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THE NEW FEDERATION COUNCIL

President Vladimir Putin's reform of the Federation Council took full effect on 1 January
2002. From the beginning of 1996 through the end of 2001, Russia’'s governors and
legidlative chairmen had served as the representatives of their regions to the national
legislature's upper house. Now the regional executive and legidative branches must



appoint a representative to the "senate." In the articles below, the RRR continues
tracking how the regional leaders are choosing their representatives.

In appointing their representatives to the upper chamber, Russia's governors are
naturally seeking to improve their position in Moscow, but they are also working to
strengthen their base within their own regions. To obtain more resources from the federal
government and generate outside investment capital for their regions, the governors often
appoint well-placed Moscow officials or businessmen as their senators. One of the best
examples of this trend was Tyva President Sherig-ool Oorzhak's decision to name
Mezhprombank head Sergei Pugachev as his representative. Pugachev is considered to
be one of the most powerful business and political insiders in Moscow. Likewise,
Kalmykiya has chosen two bankers as its representatives (see story in this issue).

Even |eft-leaning gover nors recogni ze the need to maintain good ties with the
Kremlin. Newly elected Altai Republic President Mikhail Lapshin, the leader of the
Agrarian Party of Russia, was straightforward in this regard, announcing that he would
wait for the Kremlin to tell himwho could best represent the republic in the Federation
Council (RFE/RL Newsline, 8 January).

Beyond these considerations, reelection calculations influence the governors
appointments to the Federation Council. By selecting a wealthy entrepreneur, the
governor potentially gains access to campaign financing as he faces the next election.
And, asthe governor of Kareliya demonstrated, a well-chosen representative can help to
eliminate a potentially dangerous election rival (see story in thisissue).

As the story below on enlarging regions demonstrates, the new Federation
Council is more willing to accept guidance from the presidential administration than its
predecessor. However the new members of the upper chamber will be more active in
considering legislation than the governors and regional speakers they replaced. The body
will hold sessions threetimes a month instead of just once asit did in the past and it will
have more time to discuss the details of legislation. The speaker will apparently have
seven deputies, one representing each of the seven federal districts, and the number of
committees will rise. Putin's seven presidential representatives are playing arolein
defining the procedures of the new body, according to Kommersant Daily(13 December
2001).

KALMYKIYA APPOINTS TWO OUTSIDE BUSINESSMEN TO FEDERATION
COUNCIL.On 21 December Kamykiya appointed two close business associates of
President Kirsan llyumzhinov as the republic's representatives in the Federation Council.
Neither of the men has a political base in the republic, reportedly an important factor for
[lyumzhinov.

Approximately one-third of the new Federation Council members have a business
background. Kalmykiya's contribution to this pool is two bankers, whose main interests
are outside Kalmykiya's borders. R. Iskhakov, 40, has chaired the board of directors of
the YuSIBI commercia bank and the Aerostan airlines (1zvestiya Kalmykii, 22
December). |. Provkin, 34, became the head of the Russkii bankirskii dom commercial
bank in 1994, one of Russia's 100 largest banks, according to Ekonomika i zhizn -
Kalmykiya (29 December). The political views of the new senators are unknown in the
republic. The local press has yet to publish an interview with the two men, or even a



photograph. At a press conference, Provkin said that he is not a member of any political
party, is new to politics, and does not have any fixed political beliefs.

Both men are close associates of 1lyumzhinov. Provkin said that he had offers
from other regions to serve as their senator, but could not turn down Ilyumzhinov's offer
since he had long known and respected Kalmykiya's leader. Several high-ranking
bureaucrats had also been in the running for the offices. However, Ilyumzhinov chose to
recruit outsiders rather than select local candidates and the sponsors standing behind
them.

This choice is not the first time that 1lyumzhinov has turned to outsiders, and past
experiences have not aways been successful. In 1999 [lyumzhinov appointed Viktor
Baturin, a close relative of Moscow Mayor Yurii Luzhkov, as republican prime minister.
Baturin and his Moscow associates from the Inteko construction company tried to gain
control of the republic's financia flows, provoking the enmity of the local elite. Within
three months, the republican parliament voted no confidence in the government and it
was forced to resign. Baturin and his associates made a number of crude errors due to
their lack of knowledge of the ethno-poalitical realities of Kalmykiya and their ignorance
of the balance of power between various groups among the ruling elite.

Despite some grumbling among the local elite about the choice of outsiders, the
protests might not move beyond words, especialy if the new senators do not try to play
an active role inside the republic and if they are successful in lobbying the republic's
interests in Moscow. Provkin said that he will seek to deliver for the region: "I know
many senators well. Not only do | know how the Federation Council works, but | also
have helped other senatorsin their work. | think that this experience will help me
represent Kalmykiya in the Federation Council and will benefit the republic.”

It is hard to say if the appointment of the senators was the result of a deal between
[lyumzhinov, the Kremlin, and big business. Such deals have been common in the
appointment of senators. Hopefully, the banker-senators will be able to resolve some of
the republic's financia problems. They may be able to bring more funds into the
republican budget from the federal level. Thistask isincreasingly complicated as
Moscow is centralizing financial resources, refusing to provide credits to the regions, and
reducing the attractiveness of Kalmykiya's special economic zone by cutting the tax rates
that the zones help enterprises escape. The bankers may also be able to provide
investment capital from their own companies.

Under the "Russian South” federa program approved in 2001, Kalmykiya will get
567.2 million rubles, but this sum is only one-third of what is required for the planned
projects. If the senators could generate funding for this program, it would meet the
interests of the republic, as well as those of Presidentia Representative to the Southern
Federa District Viktor Kazantsev, who is spearheading the adoption and implementation
of the program, and the Russian government. Provkin has already promised to work on
investment programs, the development of a mortgage system, and addressing the
concerns of small and medium-sized businesses.

Finally, the new senators could help finance llyuzhinov's presidentia reelection
campaign in the fall of 2002. They could aso provide crucia support in his battle for the
right to run for athird term. - Vladimir Volgin in Elista



KARELIYA GOVERNOR APPOINTS PREDECESSOR AS REPRESENTATIVE.
Kareliya Governor Sergei Katanandov appointed his immediate predecessor Viktor
Stepanov as his representative to the Federation Council in late December. Katanandov,
then mayor of Petrozavodsk, defeated Stepanov in the republic's elections held 17 May
1998 (see EWM Russian Regional Report, 21 May 1998). Stepanov was a member of the
leftist opposition at the time of the election. Katanandov apparently appointed Stepanov
to the upper chamber of the national parliament to neutralize a threat that Stepanov might
again seek the governor's sedt.

With Kareliyas gubernatorial elections set for March 2002, Stepanov had two
choices: either lead the republican opposition in a bid to win back his position as
governor or accept Katanandov's offer to represent Kareliya's executive branch in the
Federation Council. Stepanov considered both offers for several months, consulting with
former Federation Council Speaker Y egor Stroev and the leadership of the Communist
Party of the Russian Federation, before deciding to accept Katanandov's offer.

In an interview, Stepanov asserted that he will maintain his independence from
Katanandov even though his job is to represent the governor's interests in the Federation
Council. "1 will represent my own point of view. He has entrusted me with this position.”
However, Stepanov conceded that, "of course we will have to agree on several issues.” -
Maksim Timofeev in Petrozavodsk

ENLARGING REGIONS

PUTIN SIGNSLAW ON ENLARGING REGIONS. On 17 December, President Putin
signed a new federal law making it possible for one or more regions to merge into a
larger unit. Now making such changes will only be a matter of having enough political
will to push them through.

The Federation Council vetoed a previous version of this law in the summer of
2001 and the text was subsequently revised. However, the amendments comprised only
minor changes and did not address the main complaints of the upper house members.
Rather, the presidential administration simply waited until enough governors had been
replaced by their representatives in the upper chamber so that the now more pliable
senate would accept the law. The Federation Council approved the dightly-revised
version of the law on 5 December 2001, following a significant influx of new Federation
Council members.

According to the provisions of the law, a new Russian region can be created on
the basis of the merger of two or more regions that have contiguous borders. Only the
regions seeking to merge have the right to request such a change in their status and all
changes are voluntary. The regions desiring to merge must send the president a proposal
that lays out the socio-economic and other consequences of the union and a detailed plan
for how it will be carried out. Once the residents of the regions in question approve the
merger through a referendum, the president can propose a federal law making the change.
The law lays out the name, borders, and status of the new region, amends the federa
budget, and defines the new region's political institutions, the structure of federal
agencies working in it, and its relations with the federal governrment, other regions,
foreign states, and international institutions. For approval, the law requires two-thirds
support in the Duma and three-quarters support in the Federation Council. Subsequently,



article 65 of the constitution, which lists the regions, must be amended to reflect the
change.

Despite the relatively rigorous requirements of the law, it is likely that several
regions will now seek to merge. After all, Putin istrying to strengthen federal control
over afedera system with 89 units, more than any other federal system in the world.

The process of merger has aready effectively begun in the Komi-Permyak and
the Ust-Orda Buryat autonomous okrugs and they are likely to complete the process first.
They are seeking to merge with their richer neighbors, Perm Oblast and Irkutsk Oblast,
respectively. The 1993 constitution created 10 autonomous regions (9 okrugs and the
Jewish Autonomous Oblast), simultaneously making them independent regions and
subordinate to other regions. Governors of rich regions like Perm and Irkutsk see such
mergers as away to increase the size of their regions at the expense of their neighbors.
However, the governors of the regions to be swallowed can be expected to oppose the
mergers since they will lose their positions.

In five of the ten autonomous regions, members of the big business dlite are now
serving as governors. The center will likely try to weaken the power of these business
groups since the combination of their existing economic power with political office could
generate the base for a powerful opposition in the future. On the other hand, big
businesses view the businessmert governors as a guarantee of their influence in the
regions where they are working and will seek to preserve the status quo. Such a dispute
could create tensions in business-state relations at both the regional and federal levels.

The last six months of 2001 show that federal attempts to push the governors out
of the federal political arena have come at the cost of strengthening the governors
position in their regions. Governors maintain control over the various regional
nomenklatura, political, economic, and criminal groups and can effectively neutralize any
attempts by the Kremlin to influence the situation on the ground. Since the Russian
president depends heavily on the regional elite to secure reelection, Putin may decide to
put off any attempts to enlarge regions until after he wins a second term in 2004. - Pavel
Isaev in Moscow

REGIONAL ELECTIONS
KRASNOYARSK PARLIAMENTARY ELECTIONSGO BADLY FOR LEBED
By Andrew Y orke

On 23 December 2001, Krasnoyarsk krai held elections to its legidative assembly. Just as
the federal State Duma elections in 1999 determined the results of the presidential
elections the following year, so the results of the parliamentary elections here have shed
light on Lebed's chances of reglection as governor in August 2003.

Unlike most regiona parliaments, Krasnoyarsk's Legidative Assembly has
displayed considerable independence and opposition to the governor, and this looks likely
to continue since pro-governor candidates fared badly in the election. The assembly's 42
seats are filled by a system similar to the one electing the federal State Duma: 20 seats
are filled by single mandate districts, 20 are filled by party lists. The last 2 seats are
elected from Taimyr and Evenkiya, the two autonomous okrugs, which according to a



constitutional paradox are granted equal status with the krai, while also forming a
composite part of the krai.

Unambiguously pro-Lebed candidates won only 7 of the 42 seats. These include
just 2 seats for the "Nadezhda i Opora' [Hope and Support] party headed by Lebed's
deputy Nadezhda Kolba. However, Lebed is likely to find allies aso in the Communist
Party, which won just 8 seats and which is split between a radical wing headed by
newspaper editor Oleg Pashchenko and a more moderate wing, which is broadly in
support of the administration. He may aso be able to persuade some of the 5
independents to support him.

The governors of Taimyr and Evenkiya are both "oligarchs" representing major
companies (Norilsk Nickel and Y ukos, respectively), which are owned by Moscow-based
financial-industrial groups. Both were elected in 2001, and their relationship with Lebed
has been ambiguous. Evenk Governor Zolotarev has apparently been neutral and
apolitical, while observers in Krasnoyarsk accuse Taimyr Governor Khloponin of
whipping up separatist sentiments in his okrug. Those sentiments are exacerbated by the
fact that the Norilsk metals plant, while located in the okrug, pays the vast mgority of its
taxes to the krai (indeed, Norilsk Nickel is said to provide 70 percent of the krai's
revenue). Lebed's deputy governor with responsibility for these issues, Vadim Medvedev,
told me in an interview that media reports about Taimyr's separatist aspirations are highly
exaggerated. It is true that Khloponin and Lebed have at times made friendly overtures
toward each other. Nevertheless, both okrug governors saw fit to campaign in the krai,
and formed a "Northern Party" in order to win representation in the krai assembly beyond
the 2 single-mandate seats assigned to them. The party gained 4 seats in the elections, and
if Lebed bargains well there is an outside chance that he can win their support on some
iSsues.

The pro-Putin Y edinstvo party ran an active campaign in the krai, joining forces
with the popular Krasnoyarsk mayor, Petr Pimashkov, and enjoying favorable news
coverage from the private Afontovo television station. They must be disappointed to have
only won 4 seats, making them the only other federa party (besides the Communists) to
gain representation. Their campaign rhetoric was highly critical of the governor. Putin's
attitude to Lebed is widely regarded as negative -- people in the krai point to the fact that
Putin has not paid a visit as evidence of this. Although Putin is fond of giving political
posts to members of the armed forces and security structures, it does not follow that al
officers can expect his support, as former Kursk Governor Aleksandr Rutskoi learnt to his
cost. Lebed's instrumental role in the 1996 Khasavyurt peace treaty with Chechnya
cannot have helped his standing with the president.

But on the other hand, Lebed has been quite congenial in terms of facilitating the
takeover of local enterprises (most notably the Krasnoyarsk Aluminium Factory, the
Achinsk Alumina Factory, and the Krasnoyarsk Hydroelectric Power Station) by Putin's
favored oligarchs, particularly Oleg Deripaska. All of these enterprises had previoudy
been owned by the local businessman and parliament deputy Anatolii Bykov, who has
been languishing in Moscow's Lefortovo prison, accused of organizing an attempted
murder. Bykov had financed Lebed's election as governor in 1998, but a public and
acrimonious split soon followed. Bykov's apparent political and financial downfall has
not prevented him from running a successful e ection campaign and winning 5 seats.
Despite the widespread belief that Bykov is a gangster, he taps into local "patriotic” (i.e.



anti-Moscow) feglings and even enjoys some support from the radical Communists.

"Nashi" [Our People] expressed a more moderate and successful form of this
"patriotism,” winning 9 seats. Headed by the respected speaker of the last parliament,
Aleksandr Uss, this party's alegiances will be most important in determining Lebed's
ability to work with the parliament. The chances of Nashi cooperating with the
administration are dim, since Uss has made known his ambition to become governor. An
aliance with Bykov's bloc is possible, but will not guarantee a mgority.

On 9 January, the assembly voted to retain Uss as speaker. According to
Afontovo television, the change in the assembly's new alignment was clear from its first
session: the far left of the hall, which was previously occupied by the Communists, now
seats the pro-Lebed deputies, while the various opposition factions sit to the right. The
pro-Lebed candidate, Valery Sergienko, was roundly defeated, prompting the governor's
faction to accuse Nashi of striking a deal with Russian Aluminium and Norilsk Nickel.
They also reportedly hinted at the president's involvement. According to Afontovo,
Lebed had held talks with Norilsk Nickel representatives the previous evening,
threatening to quit if the Northern Party voted for Uss.

Whatever the true ties are between business and the assembly's factions, it seems
clear that Lebed is running out of friends. His most urgent task must be to win over one
or two of the magjor financia interests in the region (Norilsk Nickel, Y ukos,Russian
Aluminium) before the 2003 election - otherwise his career as governor could be over.

EXECUTIVE BRANCH WINSTYUMEN LEGISLATIVE ELECTIONS. As
expected, most of the candidates backed by the Tyumen Oblast administration and the
administrations of the northern autonomous okrugs won seats in the Tyumen Oblast
legisature on 16 December. Most of the winners represent either the executive branch or
the leadership of the region's largest oil and gas companies. Overal, Y edinstvo now
holds 13 of the legidature's 25 seats.

The laws adopted by the oblast legidature generaly only have an impact on the
poorer agricultural southern part of the oblast since the resource-rich autonomous okrugs
in the north have their own legidatures and adopt their own laws. Because of Tyumen's
complicated structure, the okrugs have the status of separate regions although they are
simultaneously part of the oblast.

Against a background of conflict between the two northern okrugs and the
southern part of the oblast, members d the previous legislature representing the okrugs
used their numerical superiority to dictate to members representing the south. Now,
following the election of Sergei Sobyanin as Tyumen governor in early 2001, there is less
conflict between the north and south, so this cleavage will not be as important in the
legislature and divisions over specific issues will be more complex. As aresult,
representatives of the south may find more opportunities to work out deals with deputies
from the north. However, the extremely low turnout in the south (21 percent in the city of
Tyumen) suggests that the voters have lost confidence in their representatives. - Yelena
Arbatskaya in Tyumen

FEDOROV HANGS ON FOR THIRD TERM IN CHUVASHIYA. Nikolai Fedorov
won athird term as president of Chuvashiya on 16 December, taking 40.73 percent of the
vote in the singleround election. His opponent was the same as four years ago, leader of



Chuvash Commuists Vaentin Shurchanov, who won 37 percent of the vote, 2 percent
more than he won in 1997. The other candidate in the election was Federal Security
Services (FSB) General Stanisav VVoronov, who won 11 percent.

Voronov had hoped to win the backing of the Kremlin and the Kremlin, but it was
not forthcoming. Voronov was famous for gathering evidence against Edmond Pope,
whom Russia arrested as a suspected American spy, and for closing the 1999 Ryazan
terrorist case, which some observers suspect contained evidence linking the FSB to the
bombing of several Moscow and Volgodonsk apartments in that year (Kommersant Vlast,
11 December). Although Fedorov has been among the most outspoken governorsin
denouncing Putin's federal policies, the Kremlin sees him as a generally constructive
partner and was willing to work with him, according to Ekspert (24 Decembey).

LAPSHIN WINS IN GORNII ALTAI REPUBLIC. Agrarian Party leader Mikhail
Lapshin defeated Semen Zubakin in the second round of voting on 6 January to become
the president of the Gornii Altai Republic. Zubakin was the only governor who was a
member of the Union of Rightwing Forces party.

In this election, Lapshin claimed that he had the support of Putin and Prime
Minister Mikhail Kasyanov. Whatever his political views, Lapshin will need strong ties
with the federal government since the region relies on federa transfers for 95 percent of
its budget (Kommersant Vlast, 11 Decembey).

In previous eections, Lapshin has had the backing of Alfa Bank, according to
Ekspert (24 December), though Lapshin denies this connection. Zubakin was apparently
associated with the Sverdlovsk business group of Pavel Fedulev, which is aggressively
seeking to expand in regions such as Bryansk, Kurgan, and Gornii Altai.

LUZHKOV ALLIES SECURE MOSCOW CITY DUMA ELECTIONS. A lig of
candidates sponsored by four political parties and alied with Moscow Mayor Y urii
Luzhkov won 33 of the 35 seats in the Moscow City Duma elections on 16 December. As
in the past, Luzhkov will be able to control the city legidature as he remains without rival
in the city. Twenty-two of 25 deputies seeking reelection won a new term, Nezavisimaya
gazeta reported 18 December. The alliance of Luzhkov's Otechestvo and the pro-Kremlin
Y edinstvo won 14 seats, the Union of Rightwing Forces (SPS) won 6, and Y abloko won
4.

