Required Reading for the Overview/Obzornaya Tour

1. Gazeta interview with Igor Nikolayev 
HEADLINE: INCREASING INCOME DIFFERENTIATION COULD LEAD TO A SOCIAL EXPLOSION 
SOURCE: Gazeta, No. 21, February 2005, pp. 7-8 
BYLINE: Natalia Biyanova 
Question: The number of Russian citizens living below the poverty line decreased by 4 million in 2004, and real incomes rose by almost 11%. At the same time, however, the income gap between the richest and poorest societal groups widened. What does this mean? Have the poor become even poorer? 
Igor Nikolayev: No, their incomes rose last year as well. It's just that the incomes of the rich are rising much faster. The average incomes of Russia's richest 10% are 14.8 times greater than the incomes of the poorest. That is indeed a great deal. 
We are like a Latin American country. Those countries are characterized by unstable economies, a crisis every now and then, and authoritarian regimes. The existence of the income gap; the problem is that the gap is growing. This poses a clear danger. Increasing income differentiation could lead to a social explosion in Russia. What we are seeing now, in terms of the public response to the abolition of social benefits, supports the assumption that our society is anything but tranquil. 
Question: Does the income gap situation vary from region to region? 
Igor Nikolayev: Predictably enough, the difference is particularly marked in the richest regions. As I mentioned, the average parameter nationwide is 14.8 - but in Moscow, for example, it's 51! That's a huge difference! In contrast, the gap is only 7.1 in the Vladimir region, one of the poorest regions of Russia. It is 9.8 in St. Petersburg; it is 20.3 in the oil-rich Tyumen region. 
Question: The gap is considerable in Moscow, but surely this isn't one of the most socially volatile regions. 
Igor Nikolayev: It's hard to explain. I think even the poorest Muscovites are better off than the residents of other regions. 
Question: How would you describe the richest and poorest strata of Russia's population? 
Igor Nikolayev: Russia's richest 20% are the owners of large chunks of property; high-paid executives and managers; and ordinary employees in sectors where salaries are generally high. The average wage for natural gas industry workers, for example, is over 30,000 rubles a month. 
The richest 20% get 46.4% of the total income. Meanwhile, the poorest 20% get only 5.5%. I'm talking about state-sector workers, agricultural workers, pensioners, and disabled persons. Their income is below the poverty line of 2,396 rubles a month. 
Question: And what are the income sources of the richest and poorest strata? What is causing the gap to grow? 
Igor Nikolayev: There are four major sources of income: wages or salaries, social benefit payments, income from property, and business dividends. Generally speaking, wages or salaries contribute 63.9% of income structure nationwide, social benefit payments contribute 14.1%, income from property contributes 7.8%, and business dividends contribute 12%. That means there are few Russian citizens living off their property. 
Question: Are you saying that we have never developed a substantial category of property owners in Russia? 
Igor Nikolayev: Yes. Income from property amounted to 6% in the general structure during the mid-1990s, and it is now 7.8%: a rise of only one or two percentage points over a decade. That means the social objectives of privatization have never been achieved. The state should consider ways of increasing the category of property owners. This would require proper protection of their rights, and incentives for small business development. The number of small businesses in Russia is under 900,000. It hasn't changed significantly over the past five years. 
Question: The state is clearly trying to reclaim some of its former property at present. Could this solve the problem of the widening income gap? 
Igor Nikolayev: Absolutely not. Rather the opposite. Unfortunately, the state is not an efficient property owner. And when it is a socially-oriented state only according to the Constitution, not in practice, the poor can't rely on or hope for any improvement. 
Question: What about the flat-rate personal income tax? I'd say it aggravates matters. Before 2001, those with the lowest incomes paid 1% tax and the rich paid 40%. Now they are taxed at equal rates. 
Igor Nikolayev: Introducing the flat rate was necessary for the purpose of legalizing incomes and bringing them out of the shadows. Income tax collection has improved greatly since 2001. The worsening polarization of incomes has been a side-effect. In fact, practically all advanced countries use a progressive scale for personal income tax. I assume the progressive scale will be re-introduced in Russia some day. At present, however, when relations between business and government leave much to be desired, such a move would only send incomes back into the shadows. In dealing with the income gap problem, we should not focus on how to expropriate as much as possible from the rich. The emphasis should be on increasing the incomes of the poor. 
Question: And what can be done to bridge the gap, at least to some extent? 
Igor Nikolayev: The state can and should raise the wages of state-sector workers. With oil prices as high as they are, the state can raise these wages by at lest 40%. This rise wouldn't cost more than 250 billion rubles. The federal budget can afford that. Its extra revenues alone exceeded 700 billion rubles in 2004. 
