6. Creation of Performance Indicators in the Provision of Municipal Services. Another inter-
esting pilot developed by the IUE has to do with the development of performance indicators
that measure the service delivery in waste removal services. Given the institutional struc-
ture of government at the local level, the delivery of services is separately administered
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from the production of the service. Production of a service has to do with the “production
function” associated with producing one unit of output of a given service. That means that
the administration, municipal or private, sets up a tariff that theoretically is related to the
cost of producing the service. Producing the service includes the amount and cost of labor,
the capital infrastructure associated with producing a service (such as trucks), and the tech-
nology used to deliver the service (e.g., trucks equipped to pick up waste, waste treatment,
etc.). Production is also related to the administration of the service, including the develop-
ment of the client database, billing and collection, and so on. The financial capacity of the
clients served determines the level of service (e.g., how many times a week waste is re-
moved in a municipal jurisdiction). The service provided is the actual removal of waste
from neighborhoods. Service delivery can be municipally executed or privately executed. If
it is privately executed, the municipal administration should have the capacity to regulate
and monitor the service delivery. The project carried out by the IUE has developed per-
formance indicators for the collection of waste removal. Pictures that show different degrees
of cleanliness in the waste removal area of residential neighborhoods helped to determine
the level of service. The IUE organized neighborhood organizations that monitor the per-
formance of the waste removal services. It also has developed a simple spreadsheet moni-
toring system that is administered by the municipal enterprise in charge of waste removal.
This pilot is successful in improving performance and in bringing together local government
and civic organizations. This successful methodology also is being used in the area of juve-
nile delinquency in the municipality of Bor.

7. From Benefits to Wages. Inspired by the Clinton administration’s program “from welfare to
workfare,” the IUE developed a set of means tests to determine what groups of people could
qualify for a job-seeking program. The requirements included responsibility for a child be-
tween the ages of 18 months and 18 years old, and an income level between 50% and 100%
of the subsistence level. Pilots were developed in three municipalities, including Krosnika
and Perm. According to consultants working for the IUE, about 85% of people in the pro-
gram continued to be employed a year after graduation. The negative aspects of the pro-
gram, according to IUE consultants, include jobs landed by people participating in the pro-
gram did not get them out of poverty; the program is not able to address issues related to
rural poverty; there are high administrative costs associated with monitoring the program;
and given the financial fragility of most municipalities, most municipalities are unable to
continue with the program.

8. Revenue and Expenditure Forecast Model. This is an important tool to develop. The ARD
team was unable to see and evaluate the model, but based on the annual reports produced
by IUE for USAID, the tool has been tested successfully in a couple of municipalities.

9. Other Activities Carried Out by the IUE:
* City Barometer: a system of socioeconomic indicators of municipalities.

* Designing New Practical Instruments for Municipal Socioeconomic Development
Programs: evaluating cost-efficiency of socioeconomic development programs; survey
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on citizens’ perceptions of communities’ main problems; support for small-business de-
velopment; advancing residential mortgage lending in the municipalities of Perm,
Dimitrovgrad, and Buzuluk.

* Procedures for Developing Comprehensive Municipal Development Programs with
elements of strategic planning with the participation of local self-governments and pub-
lic organizations representing different local community interests in Perm and Dimi-
trovgrad.

* Improvements in Urban Transportation in Volzhsk, Yoshkar Ola City, and Saratov. A
manual based on these experiences was prepared for dissemination purposes.

* Professional Management of Municipal Real Property in Yaroslavl City and Chevoksary.

In general, the IUE has attempted to move beyond its original purpose, from housing-related
issues to social services provision, introducing the concept of urban zoning, urban planning,
local development, and to increasing the efficiency of service delivery. The new laws in provi-
sion of social services passed by the federal Duma where the whole logic of service provision
moves from subsidizing supply to financing demand (benefits to cash) are an example of how
the ideas espoused by the IUE have shaped public policy in the Russian Federation.

Strengths of USAID-funded programs

* As mentioned above, the IUE is a respected, credible, and influential think tank in Russia.

* The IUE has trained and produced excellent cadres of professionals who are now serving in
the private sector, government, and in the Institute itself. These are pro-reform assets who
are invaluable for Russia.

* The IUE has trained many key policy-makers of pro-active/reformist municipalities
throughout the country.

* The IUE has sponsored effective seminars and has produced information material that has
been disseminated throughout Russia.

* The IUE has provided long-term technical assistance in more than 60 cities.

* Numerous pilot experiments in new public policies at the municipal level have been carried
out successfully in the areas of service provision, social services, and safety net policy. Their
results and experiences have been disseminated throughout the Russian Federation,

* The IUE has been a reliable and honest partner of USAID.

Weaknesses of USAID-funded programs

The development of market economics and a democratic political system requires strong insti-
tutions in the private sector, in government, and in civil society. As mentioned above, when it
comes to decentralization and local governments, it is critical to design clear responsibilities
among levels of government. It is also important to design institutional incentives that allow
participation of citizens and encourage response from elected officials and public administra-
tions. In a democracy, coordination among different actors and stakeholders is critical; unfortu-
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nately, such coordination is voluntary and therefore incentives are required to generate the type

of participation and collaboration needed for the system to work.

The emphasis of the past 10 years has been on private property rights, creating markets, foster-

ing competition, economic efficiency, and massive dissemination of ideas. This emphasis should
be shifted to a new approach designed to foster conditions for responsive government at the
local level. To continue with the same emphasis would be a strategic mistake (and therefore a

weakness), especially at a time when a new law on decentralization and local self-government is

on the verge of being implemented.

Notwithstanding the preceding paragraph, there are several tactical weaknesses that could be
addressed:

Although the IUE is a center of knowledge and has produced hundreds of seminars on pol-
icy, the knowledge is concentrated in Moscow. It can be argued that in order to be credible
and respected, the IUE needs to have a critical mass of knowledge close to the center of
power. But intellectual power alone will not change Russia. Russia needs ideas, excellent
pilot projects, and well-trained people to implement them at the regional level. The way it is
now, the IUE is recreating the same structure of vertical concentration of knowledge and
power at the center that it is trying to change as a matter of public policy.

From our rapid visit to Russia it is not clear how many of the 100 people employed by the
IUE in Moscow actually travel to the field. On the basis of conversations with consultants
working for the IUE, most of the consultants did not like to travel to regions; did not have
experience in local government issues; and preferred to spend time in Moscow gathering in-
formation, creating databases, and doing research. If this is true, USAID is strengthening the
Institute and not the new institutions that need to be strengthened at the local level —
namely, local government administrations.

IUE policy recommendations assume that competition, free markets, and private property
rights form the core conditions for creating a market economy. However, even in a market
economy government regulation is necessary (there are arguments of how much regulation
is desirable in a market economy, but all schools of thought in Western economics agree that
some degree of regulation in markets is required to avoid “corner solutions” —i.e., the de-
velopment of private monopolies and oligopolies). This emphasis short changes govern-
ment and misses the opportunity to build the basis for a government that is responsive and
open to citizens.

Similarly, too much emphasis on efficiency and competition ignores the need to define levels
of service by local governments. Levels of service, as it has been discussed above, are devel-
oped by organizations in charge of producing a service. Typically, governments do this in
consultation with local citizens. The delivery can be done by municipal or government en-
terprises, but governments need to play a role in making sure that most people in a commu-
nity receive some level of service in the different areas of local government’s responsibility.
Emphasis on training key policy makers focuses on individuals as agents of change and not
on strengthening administrations as counterparts of a citizenry that needs to have a voice in
the local affairs. Administrations remain in place, individuals are not reelected or choose to
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4.3

leave their position in government, and therefore the effort does not have the same multi-
plier effects.

Technical assistance is dispersed throughout Russia. Although it is understandable that the
IUE and USAID want to work only with municipalities interested in exploring new ideas
and methods, the fact of the matter is that dispersion does not create a critical mass of re-
form anywhere in Russia.

There is an emphasis on working with the same people. The impression of the ARD team is
that somehow the “usual suspects” have captured the financial assistance provided by
USAID. The usual suspects report many activities (e.g., seminars, books, publications, ex-
pensive brochures), but these outputs provide a partial view of reality. In the reports pro-
duced by the IUE there are no performance indicators; for example, money saved in a
budget, increased coverage of a service provided at a lower cost, more revenues collected,
degree of budget execution, and so forth. The apparent reason for not reporting perform-
ance indicators is because the IUE is reporting what they are doing and not how local gov-
ernments that they are assisting are improving (or not).

Examples of using performance indicators, such as in the municipality of Bor, are important
and need to be replicated. But the production of the service needs to be integrated with the
delivery of the service.

The ARD team perceived a tendency on the part of IUE and USAID to have an adversarial
relationship with the government. This could be a tactical mistake if the IUE or USAID want
to have more opportunities to make a difference in Russia.

RECOMMENDATIONS FOR FOLLOW-ON ACTIVITIES: A NEW DIRECTION

From a traditional Western point of view, decentralization and fiscal federalism are important
complements to democracy. To have a functional decentralized state, the following conditions

should exist:®

The decentralization framework must link, at the margin, local financing and fiscal author-
ity to the service provision responsibilities and functions of local government, so that local
politicians can deliver on their promises and bear the costs of their decisions.

Local communities must be informed about the costs of services and delivery options and
the resources envelope and its sources, so that decisions they make are meaningful. Partici-
patory budgeting, as used in Porto Alegre, Brazil, is one way to create this condition.