Despite this overwhelming victory, Luzhkov's star has surely dimmed. In the past
he was able to win such eections without relying on outside help. Now he must
coordinate his actions with such previous opponents as Y edinstvo (which bested
Otechestvo in the 1999 State Duma elections) and SPS, whose policies Luzhkov
constantly criticizes.

BUSINESS AND POLITICSIN THE REGIONS

PRIMORSKIlI GOVERNOR HIRES FSB GENERAL TO OVERSEE ECONOMIC
SECURITY. At the end of December Primorskii Krai Governor Sergei Darkin appointed
Aleksandr Gromov, the former head of the Federa Security Service in Primorskii Krali,
as the head of the oblast administration's department for economic security. The move



could exacerbate relations between the governor and Presidential Representative to the
Far Eastern Federal District Konstantin Pulikovskii.

According to the governor's directive on the new department, its purpose is to
develop the krai's economy by countering any external or internal threats to the krai's
interests. The department should provide warnings about any threats and localize them.

Officially, Gromov left his job as head of the krai's FSB because he had reached
retirement age. In private conversations, however, sources assert that Pulikovskii sought
Gromov's removal because he failed to prevent the election of Darkin, whom Pulikovskii
believes is "connected with criminal structures.” Additionally, during the campaign,
Gromov announced that his staff had information that a number of false ballots were
being prepared and that an unidentified candidate was planning to stuff the ballot boxes.
Votersinterpreted this statement as a warning to the candidate with the best access to
official resources, which in this case was First Deputy Presidential Representative
Gennadii Apanasenko, who had Pulikovskii's strong backing.

At a conference held one day after he appointed Gromov, Governor Darkin said
that in ensuring the krai's economic security, Gromov should neither "hinder business,
nor interfere in its activities, but support effective and honestly working enterprises and
create conditions for their development.”

At the conference, Darkin offered to provide aid to underfunded federal agencies
that have a direct impact on the krai economy. Currently, for example, the local border
guards must accept "aid" from local companies to repair border facilities. Regional
officials simply turn a blind eye to such practices. Darkin suggested instead establishing
an off-budget fund, which could solve these problems legally.

Gromov presented a paper arguing that crimina groups have extensive influence
over Primorksii Krai's foreign economic activity, causing serious harm to the krai. He
identified fishing, forestry, and the collection of scrap metals as some of the most
affected industries. The Far Eastern branch of the federal customs agency said that illega
transactions in the region amounted to more than $100 million. Part of the problem is
corruption among FSB agents working in the region. Based on his past experience as the
head of this agency, Gromov should be well placed to deal with this problem.

During his first six months in office, Darkin has opened the krai to large Russian
financial-industrial groups. Now he seems to be looking to exploit the krai's
advantageous geographical location to develop foreign trade, a task none of the krai's
previous governors succeeded in doing. The first post-Soviet governor, Viadimir
Kuznetsov, tried to emphasize foreign trade, however, he was accused of spending too
much time abroad and Y eltsin removed him. Y evgenii Nazdratenko preferred to play the
"patriotic card,” and spoke more often of the "Chinese threat" than of cooperation with
the country, which is the krai's main foreign partner. As a result, Chinese businesses
interested in stability and legal trade operations did not come to the krai. Instead, many
deals are now made by firms in the northern Chinese provinces that seek to hide their
income.

The Primorskii Krai administration will make foreign trade a top priority in 2002.
In September, Vladivostok will host an APEC (Asia-Pacific Economic Cooperation)
investment forum, which could attract potential investors from 21 countries. - Andrei
Kaachinskii in Vladivostok



MAIR BUSINESS GROUP SIGNS AGREEMENT WITH KURSK GOVERNOR.
On 6 December, the MAIR industrial group, one of Russias largest investors in
metallurgical, chemical, microbiological, and machine-building industries, signed a
general cooperation agreement with Kursk Oblast. MAIR will help the region attract new
investment to its enterprises, provide consulting services to the oblast government on
investment activities, and develop plans and conclude investment agreements with the
oblast administration to reform enterprises. MAIR had a turnover of $300 million in
2000. It employs 25,000 workers in 30 regions, with Kursk being the 31st.

At the signing ceremony, MAIR also signed its first concrete investment
agreement to help Formplast, a Kursk factory on the verge of bankruptcy, with significant
debts to federal, regional, and local budgets. MAIR will receive a 25 percent stake in the
plant. In return, it will upgrade the factory's capabilities so that it can make pipes for
trangporting water and natural gas, fitting into MAIR's other holdings, many of which
also make pipes. MAIR will invest about 22 million rubles into the plant. The factory is
located in Shchigrov, the hometown of Governor Aleksandr Mikhailov. - Sergel
Sarychev in Kursk

CENTER-PERIPHERY RELATIONS

PUTIN WANTS 7 REPRESENTATIVESTO STRENGTHEN LOCAL
GOVERNMENT. Ever since Putin came to power he has generally praised local

government in words, but largely ignored it in deeds. This approach differed from the

Y €eltsin era, because Y eltsin often tried to promote local government as a way to limit the
governors powers. Now, Putin has decided to focus more attention on this issue and it
was the main topic of conversation in his meeting with his seven presidentia
representatives in the Kremlin on 28 December. The campaign to support loca
government is part of the work of Dmitrii Kozak's commission, which islooking into
how to better divide responsibilities between federal, regional, and local governments,
and is likely to dicit gubernatorial opposition.

The presidential representatives job has turned out to be much more difficult that
the Kremlin aiginally anticipated, according to Nezavisimaya gazeta (28 December).
Currently, the governors are much more popular in their regions than the president's
envoys, the paper claims. In the rich regions, the governors treat the envoys as an
unnecessary bureaucratic structure, while the leaders of poor regions are happy to pass
many of their problems off to the federal level.

LATYSHEV SEEKSCHANGESIN FEDERAL LAWS. After working for one and a
half years to bring regional laws into line with federal norms, Presidential Representative
to the Urals Federal District Petr Latyshev called for changes in federal legidation on 15
December. His speech attracted interest because he repeated some of the demands of the
most recalcitrant governors who have opposed the federal campaign to harmonize laws
arguing that regional laws are often better than federal legidlation. Latyshev effectively
admitted that many regional legal violations were the result of incomplete or totally
absent federal laws and called on federal lawmakers to pay more attention to legidative
processes in the regions.



Latyshev claimed that only a handful of laws remain in the Ural Federal District
that do not conform with federal norms. Additionally, Latyshev has made some progress
in abolishing the Y eltsin-era power-sharing treaties, which often violate federa
legidation. Chelyabinsk Governor Petr Sumin renounced his 1997 treaty and it has been
annulled. Sverdlovsk Governor Eduard Rossel, however, continues to assert that his
region's treaty should remain in force.

Latyshev's speech summarized the work of the Ural Federa District committee to
analyze the division of responsibilities between federal, regional, and local governments.
Putin set up this committee in the middle of last year as part of the larger project
organized by Deputy Presidential Chief of Staff Dmitrii Kozak to gather information on
reforming Russian federalism. He expects to have a new program in place by summer
2002.

Latyshev said that his group had analyzed over 400 federa laws dealing with the
division of power between different levels of government. As aresult, committee
members put together 2,000 proposals for improving these laws. These criticisms cover a
number of areas.

First, in many cases there are no federal laws regulating issues that the
constitution assigns as exclusively federa prerogatives. When regions attempt to legidate
in these areas, they are accused of exceeding their powers. One example is that the
federal government has not set minimal socia welfare benefit standards, the basic
indicator for calculating budgetary outlays. Sverdlovsk Oblast set such a standard and
calculated its budget on that basis. Because there was no federal legidation on thisissue,
the oblast's initiative could not stand. Latyshev complained that this good local initiative
could not move forward and called for the adoption of federa laws to make progress
possible in this area.

Second, Latyshev complained that there are many contradictions in federal
legidation between general laws and more specific ones, a problem that arose in about
300 cases. For example, there is afedera law defining genera principles for the
organization of local government. However, the provisions of the more specific laws on
education and health care have clauses that violate the general legidation. Additionally,
the federal budget does not provide funding for laws defining the role of regional and
local political institutions.

Third, the commission found numerous problems concerning inter-budgetary
relations. In many cases, the federal budgets smply do not give local governments the
funds necessary to provide expensive housing and municipal services. Latyshev said that
it is necessary to figure out who should pay for these services since resolving this
question will determine the quality and results of the upcoming housing reform.

Fourth, the commission prepared several recommendations on improving the
justice of the peace system in Russia. These justices are supposed to handle less
important court cases, helping to reduce the workload for judges. Currently, the federal
budget only pays for the justices salaries. The regions are supposed to provide buildings,
furniture, office supplies, and other equipment required for the court's operation.
However, regiona budgets do not have the funds for such expenditures. Thus, there are
justices, but they have no place to work, so the legal system remains overburdened.

Finally, Latyshev touched on atopic most politicians would rather avoid: social
benefitsto the population. He said that while some groups were deserving of aid (the



handicapped, mothers with numerous children), many others were receiving help even
though they had not really demonstrated a need for it. Latyshev proposed cutting these
benefitsand sought to make sure that all benefits provided by law should be covered
from one or another budget. Currently, there are many unfunded mandates at both the
federal and regional levels.

How well these proposals are implemented will be atest of the effectiveness of
the office of presidential representative. - Sergei Pushkarev in Y ekaterinburg

BANKING IN THE REGIONS

BIG BANKSEXPECTED TO SWALLOW MEDIUM SIZED ONES. In 2002-2003,
the Russian banking system is expected to undergo major changes as the large banks
swallow up their medium-sized competitors. Russias top 30 financial institutions are
creating powerful trans-regiona banking networks by purchasing regional banks and
opening new branch offices in the regions. These networks will alow the big banks to
increase their reserves and develop competitive market-based financia ingtitutions, which
can provide services at world-class levels.

At least, that is the vision of Azat Kurmanaev, the president of Bashkreditbank,
which ranks among the top 20 Russian banks. In 1993 the state owned a 100 percent
share of Bashkreditbank. Today, however, the bank is working to reduce the state share
to 50 percent and hopes to become fully market-financed.

Kurmanaev believes that the larger networks will make the banks more reliable
because they will have more diversified sources of capital. To achieve such aims,
Kurmanaev thinks that no client should have more than 10 percent of a bank’s loans and
that no region should account for more than 10 percent of its business. Old "Soviet style"
banks that do not follow this model will not be competitive, Kurmanaev predicted
(Vedomosti, 5 December).

Several factors are driving big banks to expand into the regions. economic growth
at the regional level, a genera tightening of competition among banks in general, the
aggressive strategy of Sberbank launched after 1998 to grab corporate accounts, and the
threat from foreign banks, which are actively financing large Russian companies.

According to Kurmanaev, Bashkreditbank is the first non-Moscow bank seeking
to expand extensively into other regions from its home base. During 2001,
Bashkreditbank acquired controlling stakes (75 percent plus one share) in 4 regional
banks and merged them into its network. Bashkreditbank has branchesin 20 regions,
from Irkutsk to Kaliningrad. Beginning on 1 January 2002, Bashkreditbank will change
its name to the Uralo-Siberian Bank, to better reflect its market. By the end of 2002, all of
the bank's branches will do business under this brand name.

Currently, the bank does about 50 percent of its business outside of
Bashkortostan, and this share will grow as it expands its regional reach. Kurmanaev is
already targeting six additional regions. The bank is only interested in taking over other
banks that have well developed retail branches. Banks without such branches are usually
dependent on one or two corporate clients, Kurmanaev noted. Bashkreditbank currently
has 500,000 individual and 27,000 corporate clients. By 2003, it hopes to have amillion
individual depositors, increase its capital to $500 million, and up its assets to $3 billion.



In 2004, Kurmanaev expects to merge his bank with alarge Russian partner or sell out to
awestern financia institution. - Igor Rabinovich in Ufa

REGIONAL RESOURCES ON-LINE

Peter sburgersin Moscow (http:/piterzy.newmail.ru/) -- Putin's policy of appointing
residents of St. Petersburg to important federal offices has dicited some complaints from
jealous Muscovites. For one of the most comprehensive lists of such appointments, see
this web site prepared by Daniel Tsygankov.

ADVERTISEMENTS
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High Quality English and Russian Printing Services Available

Adegi Printing & Graphics (www.adegi.com) prints al kinds of publications, including
brochures, flyers, calendars, user guides, media and marketing kits, books, and
newsletters.

Adegi is able to print in English, Russian, and a variety of other languages. All
publications are printed in the New Y ork area and can be shipped anywhere in the world
viaaspecial mailing service.

Adegi aso provides web site design services.

For a price quote or help on your next project, please contact Y uri Pazelsky at
yp@adegi.com. Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiona Report.
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Updated On-Line Handbook of Russian Regions

The EastWest Institute (EWI) and the editors of the Russian Regional Report are pleased
to announce that the updated version of our On-line Handbook of Russia's Regionsis
now available. The following regions have been updated through August 2001:
Primorskii Krai, Chukotka, Nizhnii Novgorod, Taimyr, VVoronezh, Kaliningrad,
Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russia's 89 regions that include:

-- The governor's political and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Politics in the region

-- Relations with other regions



-- The role of business in the region
-- Investment in the region

-- Internet links in the region
-- Demographic, economic, and electoral statistics
-- Foreign economic cooperation

Our Perm profile is available as a free sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic institutions, and nor+
profit organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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The EWI Russian Regional Investor - A biweekly summary of economic and
businesstrendsin the 89 regions of the Russian Federation

Subscription to the EWI Russian Regional Investor includes:

-- Key economic news from the regions

-- Reports about the development of Russia’s leading economic sectors

-- Discussion of business deals and foreign aid in the regions

-- Coverage by our network of regional correspondents in Russia

-- Analyses by Western experts and interviews with speciaists

-- Systematic surveys of the Russian media

-- Access to our online, searchable database of al the back issues of the Russian Regiona
Investor and the Russian Regiona Report

FOR A SAMPLE ISSUE SEE http://www.iews.or g/rrrabout.nsf/pages/rri+page
TO SUBSCRIBE:
1. Compose an email message to REGIONS@IEWS.ORG

2. Onthe subject line write: RR Investor
3. Inthe body of the message write:

Y our Name Mailing Address
Telephone/FAX Email address
Position Organization

4. In the body of the message identify which version you prefer:

- Email ($475/year)
- Printed ($475/year)
- Email and Printed ($635/year)



You will be billed by the East West Ingtitute. We accept payment by check and credit
cards.
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EastWest Institute Publisher's Society
Publisher's Circle:

Editor's Circle: Bank of Finland Institute for Economies in Transition * Klaus Mangold
(DaimlerChrydler AG) * Leila Shakkour (LL Foundation)

Correspondent's Circle: Katsumi Fujiwara (Osaka University of Foreign Studies, Japan) *
Kengo Nagatsuna (Asia University, Japan) * Priscilla Post Wohl (The Northern Forum)

Associates. Kees Boterbloem (Nipissing University, Canada) * Alf Brodin (Goteborg
University, Sweden) * Thompson R. Buchanan * Robert V. and Alice M. Daniels * Davis
Center for Russian Studies (Harvard University, USA) * Herrick S. Fox * Katherine
Graney (Skidmore College, USA) * Jeffrey Hahn (Villanova University, USA) * Barbara
and David Kennedy * Jonathan S. Leo (Pacific Environment and Resources Center *
Kely M. McMann (Harvard University) * Ministry of Foreign Affairs of the Netherlands
* Roswell Perkins (Debevoise & Plimpton) * Peter Reddaway (The George Washington
University, USA) * T. H. Rigby (The Australian Nationa University) * Robert Sharlet
(Union College) * SWP Berlin * Thomas A. Timberg (Nathan Associates, Inc.) * Robert
L. Tuck * Nils H. Wessdll (US Coast Guard Academy) * Jeanne L. Wilson

Yes, | wishto become a charter member of the EastWest Institute Publisher's Society.

Publisher's Circle
With a contribution of $1000 or more, you will be recognized by name or affiliation in
each week's issue as a member of the Publisher's Circle.

Editor'sCircle
With a contribution of $500 to $999, you will be recognized by name or affiliation in
each week's issue as a member of the Editor's Circle.

Correspondent's Circle
With a contribution of $250 to $499, you will be recognized by name or affiliation in

each week's issue as a member of the Correspondent's Circle.

Associate
With a contribution of $250 or less, you will be recognized by name or affiliation in each
week's issue as an Associate.



To make a credit card contribution by e-mail (regions@iews.org) or fax (212-824-4149,
Attn: Saisha Grayson), please provide the following information:

Name:

Ingtitutional Affiliation:

E-mail Address:

Credit Card (check one of the following)
__Visa__MasterCard ___Discover __ American Express
Credit Card Number:

Expiration Date:

Credit Card Billing Address:

To make a contribution by bank transfer, please use the following information. Please
notify us by email or fax of your transfer so that we can include your name in our list.

Beneficiary: Institute for EastWest Studies

Bank: The Chase Manhattan Bank; 825 UN Plaza; New York, NY 10017, USA
Account: 904-814475

Routing No.: 021000021

SWIFT: SW.I.LF.T. BICG-:CHASU33

CHIPS; CHIPS Participant #0002

To make a contribution by check, please make check payable to EastWest Institute and
mail to:

EastWest Institute

Attn: Saisha Grayson

700 Broadway, 2™ Floor
New York, NY 10003 USA

For further information, please contact us at regions@iews.org
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Copyright (c) 2001 EastWest Institute
All rights reserved. ISSN: 1523-6757

The EastWest Institute (EWI) works to defuse tensions and conflicts which threaten
geopolitical stability while promoting democracy, free enterprise and prosperity in
Centra and Eastern Europe, Russa and other states of Eurasa. The EWI is an
international not-for-profit ingtitution established in 1981. It works through centers in
New York, Moscow, Prague, and Kyiv. The EWI is a globa network of relationships
with leaders in the business, governmental, non-governmental and intellectual
communities based on shared values and dedicated to providing assistance to regional
leadership to address critical issues at both the local and global levels. Please visit our
website at http://www.iews.or g for more information about the Institute.



EDITORIAL BOARD -- * Petr Kozma (Russian Edition Editor) * Alexander Munoz
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ADVISORY PANEL -- Rodric Braithwaite (Deutsche Bank Morgan Grenfell) *
Heyward Isham * Danielle Lussier (Harvard University) * Blair Ruble (Kennan Ingtitute)

* McKinney Russall (International Research and Exchange Board) * Peter Rutland

(Wedleyan University) * Klaus Segbers (Free University of Berlin) * Natan Shklyar
(Columbia Business School) * Peter Stavrakis (University of Vermont)

Please send all comments and inquiries to regions@iews.org or to EastWest Ingtitute, 700
Broadway, New York, NY 10003, USA; ph (212) 824-4100, fx (212) 824-4149.

TO SUBSCRIBE
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MONEY AND POWER IN PUTIN'SRUSSIA

ECONOMIC, POLITICAL RESOURCESINCREASINGLY CONCENTRATED.
Presdent Vladimir Putin ssems to be making progress in the Herculean task he set himsdlf of
rooting out corruption in Russias largest corporations and strengthening the country's Sate
inditutions to the point where they can function effectively. But these gains have come at the
cost of once again focusing power in the Kremlin and increasingly concentrating financid and
indugtrid resources in the hands of afew powerful businessmen.

The example of Gazprom isilludrative of the contradictory nature of these trends.
Putin's handpicked leader for the natural gas giant has succeeded in exposing and stopping
some of the corruption that flourished in the company during the 1990s. However, the effect of



Putin's solution to these problemsis to place the company more strongly under state contral. It
isnot clear how this reform will prevent future abuses of the kind that occurred earlier.