Question: But when real incomes rise, that would mean higher inflation as well. 
Igor Nikolayev: If we raise the wages of state-sector workers by 40%, it would cost us only a 1% rise in inflation. That isn't too high a price to pay for the unprecedented stimulus to economic growth. 
Question: All right, the state can afford to raise state-sector wages and pensions at this point - but what about the future, when oil prices fall? 
Igor Nikolayev: Oil accounts for just over 20% of the federal budget's revenues. Moreover, we have over 700 billion rubles in the Stabilization Fund. "Raising social spending is dangerous. What if oil prices crash tomorrow?" This is the sort of sermon we've been hearing for the last five years. The state finds this argument quite convenient. It's an excuse not to take any active measures. The state can afford to take its time, delaying the much-needed reforms - but the people want decent living standards today, now. 
Translated by A. Ignatkin 

2. Novye izvestiia article on the thoughts of the Regional Development Minister about poverty and wealth in Russia

February 14, 2005, Monday 
HEADLINE: THEY WILL GO OUT INTO THE STREETS AGAIN 
SOURCE: Novye Izvestia, February 14, 2005, p. 3 
BYLINE: Mikhail Tulsky 
On February 11, at an expanded meeting of the council of regional leaders for the Central federal district, Regional Development Minister Vladimir Yakovlev said that it is essential to reduce income discrepancies in Russia. According to Yakovlev, when the poorest 10% make seven times less than the richest 10%, this "could lead to a revolutionary situation in any country, not only the Russian Federation." According to the Federal State Statistics Service (Rosstat), this income gap is disastrously large in Russia. Yakovlev emphasized that the government's immediate task should be to raise pensions and raise the wages of state-sector workers. 
Presidential envoy Georgy Poltavchenko said that in the Central federal district, the minimum monthly wage (MROT) will rise above the poverty line within three years. Poltavchenko signed an agreement to that effect on February 11 with the leaders of Russia's central regions. Moreover, all wage payment backlogs for state-sector workers should be paid off by the end of this year. 
Rosstat does an annual survey to measure income level differences in various sectors of the economy. The last such survey was done in April 2004; the next will be done two months from now, presumably. Last April, Rosstat found that the national average income was 6,351 rubles a month (this had risen by January 2005, but no higher than 7,000 rubles). The average income of the richest 10% was 22,512 rubles a month; for the poorest 10% it was 853 rubles. The ratio between them is equal to 26.4 - this is called the decile coefficient. 
In the developed world, decile coefficients are an order of magnitude less than in Russia; but in Latin America they vary from 20 to 70 (the situation in many African nations is similar). It's no coincidence that states with the largest gaps between the incomes of rich and poor are also notorious for their high levels of political instability. 
The national average subsistence minimum for Russian citizens of working age was around 2,600 rubles a month last year; 28.7% of workers across all sectors of the economy earned less than this. Note that the Rosstat survey did not include up to 5 million people who were laid off or not in full-time employment. In agriculture, 69.5% of workers earned less than the subsistence minimum; in culture and the arts, 51.9%; in education, 42.9%; in healthcare and social services, 37.8%; in light industry, 36.4%; in retail and hospitality, 38.6%. 
The proportion of people earning less than the subsistence minimum was lowest in the banking sector (6.9%), the electricity sector (4%), and the fuel industry (2.7%). Meanwhile, only 0.3% of people across all sectors of the economy receive very high official salaries - over 50,000 rubles a month. In the banking sector and the fuel industry, the proportion of these highly-paid workers is already up to 3.8% and 2.9% respectively. 
It's hardly surprising that millions of people in Russia can't afford to pay for housing and utilities now that charges have gone up from January 1 by an average of 25%. This was noted on February 11 by Vladimir Averchenko, head of the Federal Agency for Construction, Housing and Utilities. 
In response, Vladimir Yakovlev said that his ministry has agreed with the Finance Ministry that federal subsidies to the regions for the purpose of assisting with housing and utilities costs will be increased from 6.6 billion rubles to 8.4 billion rubles this year. Yakovlev admitted: "In regions where tariffs have gone up by 30% or more, charges for services must be reduced. The people need to understand where tariff rates come from - otherwise they will go out into the streets again." 
Translated by Alexander Dubovoi
4. Putin on Social/Economic Problems and Goals 

Moscow Times, May 27, 2004 
HEADLINE: 'A Safe, Comfortable and Stable Life' 
BYLINE: Caroline McGregor 
President Vladimir Putin used his annual address to lawmakers and the nation Wednesday to reiterate his promise to double the wealth of the nation as a whole and improve the living standards of its individual citizens. "Our goals are absolutely clear. They are achieving high living standards in the country, a safe, comfortable and stable life," Putin told 800 members of parliament, ministers and leading public figures in the Kremlin. 