Communities need a mechanism for expressing their preferences in a way that is binding on
politicians and administrations, so that there is a credible incentive for people to participate.

Accountability based on public and transparent information that enables communities to
monitor the performance of the local government effectively and to react appropriately to
that performance, so that politicians and administrations have an incentive to be responsive.
The instruments of decentralization—the legal and institutional framework, the structure of
service delivery responsibilities, and the intergovernmental fiscal system —must be de-
signed to support the political objectives.

3 Litvack, Jennie and Seddon, Jessica, Editors. Decentralization Briefing Notes. The World Bank. No Date. Page 8.
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From a strategic point of view, actions financed by USAID in the near future should be guided
by the principles mentioned above. These principles derive into two broad areas of work: cre-
ating more autonomy for local governance and encouraging greater local government account-

ability.

More Autonomy for Local Self-Governments/More Own Source of Revenues for Local Government

At the policy level, it is important to give local self-governments greater autonomy in the reve-

nue area. This implies the following:

* Regional and local governments should be assigned at least one major source of revenue, for
which they could determine the rate, in order to increase accountability and responsibility.
A group of economists working for an IMF mission?* suggested the introduction at the re-
gional level of a personal income tax (on a residence basis) with a flat rate that piggybacks
on a national progressive personal income tax. The group also urged the introduction at the
local level of a real estate property tax. Arguing for these policy choices is important in or-
der to unblock the financial chain imposed by the federal government to local self-
governments. Even if there are improvements at the margin as a result of the new law, in
order for local self-governments to be viable, credible and politically legitimate they will
need more autonomy.

* More autonomy implies greater responsibility and oversight in the collection of local reve-
nues. The problems created by the de facto subordination of tax authorities to subnational
governments have created conflicting incentives for tax collection. One way to address this
problem is to strengthen and modernize the central tax administration, while paving the
way for creation of tax administrations at the subnational level charged with the enforce-
ment and collection of regional and local taxes. An effective way to proceed would be to
adopt pilot programs with separate tax administrations in some regions and large cities to
collect taxes well suited for local enforcement, such as the real estate property taxes. Over
the longer term, the development of a tax administration capacity at the subnational level
should also take into account the significant institutional limitations of local governments.

Making Politics Local in Russia: Accountability, Transparency Leading to Responsive Government

and More Active Citizenry

USAID programs should create an enabling environment through policy work in the following

area:

* Incentives for sound fiscal management and local accountability could be substantially en-
hanced through a clear, consistent, and stable legal and regulatory framework that assigns
roles to the different levels of government in a much more transparent and predictable way.
The new law still has ample room for improvement.

24 Era Dabla-Norris, Jorge Martinez-Vazquez, and John Norregaard. Fiscal Decentralization in Russia: Economic Perform-
ance and Reform Issues. Fiscal Affairs Department, International Monetary Fund. Conference on Post-Election Strategy.
Moscow, April 5-7, 2000.
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Combining policy work with pilot projects that can serve as demonstration effects in a policy
dialogue with the federal and regional governments:

Developing supporting federal regulations for regional and local governments in the areas
of budget classification, information disclosure, debt registration, and others would allow
for greater harmonization of standards across regions. Subnational governments also need
to adopt regional and local laws and regulations that are consistent with federal laws (e.g.,
in the areas of tax sharing and transfers to municipalities), thereby enhancing the account-
ability and transparency of the budget process.

Improving service delivery:

The system of expenditure assignments should also allow for greater subnational autonomy
in setting service levels according to local needs. It is critical to combine service delivery with
production of a given service. This is an area where there are opportunities to work with
CSOs. An important aspect of the synergy between local self-governments and civil society
is that there needs to be a movement toward efficiency and greater coverage of services.

Creating synergies between local self-governments, CSOs, and the political process:

As it has been mentioned and demonstrated throughout this report, municipal governments
are not legitimate and perceived as useful by citizen owing to a lack of stable finances and
poor institutional enabling environments that impede autonomous actions by local self-
governments. In 2000, Russians expressed a high level of distrust in all institutions, except
the Army and the President.”> On the other hand, according to the New Democracies Ba-
rometer, 66% of Russians said that most people can be trusted.?® A key aspect of the syner-
gies among self-government, civil society, and politics is the process of creating trust be-
tween citizens and government institutions. An important first step in this process is
strengthening the financial position of local governments, its administration, and opening
spaces for citizen participation. Compared with the United States, Russians have a greater
degree of interpersonal trust and capital —66% versus 35%? —an important initial condition
to create synergies among the three sectors discussed in this assessment. Examples of this
level of interpersonal trust are described by A.V. Chernyavsky in his report on local self-
governments. He describes how in one of the Volosts of the Leningrad Oblast, a community
tired of living with garbage became organized and hired a private firm, OOO Kolpinskii
Spetsavtotrans, to pick up their garbage every week. There were tremendous negative ex-
ternalities that nobody could ignore, and everyone was suffering from the negative conse-
quences of not doing anything about garbage collection. The importance of this event is that
citizens can be mobilized around a specific traditionally municipal type service, but also it is
important to point out that government is absent from the solution. The upcoming imple-
mentation of the new law presents opportunities where local governments can become more

% Rose-Ackerman, Susan. Trust, Honesty and Corruption: Reflections on the State-Building Process. Research Paper
#255. Program for Studies in law, Economics and Public Policy. Yale University. USA. 2001.Page 5

26 Tbid.

77 Ibid. Page 5.
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proactive, useful, and therefore gain political legitimacy. In the case of Volost of the Lenin-
grad Oblast, local government and civil society became partners in disseminating the expe-
rience, monitoring the service delivery, and demanding a more pro-active and creative role
for local elected officials. According to a report produced by the IUE, a survey on citizens’
attitudes toward local government showed that about 10% of citizens in Yekaterinburg were
willing to participate in municipal activities that directly affect them.?® This number is a
good number anywhere in the world.

Strategic Priority for a New Direction in Local Governance

The implementation of the new law in 2006 presents USAID with a window of opportunity to
enhance its efforts to strengthen local governments and local governance. In order to make the
best use of USAID’s scarce resources, and to focus USAID activities within the vastness of the
Russian Federation, the ARD team recommends exploring the possibility of developing indica-
tors that can determine, in a quantitative way, which municipalities would be more responsive
to absorbing and taking advantage of USAID technical assistance. The “classification” indica-
tors could be centered on activities in the following areas:

= Effort to collect own-source revenues.

* Budget preparation, budget execution, and closing of financial/accounting books at the end
of a fiscal year.

*  Municipalities reporting arrears and other types of municipal debt.

* Municipalities opening spaces for citizen participation in determining budget priorities, and
investments in local infrastructure/economic development.

» C(itizens participating in monitoring provision of public services.

* Municipalities, citizens, and private sector collaborating in lowering transaction costs and
therefore making local governments more accessible to citizens and businesses.

* Commitment from municipalities, citizens, and businesses to sustain reforms after the tech-
nical assistance is finalized.

As a first step, a short questionnaire to be answered by interested municipalities could be de-
veloped and a database could be created where the results for each municipality would be
stored. This database would provide the basis for determining which municipality would qual-
ify to receive USAID-financed technical assistance. The information collected during this first
stage of the process would serve as a baseline for a municipality that qualifies for USAID fi-
nanced technical assistance. The impact of technical assistance would be measured annually
against the baseline to determine positive, negative or no impact of USAID-financed technical
assistance on local governance.

Follow-on Activities

1. Eliminate the dispersion of USAID-funded activities and decide on three regions where
USAID will concentrate its activities in the next four years. Dispersion is generated by a de-

28 Liborikana, Marina. Local Government Report in Russia. The Institute for Urban Economics. Moscow. n.d.
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mand-driven process. But the result is that there is a lack of a critical mass of projects or ex-
perience that show that USAID activities are having an impact in Russia. (Success is the
strength of the IUE in Moscow.) Therefore, it is appropriate to evaluate seriously all activi-
ties financed by USAID, determine successes, and assess where there is a political gain from
making inroads in the area of local governance and focus future activities in three critical
regions.

2. Both the IUE and the federal government claim that they have “simulated” the impact of the
new set of laws on local government. The ARD team suspects that they have simulated the
macro-impacts of the law at the different levels of government, but they have not micro-
simulated the impact of the law on budget codes that will remain or be transferred to local
governments. Also, they might not have micro-simulated the impact on transferring prop-
erty of local governments to regional governments. At the policy level, it is important to
simulate the impact of the new set of laws—for example, in the Vladimir Oblast and in the
municipality of Vladimir and in one rural municipality within the Vladimir Oblast. It would
be important to measure whether in fact local governments will retain more revenues that
are collected within its jurisdiction, and whether those revenues are in equilibrium with the
responsibilities that are assigned under the new set of laws. It is probable that a rural mu-
nicipality where there is little or no economic activity will have fewer revenues under the
new law than under current law—and perhaps more responsibilities, as the critics allege.
Furthermore, it is probable that municipalities will bear the burden of dealing with people
who will be affected by the elimination of subsidies and unfunded mandates. This area
needs to be recognized early on in order to generate a strategy with CSOs as to how local
governments and CSOs could cooperate to ameliorate the social impact of the new laws.