Therecent electord battle in the diamond-rich Sekhais aso indructive. Here Putin was
able to win the remova from power of the republic's long entrenched president, Mikhail
Nikolaev, who kept his congtituents mired in poverty even asloca mines produced hillions of
dollars of diamonds (see story elsewherein thisissue). However, Putin was not able to name
the new president. Following negotiations with the Kremlin, Nikolaev withdrew from the
republic's presidential race and the head of the Alrosa diamond monopoly, Vyachedav Shtyrov,
aclose Nikolaev aly, won the presidency. Shtyrov's departure from the company may alow the
federd government to assert more control over its vast resources.

Putin and the Governors

Sakhais but a specia case of Putin's larger attempts to reign in the governors power to
influence federa policy and redtrict their control of regiona economies. With areform that came
into full effect on 1 January 2002, Putin removed the governors from the federd stage by
denying them their seetsin the Federation Council, the upper house of the nationd parliament.
However, Putin was forced to compromise in defining how the membership of the body would
be chosen after the governors left, since the congtitution rules out the possibility of direct
elections. Allowing the governors to appoint and remove Federation Council members gives the
regiond executives avauable political plum, which they can bequeeath on rich and powerful
individuals whose money and connections will serve the governor'sinterests. Since one third of
the new members of the Federation Council are key business leaders from prominent
companies, Putin's reform seems to have inadvertently fostered a strong link between the
governors and nationaly prominent businessmen. The fact that the new Federation Council will
generdly approve the president's bills as they pass through the legidature may be of lesser value
to the president than the governors acquisition of powerful lobbyists a the federa levd isto the
regiond dite. Thus, the current Federation Council ismost likely trangtional and anew system
for choosing memberswill probably be adopted within ayear or two.

But the question of who is cdling the shots in the new relationship between the
governors and Russas business dite remains complex. Since the 1998 financid criss, Russian
big businesses have been buying up factories in the regions. When they do o, they bresk the
former links between governors and regiona businessmen that had given the governors such
complete dominance of their regions in the past. Russas richest businessmen are much more
powerful than its governors, so the gppearance of these big businesses in the regions puts severe
condraints on what the governors can do in their own region, limiting the extensve powers they
widlded in the past. However, big businesses acquisition of ever more factories means that
Russa's economic resources are coming under the control of a shrinking number of individuds.

Moreover, the federal government often seems to pursue a policy aimed at stamping out
any strong, independent opposition. The campaign against NTV and TV-6 is the most
prominent example of thistrend, but there are other examples as well. The presidentiad
adminigration, for example, has sponsored the cregtion of the Delovaya Rossya business



organization as an dterndtive to the club of oligarchs organized under Arkadii Volskii's Russian
Union of Indugtridists and Entrepreneurs.

No one knows what Putin will do with the power that he is accumulating. Gorbachev
and Y dtsn both amassed significant power but failed to widd it effectively. Gorbachev favored
renewing socidism instead of radical restructuring, and his plans ended in the collgpse of the
Soviet Union. Y etsin adopted a condtitution that gave him extensive power, but pulled back
from fully implementing shock therapy. Although he oversaw price liberdization and the
privatization of Sate assets, he generaly avoided closing ineffective plants and laying off large
numbers of workers.

Is Putin trying to centralize much of the power that dipped away from Mascow in the
1990s because he believes that such a concentration of resourcesin Moscow is the best way to
run the country? Or is he carrying out a necessary restructuring of the Russian politicad and
economic system to set up more effective state-society relations that ultimately do not rely on
such a concentration of power and would alow a greater role for society? While certainly the
current trend is toward centralization, the motives and ultimate outcome are not clear.

A New Focus on Loca Government

A potentid clue might be the on-going work of Dmitrii Kozak's commission, which is
addressing the problem of how best to divide power between different levels of government.
Kozak led the process of lega reform that brought the adoption of new legidation a the end of
2001, and perhaps his current commission could foster red change in relations between the
federd, regiond, and local governments. His report is due in July 2002. In an early sign of what
to expect, at the end of 2001 Putin indicated that he would devote his attention to local
government in 2002. In the past he has praised local government, but not taken any action to
srengthen it.

Such afocus on loca issues could be good news for Russias long-term devel opment
and could improve the way that money and power are divided. Strengthening local government
and deveoping smdl and medium-sized business would be effective counterweights to the
current trends toward the centrdization of political and economic power. Enlarging the smadl and
medium busi ness sector would reduce the importance of the expansion of the country's largest
companies. Putin and the State Council (whose membership includes dl of the governors)
discussed thisissue in alate December sesson, but small business remains anemic in Russia
Strengthening loca government would provide a powerful baance to the power of the
governors without the risk of centrdizing political power back into the Kremlin. However, locd
governments today are largely a the mercy of the governors and, even if Putin were serious
about thiskind of change (something he has yet to demondtrate), thereisalot of work to be
done.

Overdl trends in Russa point toward the concentration of political and economic
resources. However, politicians have at least verbaly acknowledged the need to support some
forms of political and economic decentraization.

The West should hold these politicians to their word and work to promote the hedlthy
development of Russia's smal businesses and loca governments. Micro-lending to smal



bus nesses has been among the most successful economic aid programs conducted in Russia.
Deveoping loca governance capacities would move this successful work into the political
gphere aswell. Aiding small businesses and locd governments could develop the vibrant and
diversified business community required to support afree media and could promote awider
discusson on ways to end the violence in Chechnya. - Robert Orttung

FUSION OF OLIGARCHSAND GOVERNORS: THE BEGINNING OF A NEW
OPPOSITION TO THE KREMLIN?

by Pavel 1saev, Moscow

The federd reforms that Putin launched so decisively in May 2000 dowed down somewhat in
2001. By the beginning of 2002 it was clear that the results achieved were not what had been
expected, leading the federd government to pause and analyze the Stuation.

The most unpleasant trend for the Kremlin last year was the penetration of the regiona
elite by the mgor industrid and financid groups. Deprived of their influence over federd palicy,
regiona leaders and the oligarchs, who control enormous financia and politica resources,
decided not to stage an open rebdlion againg the federa government, whose strength is
undeniably growing. Insteed, they set up anew dliance to exert administrative and politica
influence. Big business, with the active support of the regiond dlite, is becoming a part of
regiona governmen.

Russids largest corporations are naturdly most active in regions where they have
financid and industrid interests. In 2001 oil and duminum tycoon Roman Abramovich became
governor of Chukotka; Norilsk Nickel Genera Director Aleksandr Khloponin was el ected the
governor of Taimyr; Yukos-RM Development Director Boris Zolotarev became the head of
Evenkiya, and on 13 January Alrosa head Vyachedav Shtyrov won dection as the president of
Sakha. In 2002 Vladimir Lisin, chairman of the board of directors of the Novolipetsk
Metalurgical Combine, will seek to become governor of Lipetsk Oblast.

Since the Kremlin hastried to hand some of the governors powers to other ingtitutions,
the financid and indugtria groups are dso devoting their resources to including their membersin
regiond legidatures. In recent eections, an dliance of the governor and the biggest local
business interests gained control of legidatures in Perm, Murmansk, Khabarovsk, and the
Komi-Permyak Autonomous Okrug. Business-gubernatoria dliances failed to win control of
legidatures, however, in Primorskii Kral and Samara.

The result of these processesis the completion of an alliance between the oligarchs and
the regiond dite. Representatives of the power ministries are actively joining this dliance even
though Moscow has tried to block such moves by subordinating law enforcement agencies
directly to Moscow and asserting influence through the seven federa digtricts. In many regionsit
is possible to speak of comprehensive palitical- business-law enforcement aliances capable of
encompassng dl parts of the state required to make important decisons.

The formation of the new Federation Council is another indicator of this process.
Beyond the new oligarch-governors, there are now oligarch-senators, including former Yukos
First Deputy Managing Director Leonid Nevzlin, Deputy Director of the Pervouraskii Pipe



Factory Aleksandr Karpov, Siberian Aluminum Vice President German Tkachenko, Unified
Energy System's Vaentin Zdatnikov, and Mezhprombank head Sergel Pugachev. In effect, the
new body is a group of lobbyists who are in no way subordinate to the Kremlin. Their main task
will be to lobby the interests of the corporations that delegated them to the upper chamber. As
the new Federation Council members begin to recognize their power, the influence of the upper
chamber will start to grow. The fact that the new speeker, Sergel Mironov, isaloya Kremlin
aly will only help the president assert modest control. There will be no open oppostion to the
federa government and none of the new senators has presidentia ambitions, but it will be hard
to ignore the interests of the lobbyidgts.

The formation of the integrated politica-busness law enforcement groups has made it
difficult for the Kremlin to win the dection of its gubernatorid candidates. Recent eectionsin
Primorskii Kral, Sakha, and Nizhnii Novgorod are only the latest examples of this problem.
Corporations also had a particularly powerful impact on eectionsin Rostov and Irkutsk.

Taken againg the background of upcoming structura reforms in the economy and the
approaching presidential eections, these trends reduce Putin's maneuvering room. While today
the Kremlin can certainly set the framework for center- periphery relations, it must resort to
negotiations to address concrete problems.

BUSINESS AND POLITICSIN THE REGIONS

ELECTIONSMARK NEW ERA IN SAKHA POLITICS. The recent presdentia
electionsin the Sakha republic are atangled tale of federd-regiond wrangling over palitica and
economic power. Thereis much a stake for federd and republican authorities: control over 98
percent of Russas diamond resources, the management of the Alrosa diamond mining
company, and the fate of the ailing Sakha republic, weakened by devastating floods in the spring
of 2001 and pervasive corruption.

On 13 January Alrosa president Vyachedav Shtyrov was elected president of Sakha
with 59.2 percent of the vote (strana.ru, 14 January). His main chalenger, Fedot Tumusov,
presdent of the SAF! financid-indudtria group, received 34.6 percent of the vote. Voters from
major cities and indugtriad areas threw their support to Shtyrov, while rurd digtricts favored
Tumusov. More than 75 percent of the eectorate participated in the second round of voting and
more than 60 percent in the firgt round, alarge turnout simulated by the authorities decison to
give 100 ruble discounts on utility bills and lottery tickets for non-cash prizes (The Moscow
Times, 24 December).

In the months leading up to the presidentid dections, dlegations of bribery and pressure
on journdists abounded. Although Central Electord Commission President Aleksandr
Veshnyakov criticized the lotteries and other inducements to bring out the vote, he did not
anticipate taking any legd steps. "At least no one in the Sakha Elector Commission
participated in the lottery,” said Veshnyakov (strana.ru, 14 January).

Controversy surrounded the Sakha presidentia eection for months because of outgoing
president Vladimir Nikolaev's interest in running for athird term, amove opposed by the
Kremlin dthough permitted by the 1999 federd law governing regiond paliticd inditutions (See
EW Russian Regional Report, 7 November 2001). Moreover, federa and republic courts



disagreed over the legdity of Nikolaev's candidacy--the republican Supreme Court rejected
Nikolaev's bid three times for violating the Sekha congtitution, which established a two-term
limit for the presidency. Thus, paradoxicaly, Nikolaev could claim that in seeking athird term he
was harmonizing republican legidation with federa law. Although the republican court kept
requesting a clarification from the federa Condtitutiona Court, the latter refused to provide one
on the grounds that the republican dections would have to be postponed for there to be
aufficient timeto issue aruling.

President Putin, who has criticized Sakhas handling of the Lensk flood relief and
sought to expand federa control over the republic's diamond resources, ultimately stepped in
persondly to resolve the matter. In a meeting with Nikolaev, Putin offered to withdraw the
Kremlin's candidate, Deputy Prosecutor Genera Vasilii Kolmogorov, and support Shtyrov's
candidacy. Nikolaev agreed to forego athird term if Shtyrov ran, reportedly viewing him asan
dly who would protect him from any future crimina proceedings. The federad Audit Chamber
recently intervened to freeze money alocated to the Sakha authorities and Alrosato rebuild
homes and roads affected by the Lensk floodsin response to alegations of possble
misappropriation of 2 million rubles in flood rdief funds (Vremya novostey, 3 December).

There has been consderable speculation over who will replace Shtyrov as head of
Alrosa. One of the mostly likely candidates is the controversia Pavel Borodin, aformer mayor
of Yakutsk, who became head of the Kremlin property department in 1993. Borodin is under
investigation in Switzerland following alegations that he took $25 million in kickbacks on
congtruction contracts. Another possible candidate is VIadimir Litvinenko, head of the S.
Petersburg Mining Inditute (Moscow Times, 21 December).

For the Kremlin, control over Alrosas assatsisthe key issue. In June 2001, federa
auditors investigated the history of the company's incorporation and Sakhas mgority ownership
(See EWM Russian Regional Investor, 6 June 2001). Sakha and federd authorities currently
each own 32 percent of Alrosa shares, while 23 percent belongs to the workers, 8 percent to
eight Sakha digtrict governments, and 5 percent to afederd veterans organization. After Putin
asked Prime Minister Mikhail Kasyanov to take steps to protect state property in the diamond
industry, the Property Ministry began investigating ways to increase the federd stakein Alrosa
to 51 percent. To forestall any regppropriation of Sakha shares, Nikolaev decided to transfer
the republic's 32 percent stake to Sakhinvest, a private fund (Kommersant Daily, 30
November; Vedomosti, 30 November). Sakha receives 70 percent of its revenue from
diamonds.

On 10 December, Putin met with Nikolaev and Shtyrov to discuss the diamond
industry's development (polit.ru, 10 December). The Finance Ministry (which controls the
State Diamond Depositary, Gokhran) recommended thet, over the next five years, Alrosa
gradudly reduce its diamond sales through the South African company DeBeers, which is part
of the Kremlin's Srategy to develop the domestic diamond industry. According to the agreement
reached on 17 December, DeBeers will market haf of Alrosa's annua rough diamond output,
vaued at $800 million (See EM Russian Regional Investor, 12 December).

Alrosa, which sgned the agreement with DeBeers for the first time (insteed of the
federd government), can el the remaining hdf of its diamond output to domestic companies,
export it, or postpone sdes depending on price fluctuations. The firm hopes that the new



agreement will help boost production and attract investment, in addition to expanding its
marketing options, formerly monopolized by DeBeers (The Russia Journal, 21 Decembey).
Moreover, the South African company provided price guarantees in response to Alrosas
complaints of excessive discounts. In anticipation of the new agreement, on 29 November
Standard & Poor's raised the company's long-term credit rating from triple C-plus to B-minus
outlook stable. Thanks to the new agreement with DeBeers, Gokhran dso has the right to sell
its own reserves on the open market. - Elizabeth Wishnick

PATTERNS OF REGIONAL DEVELOPMENT

SAMARA'SECONOMY SHAPESPOLITICAL CONFLICTS
By Natalya Zubarevich, Moscow State University

Recent andyses of eventsin Samarado not pay enough attention to the economic roots of the
politica conflictsin the region. Without studying these underlying causes, it isimpossible to
understand the political Stuation.

A Leader Among Russan Regions

Two factors make Samara Oblast one of Russias best-developed regions (6th among
the 89 regions in terms of gross regiona product) and a donor to the federal budget. First isthe
Volga Automobile Factory (AvtoVAZ), which produces 55 percent of the region's output and
more than two-thirds of Russias cars. Even in the worst years of economic decline between
1993 and 1996, the factory only reduced output by 20-25 percent. The second factor isawell-
developed oil and chemicd industry. The oblast pumps 8 million tons of oil ayear and boasts
severd large refineries. Despite declining output in the 1990s, the refineries and the chemica
industry preserved their export potentia, allowing them to remain economicaly stable,
Automobiles and petrochemicas dlowed the region to survive the decline in aerospace and
other parts of the military-industrid complex in Samara.

Nevertheless, over time the oblast is becoming an appendage of AvtoVAZ, and car
production is becoming increasingly dominant. In 1991 "machine building” made up 42 percent
of Samara's industry, according to Goskomstat satistics. By 1999, it made up 59 percent.

The drop in ail production is not the only factor that explains the declining role of energy
in the Samara economy. Also important are the pricing practices of Y ukos, which ownsthe
drilling and refining facilities located in the oblagt. Y ukas, like other Russian oil companies, sets
the price of the ail it producesin Samara atificidly low and transfers profits out of the oblast by
sdling this chegp ail to other units of the company located esewhere. The result is to deprive the
oblast and local budgets of tax revenue.

The oblast's economic policy aso contributes to its success. Mary view Samara as one
of the mogt progressive and reformist regions in Russatoday. It was one of the first to develop
norms for making financid transfers to loca governments. It also adopted an oblast land law
alowing for private property and the sale of agricultural land. In 1999 it adopted alaw on



investment, providing incentives to investors, and was one of the firgt regions to attract foreign
investors.

Sowing Growth

While Samararemains aleading region, during the last two years its growth rate has
dowed in comparison with other regions. As early as 1999, the growth of Samara's gross
regiond product was dower than in other parts of Russa. The oblast isincreasingly dependent
on conditions in the automobile industry and the fate of the AvtoV AZ factory, while the 1998
crigs fostered greater economic diversfication in other regions. The growth of small business
has come to an end, dthough this sector has been one of the most advanced among the Russian
regions since the 1990s.

The ownership structure of the oblast indicates potentid sources of investment. Samara
isin agood position because it has awide variety of owners, but diversfication does not
necessarily lead to development.

Many of Russds largest companies are active in Samaraand they are pursuing avariety
of policies. Yukosis pursuing atypica rent-seeking policy, earning income from exigting
fadilities without Sgnificant investments. Siberian Aluminum has modernized the duminum plant
that it had purchased and has aready recaived internationa product qudity certification. The
Siberian-Ura Company (SIBUR), closely connected to Gazprom, has purchased severd
factories, but they have yet to increase output. The Unified Energy System (EES) playsalarge
role in the regon, where it has severd generators. The creation of the Middle Volga Energy
Company on the base of Samaraenergo increased thisinfluence. Although the new company
controls eectricity supplies in some neighboring regions, it has not brought in new business to
Samara.

Regiond groups are aso prominent owners. At AvtoVAZ, the top managers of the
factory own a controlling stake, dthough the state holds somewhere between a quarter and a
third of the shares as collateral on AvtoVAZ's tax debts. AvtoVAZ owners do not have the
resources or the access to loans required to modernize the factory. Loca business dites own
the local fertilizer factory, congtruction firms, alarge part of the food industry, the quickly
developing telecom business, and the banking sector.

The main foreign investors in Samara are Nestle, Danone, and potentialy Generd
Moators, which may set up ajoint venture with AvtoVAZ, though many similar plans have not
been redlized in the past.

Overdl, despite the diverse locd, nationd, and internationa group of enterprise owners
in the region, there are not many sources of investment or sectors where growth can be

expected.
Highly Urbanized Population
Before looking at political issues, it isimportant to note Samara's population structure.

Samarais highly urbanized, with 80.5 percent of the population living in cities. Most important is
the Samara- Togliatti megaopolis, where 2 million of the region's 2.6 million people live. This



extensive urbanization has a pogitive effect on the ability of the population to adapt to change.
The combination of the two cities into one agglomeration generates many advantages in terms of
alarge, concentrated consumer and labor market. However, competition between the two
centers for leadership often cancels out these advantages. Asthe Ste of AvtoVAZ, Togliatti
produces twice as much industrial output as Samara and has a higher standard of living. It dso
generates much more tax revenue than any other Samara Oblast city.

The city of Samaraaso serds more money to the oblast budget than it receives back.
However, the city budget receives fewer funds per resident than other citiesin the region. Per
person, the city receives 25 percent less than the oblast average and only one haf of what
Togliatti receives.