"They are a stable democracy and developed civil society. They are the strengthening of Russia's international positions. But the main thing, let me repeat it here, is substantial growth in the well-being of our citizens." Putin said that housing, education and healthcare should be made more accessible, and the quality should be improved. That, in turn, would contribute to his overarching goal of alleviating the poverty in which more than 30 million people, or about 20 percent of the population, officially live. 
Spending money to improve these public services is one way to help redistribute the economic benefit and budget revenues from high oil prices to ordinary citizens. 
Last year, the economy grew by 7.3 percent, he said, and in the first four months of this year, growth hit 8 percent. 
"If we maintain such rates, we are fully capable of doubling GDP per capita, not in 10 years," he said, refreshing last year's target by one-upping himself, "but by 2010." Many economists, including some members of his Cabinet, had questioned whether this was realistically within reach, and for their benefit, Putin looked up from the text to add this: "See, the government is also applauding. That means they also agree." Gone was last year's specific target of catching up with Portugal, though he said  that "to reach a leading position, we must grow faster than the rest of the world." He said that only high growth rates "will prevent us from being thrown into the backyard of the world economy." And in a flash of stubborn self -sufficiency: "It's an extremely hard task. But we can do it. And we can do it only ourselves." "The speech was introspective, with a slight isolationist trend," said Masha Lipman, the editor of the policy journal Pro et Contra. "The message was one of self-reliance, that Russia alone would bolster its position in the world." Putin's Favorite Nouns President Vladimir Putin has 10 nouns that he favors in his speeches, according to Kommersant Vlast, which deconstructed the 27,000 words he used last year. "Russia" topped the list last year, followed by "country," "sphere," and, further down, "development" and "problem." Below is a breakdown of how often Putin used the 10 nouns in his state of the nation address on Wednesday. 
Country33 Russia32 Development24 Year24 Economy19 Work11 Problem10 Time10 Sphere7 Figure4 - The Moscow Times. Putin's tone toward the rest of the world was vaguely unfriendly as he expressed annoyance with those who have "intentionally" taken his consolidation of power as a sign of growing authoritarianism. 
"Far from everyone in the world wants to see an independent, strong and confident Russia," he said, adding defiantly that Russia was committed to democracy and that commitment would not be revised. 
Yet his remarks cannot be seen as antagonistic toward the West. Putin hailed closer ties with the European Union, saying its expansion eastward should bring Europe closer "not only geographically, but also economically and spiritually." Putin's speech was as notable for what it left out as for what it included. The most gaping holes were in foreign policy. Putin never pronounced the word Iraq, instead making a swift, bland and oblique reference to the preeminence of the United Nations in resolving international challenges. 
Where other countries were concerned, the topic was economic. Putin said integration in the CIS, including within the common economic space, remained a priority. He said Russia would continue to develop a dialogue with the United States and other major partners such as China, India and Japan. 
The rule of law, a prominent point in past speeches, went unmentioned. Administrative reforms and the need to root out corruption from the bureaucracy were also missing. 
Putin has repeatedly spoken of the need to put the economy on broader footing, and there has been much talk in the Cabinet of the need to break Russia's oil dependence, but on Wednesday he said not a word. 
Chechnya got only a passing mention, with Putin saying the policy of an autonomous Chechnya entrenched within Russia would not be derailed by the assassination this month of its pro-Moscow leader, Akhmad Kadyrov. 
Lipman complained that Putin has never provided an adequate strategic vision for where the country is headed. "He said we will stay the course, but stay what course?" Putin devoted the first half hour of his 47-minute speech to the specifics of his social welfare reforms. 
On health care, Putin proposed a European-style system where basic medical care would be provided to everyone by the state for free, while individuals would shoulder the cost of treatment over and above that, with the help of mandatory medical insurance. Life expectancy is 12 years lower than in the United States, he said, and high child mortality, while diminishing, is unacceptably high. 
On housing, he outlined plans to boost the availability of private mortgages, increase competition in the housing construction market and improve property rights, which he said would enabling a third of Russians to buy their own homes by 2010. Modern housing is currently accessible to onsly one-tenth of the population, he said. 
On education, where standards have slipped since the days when the system was a national point of pride, Putin proposed that resources be channeled toward professional education, rather than less practical spheres like the arts or humanities. In economic sectors where there is a shortage of specialists, students could apply to the government to cover their tuition with the agreement that they work in that area for a certain number of years after graduation. 