3. Local citizens need to be informed about the new law —its advantages and disadvantages. If
it is true that the intent of the law is to create the basis for local democracy by giving local
governments more resources and more autonomy, it is critical that USAID provide technical
assistance in selected municipalities in the areas mentioned above. Also, it is important that
technical assistance be provided to inform local citizens about the new law and to how to
organize themselves to demand better services at the local level.

4. Building the foundations of strong and responsive local government administrations should
be emphasized. Most of the work carried out by the IUE has been in the direction of creating
a viable class of private owners and a private sector at the local level. This has been impor-
tant work and needs to be commended. But it is time to strengthen local government ad-
ministrations. If it is true that most local governments will have more autonomy as to how
they will spend and execute their budgets, it is important to train public administrators on
budget planning, budget execution, government accounting, and tax administration.

5. Recognizing that all politics is local is a good idea. Programs such as performance indicators
in provision of municipal services, targeting in social services, and one window-one stop
should be complemented by adding the production of the service considerations that have
been described in this report. Efficient delivery of the service is of paramount importance.
This implies that the production and the delivery of the service are working under one or-
ganizational and administrative roof. This administrative and organizational change implies
that the cost of production of the service can be lowered, new technologies in the provision
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of the service are easier to be introduced, and most importantly, people become of aware of
the cost of producing the service. Similarly, if a service will be privatized, local governments
need to be strengthened to monitor and regulate competition in the provision of services. In
this area, many synergies are present: more autonomy and more revenues combined with
greater autonomy in budget decisions at the local level, lead —in theory at least—to more
active local self-governments. The latter —also in theory —should provide the basis for more
citizen and CSO participation in setting priorities, defining level of services in the provision
of services, and monitoring performance of budget execution and local government per-
formance in general. The challenge is to make theory closer to reality in Russian local gov-
ernance.

6. Diversification of USAID’s partnerships. Reliance on one contractor leads inevitably to a
status quo bias where monopolistic behavior might be an unintended outcome. For the next
four years, it would be important to reconsider how the new work orders will be competed
and allocated. Arguably, there are other think tanks in Russia that could be given the op-
portunity to compete to provide technical services on behalf of USAID. However, to “shake”
the inertia that seems to dominate the activities sponsored by USAID, it would be worth-
while to explore the possibility of allowing American firms to compete for specific parts of
the USAID portfolio in local governance.

7. Better monitoring by USAID. If the emphasis becomes to help construct responsive, trans-
parent, and efficient local governments, a new set of indicators needs to be developed in or-
der to measure the performance of the contractor. These indicators will measure the impact
of the technical assistance in local self-governments” activities. Examples are better budget
execution, more revenues collected, more recovery of arrears, and more frequent open
hearings where citizens influence and shape the choices and decisions made by local self-
governments. According to technical specifications determined by USAID, contractors
should maintain this new set of indicators. USAID should also monitor the performance of
local self-governments post-intervention in order to measure sustainability and absorption
of technical assistance. This new emphasis moves the technical assistance provided by
USAID from an emphasis on training policy-makers to training public servants in charge of
making local governments more efficient, pro-active, and open to the public.

8. Dissemination of results to local administrators. Work in support of new law implementa-
tion should pay more attention to dissemination methods. More impact-related activities
and fewer seminars or workshops where people show up to socialize and not to learn. An
example of this activity could be the following: assuming that the successful project (imple-
mented by the IUE) in the municipality of Bor in the provision of garbage collection is
broadened to include the operation and production of the service under one organization,
then workshops can be organized in regions where USAID will be providing technical
services, and besides producing a manual, the administrators from Bor can show other ad-
ministrators how they have reorganized themselves to be more efficient and to provide an
increasing service coverage. Instead of having consultants do the training, it is better to have
administrators brag about their successes.
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Priorities for USAID

At this point, the ARD team on local governance is aware of the budget appropriated for local
governance activities in the next four years. It is premature to specify how much of each activity
should be executed in the near future. To answer those questions, Activities 1 and 2 need to oc-
cur in the next six to nine months. Activity 1 is a serious self-evaluation where international
consultants can evaluate the impact of all of the programs executed by the IUE thus far. This
would entail visiting municipalities where the Institute has worked and interviewing their per-
sonnel as well as consultants and members of government. This exercise should take three
months, and the results should be input for a two- to three-day evaluation meeting.

Concurrently, Activity 2 could be carried out in three regions: one where USAID has financed
technical assistance, one that is predominantly rural, and one that is predominantly urban. The
results of this quantitative analysis combined with the results of the seminar mentioned above
should provide the Mission with inputs to determine how much of the activities proposed above
should be funded over the next four years. It is important for the Mission to create its own
knowledge base and not to rely on have proxies having a different set of interests and priorities.

/R) USAID/Moscow: Democracy Assessment: Political Process, Local Governance, and Civil Society 38



5. CIVIL SOCIETY ASSESSMENT

5.1 GENERAL OVERVIEW OF THE THIRD SECTOR AND CIVIL SOCIETY

Russia is in the midst of the process of developing an independent civil society, or “that arena of
the polity where self-organizing groups, movements, and individuals ... attempt to articulate
values, create associations and solidarities, and advance their interests” autonomous of the
state.?” Civil society, it is argued, is intrinsic to the functioning of democracy on numerous lev-
els. Civic groups breed civic culture and serve as nesting grounds for social capital, a term used
to describe the norms of trust and reciprocity that loosely bind citizens together.*® They also
serve as an important mediating bridge between state and society, acting alternatively as inter-
est aggregators, watchdogs, and partners to both society and state. In sum, they help deepen,
widen, and heighten the parameters of political discourse. For those who adhere to the “civil
society argument” —that civil society is an important and crucial component of transitioning
and consolidated democracies—Russia’s civic transition is just as momentous as its political and
economic transitions.

If one were to take the pulse of civil society in Russia, what would that diagnosis reveal after
over a decade of independent activity? Reflecting trends in economic and political develop-
ment, Russia’s civic pulse is also located in something of a “gray zone,” exhibiting some en-
couraging developments as well as some worrisome symptoms. While Russian civic groups
have filled the institutional space created for them through a variety of laws in the 1990s, they
have not fulfilled the expectations placed on them in the heady days of the collapse of the Soviet
Union.*

NGO development is one part of this larger civic transformation.®? Of the thousands of NGOs
that have registered in the previous decade, a majority either exists on paper or consists of a
membership of one. Groups are often weak and fragmented, operating sporadically when time
and money permit. Most are not financially sustainable, and groups supported by Western
funding have few strategies to raise income when donor support will wane and, potentially,
end. Nor are there mechanisms in place to ensure the continued influx of human capital; there
are few formal recruiting mechanisms to promote people into the nonprofit sector as a career

» Linz and Stepan, Problems of Democratic Transition and Consolidation, 7.

3% Robert D. Putnam, Making Democracy Work: Civic Traditions in Modern Italy (Princeton: Princeton University Press,
1993).

31 Michael A. McFaul, “Introduction,” in Demokratizatsiya: The Journal of Post-Soviet Affairs, Vol. 10 No., 2 Spring 2002
p. 109.

32 We emphasize that the third sector is not synonymous with civil society, although we use both terms throughout
the report. Rather, the third sector refers to a much narrower slice of activism; the “formal, functionally differentiated
and frequently professional nonprofit organizations that interact with the state and market actors.” This nonprofit
sector is one component of civil society, a term that refers to the numerous forms of associational life between the state
and the private realm. Thus, this analysis tries to distinguish between these two terms, rather than conflate them. In
addition, we do not include political parties, labor unions, or religious organizations in our definition of civil society,
because donors often slot them in different categories of support, even though in theory they are considered part of
civil society.
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choice, and there is little formal training for those people who choose to pursue nonprofit de-
velopment as a profession.

Further, many groups are disconnected from the publics they claim to represent. Although an
NGO sector exists, that sector is not clearly anchored in domestic constituencies, and the public
knows little about it. This makes NGO growth, whether in terms of financial or human re-
sources, difficult to sustain.

The NGO community itself is badly fractured. Organizations in Moscow tend to view NGOs in
the regions as overly provincial and backwards; regional NGOs resent what they perceive to be
an elitist attitude combined with a lack of “real” grassroots experience. This fuels a situation in
which a few NGOs assume self-appointed leadership positions and speak for NGOs across Rus-
sia as a whole. Many of these NGOs are located in Moscow, and are termed the “Moscow ma-
fia,” for they are perceived by many NGOs in the regions as oligarchs of civic activism —they
absorb resources but the investment has not necessarily resulted in better service provision,
policy implementation, or policy influence. Western media sources and donors tend to facilitate
this process of centralization, by speaking with a few select organizations (primarily human
rights), and extrapolating from this about the condition of civil society as a whole in Russia.

While NGOs have slowly developed relationships with governments on the municipal and re-
gional levels, on the federal level groups have struggled to move from gaining access to elites to
impacting public policy. This will continue to be difficult, given that many NGOs have little
public support to lend credence to their demands. In addition, conflicts within the sector im-
pede their abilities to organize effectively at the federal level for change that might benefit the
third sector. Nor are President Putin’s intentions toward the sector clear; as in other areas of re-
form, the administration is more comfortable with management from the top, especially with
respect to organizations that tread too near core national policy issues such as human rights.