Thisinjusticeisaresult of the poor relations between Samara Governor Kongtantin
Titov and Samara Mayor Grigorii Limanskii. When Limanskii became mayor he did not pay
back an internationa |oan to develop the city's public trangportation system. As aresult, the
oblast took over the debt and now is using money that would otherwise go to the city to pay it
back. Additiondly, the Samara mayor conducts a populist policy that blocks housing reform,
meaning that considerable resources must go into housing subsidies. To force the mayor to
change his palicies, the oblast limits his access to resources.

Given his conflict with the Samaramayor, the governor formed an dliance with the city
of Togliatti, which has taken on many of the functions of the oblast capital. Asaresult of such
favoritism, Togliti has been able to maintain its high sandard of living. The Situation has hurt
Samara, and should the conflict continue, the oblast center will face diminished development
opportunities.

The aty of Samara's budget problems have led to increased pressure on small business.
This sector grew especialy quickly in 1997-1998, but has been shrinking in red terms since
2000. Such economic problems are not so apparent with the city of Togliatti. Asaresult, the
two centers of the oblast's megaopolis are growing farther gpart.

The Future

Samara Oblast's future devel opment depends on severd factors:

Firg, thetiming of Russas entry into the World Trade Organization is crucid. Russias
accesson will hurt AvtoVAZ, since high tariffs now protect its products.

Second, consderable future revenue depends on whether the oblast can change its
relationship with the large Russian oil companies that are using its resources without investing in
the regon.

Third, the overdl political atmosphere in the region depends on the ahility of the
governor and Samara mayor to resolve their dispute. A continuation of the hogtilities would hurt
the reformist image of the region, continue to dampen growth and modernization of the oblast
economy, and worsen conditions for smal business.

Fourth, Governor Titov has recently sought federd office (competing against Putin in the
2000 presidentid campaign). This effort cost him control over his home region, adversaly
affected the local business climate, and strengthened Ieftist and populist groups.



In generd, Samarawill not lose its leadership position in the coming years because its
overal economy is generdly sound. However, the trends of the last two years show that without
congtant atention from the oblast leadership, the advantages the region now enjoys will start to
disspate.

THE INTENSIFIED SEARCH FOR A SOLUTION TO THE TERRITORIAL
DISPUTE

SEPTEMBER 11 FOSTERS PROGRESS IN RUSSO-JAPANESE RELATIONS
by Gilbert Rozman, Princeton University

It istimeto take afresh look at advancesin bilatera relations between Russia and Japan since
Vladimir Putin took office. Difficult decisons remain on both Sdes over the territorid dispute,
but the outline of an interim settlement pardld to the one between Russaand China can be
discerned. To appreciate what may occur, we need to trace the State of negotiations, the
preconditions for an agreement, and its potential contents.

Bilaterd reations, which had been at a dead-end until 1986, passed through three
stages prior to the year 2000: 1) the Gorbachev era; 2) the early Y dtsn era; and 3) the
Krasnoyarsk process of the late Yetsin era. A quick review of each stage pointsto the
importance of arapidly changing great power environment after the Cold War. In 1956, when
diplomeatic relations were restored, no peace treaty was sgned. Moscow committed itsdlf to
return two smal idands, Shikotan and Habomai, close to Hokkaido, but only on the condition
that a peace treaty was concluded. Tokyo inssted on four idands, adding Kunashiri and
Etorofu, together labeled the "Northern Territories." In 1960 Moscow, angered by the renewed
U.S.-Japanese Security Treaty, abandoned its pledge to return any idands. It called dl four
idands the " Southern Kuriles' and administered them through Sakhdin oblagt, over time making
them a gateway for the Okhotsk Sea nuclear submarine force. Although large economic
projects were started in Siberia and the Russan Far East when Japan was looking for natural
resources, relations deteriorated sharply in the late 1970s and remained poor in 1985. Neither
Side was prepared for compromise.

The Gorbachev erawas dominated by expectationsin Japan for the "entry” approach,
whereby Moscow would have to promise the return of dl four idands before economic
assgtance and other bilaterd ties would develop. All eyes focused on when Gorbachev would
come to Japan and what present (omiyage) he would bring. On the Soviet Sde, glasnost came
late to coverage of Japan. Apart from some papers by Japan speciaistsin 1990-91, there was
little talk even of areturn to the 1956 treaty promising two idands. Despite hopes thet
Gorbachev would make a bold decison without regard for public opinion, there waslittle
prospect for a breakthrough. Even after Japan switched in May 1989 from the "entry” gpproach
to a"baanced equilibrium” on economics and territory and Gorbachev turned more attention to
Japan, the dl-or-nothing atmosphere made step- by- step advances difficult. When Gorbachev
vigted in April 1991, he was sandwiched between intensified old-guard criticiam and agrowing
rivalry with Boris Ydtsn and hed little room for maneuver.



After Sx years of waiting for Gorbachev, Japan began a sx-year wait for Ydtan that
findly led to a turning point a Krasnoyarsk in November 1997. Jgpan tried various ways to
persuade Russia a public reaions campaign, use of the G7 summits to mount collective
pressure to return the four idands, humanitarian assstance in the Russian Far East to boost
fedings of gratitude and dependency, and efforts to get Ydtsn to act boldly while dampening
criticiam to prevent Japanese opinion from turning againg further economic assstance. In the
"Tokyo Declaration” of October 1993, officids reconciled themsdves to cdling for a solution
based on "law and judtice” and inserting the names of dl four idands. Ydtsn's redection was
followed by reassurances that Japan was eager to improve relations with the territoria question
no longer so much in the forefront. In July 1997 Hashimoto Ryutaro announced Japan's new
"Euradan diplomecy.”

Of al great power relations, Japanese Russian ties were, at least on the surface, the
mogt solicitous of each other from the time of the Krasnoyarsk summit. Both sides repestedly
tried to convey an image of progress. Y &, their contrasting interpretations of what had
trangpired in November 1997 suggest that they were fighting an uphill struggle. On the Japanese
Sde, the message from the firg "no-necktie summit” wasthat Y eltsin had agreed to make every
effort to solve the territoria problem by the year 2000; dedling with dl four idands and
accepting the formula of the "Tokyo Declaration” could only mean that the outcome would be
exactly what the Japanese wanted. Japan's press responded as if adeal for the return of al four
idands was amogt afait accompli. In contrast, the Russian press mistook Japan's eagerness
for adecison to mean that pressure for concessions on the idands woud be ended since Japan
had changed course to build long-term ties. Optimism on the Russian Sde faded after the
Kawana summit in April 1998, when Jgpan called for a demarcation just north of the fourth
idand, and on the Japanese side after the Moscow summit in November 1998, when Russia
answered with acall for a peace treaty in 2000 before the territorid issue was resolved. Neither
side had redlly expected to compromise much; yet, they maintained a semblance of progress.

For ayear after VIadimir Putin was elected president of Russia, Japanese diplomacy
targeted him in pursuit of a breskthrough in bilaterd relations. A leading LDP palitician, Suzuki
Muneo, enlisted Mori Y ashiro into this pursuit when he suddenly replaced Obuchi Keizo as
prime minigter. Working with asmal group of Foreign Ministry Russia experts, Suzuki
succeeded in narrowing differences during talks with Russian officids. Japan redefined the path
of negotiations to treet two idands firgt, and Putin, when visiting Tokyo in September,
recognized that the 1956 treety, in which Moscow pledged to return two idands, is il in effect.
Over the following sx months leading to the Irkutsk summit in March 2001 a struggle ensued
indde the Japanese Foreign Ministry and the LDP over the initiative towards Russia. It became
highly persondized, blaming Suzuki, who was serving in the number two pogt in the Foreign
Minigtry, for hijacking foreign policy. When Putin went further at Irkutsk in accepting the 1956
treaty as a bass for future negotiations, critics in Japan viewed this as a step backward that
suggested the Japanese government was preparing to sign a peace treaty in return for two
idands firgt. After Mori's resgnation in April, his successor Koizumi Junichiro and Foreign
Minister Taneka Makiko reversed Japan's Russia policy. Japanese foreign policy reached an
impasse that lasted until the September 11 terrorigt attacks in the US altered the globa
environment.



After Putin had digned himsdf with the US war againgt terror and Japanese relations
with both China and South Korea had deteriorated due to nationdistic textbooks and other
causes, Koizumi had good reason to recongder. In late October reations with Russia were
back on track amidst speculation that a ded might follow sinceit fits the greet power logic of
both countries. Many preconditions were now in place. With bold leadership and a new
willingness to compromise on both Sdes, an agreement can now be redized. Although Koizumi
and Putin garted with strong nationdist credentia's, each has reason to consider abandoning
some nationalist gods in order to have a better chance of redizing others. Russians now say that
the ball isin Koizumi's court, but Putin too will have to chalenge nationdists by agreeing to
more talks on the status of the two idands.

From 1986 Moscow was engaged in border talks aimed a normdizing relaions with
both Beijing and Tokyo. In both sets of talks there were grounds for reaching an agreement on
some of the disputed territory despite intensely opposed views on two or three idands.
Recognizing the seriousness of their geopalitical Situation and the urgency of a settlement, Beijing
and Moscow compromised. They agreed to demarcate the border with the expectation that
many smdl idands or parcels of lands would be transferred to China, while setting aside the
three most sensitive idands for future negotiations. Tokyo and Moscow did not reach an
agreement. They lacked asmilar impetusto act, while the military on the Russan sde and the
far right on the Japanese side were obsessed with the value of the disputed idandsto their
objectives. Y et, from the beginning the contours of a compromise could be clearly identified.
Japan would receive the two iands close to its shores, ajoint arrangement would be made for
the other two idands, and a new stage of negotiations would follow a pesce treaty. A
compromise may include five e ements:

Elementsin a Compromise Agreement between Japan and Russia

1) Russawould trandfer to Japan the two idands, Habomal and Shikotan, comprising 7 percent
of the disputed territory.

2) Russa and Japan would agree to joint development of the other idands, Kunashiri and
Etorofu, blurring sovereignty while protecting each Sdescdamtoiit.

3) A peace and friendship treaty would findize the normalization reached in 1956 &fter the
hodtilities of August 1945, while acknowledging disagreement.

4) The two countries would announce a big boost to geopolitical aswell as economic ties,
centering the latter on energy and infragtructure as well as regiona economic integration.

5) Further talks would be planned on resolving the status of the remaining two idands, for which
Japan would likely offer added economic assstance.

A ded aong these lines would rile Russian communists and other nationdists who have
opposed the return of two idands, despite the 1956 accord, and object to an ambiguous Status
for the other idands. It would aso darm Japanese right-wingers and other nationaists who insst
that Japan is entitled to four idands and must not make any agreement that may dlow Russiato
conclude that there is no need for future concessions. In neither country will it necessarily be
easy to override this opposition, but the chances of doing so have risen recently.



The preconditions for a compromise aong the above lines were dow to take shape
over the past fifteen years. The situation is quite different from what prompted an agreement
between Chinaand Russia, where the priority to act was much greater. After dl, Chinaand
Russiawere very eager to cut military expenditures aong their border sharply and to boost
bilaterd ties as alever againgt other problematic great power relations. Each side recognized
that their split over more than two decades had imposed a huge cogt. In contrast, Moscow
caculated that Japan's disnterest had largely resulted from the state of relations with
Washington, while Tokyo wasriding high in the late 1980s and expecting to have increased
leverage in the next decade. Neither side dwdt on what had been lost due to poor relaions. In
fact, the presence of the Soviet threst had allowed the LDP to achieve its domestic political
gods and prove its indispensahility to the US as the centerpiecein its geopolitical strategy. Only
as the post Cold War era unfolded did the two sides come to recognize the extent of their need
for each other more, but conditions were missing for decisive action. In 2000-2001 additional
prerequisites were redlized. At last, there is a serious chance for a breakthrough, as seeninthe
list of preconditions that are now in place:

Preconditions Realized for a Breakthrough between Tokyo and M oscow

1) Popular nationa leaders with a mandate for strong policies.

2) Good relations of both parties with the US in a shared cause againgt a common enemy,
tempered by concern that US power is excessive and dependency must be reduced.

3) Shared concern about Chinas growing power, accompanied by strong expectations that its
behavior can be shaped through joint efforts and regiond integration.

4) A sense in each country thet it needsto find along-term solution to serious economic
troubles and that bilatera ties can help.

5) Shared optimism that regiona energy development will serve both economic and geopalitical
objectives.

6) Concern by each that more clout is needed in the unpredictable evolution of the Korean
peninsula and that the other party can help.

Through the 1990s most atention focused on whether the Russian sde had the
preconditions for reaching adedl. There was talk that public opinion was unprepared, Yetsin's
popularity was too low, Russians were focused on the imbalance between risng US power and
their country's declining power, and Russa did not need investment because it lacked a strategy
for economic development. Often it was assumed that once these circumstances had changed,
Russiawould be willing to agree to the return of four idands. Thus, there was no need to
consider preconditions on the Japanese side. But in 2000, when Japanese leaders began
cornsidering aded that would not bring four idands in one batch, atention naturaly turned to the
barriers on the Japanese side. Similar themes were raised: public opinion was unprepared,
Mori's popularity was too low, Japanese did not appreciate the geopolitica benefits from a dedl
with Russia, and economic planning centered e sewhere. Just as Russans had insisted earlier
that Japanese ignored the rediities in their country in assuming that adeal was within reech,
Japanese responded in 2000 and the firg haf of 2001 that Russians were being lulled into fase



expectations that the Japanese side was ready to make adedl. To be sure, barriers endure, but
at the start of 2002 many more preconditions are in place.

Asfor leadership, Russia and Japan are armong the few countries whose current leaders
enjoy popularity ratings in excess of 80 percent and reputations that suggest they could become
nationa saviors. Putin and Koizumi each has alot of politica capita to spend on athorny issue,
which may produce an angry minority backlash but would be likely to boost the image of a
strong leader willing to tackle the most daunting chalenges. After September 11, 2001 Putin
made adramatic shift in Russian foreign palicy, bringing Moscow and Tokyo together on the
Sde of the US against a common enemy. Koizumi seized the opportunity to push through alaw
alowing Japanese armed forces to venture into distant zones of hogdtilities and assist the US. In
late January 2002 Japan will host an internationa conference on ass stance to the new Afghan
government.

Both Moscow and Tokyo seek ways to stabilize Centra and South Asa againgt the
threat of terrorism. The US would welcome their closer cooperation, yet both dso are
concerned by the enormous power of the US and its unilaterd indlinations,

Chinadso is driving the two states closer. Japan's concerns about the rise of China
mounted in the 1990s and show no sign of diminishing. Although Russian officid policy belies
such concerns, below the surface many voice asmilar viewpoint. Chinaremains the primary
objective in Asafor the engagement policies of each state, and there is no reason to expect that
to change. They can turn to each other not to contain Ching, but to gain more leveragein
shaping its behavior. Astak of Northeast Asan regionaism intensfies, they may be comforted
by each other's presence as a check on China. In Russamany see the ongoing economic
recovery as till incgpable of solving the crigsin the depressed, but promising, Russan Far East.
Japan's economy has sunk recently, punctuating nearly a decade of stagnation. Each country
needs a thoroughgoing set of reforms, but each could find hope in plans for regiond integration.
At atime of globd concern that ingtability in the Middle East could interrupt energy deliveries
and of rigng expectations that Russa and Centrd Asawill lead the way in expanding oil and
gas supplies, Tokyo and Moscow have reason to gppreciate each other more. Important
progressis being made near Sakhalin, and inland projects are receiving closer scrutiny. Energy
security is driving Japan to Russia, while energy development and investment growth focuses
Russia on Japan. Findly, North Koreals weapons of mass destruction congtitute the greatest
uncertainty for Japanese security, while offering Russia an opportunity to show the world thet it
must be consulted. They need each other.

Thereis, of course, no guarantee that a breskthrough is near. After many fse darms,
thistime at least we should be aware that a genuine opportunity exigts.

Gilbert Rozman is Musgrave Professor of Sociology at Princeton University and is currently
working on abook entitled "Northeast Asia's Rocky Road to Regionalism, 1989-2002: Great
Power Competition and Clashing Perceptions.”

NOW AVAILABLE ON THE EWI WEB SITE (http:/Awww.iews.org/rrrabout.nsf)



Northwest Federal District - Aleksandr Dukas study of the development of the Northwest
Federa Didtrict is now available in the section entitled "View Reports on the Progress of Seven
Federd Didricts" It is near the bottom of the list.

M aps - Extensive maps of Russia prepared by Mike Bradshaw and Laura Egglestone in the

Department of Geography at the Univerdity of Leicester, with support from the Carnegie
Corporation of New Y ork, are now included on the RRR's homepage.

ADVERTISEMENTS
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High Quality English and Russian Printing Services Available

Adegi Printing & Graphics (www.adegi.com) printsal kinds of publications, including
brochures, flyers, caendars, user guides, media and marketing kits, books, and newd etters.

Adegi isadleto print in English, Russan, and avariety of other languages. All publications are
printed in the New Y ork area and can be shipped anywhere in the world via a specid mailing
sarvice.

Adegi aso provides web Ste design services.

For a price quote or help on your next project, please contact Y uri Pazelsky at yp@adegi.com
Adegi can meet any budget.

Part of the proceeds fromyour order will support the EWI Russan Regiond Report.
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Updated On-Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regiond Report are pleased to
announce that the updated version of our Ontline Handbook of Russias Regionsis now
available. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kdiningrad, Khabarovsk, Samara, Saratov,
Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's politica and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Pdliticsin theregion

-- Redations with other regions



-- Therdle of busnessin the region

-- Investment in the region

-- Internet linksin the region

-- Demographic, economic, and eectord gatistics
-- Foreign economic cooperation

Our Perm profileis avalable as afree sample a
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingtitutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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The EWI Russian Regional Investor - A biweekly summary of economic and business
trendsin the 89 regions of the Russian Federation

Subscription to theEW/I Russian Regional | nvestor incdudes

-- Key economic news from the regions

-- Reports about the development of Russias leading economic sectors

-- Discusson of busness deds and foreign ad in the regions

-- Coverage by our network of regional correspondentsin Russa

-- Andyses by Western experts and interviews with specidists

-- Systematic surveys of the Russan media

-- Access to our online, searchable database of al the back issues of the Russan Regiond
Investor and the Russian Regiona Report

FOR A SAMPLE ISSUE SEE http://www.iews.or g/rrrabout.nsf/pages/rri+page
TO SUBSCRIBE:
1. Compose an email message to REGIONS@IEWS.ORG

2. Onthe subject linewrite: RR Investor
3. Inthebody of the message write:

Your Name Mailing Address
Teephoneg/FAX Email address
Position Organization

4. Inthebody of the message identify which version you prefer:



- Emall ($475/year)
- Printed ($475/year)
- Email and Printed ($635/year)

You will be billed by the East West Ingtitute. We accept payment by check and credit cards.
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EastWest Ingtitute Publisher's Society
Publisher's Circle:

Editor's Circle: Bank of Finland Ingtitute for Economiesin Trangtion * Klaus Mangold
(DamlerChryder AG) * Lella Shakkour (LL Foundation)

Correspondent's Circle: Katsumi Fujiwara (Osaka University of Foreign Studies, Japan) *
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INCREASING STATE-BUSINESSTIES

GOLD MAGNATE BECOMESADYGEYA PRESIDENT. On 13 January, Adygeya, one of the
poorest regions in the Russian Federation, elected gold magnate Khazret Sovmen, anative of the
republic, as presdent. Although many of the nationd television networks described the results as
"sensationd,” local observers had long seen the eection asinevitable. The results only confirmed the
ineffectiveness and bankruptcy of incumbent President Adan Dzharimov's policies and demonstrated
that he had lost his former popularity. Sovmen won 69 percent of the vote, compared to about 10
percent for Dzharimov. Participation was rdaively high a over 60 percent. Adygeyais aNorth
Caucasus republic wholly surrounded by Krasnodar Kral.