Businessmen have a social responsibility to help the state with this task, he said. They should take a larger role in bolstering the skills of the future workforce and more of them should sponsor scholarships, Putin said. "It is in the interests of Russian business to contribute to the training of specialists the economy needs." Al Breach, the chief economist at UBS Brunswick, said it was clear to him that the speech was one of hard-headed economic liberalism. 
Though Putin did not define, once and for all, the relationship between state and business, as Breach had hoped, he praised Putin for a "sensible, serious policy speech" and for the social welfare plans he laid out, to which he drew a parallel with Christian Democratic policies in Europe. 
ARMY -- Putin dwelt briefly on the longstanding aim of modernizing the demoralized military, drawing applause for saying Russia had "all we need" to provide up-to-date strategic weaponry. Military spending should be more transparent, and soldiers should be eligible for mortgage credit after three years of service. 
TAXES -- The tax system should be reformed to prevent abuse of tax -optimization schemes and criminal tax evasion, he said. Also, the tax system should be made more favorable to allow Russia to better compete with other nations for investment, and the unified social tax and the value-added tax rates should be further reduced. 
MACROECONOMICS -- The ruble should be made convertible within two years, even before the current target of 2007. Inflation should be brought down to 3 percent a year, from 12 percent last year, he said without giving a timeframe. 
ROADS -- As part of making Russia more competitive, Putin said north-south and east-west arteries must be modernized to better link Russia with Europe and lower the cost of getting Russian goods to export markets, especially in Europe. He also said toll roads should be introduced. 
4. World Bank on Poverty in Russia
Moscow Times, October 13, 2005
HEADLINE: Oil Wealth Trickling Down to the Poorest 
BYLINE: Anna Smolchenko 
The number of Russians living in abject poverty fell to under 13 million in 2002 from over 30 million in 1999, as the country's poorest citizens benefited from the country's oil-propelled economic growth, according to a new World Bank report released on Thursday. Russia has not only lifted itself out of poverty but has "become a regional locomotive for many neighboring countries," says the study, which looked at poverty in Eastern Europe and former Soviet Union. 
"Growth has been a tide that lifted all boats," said Mamta Murthi, a lead economist at the World Bank and one of the study's authors. 
The report warns, however, that a financial crisis similar to the 1998 financial meltdown "could lead to a doubling of absolute poverty counts in the space of a year." The country's health and education systems are in a state of serious neglect, the report says. 
The study defines the poorest segment of Russian society as those living on $ 2.15 or less per day. 
That segment -- measuring those in abject poverty -- has fallen to 9 percent of the country's 144 million population in 2002 from 21 percent of the population three years earlier, the report says. 
The percentage of Russians eking out a living on $ 4.30 per day fell to 32 percent in 2002 from 38 percent in 1999. 
The fact that wages and pensions are paid on a more regular basis has largely contributed to a decrease in inequality, fighting the widespread perception that only the rich benefited from Russia's economic bounce-back, said Murthi. 
Poverty reduction throughout the region has also been helped by factors including the end of the war in the Balkans and the inclusion of much of Eastern Europe in the European Union, the study says. 
But "it's not time to sit back and feel complacent," Murthi said. 
Across Eastern Europe and the former Soviet Union, the World Bank estimates that more than 60 million still live on incomes of less than $ 2.15 per day. More than 150 million have only between $ 2.15 and $ 4.30 per day at their disposal. 
The figures show that poverty appears to be declining in most of the countries covered in the study. In Georgia, Lithuania and Poland, however, poverty is on the rise, the report says. 
A separate study by the State Council, which comprises regional leaders, estimates that only 32.1 percent of Russian children are healthy, RIA-Novosti reported. 
Presented to President Vladimir Putin on Tuesday, the study says that Russians live on average 12 years less than Americans, 8 years less than Poles and 5 years less than Chinese. 
Putin has said that fighting poverty is one of the priorities of his second term in office. 
According to the World Bank, instances of tuberculosis increased to 113 cases per 100,000 citizens in 2003 from 80 cases in the mid-1990s. 
In terms of education, one of Russia's problems is aging schoolteachers, as low salaries deter young people from entering the profession. In 2003, 41 percent of Russian students had teachers over the age of 50, a rise from 21 percent in 1995. The World Bank registered a decline in students' performance in 2003 since the last study. 
In the first eight months of this year, gross domestic product in Russia rose by 5.8 percent. 
Entitled "Growth, Poverty and Inequality in Eastern Europe and the former Soviet Union," the report follows a study published in 2000 under the title "Making Transition Work for Everyone." 
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