Finally, all of the larger contextual factors that facilitated the growth of a nonprofit sector in the
West—such as beneficial tax legislation, a population with disposable income, a culture of
“checkbook activism” as well as one of voluntarism—are either entirely absent or poorly devel-
oped. Factors that facilitated the emergence of civil society in the West—a middle class; equita-
ble economic growth; and a clear framework of property rights, rule of law, a developed, inde-
pendent media, a civic culture—are also extremely underdeveloped. Unfortunately, if one is an
adherent of the civil society arqument—civic groups enhance and strengthen democratic norms
and institutions—Russia is a mixed test case. As one observer has stated, “Russian civil society
is not well, but it is alive.”3

However, some small but significant positive trends in NGO development are worth noting.
Many of these trends are developing at the municipal and regional levels, slowly “trickling up,”
in contrast to Russia’s historically top-down development process.

31bid, p. 116.
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Most Russian citizens may not be card-carrying members of their local NGOs, but they infor-
mally organize around issues that are important to them. Citizen activism around local issues
such as traffic codes, illegal construction, pension reform, health care, and education indicate
that citizens can be engaged, even if they are not formal members of or volunteers for an or-
ganization. In other words, a narrow focus that views citizen activism only as NGO member-
ship paints a much more pessimistic picture than actually exists.

Further, while influence at the federal level has been minimal, NGOs have made inroads in
working with regional as well as municipal governments, primarily with regard to social serv-
ice provision, government sponsored grant competitions, and consolidated budgets. This is
paving the way to more institutionalized forms of cooperation and communication between
NGOs and the state.

In addition, the emergence of a small number of community foundations indicates that other
key institutions in society, whether it is businesses, local and regional governments, educational
institutions, or professional associations, are networking with the third sector. A small percent-
age of successful businesses are also beginning to slowly absorb the concept of corporate phi-
lanthropy by establishing their own grant programs as well as foundations, which also provide
a counterbalance to Western foundations and their priorities. This can also provide legitimacy
to a third sector in search of financial as well as moral support.

Finally, there is the larger Russian context; although the increasing centralized political struc-
ture leaves little space for an independent opposition, nonetheless the continued economic
growth is promising for the slow evolution of an independent third sector and, in the long term,
civil society.

While these developments should not be overestimated, and are unevenly spread across Russia,
nonetheless the status of NGOs is in a much different position than even three years previously.
Certainly, compared with the development of the nonprofit sector in the West, it is extraordi-
narily weak. Even in comparison with third sectors in other post-communist nations, the third
sector in Russia is still in a period of very uneven transition.* However, compared with the
status of the third sector in Russia a decade previously, it has grown leaps and bounds. A pri-
mary challenge for USAID will be building on Russian successes at the local and regional levels,
rather than imposing an overly “Americanized” view on what civic development “should” look
like. Although progress is often slow and halting, the key lies in discovering the curious blend
of factors that made projects work in the Russian context and replicating that, rather than trying
to make Russia fit into an often mythologized (and idealized) Western vision of civic develop-
ment. Another key task is to widen the definition of civil society; NGOs are but one small part
of larger patterns of citizen culture and interaction. Moving beyond NGOs to help create link-
ages between a variety of key civic players is the next critical challenge for donors.

3 For example, see the yearly NGO Sustainability Index for Central and Eastern Europe and Eurasia.
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The following sections further discuss some of the key issues with which NGOs are currently
wrestling: NGO sustainability, popular support, intrasector networking, and state access.

NGO presence and sustainability

Since the Gorbachev era, Russia’s third sector has grown from a ragtag collection of 40 or so
small informal organizations to more than 450,000 formally registered organizations as of early
2001.%> Molded by the economic exigencies of the transition era, the bulk of voluntary organiza-
tions provide essential services and support to citizens struggling to maneuver Russia’s brave
new world of economic decline and political and social fragmentation. In addition, many
groups filled the void created by a retreating state unable to maintain its commitments to the
Soviet version of the welfare system. As a result, some estimate that 70% of NGOs are involved
in some type of social service work.®* These organizations are not all created “from scratch”;
many Soviet era groups, having achieved legal independence, regrouped and reorganized
within the new Russia. Associations of disabled, pensioners, and veterans, for example, are
some of the organizations that bridge the old system and the new. In addition to the bulk of or-
ganizations that provides some form of social service or support, a small minority of Western-
style environmental, women’s, and human rights organizations are scattered across Russia.

Despite this organizational proliferation, the fledgling third sector is experiencing a wide array
of growing pains. Outside of the major metropolitan areas, NGOs are thinly stretched across
vast swathes of territory. To speak of “Russian” NGO development masks critical differences
between NGO communities at the regional level. Drawing from data collected by Charities Aid
Foundation, there are 3.78 organizations for every 1,000 people in Central Russia, compared
with 3.72 in the Urals, 3.54 in Northwest Russia; 3.04 in the Far East, 2.75 in Siberia, 2.53 in the
Volga, and 2.53 in the Southern district.”” These numbers are also somewhat illusive. There is a
large gap between the statistical presence of NGOs and the substantive reality of their opera-
tions; a much smaller percentage of groups carry out their activities on a regular basis.*® Thus,
although there may be more organizations per person—for example, in the Russian Far East—
the third sector in Siberia and the Volga is much stronger in terms of regularized presence and
impact. In sum, NGO development is progressing in fits and starts, and is unevenly distributed
across numerous time zones.

Part of this anemic development is rooted in Russia’s overall economic environment; while the
economic climate of the 1990s provided the impetus for organization, it simultaneously kept

% This number includes independent civic associations, as well as labor unions and political parties. USAID, 2001
NGO Sustainability Index for Central and Eastern Europe and Eurasia (Fifth edition, March 2002), 133. The Charities Aid
Foundation Russia office estimates that there are currently 300,000 NGOs, although they do not specify what they
mean by NGO or identify the source of this information. www.cafonline.org/cafrussia/default.cfm. Finally, the civic
activist Alexander Nikitin estimates that there are over 350,000 registered NGOs and 90,000 active NGOs. Notes from
speech given by Alexander Nikitin at the Center for Strategic and International Studies, Washington, D.C. Thursday,
December 13, 2001.

% Interview with Olga Alexeeva, Director, Charities Aid Foundation, October 7, 2002.

% Numbers drawn from Anna Sevortian and Natalya Barchukova, “Nekommercheskii Sektor I Vlast’ v regionakh Roccii.”
3 For example, Alexander Nikitin estimates that as few as 25% of groups are active. Ibid.
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groups from developing a stable presence. Despite encouraging economic trends, many groups
currently face a daily struggle to find financing. Many citizens are unable or unwilling to give
money. In a country where even checkbooks do not exist, checkbook activism, the backbone of
nonprofit development in other countries, is slow to develop. The absence of tax incentives, ei-
ther for businesses or individuals, to donate time and money to organizations complicates the
search for funds. International sources of funding are shifting as well; several donor organiza-
tions are pulling out of Russia, scaling back their commitment, or are reprioritizing thematic
emphases, which affect the approximately 7-10% of NGOs that receive financial support from
the West.»

Critical resources are not just financial; ensuring a constant stream of human capital remains a
problem for NGOs. Citizens rarely choose the nonprofit sector as a career choice; one very op-
timistic estimate places the number of people involved in the nonprofit sector at about 1% of the
country’s adult population.? The Civil Society team was struck, particularly in the regions, by
the impact of declining financial resources, particularly from abroad. Many NGOs that had once
received support from the West had lost their most talented workers to government or business
in the wake of shrinking budgets. Elena Malitskaya, president of the Siberian Civic Initiatives
Support Center, estimated that their network of resource centers had lost 30 people in the last
year because of budget cutbacks. In addition, the lack of university programs in nonprofit man-
agement ensures that talented students will choose alternative professions.

The prognosis, however, is not entirely negative. Rather, progress tends to be incremental, and
is evidenced by specific, small-scale (yet significant) examples scattered across Russia. Govern-
ments at the municipal and regional levels have begun to support NGO initiatives by funding
small grant competitions for public initiatives and projects. Though the amounts are small, and
often do not provide salary support, they nonetheless represent a big step forward for NGO le-
gitimacy. In addition, there is growing interest among a small percentage of the business com-
munity in corporate philanthropy. The small movement of community foundations, primarily
nurtured by Charities Aid Foundation, is evidence of this emerging culture. Businesses such as
YUKOS, Bee Line, and Alfa-Bank have also ventured into sponsoring grant programs of their
own. This comes with inherent dangers; a few of the major businessmen that have started to
support nonprofit organizations, such as Mikhail Khodorkovsky and Boris Berezovskii, have
also become ensnared in fights with the Kremlin, and thus are not necessarily guaranteed
sources of continued support for NGOs. In addition, for many smaller businesses, owners are
hesitant to give help to a nonprofit organization when their own business is not turning a profit.
Many also simply do not know about or fully trust nonprofit organizations. Despite these quali-
fications, businesses are donating more money overall in support of efforts, particularly those
that relate to “traditional” charitable themes, such as efforts to provide assistance to children or
cultural events. All of these developments indicate that other key players in Russian society are
very slowly beginning to perceive NGOs as potential partners in Russia’s transition.

3 Interview with Alexander Borovikh, June 2004.
4 Oslon, A., “Predbaritel’'niye zametki,” in Pogovorim o grazhdanskom obschestve (Moscow: Fond Obschestvennoye
mneniye, 2001): 6-13.
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NGOs and the public

Many NGOs also lack a visible constituency. This is problematic; without domestic sources of
support (financial as well as moral), NGOs will be unable to sustain themselves, not only in
terms of financial resources, but in human resources as well. In addition, however, the lack of a
visible constituency makes it difficult for NGOs to be taken seriously by governments. Thus,
developing ties to the public (as well as to the state) is a critical task for many NGOs.