In his campaign, Sovmen pledged to invigorate the Adygeya economy, and there is reason to
believe that he will have a positive impact. Sovmen is the president of the Polyus gold mining company.
His officidly declared annud incomeis 60 million rubles greater than the republic's projected budget
expenses. Sovmen's victory follows a string of similar successes for rich corporate leedersin regions like
Chukotka, Taimyr, and Evenkiya.

Sovmen has earned a reputation as a generous philanthropist. In addition to using hisown
money to build a modern hospitd in the region, he has donated more than 100 million rubles to the
socid and economic development of the republic's Takhtamukaiskii Raion. In 1997 he donated one
billion rubles to each of the republic's raions to support loca agriculture. Last year he gave nine Russian
universties, incdluding Adygeya State Universty, 9 million rubles each. He has built dormitories at Kuban
Agrarian Universty and provides dozens of student stipends. He donated a sgnificant amount of gold to
decorate the cupola of the Christ the Savior Cathedra in Moscow and served as the genera sponsor
for the recent city day celebration in Krasnodar.

Sovmen's close connections with prominent nationd politicians and activists dso helped him win
the eection. He is friendly with Moscow Mayor Y urii Luzhkov, Krasnoyarsk Governor Aleksandr
Lebed, Krasnodar Governor Aleksandr Tkachev, and Peatriarch Aleksal I1. He has pledged to work
closdly with Putin.

In his campaign, Dzharimov touted the republic's interethnic peace as one of the main
accomplishments of his rule. However, most residents believe that Adygeya managed to achieve such
peace in Spite of Dzharimov rather than thanks to him. Most voters were focused on economic issues,
hoping that a new leader would creste more jobs. Demongtrating that heisin tune with the popular
mood, shortly after his dection, Sovmen said that job creation will be histop priority.

Clan paliticsaso played arole in the elections. For severd years there has been a battle
between clans associated with Dzharimov and Sovmen. Dzharimov's group is known as the
Kaoshekhablskii clan, snce many of the key figuresin the president's team are from the K ashekhabl skii
Raion. The population of this areais Russan, Kabardinian, and Temirgoevian, an Adyge subgroup.
Sovmen's group is associated with the Western raions of the republic, near the suburbs of Krasnodar.
Residents there include Russans, Bzhedugs, and Shapsugs, both representatives of another Adygel
subgroup. Sovmen is a Shapsug, while ethnic Russians make up the mgority of the population in the
republic.

Some of the Shapsugs and Bzhedugs felt that Dzharimov's group discriminated againgt themin
providing access to the authorities and other resources. Several years ago, Asker Zhane, the chief
doctor of the Makop City Hospital and a Shapsug, was fired. His co-ethnics staged a protest and
demanded the right to defend him at ameeting of the rgoublican parliament. Severd republican
newspapers have continued to discuss the case.

Sovmen has expressed support for his Shapsug people and Zhane. He built a modern hospitd in
the Shapsug village of Afipsip, where Zhane is now the director. In addition to his medica duties, Zhane
sarved as Sovmen's campaign manager. Thus, from the very sart, a significant number of Adygeyans
were ready to back Sovmen.

Because Sovmen's campaign team was ethnicaly diverse, and because Sovmen himsdlf has
spent asgnificant part of hislife in the Russan North, many ethnic Russians dso voted for him. Tensons
between ethnic Russians and Adygeyans did not play a centrd rolein the campaign. - Oleg Tsvetkov in
Maikop



USING RUBLESTO PREVENT VIOLENCE

REGIONS CONTINUE TO DEPEND ON FEDERAL BUDGET FOR KEY SUPPORT. The
2002 federa budget will have awide range of consequences for the Russian regions. Federd spending
affectsthe regionsin two ways. The most visble and direct mechanism is the Federal Fund for the
Fnancid Support of the Regions, which provides direct transfers to the regions. Additiondly, federa
spending on dl other programs, such as road congtruction, has an obvious territorid eement, with some
regions benefiting more than others.

In 2002, the Federa Fund for the Financial Support of the Regions comprises 147.5 billion
rubles. Mogt of thismoney (135.9 hillion rubles) will go for leveling the amount of budget support
across regions. The largest recipients are Dagestan (9.5 hillion rubles) and Sakha (8.0 hillion). Overal,
71 regions will receive direct financia support.

Additiondly, the budget has set asde 18.7 hillion rubles to co-finance socid expenditures and
17.5 billion rubles for regiona development (2.2 billion rubles more than in 2001).

Mogt controversidly, the budget provides 12.3 billion rubles for the socid and economic
development of Tatarstan through 2006 from the regiond development fund. During the State Dumas
budget debate, Deputy Vladimir Grishukov suggested reducing the aid to Tatarstan. He pointed out that
the 13 regions of the Far East combined will receive only 681 million rublesin 2002 for federa
development programs. Deputy Viktor Grishin explained that President Putin persondly had made the
decison to give Tatarstan so much money and therefore it was necessary to gpprove the budget line
without question.

The budget sets aside 1.8 hillion rubles for the federa program to develop the Russian South
and 490 million rubles to develop the special economic zonein Kainingrad Oblast. Far less money is
going to the development of the Kurile Idands (221 million rubles) and to a program to reduce the
differencesin socid and economic development between the regions (2.0 million rubles). Although the
federd government has reduced the number of programs to spur regiona development from 50 to Six,
federd funds cover only afraction of these programs needs. - Lilia Troshinain Moscow

MOSCOW PAYSHIGH PRICE FOR DAGESTAN'SSTABILITY. In 2002, for the fourth year
inarow Dagestan will receive more federa grants, transfers, and subsidies per person than any other
Russan region. Paliticsis the only explanation for Moscow's largesse. The federal government wants to
ensure that Dagestan, the largest region in the volatile North Caucasus, remains stable and loyd,
especidly as the Chechen conflict continues. Because of the on-going fighting, there is congtant danger
that new regions with large Chechen populations and underground networks of radicas preaching a
militart strain of Idam, will be drawn into the fighting. Dagestan's current leadership has been able to
preserve the peace, and Moscow is willing to pay sgnificant sums for this service despite wide-spread
financid violaionsin the region.

Past federd aid to the republic has not led to improved economic development and numerous
mid-level bureaucrats have been at the center of corruption scandals involving the ingppropriate use of
federd funds. At the end of 2001, the Russian Audit Chamber found that Dagestani officids had
misused $23 million sent by the federal government for socia programs. Nevertheless, Federd Auditor



Sergel Ryabukhin said at a December 2001 Moscow press conference that the amount of federal aid
Moscow sendsto Dagestan is justified.

The record sums given to Dagestan may a <o reflect federa support for Dagestani |eader
Magomeddi Magomedov, who is likdly to run for athird term in June 2002. The republic amended its
condtitution in May 2001 to dlow him to seek an additiond term (see EWI Russian Regional Report,
26 June 2001). In aregion that receives 90 percent of its budget funds from federal subsidies, Dagestani
voters have always considered Magomedov's ability to secure money in Maoscow his grestest strength.

The list of benefits Dagestan receives from the federa budget isimpressive. This year the
republic will accrue more than 9.5 billion rubles from the Federd Fund for the Financia Support of the
Regions. Through 2006 Dagestan will aso receive more money from the federa program to develop the
Russian South than will any other region of the Southern Federa Didrict: 337.7 million rubles The
republic will aso receive 13.3 million rubles from the federa 2002 budget to improve the hedlth of
children and teenagers. Dagestan will dso get much more money from the federal government for road
condruction than will other regions in the south: 472.8 million rubles.

The federa budget has set asde 231 million rubles to ensure that Dagestan's public sector
workers receive the larger sdaries Putin enacted on 1 December on time each month. The federd
budget has set aside 133 million rubles to provide benefits to invaids, and 652.6 million rubles for
children's benefits. The federd budget will aso provide fundsfor avariety of other purposes. - Nabi
Abdullaev in Moscow

CENTER-PERIPHERY RELATIONS

LATYSHEV UNHAPPY WITH POLICE REFORMSIN URALS... Presidential Representative
to the Urals Federa Didtrict Petr Latyshev expressed dissatisfaction with the reform of the Ministry of
Internd Affarsin hisdigrict and its overdl crime-fighting effort at a9 January press conference.
"Minister Boris Gryzlov and | agreed to conduct a comprehensive analysis of the crime Stuation in the
Urds Federd Didrict and in the individud regions of the digtrict. On the basis of this andysis, we will
develop concrete programs aimed a stabilizing the Stuation and reducing the crime rate,” Latyshev said.

Latyshev was happier with his progressin other areas over the last eighteen months. He said
that he succeeded in 2001 in harmonizing regiona laws with federal norms, with Sverdiovsk Oblast
being the last to fall into line. Latyshev adso noted that investment and exports had increased in the
digrict, and that tax avoidance was declining. Additiondly, the new judtice of the peace sysem in the
Urds Federd Didtrict reviewed more than 100,000 casesin 2001, significantly reducing the load on the
over-burdened justice system. However, Latyshev complained that Sverdlovsk Oblast had yet to
implement the reform.

Latyshev made clear that in the future he would seek to exert grester influence over the
governorsin his digtrict, particularly in the way that they appointed key subordinates. He said that he
would hold specific individuas responsible for carrying out the respongbilities assgned to them by
federd law and the decisons of the federdl authorities. He said that there was much work to be donein
cregting areserve force of people who could serve in important positions, increasing the effectiveness
and professondism of the management training system, and raising the level of training among Sate
employees. Currently the Urals Academy of State Service, which is subordinate to the presidentia
adminigration, provides such training. Latyshev's statements suggest that now the presidentia



representative will have direct control over thisinditution. However, it remains unclear how much the
presidentia representative can do in thisfield. - Sergel Pushkarev in Y ekaterinburg

..ASVOLOSHIN MAKESINSPECTION VISIT. Presidential Chief of Staff Aleksandr Voloshin
vigted Y ekaterinburg on 17 January to meet with Presidential Representative to the Urdls Federa
Didrict Petr Latyshev and other officids in the digtrict. Voloshin plansto vist each of the seven federd
digtricts, and has aready been to St. Petersburg in September 2001 (RFE/RL Newdine, 22 January).
Voloshin generally praised Latyshev's accomplishments, but drew attention to the need to ded with the
digtrict's crime rate, which remains high, aswell aswith its flourishing corruption. Latyshev, whoisa
former police generd, will pay specid attention to crime and corruption this year, perhaps making it his
top priority. - Natdia Mintsin Y ekaterinburg

BUSINESSAND POLITICS

MAJOR RUSSIAN COMPANIES PURCHASING PRIMORSKII KRAI PORTS. Some of
Russas largest financid-industrid groups are purchasing Primorskii Kral ports, bringing mgor new
business interests to the region.

Three giant meta companies now are working in the region. Last year Seversta bought 60
percent of the shares in the Vostochnii Commercia Segport, and this week Evrazkholding (which owns
major metals plants in Western Siberia and the Uras) announced thet at the end of December it had
purchased 60 percent of the shares in the Nakhodka Commercia Segport, mainly from port workers.
The Novolipetsk Metalurgical Combineis seeking to purchase sharesin the Vladivostok Commercid
Segport. The port is now on the verge of bankruptcy, and the battle for influence over it has become
palitical, with Port Genera Director Mikhail Robkanov fighting off the outsiders. Robkanov
unexpectedly ran for a seet in the krai legidature in December. At the same time, the Novolipetsk
factory sought to eect an entire date of candidates as part of the group "Lyudi dela (People of
Business)." The eections were declared invaid because of low turnout and rescheduled, but had the
results sood, Robkanov would have won his seet, while the Novolipetsk bloc would have failed to gain
representation.

The metd companies dl share a common interest in the ports. Having lost marketsin the US
due to American charges that Russais dumping stedl at an artificidly low price, the factories are now
seeking new customers in Southeast Asa. By investing in the ports, the metal plants seek to reduce both
the fees they must pay to export their products and the price they must pay for railroad transportation
across Russian territory. It currently costs $1.50/ton more to send goods to Nakhodka than to
Vladivostok. Since the railroads ministry isamgor consumer of sted, the factories may be able to
influence its paliciesif they gain further leverage through ownership of the ports.

Large Russian companies have aso purchased ports in the southern part of the krai. The MDM
financia group purchased Poset Port to export the Siberian cod produced by its subsidiaries.
Siblesprom, aforestry concern, has purchased the port of Zarubino to send wood products abroad.

Neither loca business nor the krai administration managed to revive the ports, and it remainsto
be seen whether the new ownerswill be able to do so. Former Governor Y evgenii Nazdratenko
actively lobbied for the construction of road and railroad links from port facilities to the Chinese border



crossing a Kraskino-Hunchun. Although therall link was completed after lengthy delays, the
adminigtration never built amodern border station at the Site.

With new owners, officids a the Poset Port are now hoping for afour-fold increase in turnover.
Siblesorom would dso like to increase sales to Ching, but aleged in arecent pressrelease that Russian
Security concerns prevent an increase in cross-border trade. China and Japan have also expressed an
interest in increased trade, but the poor customs facilities at the Russa- Chinarailroad crossngs prevent
increased transactions. Moreover, Russa and China use different rail gauges, further limiting easy
exchange. The Railroad Minigtry has promised to deal with this problem over the next two years.

Since these large Russian companies arrived in Primorskii Krai only after Nazdratenko's
departure from office, some observers have suggested that Governor Sergei Darkin, who was elected in
June 2001, is helping the nationd firmsin exchange for the financid support they offered his campaign.
When asked about this, Darkin said, "The Primorskii governor has no obligations. The fate of the
Vostochnii Port was decided in the spring, before | cameto office” Another krai officid said, "the more
money that comesto the krai, the better. These people are buying the ports to make them work." -
Andrei Kaachinskii in Vladivostok

GENERALSAS GOVERNORS

AFTER ONE YEAR, SHAMANOV HASMADE LITTLE HEADWAY IN ULYANOV<K.
Until his dection as Ulyanovsk governor one year ago, Generd Vladimir Shamanov was famous
primarily for the ferocity of hisfighting in Chechnya. His victory in the gubernatorid campaign, like the
examples of Aleksandr Lebed in Krasnoyarsk and Boris Gromov in Moscow Oblagt, offered an
opportunity to see how a generd would ded with the complex problems of Russias palitica and
economic trandtion. To date, Shamanov continues to battle the consequences of economic policies
imposed by his predecessor, Y urii Goryachev, without notable success. The following article takes a
look at Shamanov's record in office so far.

Deteriorating Economic Conditions

At the end of 2001, amgority of regiona legidators described the results of the region's socid
and economic development during the first nine months of the year as unsatisfactory. They noted that
industria output had dropped 3.2 percent and that the population's real income had falen by 7 percent.
They warned that living conditions were getting worse and that Shamanov's campaign promises
remained unfulfilled.

Upon taking office, Shamanov pledged to double public sector employees sdaries. According
to Kommersant Vlast, teachers salaries subsequently rose by 83 percent and doctors sdaries went up
76 percent. However, oblast employees receive their sdaries three months late. Shamanov dlams that
this problem stems from the regiona legidators decision to include 400 million rubles worth of
expendituresin the oblast budget without naming any source of income to cover these codts.
Unexpectedly steep energy expenditures created a deficit, which could only be covered by withholding
sdaries. By the end of the year, the region's teachers and doctors were on the verge of striking. The
oblagt only was able to pay sdaries thanks to a 70 million ruble federa loan that must be repaid in
2002.



Severe Energy Problems

Mesting the region's energy hill is one of Shamanov's greatest chalenges. The oblast does not
have sufficient fundsto pay for its current costs for heat and electricity and has mounted up debts
totding 3.2 hillion rubles. These debts are the result of the former adminigtration's policies, which kept
prices artificidly low; the high cost of heet generated by Ulyanovsk's thermad dectric plant; and the
enormous lossesincurred by trangporting heet from the central plant to residentiad consumers.

In February and October 2001, Shamanov raised prices for hot water, heating, and eectricity,
bringing the price the population of Ulyanovsk pays to 48 percent of the cost, while the federa standard
for 2002 is 90 percent. Shamanov bdlieves that his price hikes were a step in the right direction and
helped him win support from the Russian government by demondirating that he is making progress, even
if the Stuation remainsdire.

Since management of the region's eectricity supply has been transferred from an Ulyanovsk
supplier to the Samara-based Middle Volga Interregionad Energy Management Company (SMUEK), a
fully-owned subsidiary of the nationd monopolist Unified Energy System (EES), the energy providers
have taken tough messures againgt customers who do not pay, including shutting off their dectricity
supply. The suppliers have dso cut eectricity to some rurd areas and lowered temperaturesin
Ulyanovsk residences. Many apartments are no warmer than 10- 12 degrees Centigrade, and some
schools had to be shut due to the cold.

At the beginning of the winter, Shamanov had promised that there would be no heeting or
eectricity problems. In the middle of November, he Sgned an agreement with EES head Anatolii
Chubais to restructure the oblast's debts over the course of 4.5 years. The Ulyanovsk mayor
denounced the dedl because it required the city to pay an energy bill equa to the Sze of the entire city
budget in 2002. Shamanov made no attempt to hide the fact that the agreement is more politica than
economic in nature and that without it EES would not have turned on the heat when outdoor
temperatures started to drop. Shamanov clams that the agreement will make it possible to seek federa
fundsto pay off the region's debts.

Rdations with M oscow

In contrast to Goryachev, who rarely |eft the oblast, Shamanov spends alot of time in Moscow
lobbying the government. Over the course of 2001, he sought a meeting with Putin; and findly, in
December, the president agreed to see him. However, the meeting was postponed three times due to
the president’s heavy workload, with the most recent date set for late January. Shamanov wants the
president's help in paying off Ulyanovsk's dectricity debts, building the second part of its gas pipeline,
completing congtruction on a bridge across the VVolga, and paying regiond debts to residents entitled to
children's benefits.

Shamanov has dso traveled abroad twice. He went to the British offices of the Volga- Dnepr
aviation company and visited Denmark and Germany to view agricultura equipment. Goryachev only
left Russia once, to meet with Belarusan Presdent Aleksandr Lukashenko.

Rdations with the Mayor



Relations between Shamanov and Ulyanovsk Mayor Pavel Romanenko are not free of conflict,
but neither are they antagonigtic. During the 1990s, Goryachev fought bitterly with Mayor Vitdii
Marusin, creeting a chronic standoff between the oblast and city authorities. Shamanov wanted to elect
an aly asmayor, but the voters chose Romanenko over his chosen candidate Mikhail Shkanov (now an
assigtant to the governor).

Shamanov has generdly supported Romanenko when it comesto raising prices for municipa
sarvices and dedling with the region's eectricity suppliers. Their main conflict is over the budget. The
mayor charges that the oblast's tax policy only providesthe city with 1.4 billion rublesin income.
However, the city needs 1.7 billion rubles just to pay public sector workers (without including the
December 2001 raise Putin ordered) and cover expenses for heeting and eectricity.

Failure to Build a Coherent Team

Shamanov's critics point to his failure to put together a unified management team as a criticd
lgpse. During the campaign, Shamanov's opponents claimed that amilitary leader was incapable of
dedling with the difficulties of a civilian economy. Shamanov then said that his top priority was to put
together ateam of competent managers whom he could trust. Doing so has been along and difficult
process, and the adminigtration continues to face a high rate of saff turnover. Initidly, Shamanov
promised to employ locals, but most key positions have instead gone to outsders. Among them are
many military men who served with Shamanov. These officers are divided among Samara and Moscow
groups, with the Moscow group connected to filmmaker Nikita Mikhalkov, who backed Shamanov's
campaign.