Groups are tentatively beginning to act as a conduit from private citizen to public realm; how-
ever, state-society relations are fragile, for activists had relatively little experience in functioning
as an autonomous civic sector within the framework of a (somewhat fragile) democracy. Or-
ganizations are still small, insular, and wary of outreach to the public. Many organizations’
membership is limited to those who work for the organization, or to the small group of clients
they serve.

In turn, citizens are ambivalent about joining organizations. Although citizens have deserted
their former Soviet-era organizations, they have not joined new ones. Russia’s rate of associa-
tionism, at 0.65 organizations per person, is low, even for post-communist countries, which, as a
bloc, have the lowest rates of organization among democratizing countries.*!

The reasons for this lack of enthusiasm for “joining” are several. Some citizens may be weary of
organizational membership after years of forced participation in “voluntary” activities. Scandals
in the 1990s, in which the Mafia or other operations formed front nonprofit organization in or-
der to import and export alcohol and cigarettes, or in which pyramid schemes were touted as
charitable funds, did not improve the third sector’s public relations situation.* In addition, citi-
zens also are unfamiliar with larger theoretical concepts such as the third sector, or civil society.
A 2001 survey revealed that only 16% of Russians were familiar with the term civil society.*
NGOs are not the only ones on a steep learning curve; citizens themselves are navigating their
relationships with social groups in a new era of legalized organization.

However, once again, many small initiatives have emerged at the local and regional levels. For
example, the Spring Week of Good Deeds, which emerged in many of the regions serviced by
the Pro-NGO project, attracted about 327,000 participants in 2003, a number which has tripled
in over two years. These initiatives were most successful with more “traditional” social service
organizations that targeted disabled children, disabled adults and veterans, pensioners, daycare

4 Data drawn from Marc Morje Howard, “The Weakness of Postcommunist Civil Society,” Journal of Democracy, 13.1
(2002), Figure 1, 159.

4 For example, in 1992-1995, the National Foundation for Sports became the biggest importer of alcoholic beverages
in Russia, providing for 80% of imports to Russia. See D. Dokuchaev, “Fond Sporta—Natsionalny, a Prinadlezhit
Edinitsam,” Izvestiya June 5, 1997. In addition, the financial pyramid “MMM” which absconded with millions of peo-
ple’s savings, called people’s investments “charitable donations.” http://www.cafonline.org/cafrussia/r_fact.cfm.

# Oslon, A., “Predbaritel’'niye zametki,” in Pogovorim o grazhdanskom obschestve (Moscow: Fond Obschestvennoye
mneniye, 2001): 6-13.
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centers, nurseries, and so on.* These few examples demonstrate that citizens are engaged, but
that the issues have to be ones that are compelling to them and meet their needs.

NGOs and the state

NGOs are very slowly developing channels of access and influence at various levels of the gov-
ernment. As discussed previously, NGOs have been most successful in garnering resources as
well as influence in formulating policy at the municipal and regional levels.

These developments are beginning to be felt in numerous areas across Russia. For example,
many of these changes were pushed by the Siberian Civic Initiatives Support Center, and
worked most effectively in regional cities such as Novosibirsk, Tomsk, and Krasnoyarsk. In ad-
dition, the “Povolzhe” Center, located in Samara has also been credited with developing a sys-
tem of round tables, in which NGOs and governments pool expertise and knowledge in order
to formulate more effective policy. The former resource center in Rostov helped write legisla-
tion regulating NGO-government interaction. In Tolyatti, businesses and NGOs helped push for
favorable tax legislation to encourage businesses to donate to the community foundation. The
positive trends mentioned here are broader than the organizations engaged in the Third Sector
Advancement Programs, and not limited to USAID partners.

These organizations involved in these negotiations worked tirelessly over the process of several
years to make slow progress. This is a difficult task, for when administrations change, often
NGOs must start over again, proving their merit to local governments. In addition, NGOs have
had to engage in a difficult dance as some governments confuse NGO cooperation with NGO
cooptation. Thus, for example, the Irkutsk administration scaled back NGO involvement in the
awards committee because they felt third sector representatives were “too difficult.” NGOs had
different priorities than local officials, which meant that many potential funding decisions were
deadlocked. Also, many administrations have unrealistic expectations of NGOs. They expect
NGOs to quickly solve the problems they themselves have been unable to resolve, and are im-
patient when NGOs are not immediately more efficient. Thus, some administrations, such the
Irkutsk oblast’ officials, complained about the lack of “results” from NGOs. Although there may
be some truth to this, local and regional governments have not exhibited a promising track rec-
ord of service provision, and thus are somewhat suspect in their opinions.

Although NGOs have struggled to gain access to government at the municipal and regional
levels, they also have limited control over broader contextual factors that influence their access.
Progress and setbacks with regard to NGO-state relations can also often be attributed to the at-
titude of the governor and other important political elites. Thus, for example, the Volga region’s
relations can be attributed to federal representative Sergei Kirienko’s championing of NGOs.

At the federal level, NGOs have slowly succeeded in gaining access to state elites, but have had
difficulty translating that into actual influence on policy. The state at the national level, until the

#IREX, “The Spring Week of Good Deeds 2001-2003,” Moscow, February 2003.
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arrival of the Putin administration, has been relatively indifferent to the utility of nonprofit or-
ganizations. The Duma has been slow to pass further legislation on areas such as social service
provision, or laws regulating charitable donations, which might help support a third sector. In
addition, in its efforts to cut through some of the loopholes regarding taxation, the Duma has
passed legislation that has resulted in tightened regulation of the third sector.® When there is
limited success, it tends to happen with regard to specific issues, rather than on sector-wide
needs.

Nonetheless, NGOs have made some progress in terms of developing relationships with vari-
ous departments in the administration of the federal government. Briefly during the Yeltsin
administration, the president retained an advisor on environmental policy (which subsequently
was eliminated, but has recently been recreated, and the administration still maintains a human
rights commission (even if it has little impact on policy). NGOs also have a presence on some of
the other commissions and advisory councils located within the administration, such as the
Committee on Women, Family, and Youth, or Education and Science. This role of minor advisor
rarely translated into legislation or policy implementation, however. This is due to a variety of
factors. Poor government awareness of NGOs, lack of large or vocal constituencies, and the ab-
sence of a strong party system (and now the presence of a unitary party system) also keep the
third sector from having a greater presence in national level politics.*

Finally, NGOs themselves are often unable to unite on national issues; there is little or no “NGO
community” or “NGO identity” at the national level. While the third sector is replete with lead-
ers who speak for the third sector, these leaders are often self-appointed. This makes it difficult
to push for legislation at the federal level on third sector issues. The ongoing battle over secur-
ing resources from abroad complicates the issue of cooperation. Groups are more interested in
staking out their claim to resources at times than thinking strategically as a sector.

The Putin factor

Since Putin’s ascension to the Russian presidency, pundits have been trying to interpret his true
intentions toward developing democratic norms, practices, and institutions in Russia. Although
his commitment to promoting economic growth is clear, how this goal will impact democratic
developments is less so. An often hyperbolic Western press, which perceives shadowy KGB
elements behind every move, often muddles intricacies of Russia’s complex dance with pro-
moting greater levels of development, economic and political in Russia. Yet, recent develop-
ments are troubling.

Accustomed to state indifference during the Yeltsin administration, NGOs have developed a
much different relationship with the Putin administration, which has been verbally supportive
of strengthening NGOs and civil society, but has engaged in activities which reveal much more

4 For example, groups are potentially eligible to be taxed on incoming grants, as well as the value of the good sand
services they provide. As of yet, this has yet to significantly impact NGOs. Interviews, fall 2002.

4 See Marcia A. Weigle, “On the Road to the Civic Forum: State and Civil Society from Yeltsin to Putin,” in Demokra-
tizatsiya, 117-146.

/R) USAID/Moscow: Democracy Assessment: Political Process, Local Governance, and Civil Society 46



Chapter 5

ambivalent attitudes about supporting independent third sector growth as well as broader civil
society development. On the one hand, the Civic Forum of 2001 was the first time that govern-
ment officials and NGO representatives from throughout Russia met to discuss the develop-
ment of civil society in Russia. Though many worried that this was an opening salvo in a
broader effort to co-opt, and eventually muzzle, opposition to the Putin administration’s
agenda, in his own speech at the conference, Putin dismissed charges that the state wished to
co-opt opposition, noting that “civil society cannot be established at the state’s initiative, at the
state’s will, much less in accordance with the state’s plans.”# In addition, the Civic Forum, by
setting up roundtable discussions between NGOs and federal-level administrators, created
more channels of communication and a potential for greater NGO-state cooperation. For many
groups in the regions, struggling to develop ties with local administrations, it sent a positive
sign to regional power holders that NGOs were an important force with whom to negotiate.*®
However, in the ensuing years, many NGOs became frustrated that while the Civic Forum was
an important first step in gaining access to important political elites, that access rarely translated
into an impact on policy, particularly at the federal level.