Observers bieve that Shamanov incurred numerous debts by accepting campaign support
from avariety of companies. These contributions oblige Shamanov to reciprocate by handing out key
officesin hisadminigration to hisfinancia patrons. Shamanov's critics charge thet these officids are
generdly more interested in exploiting the oblast's resources and their persond ties than in developing
Ulyanovsk. Union of Rightwing Forces activist and businessman Isaak Grinberg told Russan Radio in
Ulyanovsk that over the past year the Stuation in the oblast has deteriorated because Shamanov's
adminidration has not taken asingle long-term srategic step to improve the regiona economy.

During itsfirg year in office, Shamanov's administration has not faced any redl opposition. Now
such an opposition appears to be taking shape. After ayear of virtual seclusion, Goryachev recently
registered a charity fund to support the poor. Additiondly, the newspaper Smbirskie izvestiya openly
criticizes Shamanov. Thistabloid haslittle red influence, but its readership is growing repidly. So far
Shamanov has taken a good-natured view of the paper, in contrast to Goryachev, who often filed suit
againgt opposition papers and then won decisions againg them in courts he controlled. A significant
number of regiond legidators are dso inclined to oppose Shamanov, a contrast to the earlier erawhen
the mgority had been loya to Goryachev. Now the deputies fed "freer” to oppose the governor. -
Sergel Gogin in Ulyanovsk

REGIONAL ELECTIONS



INGUSHETIYA'SAUSHEV RESIGNS, TAKES SEAT IN FEDERATION COUNCIL.
Ingushetiya Presdent Rudan Aushev unexpectedly resgned on 28 December and subsequently
accepted a seat in the Federation Council as the representative of the interim president, Republican
Prime Miniger Akhmed Masagov. The North Caucasus republic will hold presidentid electionson 7
April, but Aushev does not plan to run again.

Officidly, Aushev sad that he resigned because he wanted to ensure that the republic's
presdentid and legidative eections were held on different dates, claming that this divison would ensure
stability. Initidly, both eections were set for March 2003, but Aushev wanted to move the presidentia
elections up to March 2002. Centra Electord Commission Chairman Aleksandr Veshnyakov opposed
the move since Aushev had been dected to afive-year termin 1998. On 26 December, the republican
Supreme Court ruled that the eections could not be held on 1 March 2002. Aushev resigned two days
later (Kommersant Daily, 9 January).

The red reason for Aushev's departure remains unclear. Aushev was a congtant critic of
Maoscow's palicies in Chechnya and therefore extremely unpopular among the federd officials who were
waging that war. However, he managed to preserve gability in his region despite a huge influx of
refugees from the fighting. Given the importance of clan paliticsin Ingushetiya and the failure of
Maoscow's Chechnya palicy, the federd government has been very careful about intervening in
Ingushetiya. Moscow did not have an dternative to Aushev who could preserve the relative peace, and
50 the Kremlin put up with him. One explanation for Aushev's departure isthat he left while gill ina
relatively strong position so that he can engineer the election of a chosen successor, as Ydtsn did at the
end of 1999 when he departed the political stage in a surprise move that paved the way for Putin's
election.

Ancther possihility isthat Aushev |eft under pressure from Viktor Kazantsev, the presidentia
representative to the Southern Federa Didtrict. Kazantsev, like other backers of the Chechen war, has
poor relaions with Aushev. Generd Gennadii Troshev's portrait of Aushev in his book, Moya voina
[My war] illugtrates the military's critical view. Trashev, now the commander of the North Caucasus
Military Didtrict, damsthat Aushev'sfird loydty isto Ingushetiya, not the federd government, despite
the fact that he was a generd who served with distinction in the Afghan campaign. If Aushev did leave
under pressure from the federa authorities, he would be the fourth governor to do so, following Kursk's
Aleksandr Rutskoi, Primorskii Krai's Y evgenii Nazdratenko, and Sakha's Mikhail Nikolaev.

So far there are three candidates seeking to succeed Aushev, and dl seem to have his tacit
support. The firgt to announce his intention to run was State Duma Deputy Alikhan Amirkhanov, who
was elected to the nationd |egidature with Aushev's backing. Ingushetiya Minister of Internd Affairs
Khamzat Gutseriev has d 0 tossed his hat into the ring. He is the brother of Savneft head Mikhall
Gutseriev and State Duma Deputy Sait Gutseriev. Acting President Malsagov has aso announced his
intention to run. Chief Federa Inspector Musa Kdikov considers Ma sagov a compromise figure, who
could be acceptable to both Ingushetiya and Moscow, perhaps increasing his chances for success,
polit.ru reported.

kkkkkkhkkkhkkhkhkhkhkhkhkhhkhkhhkkhkhkhhkhkhhkhkhhkhkhkhhkhkhkhkkhkhhkkhkhhkhkkhkhhkkhkhkhkhkkhkhkkhkkkhkkkkk*x*

High Quality English and Russian Printing Services Available



Adegi Printing & Graphics (www.adegi.com) prints al kindsof publications, including brochures, flyers,
caendars, user guides, media and marketing kits, books, and newd etters.

Adegi isableto print in English, Russian, and a variety of other languages. All publications are printed in
the New Y ork area and can be shipped anywhere in the world via a specid mailing service.

Adegi dso provides web Ste design services.

For aprice quote or help on your next project, please contact Y uri Pazelsky at yp@adegi.com. Adegi
can meet any budget.

Part of the proceeds from your order will support the EWI Russan Regiona Report.
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Updated On Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regiona Report are pleased to announce
that the updated version of our Ontline Handbook of Russas Regionsis now avalable. The following
regions have been updated through August 2001: Primorskii Krai, Chukotka, Nizhnii Novgorod,
Taimyr, Voronezh, Kaliningrad, Khabarovsk, Samara, Saratov, Novoshirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russas 89 regions that include:

-- The governor's politica and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Politicsin the region

-- Reaionswith other regions

-- Therole of businessin the region

-- Investment in the region

-- Internet links in the region

-- Demographic, economic, and electord datistics
-- Foreign economic cooperation

Our Perm profileis avalable as afree sample a
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingitutions, and nor profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org.
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The EWI Russian Regional Investor - A biweekly summary of economic and business trends
in the 89 regions of the Russian Federation

Subscription to the EWI Russian Regional I nvestor includes:

-- Key economic news from the regions

-- Reports about the development of Russias leading economic sectors

-- Discussion of business dedls and foreign ad in the regions

-- Coverage by our network of regiond correspondentsin Russa

-- Anadyses by Western experts and interviews with specidists

-- Systematic surveys of the Russian media

-- Access to our online, searchable database of al the back issues of the Russian Regiond Investor and
the Russan Regiond Report

FOR A SAMPLE ISSUE SEE http://www.iews.or g/rrrabout.nsf/pages/rri+page
TO SUBSCRIBE:
1. Compose an email message to REGIONS@IEWS.ORG

2. Onthesubject linewrite: RR Investor
3. Inthebody of the message write:

Your Name Mailing Address
Teephone/FAX Email address
Position Organization

4. Inthe body of the message identify which verson you prefer:
- Email ($475/year)

- Printed ($475/year)

- Emall and Printed ($635/year)

You will be billed by the East West Ingtitute. We accept payment by check and credit cards.
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EastWest Indtitute Publisher's Society
Publisher's Circle:

Editor's Circle: Bank of Finland Ingtitute for Economiesin Trangtion * Klaus Mangold (DamlerChryder
AG) * Leila Shakkour (LL Foundation)



Correspondent's Circle: Katsumi Fujiwara (Osaka University of Foreign Studies, Japan) * Kengo
Nagatsuna (Asia University, Japan) * PriscillaPost Wohl (The Northern Forum)

Associates. Kees Boterbloem (Nipissng University, Canada) * Alf Brodin (Goteborg University,
Sweden) * Thompson R. Buchanan * Robert V. and Alice M. Daniels* Davis Center for Russian
Studies (Harvard University, USA) * Herrick S. Fox * Scott Gehlbach (University of Cdifornia,
Berkdey) * Katherine Graney (Skidmore College, USA) * Jeffrey Hahn (Villanova University, USA) *
Barbara and David Kennedy * Jonathan S. Leo (Pacific Environment and Resources Center * Kelly M.
McMann (Harvard University) * Minigtry of Foreign Affairsof the Netherlands* Roswell Perkins
(Debevoise & Plimpton) * Peter Reddaway (The George Washington University, USA) * T. H. Rigby
(The Augrdian Nationa Universty) * Robert Sharlet (Union College) * SWP Berlin* Thomas A.
Timberg (Nathan Associates, Inc.) * Robert L. Tuck * NilsH. Wessdll (US Coast Guard Academy) *
JeanneL. Wilson

Yes, | wish to become a charter member of the EastWest Ingtitute Publisher's Society.

Publisher'sCircle
With a contribution of $1000 or more, you will be recognized by name or afiliation in each week's issue
as amember of the Publisher's Circle.

Editor'sCircle
With a contribution of $500 to $999, you will be recognized by name or &ffiliation in each week'sissue
as amember of the Editor's Circle.

Correspondent's Circle
With a contribution of $250 to $499, you will be recognized by name or &ffiliation in each week'sissue
as amember of the Correspondent's Circle.

Associate
With a contribution of $250 or less, you will be recognized by name or affiliation in each week's issue as
an Associate.

To make a credit card contribution by e mail (regions@iews.org) or fax (212-824-4149, Attn: Saisha
Grayson), please provide the following information:

Name:

Inditutiond Affiliation;

E-mail Address:

Credit Card (check one of the following)

__Visa__ MagerCard __ Discover __ American Express
Credit Card Number:



Expiration Date:
Credit Card Billing Address:

To make a contribution by bank transfer, please use the following information. Please notify us by e-mall
or fax of your trandfer so that we can include your namein our lis.

Beneficdary:  Inditute for EastWest Studies

Bank: The Chase Manhattan Bank; 825 UN Plaza; New York, NY 10017, USA
Acoount: 904-814475

Routing No.: 021000021

SWIFT: SW.I.F.T. BIC-CHASU33

CHIPS: CHIPS Participant #0002

To make a contribution by check, please make check payable to EastWest Ingtitute and mall to:

EastWest Inditute

Attn: SaishaGrayson

700 Broadway, 2™ Floor
New York, NY 10003 USA

For further information, please contact us a regions@iews.org
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Copyright (c) 2001 EastWest Indtitute
All rights reserved. ISSN: 1523-6757

The EastWest Indtitute (EWI) works to defuse tensons and conflicts which thresten geopolitica stability
while promoting democracy, free enterprise and prosperity in Central and Eastern Europe, Russaand
other states of Eurasia. The EWI isan internationa notfor- profit ingtitution established in 1981. 1t
works through centersin New Y ork, Moscow, Prague, and Kyiv. The EWI isagloba network of
relationships with leaders in the business, governmental, non-governmenta and intdlectua communities
based on shared vaues and dedicated to providing assistance to regional leadership to address critica
issues at both the local and globa levels. Please vist our website a http://iwww.iews.org for more
information about the Inditute.

EDITORIAL BOARD -- * Petr Kozma (Russian Edition Editor) * Alexander Munoz (Intern) *
Robert Orttung (Editor-in-Chief) * Lilia Troshina (Assstant Russian Edition Editor) * Elizabeth
Wishnick (Deputy Editor-in-Chief)

ADVISORY PANEL -- Rodric Braithwaite (Deutsche Bank Morgan Grenfell) * Heyward Isham *
Danidle Lusser (Harvard University) * Blair Ruble (Kennan Indtitute) * McKinney Russl
(International Research and Exchange Board) * Peter Rutland (Wedeyan University) * Klaus Segbers



(Free University of Berlin) * Natan Shklyar (Columbia Business School) * Peter Stavrakis (University
of Vermont)

Please send al comments and inquiries to regions@iews.org or to EastWest Ingtitute, 700 Broadway,
New York, NY 10003, USA; ph (212) 824-4100, fx (212) 824-4149.

TO SUBSCRIBE

Please send an e-mall to regions@iews.org listing your name and indtitutiond &ffiliation. Please type
"subscribe’ as the e-mail subject.

TO UNSUBSCRIBE
Please send an e-mail to regions@iews.org with "unsubscribe’ in the subject.
SPECIALIZED REPORTS

For information about commissioning specidized reports on the Russian regions, please contact
regions@iews.org.

ADVERTISING IN THE REPORT

To place an advertisement in the Russan Regiond Investor or the Russian Regionad Report, please
contact regions@iews.org.

CITATION AND REPRINT POLICY
When citing the Russian Regiona Report, please credit the "EWI Russian Regiona Report.” Please

contact regions@iews.org about reprinting materia from the Russian Regiona Report. No reproduction
or redigtribution without prior permission is alowed.
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ISLAM IN RUSSIA

DAGESTANI GOVERNMENT CRACKSDOWN ON RADICAL OPPOSITION. The
terrorist attacks at the end of December in Makhachkaa provided a pretext for the Dagestani
government to take measures againg the only functioning oppaosition in the republic: Idamic
radicals.

Immediatdy after a 19 January exploson amed a a car carrying soldiers from the
102nd brigade of internd troops killed 7 and wounded 12, Dagestani law enforcement agencies



clamed that the Wahhabis were responsible for the attack. Republican Procurator Imam
Yardiev sad that the terrorists tracks led to Chechnya

Over the next few days, the authorities arrested gpproximately 30 individuds, induding
Nadir Khachilaev, the head of Russias Mudim Union, and aformer State Duma member
representing Dagestan. He has well-known sympathies for Idamic fundamentdists and tieswith
Chechen field commanders.

Finding no evidence connecting Khachilaev to the bombing, the investigators charged
him with illega wegpons possession &fter a search of his house revedled severa automatic
weapons. A few days later, they charged him with a double murder in 1999. In protest,
Khachilaev announced a hunger strike on 22 January while he remained in custody in
Makhachkala

On 24 January, Dagestan's leader Magomedali Magomedov met with Dagestan's mufti,
Akhmed-khadzhi Abdullaev, the leader of Dagestan's traditiond Mudims. The two leaders
agreed that the increasing number of terrorist acts amed at public and socid leadersin the
republic showed that the campaign to counteract the spread of religious and politica extremism
in Dagestan was ineffective. They decided to intensify their efforts to combat extremism and
strengthen the ties between the state authorities and the Spiritua Department of Dagestani
Mudimsin order to wesken the Wahhabi movement in the republic. In September 1999, after
the attack on Dagestan by Idamic extremists from Chechnya, the Dagestani parliament adopted
arepublican law banning any expression of support for fundamentaist Idam.

The campaign againg the extremist opposition iswell timed to serve the Dagestani
leadership's political goals. Magomedov will seek athird term as Dagestan's leader in June. He
launched his campaign on 25 January when the well - respected Council of Elders, which works
under the auspices of the Dagestani State Council, the supreme leadership body in the republic,
announced that it would support Magomedov in the dections. - Nabi Abdullaev in Mascow

CENTER-PERIPHERY RELATIONS

BASHKORTOSTAN DEFENDSITSCONSTITUTION AGAINST FEDERAL
ATTACK. On 17 January Bashkortostan's Congtitutional Court published an officia
commentary on severd articles of the republican congtitution thet lie at the heart of the republic's
contentious relationship with Moscow: Bashkortostan's declaration of sovereignty, the provison
for republican citizenship, the statements that republican laws have precedence over federd
laws, and the republic's claim to internationa status. The commentary was aresponse to the
Russian Procurator Generd's attack on the Bashkortostani constitution in 2001. The procurator
charged that the articlesin question did not conform to the federal condtitution and federd laws.
The commentary argues that the republican conditution isin line with the Russian
condtitution and legidation. In particular, the Bashkortostani court asserted that the republic's
sovereignty should be understood as relating only to the powers of the republican authorities
within the spheres of their competence; republican citizenship does not affect the priority of
Russian Federation citizenship; and the precedence of republican laws refers only to laws
concerning issues that are exdusively within republican jurisdiction. In line with this commentary,



the court asked the Russian procurator generd to withdraw his charges againgt the republican
condtitution.

This commentary is the second attempt by the court to address the contradictions
between the republican and federd condtitutions. The firgt attempt occurred in October 2000,
before Bashkortostan adopted a new congtitution on 3 November 2000 (see EWM Russian
Regional Report, 15 November 2000). Additiondly, the Bashkortostani Condtitutional Court
sent arequest to the Russian Condtitutional Court at the end of last year seeking an explanation
of thearticlein the federa condtitution, which defines republics as states (gosudar stva) within
Russa The federa court has yet to examine thisissue.

By supporting the Russian procurator genera, Putin could attempt to break the
resstance of the Bashkortostani authorities to harmonizing their condtitution with federa norms.
He hasdl the legd powers necessary to do this, including the ability to fire Presdent Murtaza
Rakhimov and disband the republican parliament. In taking this course, Putin could count on the
support of asgnificant number of oblast governors who are unhappy that republics like
Bashkortostan and Tatarstan have specid powers within the Russan Federation, while their
own regions are less privileged.

On the other hand, in supporting the Bashkortostani authorities, Putin could accept the
republic's limited sovereignty within the framework of a detailed ddimitation of the powers
between the federd and regiond authorities as determined by the guidance of Deputy
Presdentid Chief of Staff Dmitrii Kozak, whose committee report on thisissueisdue on 1 duly.
Such a step would win Putin support in the nationd republics, as Baskortostan President
Murtaza Rakhimov gated in an interview with Nezavisimaya gazeta (27 December 2001).

Alternatively, Putin could choose not to intervene in the conflict between the procurator
and the republican authorities, dlowing events to develop on their own. In this case, the pesk of
the conflict could come at the end of the year when the republican presidential campaign will just
be getting under way. In that case federd officias could seek to achieve their goas by
intervening in the dections and diminating Rakhimov from the competition just asthey
succeeded in convincing President Mikhail Nikolaev to withdraw his bid for athird presidentia
term in Sekha

In any case, Putin's method for resolving the problem of Bashkortostan's sovereignty
will indicate whether the presdent will continue Y dtan's policy of making concessonsto the
strong republics or will seek equd status for adl Russan regions. - Igor Rabinovich in Ufa

LEGAL ISSUES

SVERDLOVSK OBLAST CHARTER COURT UPHOLDSFREEDOM OF
ASSEMBLY. On 25 January the Sverdiovsk Oblast Charter Court struck down a

Y ekaterinburg municipa law that required individuals to provide 10 days notice before holding
public meetings. The case followed a decision by the Y ekaterinburg mayor's office to deny the
loca NGO "Woman Lawyer" (Zhenskii Yurist) the right to picket. This NGO successfully sued
the city in federd court, lifting the ban. However, "Woman Lawyer" went further to chalenge
the condtitutiondity of the locd law.



In effect, this Charter Court decison, which is binding and cannot be appeded, limits
the powers of the Y ekaterinburg mayor to ban loca pickets, demongtrations and rallies.
According to strana.ru, the members of "Woman Lawyer" gppauded the decison and
expressed confidence that now any Y ekaterinburg resident or association can assemble on the
Sreets without specid permission from the municipa authorities.

The Oblast Charter Court backed the NGO in ruling that Article 4.6 of the
Y ekaterinburg municipa by-law "On the Procedure of Organizing Meetings, Ralies,
Demondtrations and Picketing,” violated both the Russan Congtitution and the Sverdiovsk
Oblast Charter. According to the court's decison, written by Chairman Vladimir Zadiora, loca
government agencies cannot regulate individud rights and freedoms because this power lies
exclusvdy in federd jurisdiction (Art. 71 of the Russan Condtitution).

The court recognized the authority of loca government agenciesto protect public order
during mass ralies and pickets (Art. 92 of the Sverdlovsk Oblast Charter). However, loca
officias cannot infringe upon the condtitutiona rights of individuas. The court determined that
the contested provision of the municipa law had nothing to do with protecting public order;
ingteed, it infringed on individud rights.

Initsruling, the Charter Court rgected the arguments of the Y ekaterinburg City
Legidature, which claimed the authority to regulate street protests under a decree the USSR
Supreme Soviet Presidium issued in 1988. This decree gave locd governments additiona
powers to regtrict the freedom of assembly depending on loca conditions.

The Charter Court judges found that this decree was applicable only to loca branches
of regiond (oblast) government, which were distinguished from local government bodies by
Russia's 1993 Condtitution. Therefore, the 1988 decree did not apply to the policies of the
Y ekaterinburg City Legidature, aloca government body independent of the regiond
government. The Court dso regjected the city's claim that the contested law was Smply a copy
of this 1988 Soviet decree. While the decree specified conditions for halting mass protest
actions once they were under way, the Y ekaterinburg law made it possible to prevent such
actions from beginning.

Finally, the Charter Court rgjected the city's claim that the contested article was
identical to the 1993 Russian presidentia decree regulating street protestsin Moscow. In the
court's view, this 1993 presidential decree applies only to the city of Moscow. Moreover, the
existence of this presidentid decree means that the authority to regulate the condtitutiona right to
assembly lies within federd jurisdiction, and therefore outside of the scope of loca government.
- Alexe Trochev, University of Toronto

MEDIA ISSUES

LITTLEREACTION TO TV-6 CLOSURE IN ALTAI KRAI

by Yurii Purgin, Generd Director, Altapress Publishing House, and Vladimir Ovchinnikov, Chief
Editor, Svobodnyi kurs (Barnaul)



Tdevison viewers, journdigs, and public officidsin Alta Krai had little to say about the closure
of the TV-6 network in Moscow. We recelved few calls of protest in our offices.

Thelocd dfiliate of TV-6inthe krai quickly switched to broadcasting materid from TV
Center, the nationa network associated with Moscow Mayor Y urii Luzhkov.

Most Barnaul journdists viewed the closing of the station as predictable. Only our
company, Altapress, emphasized the political aspect of this event in its coverage. Other news
outlets limited their discussion to the kind of shows that will now be broadcast on the network.

The Altapress journdists published the following declaration in the newspaper
Svobodnyi kurs:

"The authorities in Russia can Hill be effectivel It has been lessthan ayear snce the beginning of
"military activities' againg the best independent televison company in the country, and today
MediaMinister Mikhail Lesin can report that NTV and now TV -6 no longer exigt.

"The dosure of Yevgenii Kisdev's TV-6 company confirms that the state is continuing
to build a propaganda machine, leaving no room for independent newspapers, radio, or
televison.

"We are deeply convinced that our country needs free journdism, providing society a
full-blooded exchange of opinions and points of view that may not coincide with those of the
leadership.

"We want to live in a country where the press serves the interests of al citizens and not
only thosein power. Today we live under a crude tyranny and a televison company working
beyond the control of the bureaucrats has been closed down. It is sad that again we need to
defend the freedom of speech and the freedom of the press. The authorities want to turn back
the clock. We will not help them to do this.”

Two factors explain the muted reaction of our journdist colleaguesin Barnaul. Firgt, the
media community lacks unity. While in the pagt Altai journdists used Altgpress information in
preparing a coordinated response, thistime we did not fedl that it was necessary to make such
information available. Second, many journalists fear represson. Everyone here understands
what it happening: the existence of a press independent of the state and freedom of speech are
under attack. Thereisan illuson that by not protesting against tyranny, it is possible to secure
peace for yoursdlf and your company and avoid becoming the next victim. Possibly one of the
gods of the authorities actions againgt TV-6 was to make the press more servile. Thisgod dso
has been achieved.

For Altapress and other members of the Russian independent press, the situation is
complicated. We expect the genera pressure of the state to grow, and possibly to become
more direct. Thus, saf-censorship isreturning to the press. The only guaranteed way to survive
in such conditionsis to avoid providing a pretext for such an attack in newspaper articles or
day-to-day business practices.

Why isthisimportant? Because the feding of defensel essness causes despondency. In
Russa the people will not defend their press as they do in Prague. In Russia, the court will serve
only the state authorities, hardly worrying about the decency of its activities. Probably, that isto
be expected if the Kremlin is building an authoritarian Sate. We are hoping for a better future.



MONEY AND POWER IN PUTIN'SRUSSIA

To understand Russia today, it isimportant to examine the complicated relationship
between big business and politicsin Russia's regions. In the following article, Nataliya
Zubarevich traces the history of this relationship from the mid-1990s. She also
distinguishes between the large oil companies, which have interests ranging across many
regions, and export-oriented metal and chemical companies, who tend to focus on
specific regions. In each case, she examines the different strategies the two kinds of
companies pursue in various regions. In conclusion, she lays out the benefits and
drawbacks from business' increasing rolein regional politics.

RUSSIA'SBIG BUSINESSES IN REGIONAL ELECTIONS
by Nataliya Zubarevich, Moscow State University

Until thefinancid crigs of 1998, Russds large financid-indudtrid groups werethe main
representatives of big business exerting palitica influence in the regions. They gained regiond leverage
through two methods: 1) by setting up specid, informd relations with the governor, or 2) by financialy
supporting severd regiond dlite groups in eections in the hope that their interests would be better
served by spreading their resources among dl players rather than focusing on just one officid. In 1996,
Gazprom was the only large company to nominate and support its own candidates in gubernatoria
dectionsin dmogt ten Russan regions. Its sgnificant financid investment did not produce winning
candidates anywhere except in the Y amd- Nenets Autonomous Okrug, where the company produces
mogt of its gas. These failures led Gazprom to reduce its ambitions significantly in the next dections.

Strategies of the Oil Companies

Higher oil prices at the end of the 1990s sgnificantly increased the amount of resources Russan
oil companies had at their digposdl. In contrast to Gazprom, these companies widened their political
activity in the gubernatoria eections of 1999-2000. The oil barons divided much of Russiainto different
spheres of influence and each company worked to preserve itsinfluence in a particular area and expand
into other areas. The oil companies used a variety of strategies to exert influence in various regions.

The most economica gpproach was "domegticating” incumbent governors through avariety of
means beyond smply supporting their eectora campaigns. This was the basic Srategy of the Tyumen
Oil Company. Half of the members of the company's board of directors are governors. Board member-
governors came from the oil producing region of Khanty-Mangi, processing regions such as Ryazan,
and consuming regions, like Kauga, Belgorod, and others. Smilarly, LUKoil supported the eection of
Volgograd Governor Nikolai Maksyuta

In cases where the interests of politicians and corporations coincide, the optima strategy for ol
companiesisto "consolidate resources’ in bringing aloya politician to power. An successful example
for the ail and gasindustry was the election of Sergei Sobyanin, who represents the oil and gasrich



north, in Tyumen Oblast. In this oblagt, the resource-rich north has often been in conflict with the
relatively-poor south. Now the oil interests in the north control the south through Sobyanin.

The dtrategy of creating a" corporate region” has been employed in sparsely populated
autonomous okrugs that have large reserves of exportable natural resources. In these regions,
companies have sufficient resources to bring their own top managers to power. They effectively take
complete control over the entire region in order to minimize corporate expenses for working in the
region, reduce corporate tax payments, and block potentia competitors with the help of friendly
regiona authorities. The best example of this Srategy was the election of Y UKOS manager Boris
Zolotarev as governor of Evenkiya.

When two companies come into conflict in aregion, as LUKoil and Severnaya neft did in the
Nenets Autonomous Okrug, the economic strength of the larger company does not away's guarantee
victory. LUKoil failed to eect its representative as governor in this region because it launched its
campaign too early and did a poor job of defending itsdf againgt dlegations that it would not hire loca
workers. Severnaya neft provided financia support for the eection of Governor VIadimir Butov to
secure alicense for alarge oil deposit, ultimately leading to LUK ail's loss.

Inlarge and economicaly diversified regions, where there are severa export-oriented
enterprises and it would be too expensive for one company to impose complete control, a strategy of
"dividing spheres of influence” isused. In this case, the governor becomes the guarantor of an agreement
on the division of resources between two companies and the corporations support his eection in this
capacity. LUKoil used this strategy in Perm Oblast by supporting the eection of Governor Y urii Trutnev
to strengthen its influence in the ail-producing raions of the oblast and in the city of Perm, where the ail
IS processed.

Strategies of the M etal and Chemical Companies

In contrast to the oil companies, the resources of Russas metal and chemical companies are
amdler, therefore their activities are locdized in pecific regions. The choice of Strategies and their
effectiveness are connected to the presence of competitors and the financia strength of the company.

The drategy of "domegtication” was used in Khakasya where Siberian Aluminum was dominant
and had no problem redecting Governor Aleksal Lebed. Long before the oil barons began to set up
their "corporate regions,”" Severda did so in Vologda Oblagt, decting Vyachedav Pozgdev in 1996 and
redecting him in 2000. Severstd's strategy was hot obvious because Pozgalev was not atop officid a
the company and the region was too large for one corporation to control completely. Corporations
successfully used this strategy in Taimyr, with the eection of Norilsk Nikel Generd Director Aleksandr
Khloponin, and in Chukotka, with the eection of Sibneft's and Russan Aluminum's Roman
Abramovich. The head of the Novolipetsk Metalurgicad Combine, VIadimir Lisin, is expected to
compete for governorship of Lipetsk in the spring of 2002, but it remains unclear if he has the resources
to win and cregate a corporate region because of the opposition of another big business (Interros) and
the large number of voters.

One example of a governor who serves as the guarantor of the balance of power between two
metal companiesis Aman Tuleev in Kemerovo Oblast. He must work with Russian Aluminum and the
Evrazkholding group. The same Stuation holds in Murmansk Oblast, where Governor Y urii
Y evdokimov preserves the bal ance between Norilsk Nickel, the MDM bank group, and the Menatep-



Y ukos group. Governor Aleksandr Lebed aso triesto play thisrole in Krasnoyarsk Krai, but heis not
very successful because of his own politicad ambitions.

Nationa monopolies such as the Unified Energy System (EES) and Railroads ministry have
generdly pursued ineffective srategies toward regiona dections. EES usudly picks candidates
according to their palitical philosophy (EES head Anatolii Chubaisis aleader of the Union of Rightwing
Forces), and such candidates tend to lose to more popular dternatives. The Railroads Minidtry, like
Gazprom, usually backs candidates with arailroads background who also do not do well.

General Trendsin Business-State Relations

Overdl, the most recent cycle of gubernatorid dections has demonstrated that the
actions of large Russian companies have changed sgnificantly:

Fird, the export-oriented companies, now cash rich due to recently favorable market
conditions, have expanded their territoria interests.

Second, the companies have optimized their ability to influence regiond political
processes by minimizing the amount they spend on gaining or preserving influence.

Third, thereisagrowing variety of forms of political influence. Corporations chose
between "domedticating” governors, establishing a"corporate region,” or aregion with divided
spheres of corporate influence.

Finaly, the corporations are trying to secure more profits for their political investments,
seeking a better balance between the resources they spend and the subsequent resuilts.

The Consequences for the Regions

Big busnessis now achieving some of its corporate gods by participating in regiond
elections. The consequences for the regions are varied. On the one hand, thanks to big business,
regions are opening up to trade in raw materias and finished products, the crestion of verticaly
integrated firms, and the destruction of the economic "feuddism” that existed in many regions
earlier. On the other hand, when corporations secure political power in aregion and use that
power to cregte a " corporate region,” they often work to close the region off from outside
economic or political competition. The result is that what is good for YUKOS, LUKall, or
Norilsk Nickd isfar from aways good for the Russan regions.

DARKIN WELCOMESLARGE RUSSIAN COMPANIESTO PRIMORSKII KRAL.
Primorskii Krai Governor Sergel Darkin praised the arriva of mgor Russian companies that
have recently purchased severd of hisregion's ports (see EW Russian Regional Report, 23
January). Last year a Severdd subsidiary bought 60 percent of the sharesin the Vostochnii
Commercid Seaport, and last week Evrazkholding (which owns mgor metds plantsin Western
Siberiaand the Urals) announced that at the end of December it had purchased 60 percent of
the shares in the Nakhodka Commercia Seaport. Darkin said he was pleased that the
conmpanies were Russian-owned. He stressed that loca sourcesin the krai did not have the
money required to develop the ports and that therefore it was necessary to attract outside
investors. The governor stressed that "nobody will be able to sted the ports from us' and that as



the governor "the main thing for meistha with the arriva of the new owners, the enterprises will
continue to pay taxesinto thelocal and krai budgets.”

Primorskii Shipping Company Generd Director Aleksandr Kirilichev agreed with
Darkin's assessment. Kirilichev described the new owners as "buyers' rather than "investors,”
but pointed out that they are "serious buyers,”" who would increase traffic through the ports and
create new jobs.

Darkin again denied that his dection as governor and aleged campaign debtsto large
corporations in exchange for financid support had anything to do with the arrival of the new
companies. He also regected alegations that Severstd's purchase of a controlling stake in the
Vogtochnii Commercid Seaport was connected to the murder of Vostochnyi Port General
Director Leonid Bochkov in November 2001. However, Darkin stated that he would take over
the investigation if necessary. The collegium of the Minigtry of Internd Affairs examined theissue
in Moscow recently and Nakhodka Mayor Viktor Gnezdilov said thet the investigation is
moving full speed ahead. - Andrel Kaachinskii in Vladivostok

IRKUTSK'S GOVORIN CLAIMSTO BALANCE INTERESTS OF BUSINESS,
POPULATION. Irkutsk Governor Boris Govorin's adminigtration is currently developing a
plan to ded with the large financid-indudtrid groups working in his region in 2002. So far this
year, the governor clams to have secured reasonable dectricity prices for the enterprises and
resdents of the oblast. The governor aso said that there would be no major spikesin coa
prices.

Govorin sad that he worked to baance the interests of the mgjor financia industria
groups working in the region and the population. He warned that Snce the corporations think
only about the bottom line, when the authorities do not influence their policy, the big busnesses
take resources from the region and leave it with nothing. Govorin asserted that only the
authorities can prevent this from happening. - Teeinformin Irkutsk

GUBERNATORIAL ELECTIONS

NORTH OSETIYA PRESIDENT WINS SECOND TERM. On 27 January North
Osetiya President Aleksandr Dzasokhov won a second term with 56.02 percent of the vote and
60.13 percent turnout (www.fci.ru). Four years ago, Dzasokhov won 77 percent of the vote. In
hisfirst post-6dection interview, Dzasokhov announced that he would not seek a third term and
would work to prepare a successor with "improbable intendity.” Although Dzasokhov did not
name thisindividua, he said that he would be visible and that possibly Dzasokhov would
delegate some of his powersto him before the next presidentid eections (Kommersant Dalily,
29 January).

Dzasokhov enjoyed strong Kremlin backing in the race (Kommersant Vlast, 22
January). He aso benefited from a court ruling that cancelled the regidtration of his most
important competitor, former republican Prime Minister Sergel Khetagurov. The ostensible
reason was that Khetagurov's property declaration statements were inaccurate and that he
possessad two interna passports, one with housing registration in the republic and one ligting his
residence as Moscow. The remova of his main opponent greetly tarnished Dzasokhov's



reputation in the region as Khetagurov was popular and seemed to have a serious chance of
winning (Kommer sant Daily, 28 January). Numerous public protests followed his removal.
Ironicaly, when Dzasokhov first won office in 1998, he was the firg politician in aNorth
Caucasus republic to remove a sitting president through the eectora process. Dzasokhov
claimed that he opposed the removal of Khetagurov from the race since it would only boost his
popularity.

One of Dzasokhov's main accomplishments during hisfirs term was the legdization of
acohol production in the region. In the past, North Osetiya had been known as amajor supplier
of bootleg vodka. Now tax revenue from acohol production makes up 50 percent of the
republican budget (Kommersant Vlast, 22 January). Neverthel ess the economic Situation in the
region remans difficult.

North Osetiya is unique among the North Caucasus republics because the titular nation,
which makes up amgority of the population, is Russian Orthodox rather than Mudim.
According to Vlagt, this Situation "makes the republic aforepost for Russiain the North
Caucasus and an intermediary between the federal authorities and other North Caucasus

peoples”

KOKOV WINSTHIRD TERM IN KARBARDINO-BALKARIYA. On 13 January
Karbardino-Bakariya Presdent Vderii Kokov won athird term with 87.18 percent of the vote
and 85.88 percent turnout (www.fci.ru). Kokov's performance dropped dightly from his last
election in 1997, when he won 99.35 percent of the vote with 97.72 percent turnout.

Since Maoscow favored his eection as aguarantor of stability, Kokov was able to
circumvent a clause in the republic's conditution limiting the president to two terms
(Kommersant Daily, 15 January). This clause had been removed in the summer of 2001, but
some of the other candidatesin the race protested that Kokov did not have the right to run for
another term.

Kokov has preserved gability in his Northern Caucasus republic, though he is not
particularly popular (s.e EW Russian Regional Report, 3 October 2001). His critics accuse
him of corruption, favoritism toward his can, impoverishing the population, privatizing al loca
gas gations and stores for his persond use, and reorienting dl local enterprises toward the
production of vodka (Nezavisimaya gazeta, 15 January). Loca businessmen often register
their businesses in Stavropol, complaining that otherwise as soon as they become profitable,
someone from Kokov's clan takes over the enterprise (Nezavisimaya gazeta, 15 January).

ADVERTISEMENTS
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High Quality English and Russian Printing Services Available

Adegi Printing & Graphics (www.adegi.com) printsal kinds of publications, induding
brochures, flyers, caendars, user guides, media and marketing kits, books, and newd etters.



Adegi isableto print in English, Russan, and avariety of other languages. All publications are
printed in the New Y ork area and can be shipped anywhere in the world viaa specia mailing
sarvice.

Adegi dso provides web Ste design services.

For a price quote or help on your next project, please contact Y uri Pazelsky at yp@adegi.com
Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiona Report.
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Updated On Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regiona Report are pleased to
announce that the updated version of our Ontline Handbook of Russias Regionsis now
available. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kdiningrad, Khabarovsk, Samara, Saratov,
Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's palitical and economic platform
-- Key palicy initiatives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Rdations with other regions

-- Therole of busnessin the region

-- Investment in theregion

-- Internet linksin the region

-- Demographic, economic, and dectord datistics
-- Foreign economic cooperation

Our Perm profile isavailable as afree sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingitutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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The EWI Russian Regional Investor - A biweekly summary of economic and business
trendsin the 89 regions of the Russian Federation

Subscription to the EWI Russian Regional | nvestor includes

-- Key economic news from the regions

-- Reports about the development of Russas leading economic sectors

-- Discusson of business deds and foreign ad in the regions

-- Coverage by our network of regiond correspondentsin Russia

-- Andyses by Western experts and interviews with specidists

-- Sydematic surveys of the Russan media

-- Access to our online, searchable database of al the back issues of the Russan Regiond
Investor and the Russian Regiona Report

FOR A SAMPLE I SSUE SEE http://www.iews.or g/rrrabout.nsf/pages/rri+page
TO SUBSCRIBE:
1. Compose an email message to REGIONS@IEWS.ORG

2. Onthe subject linewrite: RR Investor
3. Inthe body of the message write:

Your Name Mailing Address
Teephone/FAX Email address
Position Organizetion

4. Inthe body of the message identify which version you prefer:
- Emall ($475/year)

- Printed ($475/year)

- Email and Printed ($635/year)

You will be billed by the East West Ingtitute. We accept payment by check and credit cards.
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EastWest Indtitute Publisher's Society
Publisher's Circle:

Editor's Cirde: Bank of Finland Ingtitute for Economiesin Trangtion * Klaus Mangold
(DamlerChryder AG)



Correspondent's Circle: Katsumi Fujiwara (Osaka University of Foreign Studies, Japan) *
Kengo Nagatsuna (Asa University, Jgpan) * Priscilla Post Wohl (The Northern Forum)

Asociates: Kees Boterbloem (Nipissing University, Canada) * Alf Brodin (Goteborg
Univergity, Sweden) * Thompson R. Buchanan * Robert V. and Alice M. Daniels* Davis
Center for Russian Studies (Harvard University, USA) * Herrick S. Fox * Scott Gehlbach
(University of Cdifornia, Berkeley) * Katherine Graney (Skidmore College, USA) * Jeffrey
Hahn (Villanova Universty, USA) * Barbaraand David Kennedy * Jonathan S. Leo (Pecific
Environment and Resources Center * Kelly M. McMann (Harvard University) * Ministry of
Foreign Affairs of the Netherlands * Roswell Perkins (Debevoise & Plimpton) * Peter
Reddaway (The George Washington University, USA) * T. H. Rigby (The Audradian Nationd
Univergty) * Robert Sharlet (Union College) * SWP Berlin* Thomas A. Timberg (Nathan
Asociates, Inc.) * Robert L. Tuck * NilsH. Wessdll (US Coast Guard Academy) * JeannelL.
Wilson

Yes, | wish to become a charter member of the EastWest Indtitute Publisher's Society.