In addition, Putin’s more recent State of the Union address of May 2004 demonstrated that
nearly three years later, the interest was also tinged with suspicion; some NGOs, he maintained,
were primarily concerned with obtaining financial resources from abroad, or served “dubious
group and commercial interests. ” As a result, he argued, these civic groups do not serve the
real interests of the people, in contrast to the thousands of organizations on the ground who
continue their work unnoticed. A subsequent Kremlin-organized meeting with perceived pro-
Kremlin NGOs (human rights organizations such as Committee of Soldier’s Mothers and Me-
morial were not invited) strengthened the perception that Putin, despite his protestations,
wants a “managed civil society” to accompany his concept of a “managed democracy.”

In our own interviews, NGOs presented various interpretations of Putin’s statements. Nearly all
were apprehensive, wondering what government actions would come next after this statement.
Many interpreted these remarks to be aimed at primarily human rights organizations, which are
almost wholly reliant on Western funding and have consistently critiqued the administration’s
policies, particularly with regard to Chechnya. However, several interviewees also thought that
Putin’s statement was somewhat accurate, in addition to being extremely worrisome. They
agreed that some large, Moscow-based NGOs do get a large amount of funds from abroad, yet
are unable to demonstrate “results.” These groups advocate on issues that are not compelling to
the population, they are much richer than most other organizations, but have no proactive plans
for how to work constructively, either with the government or with local populations. In addi-
tion, some interviewees pointed out that these organizations had used ineffective strategies, of-
ten choosing an adversarial stance with the government rather than one that could yield coop-
eration. Many NGOs did not disagree with the substance of Putin’s remarks so much as fear the
potential application of his comments. Would these few sentences mark the launch or a selec-

4 “Vladimir Putin: States are Judged by the Level of Individual Liberty. Excerpts from President Vladimir Putin’s
Speech at the Civil Forum.” Vremya Novosti, November 22, 2001.
4 This was my own experience in interviewing groups in the regions.
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tive campaign against Western-funded NGOs? How would overzealous Putin supporters in
local and regional administrations, in the absence of a significant opposition, interpret his com-
ments? Putin’s approval of Civic Forum helped legitimize NGO activities to many administra-
tors in the regions; his recent comments may have the opposite effect. Many of the NGOs in the
regions were subdued, waiting for the other shoe to drop in response to his comments.

Certainly, it would be foolish to ignore the many ominous developments over the past five
years. Yet, it is also important to recognize that “independent media” under Yeltsin was a me-
dia controlled by various oligarchs; that while Putin is influenced by KGB colleagues, Yeltsin
was surrounded by “the family”; that Putin’s agenda of economic order first, political develop-
ment later is supported by a majority of its citizens. In other words, the 1990s was hardly a
“golden era” of democracy for Russia. And a realistic foreign policy has to work with the exist-
ing situation.

Given these recent developments, it is a good time to assess the status of NGO development as
well as civil society in Russia. Do NGOs have the capacity to play a viable role in Russia’s
democratic development? Second, how can outside actors facilitate this process of domestic de-
velopment? After more than 10 years of civil society aid, it is an appropriate time to pause, as-
sess, and ask what has worked in building, in USAID’s words, a “more open, participatory soci-
ety”? Support for civil society initiatives is critical. However, USAID should continue to build
on its previous successes by continuing its work with the regions and its small grants programs,
and continue to broaden its definition of the third sector to include other important civic actors,
such as schools, universities, and libraries. Above all, what it critical is that the next phase of
strategy continue to be pro civil society, and not anti-Putin’s perceived anti-third sector policies.

5.2 USAID’s ACTIVITIES IN CIVIL SOCIETY

USAID has worked for over a decade to facilitate the emergence of civil society in Russia. This
has been a difficult task; unlike the field of economic development, which has existed for well
over half a decade and is animated by a series of policy debates based on extensive research as
well as field experience, not only in Russia, but in many developing countries, civil society de-
velopment is somewhat unchartered activity. While NGOs around the world have long been
involved in implementing development projects, their work has often been limited to facilitat-
ing economic development or implementing social projects. The concept of self-consciously de-
veloping civil society, in the same vein that one might stimulate economic growth, originated
out of the ashes of the Cold War. As a result, development practitioners still know little about
how one stimulates “civil society” and which particular strategies yield results. In many ways,
Russia, along with many other post-Communist countries, have served as development labo-
ratories. USAID, as well as other donors interested in civil society development, have also been
on a steep learning curve in trying to develop effective mechanisms to stimulate civic growth.

From the beginning of its work in the early 1990s, USAID has chosen a strategy of working al-
most solely with NGOs as a mechanism to develop civil society, although the thematic empha-
ses of development have shifted over time to meet changing realities. This approach differs
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from what evolved in the West. While in the West, the nonprofit sector evolved out of decades,
if not centuries of more diverse patterns of civic activism; in the East, donors often chose the re-
verse strategy, by focusing on the nonprofit sector first and then hoping that civic attitudes and
patterns would follow.

In addition, civil society work in Russia is complicated by the fact that USAID works with
NGOs across all portfolios. Thus, the NGO Support Program works with only a small slice of
NGOs. These groups work on issues important to the third sector as a whole; issue-specific NGOs
either are funded through USAID-sponsored small grants competitions through Pro-NGO or
are often slotted under other programs within the USAID structure. Thus, there is no single
portfolio that handles all civil society projects.

In the early to mid-1990s, programs such as the first Civic Initiatives Program (CIP) focused on
providing training and technical assistance to NGOs on such topics as registration, social mar-
keting, budgeting, and others. In addition, through World Learning as well as IREX, USAID
sponsored several partnership programs, which joined Russian organizations with Western
counterparts in order to transfer knowledge and skills from experienced Western NGOs to in-
fant Russian ones. Third, USAID, through the Eurasia Foundation, sponsored small grants
competitions to spread money to smaller organizations scattered all around Russia.

As NGO development shifted, so did USAID’s strategies. Starting in the mid-1990s, USAID be-
gan to focus more intensively on funding networking projects and on supporting resource cen-
ters in order to spread knowledge and expertise to regional NGOs located far from Moscow.
These efforts to strengthen regional development evolved into the Pro-NGO Program, which
linked more than 20 resource centers in four regions in an effort to further institutionalize NGO
development in the far corners of Russia. By continuing to support training and small grant
making, the program aimed to ultimately increase citizen participation as well as enhance NGO
capacity, financial sustainability, and public image. In addition, a separate project run by ISAR
in the Russian Far East also linked NGOs across a broad expanse of territory. Many of these
centers have evolved into civil society development organizations, and help facilitate govern-
ment interaction or community activism, rather than simply as service providers to regional
NGOs.

As Russia entered a new century, USAID, in addition to its work with NGOs, moved toward
stimulating citizen activism in the hopes of fostering the emergence of a civic culture as well as
building social capital. The second CIP, located in the Russian Far East, as well as Pro-NGO-
funded grant competitions, marked the shift away from a solely NGO focus to one with a
broader definition of civic participation. Programs such as “You the People” and the Commu-
nity Service School Program, further moves USAID away from the narrower NGO approach.

This does not mean that USAID is finished with NGO support. The Third Sector Advancement
Program continues its focus on NGOs, by helping them further develop their abilities to act as a
critical bridge between citizen and state at local, regional, and federal levels by focusing on
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three activities: strengthened associations among CSOs; strengthened policy-making capacity
among CSOs; and strengthened community of practitioners that provide services to CSOs.*
However, they have begun to branch out to significant other players within civil society in ad-
dition to their third sector work.

Strengths of USAID-funded programs

CREATING A NONPROFIT SECTOR
There is now a weak, but existent nonprofit sector that did not exist 10 years ago. In addition,
these efforts have created an entirely new vocabulary for activists—“civil society,” “third sec-

s

tor,” “nonprofit organization,” “NGO” —as well as a new way of visualizing and creating link-
ages with the state, political society, other actors in the civic sector, and the private citizen.
Given that the majority of growth has taken place in the past 10 years, this institutional, as well
as conceptual, growth is significant, both in its statistical presence as well as in its theoretical

implications for strengthening democratic institutions and practices in Russia.

CREATING AN ALTERNATIVE

In addition, throughout the trip, interviewees stressed that USAID is an important source of
funding for organizations that often cannot, because of the nature of their activities, find sources
of domestic support. For example, in the foreseeable future, it is unlikely that the government or
business will be interested in funding rights protection groups or environmental groups. For
example, the group Baikal Wave, which has fought to block YUKOS oil from building pipelines
in the absence of following appropriate legal procedures, could not have accomplished its work
without the support of Western organizations. This type of project is not of interest to local ad-
ministrations in search of foreign investment, or businesses in search of profits.

Further, many grantees emphasized that aid from USAID and other donors helped them main-
tain their sense of independence from local and regional administrations in search of political
support. Although many of these same groups were also pleased with the progress that they
had made in securing small amounts of financial support from administrations, they recognized
that it was too early, and relations were too fragile, to count on, or even work for intensive gov-
ernment support, particularly given the political practices of some administrations. While West-
ern donors can create their own set of pressures on influencing group activities and goals,
nonetheless NGOs noted the important role that Western funding played in creating an alter-
native in an increasingly narrow political space.

BROADENING BEYOND “WESTERN” NGOS

Enabling local resource centers to, in turn, become grant-making organizations has helped ex-
pand the types of organizations that can qualify for assistance and support. This has slowly
helped donors reach organizations that do valuable work but may not fit easily within donor
priorities to support democratic reform or change. This is particularly true, for example, for
groups that may consider themselves involved in “rights protection work” (protecting the

# USAID Russia, “Third Sector Advancement Program Annual Program Statement,” May 28, 2004, pp. 4-5.
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rights of invalids, blind, veterans, etc.) but are unable to fit themselves within the Western
rhetoric of “human rights” organizations.

FOSTERING GOVERNMENT RECOGNITION AT THE REGIONAL LEVEL

While developments have stalled or in some ways moved backwards at the federal level, NGOs

have worked hard for and achieved recognition from municipal and regional administrations,

which has been manifested in a variety of ways.

* NGO fairs. For many NGOs in the regions, this was an initial step in educating administra-
tions, the public, and other NGOs about their work. NGO fairs have become common in
parts of Siberia, Central Russia, and the Volga district.

* Regional and municipal grant competitions. In the past few years, NGOs have successfully
lobbied municipal and regional administrations to sponsor small grant competitions. Many
USAID-funded NGOs were active in helping administrations set up transparent mecha-
nisms through which to judge recipients. In many of the regions, governments increased
budget funds, not only for the competitions, but for the amount delegated for specific indi-
vidual projects. Although this money is still small (many budget competitions are for only
several hundred dollars), nonetheless it is an important step.

* Consolidated budget competitions. In addition, USAID-sponsored NGOs have lobbied ad-
ministrations to develop funding mechanisms that draw from various institutions within
society. Thus, for example, government, NGOs, and businesses might agree to pool money
for specific social projects.

* Social contracting. As governments have become more familiar with NGOs, they have also
gradually relinquished responsibility for various tasks.

* In addition, NGOs have become increasingly active at the municipal and regional levels in
drafting legislation and influencing policy.

Many of these developments were initiated by centers funded by the Pro-NGO project.

FOSTERING DOMESTIC FUNDING SOURCES
All of these developments have helped a small but notable trend in increasing domestic sources
of funding for the NGO community.

SPECIFIC PROJECT SUCCESSES

These broader trends were often facilitated by a few instrumental NGOs who worked particu-
larly effectively with grant money and USAID support, or with support from other donors. For
example, many NGOs acknowledged the role that the Siberian Center had played in pushing
for many of these changes. The Center was singled out by many NGOs as providers of effective
training, excellent models of organization, and strategic thinking. In addition, the Samara Cen-
ter “Povolzhe,” which has traversed a very different organization path, was also praised as an
effective center, particularly with regard to their abilities to build relations with local and re-
gional administrators. Furthermore, the Center for NGO Support was cited as an important
source for on-line training for many NGO activists in the regions. Although these examples
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were mentioned to the assessment team, we expect that similar success stories would be found
elsewhere were a more comprehensive assessment be undertaken.

CONSTRAINTS AND WEAKNESSES OF USAID-FUNDED PROGRAMS

The Civil Society team recognizes the large and very intricate structure of USAID, both in the
United States as well as in Russia. Programs are divided between numerous departments and
portfolios. In addition, particularly in Russia, resources have diminished, while the immensity
of the task at hand (fostering political and economic change in a country spanning eleven time
zones) has remained constant. This has led the Civil Society team to raise the following issues,
given the importance of the critical task at hand.

COORDINATION WITHIN USAID

While the Third Sector Advancement Program works on strengthening NGOs, the delineations
between the different portfolios within USAID are somewhat illusory. NGOs are funded within
all sectors. Yet, it is not clear how the different portfolios within USAID interact, exchange in-
formation, or create synergy among the various “successes” within their portfolios. The Mission
has been breaking ground in terms of innovative programming that cross-fertilizes across port-
folios, and efforts should continue in this regard.

For example, nearly every single NGO in the regions complained about networking projects
that created “umbrella” coalitions among organizations across Russia. Many felt that Moscow
trainers were poorly versed in local conditions, had little practical experience to impart, and
were generally unprepared to provide quality training. In addition, many regional groups re-
ported that regional representatives of Moscow based umbrella organizations were weak; the
Moscow center claimed an extensive network which did not really exist on closer inspection.
Alternatively, regional representatives for the umbrella projects complained that they operated
alone, with little to no support from the center. The benefits they did receive—a small stipend,
information through the Internet, a yearly trip to Moscow —were few compared with the costs
incurred by the center.

Even though these projects are not formally funded under the Third Sector Advancement Pro-
gram, it affects the work of NGOs within this portfolio. Yet, this issue may not be addressed,
because it also is not formally considered the Third Sector Advancement Program’s “problem”;
it belongs to rule of law or political processes or some other portfolio. These programmatic de-
lineations make it difficult to fully address third sector growth. This is unfortunate, for it makes
it difficult to connect issue-specific successes with sector-wide attempts to improve the legal,
social, or political environment for the entire sector.

In addition, activity managers within the different portfolios within USAID as well as the
broader Embassy staff have differing definitions of the third sector, of civil society, and how
these two phenomena can contribute to democratic sustainability in Russia. For example, some
staff (not in the Third Sector Portfolio) tend to equate civil society with just NGOs. Others have
a very Americanized view in terms of their expectations of what NGOs “should” look like in
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Russia. Some tend to view civil society as being led primarily by human rights organizations,
others are more interested in social service provision NGOs as the potential locus of greater or-
ganization. As a result, it is difficult to coordinate projects, strategies, and goals in the absence
of common agreement or at least understanding of each other’s priorities.

Project weaknesses

CONNECTING THE NONPROFIT SECTOR WITH CIVIL SOCIETY

Although a nonprofit sector now exists, it is one that is often divorced from the constituencies
they claim to represent. For example, while the Civil Society team believed that aid had helped
support eloquent, democratic thinking activists in cities such as Irkutsk, for example, many of
these organizations consisted of a few members, who ran several organizations and grant proj-
ects. In general, for many donor-supported organizations, the public is still absent. The main
constituent is still the donor.

WEAK PARTNERS

Inevitably, not all projects will create the expected results. Nationwide programs implemented
by different people in different environments inevitably create a wide range of results, some
more successful than others. For example, with the Pro-NGO Program, funding regional hubs
to act as incubators of greater civic activism makes sense in a country as large and diverse as
Russia, particularly when donors are trying to support organizations based far away in the re-
gions. In the ideal situation, regional hubs can act as spider plants of activism, stimulating
greater organization among surrounding NGOs. However, the reverse is also true; an ineffec-
tive center can retard, subvert, or strangle development. A mentoring relationship in which a
regional center acts as a mobilizing leader can turn into a monopolizing one, in which a central
organization sucks up valuable resources, without fostering further development. In a bad
situation, funding can create a “black hole” of development.

While Novosibirsk and Samara were credited by NGOs for stimulating regional activism and
fostering growth, Krasnodar (the Pro-NGO project) and the various programs run by ISAR and
currently ISC in the Russian Far East were nearly unanimously perceived as weak. Unfortu-
nately, weakness in the center often stymies development elsewhere. Particularly in Southern
Russia, although NGOs credited SRRC with being a consistent source of training, it was also
consistently criticized for monopolizing resources and for using less than transparent policies
and procedures. This created divisions within the NGO community, and when the pro-NGO
project ended, so did the work of many of the regional resource centers in the network. Thus,
networking projects did not work universally across Russia.

After interviewing multiple NGOs that worked across various portfolios, we believe that good,
talented people make projects work, rather than the reverse situation. Nice sounding, impor-
tant, and even necessary projects can founder and eventually shrivel, even when implemented
by professional NGO activists, particularly when they have different priorities, passions, and
interests. Supplying projects based on what donors feel “should” happen rather than designing
projects based on what NGO activists want to make happen, feel passionate about making hap-
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pen, and have been able to make happen in the past creates projects doomed to fail. Work on
building on past successes rather than on future aspirations.

5.3 RECOMMENDATIONS

We recognize that fostering civil society, or even a nonprofit sector, is a long-term process,
which is contingent on a wide array of contextual factors that are often out of the control of
relevant actors. Supporting this development takes a long-term commitment, reinforced with
adequate resources. Unfortunately, USAID may have access to neither in the upcoming years.
Thus, we wrote the evaluation under the assumption that funding will wax and wane, and may
cease entirely in the near future (i.e., five years). As a result, we have tailored our recommenda-
tions under the assumption that aid will come to an end sooner rather than later, and thus our
recommendations revolve around a belief that now is the time to preserve and nurture the pro-
gress that has been made while cutting away the counterproductive activities. We do not advo-
cate an entirely new course of action, but rather seek to refine previous strategies that will fit
into new program objectives of strengthening associations among CSOs, strengthening policy-
making capacity among CSOs, and strengthened community of practitioners that provide serv-
ices to CSOs.

Defining focus/mission

The third sector team at USAID is professional and knowledgeable, with a wealth of experience
over the past decade. All of the various Annual Program Statements, strategies, and so on are
clearly written. However, as the amounts of money lessen, the ARD team encourages the third
sector portfolio to more clearly articulate what it hopes to leave as a defining legacy with regard
to either third sector or civil society development. The mission of the USAID’s civil society
promotion strategies has spread substantially, such that its programs on civil society are
stretched so broadly that it cannot focus compellingly on any single issue. The 2004 Annual
Program Statement provides some of the direction that was lost as a result of the close-out
scare; new program objectives revolve around strengthening associations among CSOs,
strengthening policy-making capacity among CSOs, and strengthened community of practitio-
ners that provide services to CSOs. But other new programs also include the Community Serv-
ice School Program, as well as “You the People.” All of these concepts and projects are impor-
tant, but it also stretches the team very thinly across many varied approaches to civic
development. It is unclear where the office’s “passion” lies, if we may use the term. What does
it want to leave behind after over a decade of hard work?

Coordination with other units

We would like to encourage all of the relevant actors who work with NGOs across the USAID
portfolios to sit down together to exchange information on successful projects, as well as on
more basic assumptions about the nature of their work. In conversations with various officers at
USAID, the ARD Civil Society team noted that different officials had different definitions of the
third sector, civil society, what signifies a “successful” project, and so on. This makes it difficult
to coordinate activities, when different development specialists have different definitions, ex-
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pectations, and so on. There is some intersection, but each goal is going to target a different
audience and different types of projects.

Not only does there need to be greater information sharing among portfolios, but the work
sponsored under the varying portfolios needs to be relayed to relevant regional partners. In the
regions, groups complained that they did not know of the work of other USAID-sponsored
projects that were implemented under different portfolios; this made coordinating work, as well
as building cooperation, difficult.

Where we see potential overlap ...

Continue to look for ways of cross-fertilization with the local governance sector. Much progress
that has been made has been made at the local level in working with city and regional admini-
strations. However, this entails allowing civil society more say in the IUE plan, which is weak
on NGO-government interaction.

Where we do not

Although, in theory, NGOs and other relevant actors in civil society should build relations with
various important political players, in practice, building relations with political parties is not a
viable option for most NGOs.

The ARD team concluded that NGO-political party networking should not be the primary fo-
cus of USAID’s political process work in Russia. Given the lack of strong alternative parties, the
dominance of United Russia, and the weakness of party structures in general, most NGOs felt
that working with parties was completely useless. They all recognized the importance of finding
allies within the policy process; however, many felt it would be useful to work with sympa-
thetic individuals within legislatures as well as administrations rather than gamble on parties.

Programmatic emphases

Within its work with the third sector, several projects have been particularly effective. The Sibe-
rian Center, Povolzhe, and the Center for NGO Support, although there have been many other
successes as well, in other regions including the RFE and Southern Russia. Find ways to further
support the work that these organizations already excel in, rather than designing new pro-
grammatic emphases. Two of these organizations, the Siberian Center and the Center for NGO
Support, have also taken initiative to secure their own office space, which should help them
with their long-term strategies to make the transition to finding greater sources of domestic
support.

With regard to Southern Russia, SRRC has been unable to play a similar role as that played by
the Siberian Center or Povolzhe. There are several possible solutions: scale back their activities
to what they do best, which seems to be something revolving around consulting, or spread re-
sources among the three strongest resource centers in the area, to ensure that other NGOs can
continue to receive services in the region. However, currently, the NGOs we spoke with tended
to view SRRC as an unhealthy monopoly in the NGO community.
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Finally, training for NGOs is still necessary. The Academy for Education Development is one of
the few organizations that is still sponsoring training for NGOs in Russia. Certainly, most
NGOs have developed beyond the initial trainings offered in the 1990s. However, NGOs are
faced with new challenges; as many groups achieve success in terms of gaining access to social
service provisioning, or in impacting legislation, or in working with local and regional govern-
ment, they will need more expertise as well as more opportunities to share their successes with
other NGOs. In addition, as some NGOs develop into stable organizations, they need increasing
education to match the increased sophistication of their work.

Continue emphasis on regional development to stimulate national impact

It is critical to continue assistance to NGOs in the regions, rather than get sidetracked by focus-
ing solely on change at the federal level. Civil society developments must trickle up from the
regions rather than down from the center, via a select group of Moscow organizations. How can
all of these varied grassroots initiatives trickle up into building a coherent strategy to affect po-
litical change at the national level? Only by building successes at the regional and local levels,
spreading those practices, and then using that momentum to create support for change at the
national level.

Certainly, change is needed at the federal level. However, need and ability are two separate is-
sues, and unfortunately, the presence of the former does not guarantee the presence of the latter.

For example, real breakthroughs, such as on taxation, are not realistic expectations for the near
future. The government’s focus on cleaning up business and eliminating loopholes means that it
will not want to implement legislation, which will further impede that process by creating new
potential loopholes. As tempting as it is to want to sponsor splashy, federal-level campaigns on
“national” issues such as taxation, these efforts will not yield results until the third sector de-
velops an identity, a strategy, a plan. Thus, it makes much more sense to encourage pushing for
change at the local and regional levels, giving groups the experience they need to effect change.

Further, developing NGO tax legislation does not have to be initiated by the NGO community.
In the West, 501(c) 3 legislation was very much a creation of business, not civil society activism.
If the push is to come for better NGO legislation, it could originate from business, or from busi-
ness and NGOs working together, or from some other configuration. In other words, the re-
sponsibility for passing legislation that favors NGOs does not need to rest solely on the shoul-
ders of NGOs alone. In addition, what lessons can be learned from efforts to pass pro-NGO tax
legislation in other post-Communist countries?

What can the third sector do to develop the types of interaction needed in order to become a
player at the federal level? More interaction is needed between the various players at the re-
gional and Moscow and Petersburg levels across the different sectors of USAID aid. Many of
these groups operate in isolation from each other, and until they start talking to each other, they
will not have to ability to develop short-, medium-, and long-term strategies.
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Redefine meaning of viability

Sustainability is another issue that is critical for NGOs; yet, we must be realistic. Certainly, fos-
tering groups’ abilities to ensure their own work is critical; yet, USAID must avoid an overly
“Americanized” view of financial sustainability. There simply is not the tax framework, nor the
domestic financial support to sustain the NGO sector. Certainly, there are encouraging signs:
the emergence of Russian foundations and of grant competitions at the regional level signal
progress. However, we have to broaden our conception of sustainability and think about hu-
man sustainability. That is, is USAID supporting the people who will continue their work, even
when funding lessens, trickles, or stops altogether?

Continue to broaden beyond the third sector

USAID has faced difficult choices about the best way to stimulate the development of a civil so-
ciety. Certainly, the focus on institutionalizing a nonprofit sector makes sense. However, the
nonprofit sector is not the same as civil society, and we urge USAID to continue to broaden
definitions of civil society beyond the concept of the third sector/institutionalized NGO frame-
work. Russia needs engaged citizens. The institutional network of nonprofit organizations will
mean nothing if there are no constituents to interact with them. USAID needs to reach out to
new priority areas, such as TOC and organizations oriented around health initiatives as well as
use museums, schools, and libraries as nesting grounds of social capital. In that sense, the team
supports projects such as the Community Service School Program, or the You the People Pro-
gram, both of which work with schools to foster greater citizen involvement.

In sum, what should be prioritized? Finding ways to support the organizations that have, over
the past decade, demonstrated a proven track record of success in terms of generating change,
whether it is in pushing for legislation, facilitating government recognition, implementing pol-
icy, or engaging citizen activism. These organizations tend to be located in the regions. They
tend to work on specific issues that are important to local populations, or are able to facilitate
the work of such service-oriented organizations. And these organizations have been able to
build critical human capital by attracting talented, smart, and dynamic individuals. The best
way to facilitate civil society and democracy is to find the talented people and help them do
their work, rather than define the work that needs to happen and hope that the people arrive. If
USAID can continue to build on these small areas of citizen activism, rather than define where
citizen activism should happen, it can make a lasting impact on the evolution of civil society in
Russia.
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6. SYNERGIES AND LINKAGES

6.1 GENERAL OVERVIEW: THE POLITICAL ECONOMY OF REFORM

Russia definitively entered into its post-Communist era with its recent elections. The poor
showing of the Communist Party in the parliamentary elections of December 2003 signaled an
ongoing consolidation of power by President Putin and his supporting coalition known as the
United Russia party. With his landslide victory in the subsequent presidential elections of
March 2004, the popular Putin further set the stage for a strong second-term mandate. Positive
macroeconomic growth has provided a relatively propitious context for Putin’s second presi-
dential term, enhancing prospects for reform.

But Putin’s pursuit of economic reform has not been accompanied by increasing political liber-
alism. Rather, the president appears to be reducing the political space for expressions of criti-
cism of the regime. Concerns over a trend toward authoritarianism have been enhanced by the
strengthening of Putin’s position as he has cracked down on Russian oligarchs who emerged
during the Yeltsin period. A pall has fallen over the media sector as the government has flexed
its muscle in this sector that previously was dominated by the oligarchs. The arrest of oil mag-
nate Mikhail Khodorkovsky suggested a decline of tolerance for the support of opposition par-
ties, such as the Union of Rightist Forces (SPS) and Yabloko, both of which received material
support from Khodorkovsky.

What has transpired in Russia is that, as the vestiges of the Communist Party continue to
weaken, the vacuum has been filled by a strong presidency. One of Putin’s appeals to voters has
been the image of him as a strong leader capable of maintaining political stability during an era
of change. But the means of consolidating power have reinforced trends toward authoritarian-
ism, which is linked to a reward system based on patronage. This patronage is being fostered by
the increasing concentration of power within a dominant party.

Such dynamics have had two consequences that mitigate against the transition toward demo-
cratic governance. First, for patronage relationships to continue to play such a pronounced role
means that government units tend not to be so responsive to the citizenry, such as at the local
level. Lines of accountability still tend to run upward toward the center, rather than downward
to the constituents and their representatives. Second, for patronage to flourish, there must be an
element of discretion av