Publisher's Circle
With a contribution of $1000 or more, you will be recognized by name or affiliation in each
week's issue as amember of the Publisher's Circle.

Editor'sCircle
With a contribution of $500 to $999, you will be recognized by name or &filiation in each
week's issue as a member of the Editor's Circle.

Correspondent'sCircle
With a contribution of $250 to $499, you will be recognized by name or effiliation in each
week's issue as a member of the Correspondent's Circle.

Associate
With a contribution of $250 or less, you will be recognized by name or affiliation in each week's
ISSue as an Associate.

To make a credit card contribution by e-mail (regions@iews.org) or fax (212-824-4149, Attn:
Saisha Grayson), please provide the following information:

Name:

Indtitutiond Affiliation:

E-mail Address.

Credit Card (check one of the following)
__Visa__MagterCard __Discover __ American Express



Credit Card Number:
Expiration Date:
Credit Card Billing Address:

To make a contribution by bank transfer, please use the following information. Please notify us
by e-mail or fax of your transfer so that we can include your namein our list.

Beneficiary:  Indtitute for EastWest Studies

Bank: The Chase Manhattan Bank; 825 UN Plaza; New York, NY 10017, USA
Account: 904-814475

RoutingNo.: 021000021

SWIFT: SW.I.F.T. BIC-CHASU33

CHIPS: CHIPS Participant #0002

To make a contribution by check, please make check payable to EastWest Ingtitute and mail to:

EastWest Indtitute

Attn: Saisha Grayson

700 Broadway, 2" Floor
New York, NY 10003 USA

For further information, please contact us at regions@iews.org

kkhkkkkhkkhkkhhkkhkkhhkkhkhhkkhkhhkhkhhkhkkhhkhkhhkhkhhkhkhhkhkhhkhkkhhkhkhhkhkkhhkhkhhkhkkhhkhkhhkhkkhhkhkhkhkkhkhkkhkkkkkk*x

Copyright (c) 2001 EastWest Indtitute
All rightsreserved. ISSN: 1523-6757

The EastWest Ingtitute (EWI1) works to defuse tensons and conflicts which threaten geopolitical
sability while promoting democracy, free enterprise and prosperity in Centra and Eastern
Europe, Russaand other dates of Eurasia. The EWI isan internationa not-for- profit ingitution
established in 1981. It works through centersin New Y ork, Moscow, Prague, and Kyiv. The
EWI isagloba network of relationships with leaders in the business, governmenta, non
governmenta and intellectua communities based on shared vaues and dedicated to providing
assstance to regiond |eadership to address critica issues a both the loca and globd levels.
Pease vigt our webgite at http://mwww.iews.org for more information about the Institute.
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EVOLVING TRENDS

DEMOCRATIC GAINSREVERSED IN REGIONAL ELECTIONS FROM
MOSCOW TO SAKHA

by Vladimir Gelman, European University, St. Petersburg

Many journaists and andysts have noted the undemocratic character of recent eectionsin a
number of Russian regions. Often they are talking about different things: from dirty tricks
employed during the course of the campaign to the advantages of incumbency, which alows
office-holdersto buy off or pressure voters. But if we are discussing democracy asa



competition of ditesin eections, then the sole measure for the level of democracy is whether
elections are the only mechanism for replacing the authorities. If eections do not threaten the
incumbent with aloss of power or the eections Smply serve to legitimize other waysto replace
the authorities, then eections do not play arole as democratic indtitutions. By this measure
democracy islosing ground in Russia. Examples can be found in severd recent races where
incumbents were able to name their successors. President Y etsin a the federd level, and
Krasnodar's Nikolai Kondratenko and Primorskii Krai's Y evgenii Nazdratenko at the regiona
levd.

The recent Moscow City Dumaand Sakha presidentia elections further demongtrate
these darming tendencies in Russias eectora processes. In both cases the eections were not a
means of political competition. The results were known in advance and were achieved not asa
result of voter preferences, but regardless of them.

In Sakha, as earlier in Kursk, the courts played an active role in removing candidates
from the field even before eection day. Other candidates were forced to resign from the race.
Thus, incumbent Mikhail Nikolaev terminated his bid for athird term after meeting with Putinin
the Kremlin and threw his support behind Alrosa President Vladimir Shtyrov, who went on to
win. Deputy Procurator Generd Vadilii Kolmogorov aso withdrew from the race as aresult of
thisdedl.

In the Moscow City Duma dections, four parties, Otechestvo, Y edinstvo, Soyuz
pravykh sl (SPS), and Y abloko, sgned acartel agreement dividing the electora field between
them. Such coalition agreements among parties about mutual support for each other's
candidates are widespread in Russian ections. But in Moscow such an agreement achieved
amost absolute success since the date of candidates won 33 of 35 seats. There was no redl
dternative to the city's party of power represented in the elections. In contrast to the 1997 and
1999 dections, when first Y abloko, and then SPS opposed Mayor Y urii Luzhkov, these parties
joined the winning codition in order to secure their share of the seats (four and Six, respectively)
in exchange for loyalty to the authorities.

In both Sakha and Moscow, the dedl's did not inspire enthusiasm among the voters and
turnout was relaively low. The problem here was not the use of negative campaign tactics or the
powers of incumbency, but the lack of competition among candidates for votes. While the first
regiond dections held in the early 1990s were an important step on the path to democratizing
politicd life in the regions, in the beginning of this decade we are witnessng movement in the
other direction, a"de-democratization” of Russian politicd life. The formd eections are nothing
more than a smoke screen for uncompetitive voting, hiding the informa practice in which leaders
are amply appointed, as happened during the Soviet era. Such eectionswill not bring to power
politicians who are responsive to the voters.

This development follows the logic of the federd government's policies toward the
regions during 2001. Having failed to win the eection of Kremlin-backed candidatesin severa
key regions (particularly Primorskii Krai and Nizhnii Novgorod), the federad government has
gpparently decided to stop using elections as ameans for obtaining aloya regiona elite. Instead
it has adopted a number of other policies, such as the infamous amendment alowing the
majority of current governorsto seek athird, and in some cases, afourth term, and refusing to



pursue a plan requiring regiond legidaturesto dect hdf of their members on the basis of party
ligts (areform amed a reducing gubernatoria control over regiond legidatures).

Asin the 1990s, the Kremlin is seeking to conclude informa contracts with the regiond
elites. The differenceisthat in contrast to the previous arrangement between the Center and the
regiond dite exchanging "loyaty for non-interference’ the new bargain is"loydty for agreeing
not to compete.” Such aded is particularly important for the Kremlin on the eve of the nationa
legidative and presidentia eections set for 2003 and 2004. In those dections the Kremlin will
need the support of aloya regiond dite to ddiver the votes for the eection of a conciliatory
State Duma and another term for Putin. It is not clear that any regiona groups will be ableto
block this retreat from democratic practices.

MONEY AND POWER

PUTIN AND THE OLIGARCHS: MORE COOPERATION THAN CONFLICT SO
FAR

by Andrew Y orke, &. Antony's College, Oxford University

After Taimyr Governor Gennadii Nedelin lost his redection bid to Norilsk Nickd's generd
director, he complained to NTV: "The president of our Russian Federation has pushed the
oligarchs aside from federd level and they have been forced to move. Where? Into the regions,
and not only into Taimyr and Chukotka."

Severd recent articlesin the EWI Russian Regiond Report have examined how mgor
M oscow- based companies are taking over enterprises and political power in the regions.
Nataliya Zubarevich (EW Russian Regional Report, 30 January) provided a vauable study of
the various politica strategies adopted by big businesses in the regions, and examined their
economic motivations for seizing regiond political power. She has dso suggested that the
implications for regiona democracy and economic growth are at best ambiguous.

One interesting question which has not yet been fully explored is whether this tekeover
(usudly referred to in Russian as aperedel sobstvennosti, or redistribution of resources) isan
organic economic process, or one that has political causes and consequences.

Pavd Isaev (EWM Russian Regional Report, 16 January) has suggested that Russias
big businesses could congtitute a future source of opposition to the Kremlin. What, then, isthe
Kremlin's attitude to the regiona takeovers?

Answering this question requires an understanding of the relationship between business
and poalitics a the federa level. In February 2000, then-acting President Putin said of the
oligarchsthat "they should be kept at an equal distance from power, and should have equd
opportunities’ (Jamestown Foundation Prism, March 2000). The fate of Berezovskii and
Gusinskii has certainly demondtrated the Kremlin's determination to put certain oligarchs at
consderable distance from power. But have these "oligarch-blackmailers’ (to borrow theterm
used by mediaandyst Aleksai Pankin) merely been replaced by others who are more loyd, or
has there in fact been afundamenta change in the reationship between the oligarchs and the
Kremlin?



In my view, the answer is. both. The takeovers of NTV and TV-6 were ingtigated by
Gazprom and Lukoil respectively. It would be naive to believe the Kremlin's insstence that both
takeovers were merely business disputes. It seems almost certain that the two companies were
doing the Kremlin's bidding - whether they were following ingtructions, or acted on their own
initigtive in order to curry favor with Putin, isto some extent irrdevant. What isimportant is that
with Gusinskii and Berezovskii now largely removed from the Russian politica scene, there
remain no mgor Russan commerciad interestsin open opposition to the Kremlin. Not only have
the two oligarch-blackmailers been ousted, but those mgor businesses that remain (such as
Gazprom, Lukoail, Yukos, Interras, Sbneft, Russan Aluminum) are loyd to Putin and the
Kremlin. They dill enjoy avery close rdationship to executive power. But while under Ydtsn
the oligarchs took advantage of aweak executive and asick president to act as de facto rulers,
under Putin they are dearly subordinate to a newly invigorated executive. Their ability to
influence the executive could now dmogt be defined by the civilized term "lobbying.”

If thisevauation of federd-level busness-state relationsis correct, what are the
implications for the takeover of regiona enterprises by Moscow-based businesses? As
Zubarevich pointed out, prior to these takeovers regiona "feuddism" was a Significant problem.
Whilein the early 1990s the Chechen war prompted most analysts to see nationalism as the
biggest threet to the integrity of the Russan state, by the second haf of the decade the separatist
threat had diminished. There remained a problem of regiond autarchies, but it became clear that
these were not restricted to ethnic republics such as Kamykia, Tatarstan and Bashkortostan. A
number of oblasts and krais, such as Primorskii krai, Kainingrad, Ulyanovsk and Kursk, had
dso effectively falen beyond the Kremlin'sinfluence. None of these regions harbored any
redigtic amhitions to become fully independent from Russia and their leaders were quite content
to rule unchalenged at the regiond leve without Kremlin interference. These regiond "fiefdoms'
drew much of their power from afusion between the loca political and economic dites, who
between them controlled most of the media and enjoyed considerable influence over the
regiond eectora commission.

Therefore it was the regional economic elites who posed the greatest threet to the
Center's power in the regions. Far from congtituting an opposition to the Kremlin, the M oscow-
based businesses, which are now taking over the mgjor regiona economic resources (and
supplanting the local economic dites) are in fact assgting in the re-establishment of Kremlin
control over the regions. It is therefore tempting to believe that the Kremlin has a policy of tacit
support for such takeovers, and that thisis an undeclared front in itswider campaign to establish
avertikal vlasti [power vertica] in Russa Assuch, it is proving far more successful than the
clumsy attempts by the Presdentid Adminigiration to influence the outcomes of regiona
elections (as we saw, for example, in St. Petersburg, Kursk Oblast, and Primorsky Krai).

In short, Russian big businesses takeover of political and economic power in the
regions serves Putin's interests and he is doing little to prevent it. Pursuing such apolicy isnot
without danger because Putin needs to be sure that he can rely on the loydty of the big
businesses for this policy to succeed in the long-term. The ambitions of Y ukos or Sibneft, for
example, far exceed those of a Nazdratenko or a Rutskoi - former governors who were happy,
like big fishinasmal pond, to rule unchalenged in their region. Nevertheless, for the time being,
in order for Russian corporations to become successful as major globa economic players, they



need the support of the Kremlin and will remain loyd.

But a possible challenge to the current cooperative relationship between big business
and the Kremlin is just around the corner in the form of Putin's plan to bring Russiainto the
World Trade Organization. How will Russan Aluminum reect to the ideathat its factories may
have to pay market rates for the vast amount of dectricity they consume? How will they make
thelr investment in the Gorkii Automohile Factory profitable if their cars have to compete againgt
unrestricted foreign imports? How will Putin ensure that disgruntled corporations do not use
their regiona power-base to challenge his power?

PRESENTATION IN NEW YORK

SERGEI KIRIENKO ON RUSSIA'S CHALLENGES, LOCAL GOVERNMENT,
ISLAM, CHECHNYA. Presidentia Representative to the Volga Federa District Sergel
Kirienko argued that the biggest problem facing Russa today was that socid attitudes are
lagging behind economic and politica changes in the country. He spoke a a luncheon organized
by the Project on the Lessons of Trangtion at the New School University's World Policy
Ingtitute on 1 February. The Russian people today know what they don't want, but they have
yet to figure out what kind of life they should build, Kirienko said.

Kirienko described his main chalenge as one of Putin's seven presidentia
representatives as degling with a country that is deeply fragmented in terms of economics,
palitics, and information. After working for 18 monthsin his current capacity, he said that the
Volga Federd Didrict had brought more than 2,000 laws into line with federd norms, but that
al thiswork had little impact because it did not change the way that people think of themsdves.
While Russia has adopted many good laws under Putin, popular mentality has not changed.
Kirienko now is seeking the resources to address this issue.

For 2002, the main political task will be to develop local government and the main
economic task will be to improve the microeconomy. Kirienko said that achieving these gods
meant separating powers between different levels of government and aso between state and
SOCiety.

Thefederd government has made it a priority to maximize loca governments ahility to
govern within itsjurisdiction. To achieve this end, Putin's administration plansfirg of dl to
introduce federd legidation that will cregte consstent conditions for dl locd governmentsin
Russia and block governors from reducing the powers of local governments. Second, Putin
plans to increase the budgetary power of local governments so that they have the resources to
pay for the tasks that they are assigned. Third, the president plansto give loca governments a
much larger voice in strategic planning, atask that until now has mostly been performed at the
federd leve. Kirienko stressed that Srengthening the power of locd government would help
create real democracy in Russa

Kirienko, whose digtrict includes such important Mudim regions as Tatarstan and
Bashkortostan, warned of alarming trends among adherents of this faith. He noted that new
leeders were taking over Mudim communities and that they digtinguished themsdves from the
old leaders by removing any locd influences from Idamic practices. These new leaders want to
integrate al Idamic aress, both in Russa and abroad. The new leaders are well financed,



effectively organized, and work as part of large network that functions through out the world.
Kirienko called these groups "integrationists’ rather than "fundamentaists’ because their main
focus was on cregting a uniform strain of Idam that would render nationd digtinctions
meaningless. In the context of aglobd battle againg terrorism, Kirienko viewed the rise of these
new |leaders as particularly threstening.

Kirienko became most animated when discussing Chechnya Commenting on his recent
hight level meetings in Washington, Kirienko accused American leaders of holding double
gandards. When the US kills innocent civilians in Afghanistan, he said that the adminigtration
viewed it as regrettable consegquences of the necessary war on terrorism. In Chechnya, the US
characterizes smilar deaths as human rights violations and evidence of brutd authoritarianismin
Moscow. Kirienko charged that the US gpproach was not consistent and made little sense.

FEDERATION COUNCIL

NEW, BUT TRANSITIONAL, FEDERATION COUNCIL STARTSWORKING. One
of thefirg reforms Presdent Vladimir Putin implemented on winning eection as Russas
president in March 2000 was his overhaul of the Federation Council. His purpose in changing
the way the members of the upper house of the national parliament were selected was to reduce
the power of the governors to influence federd policies. Putin feared that the governors, in
expressing the particular interests of their regions and their own persond interests, were
preventing the country from pursuing its nationd interests. He dso sought to teke away the
governors legidative immunity from crimina prosecution and reduce their satus from federd to
merely regiond paliticians. Putin was not able to implement the reform as he hed initidly
intended and had to compromise with the governors on specific provisons. While Putin has
succeeded in reducing the governors overdl clout at the nationd leve, the reform has dso
provided the governors with new lobbying opportunities a the federd leve that did not exist in
the past. Moreover, the governors remain strong in their regions, alowing them to block the
implementation of federd laws.

Thereform of the Federation Council took full effect on 1 January 2002, when dl of the
old members gave up their seats. Most observers believe that the current system for choosing
membersis trandtiona and debates are dready well under way on how to change the system.

Federation Council 1993-2001: On-Going Transition

In fact, the Federation Council has been in trangtion Snceits officid establishment in the
1993 condtitution. The condtitution called for it to be "formed" by the executive and legidative
branches of Russias 89 regions (articles 95 and 96). This formulation suggests that while the
lower chamber will be eected, the members of the upper chamber will be chosen in adifferent
way. However, in December 1993, many of Russids regiona legidatures had been disbanded
followed Y etgn's attack on the Russian Supreme Soviet. Rather than letting the governors and
regiona legidatures delegate members to the upper chamber, Y etsin alowed Russan votersto
elect two Federation Council members from each region for atrangtiona two-year term. From
1996 until Putin's reform, Russias governors and regiond legidative chairmen automatically



became members of the council. Under the system Putin established, the governors and regiond
legidatures must gppoint representatives to the Federation Council. The governor gppoints his
delegate to the upper chamber by decree (subject to a veto by two-thirds of the regiond
legidature), while the regiond legidature eectsiits representative by secret balot. Both bodies
can recall their representativesif they are unhappy with their votes in the Federation Council.

From 1994 through the end of 1999, the Federation Council served as a buffer
between the Communist-dominated, opposition-minded State Dumaand President Boris
Ydtdan. During this era, Orel Governor Y egor Stroev served as Federation Council chairman.
He worked hard to win acceptance from both the Communists and Y eltsin's Kremlin.
Neverthdess, the Federation Council often regjected Ieftist bills approved by the lower chamber,
saving the president from having to veto them. In fulfilling this task, the Federation Council was
seen as generdly supporting Y dtsin, who had been willing to make extensve concessons to the
regiona leadersto preserve his own power. However, as Y dtsin's health deteriorated and the
most powerful governors began jockeying for position in the post- Y ltsin era, the Federation
Council began to oppose the president on important issues. The most crucia was whether to
remove Procurator Generd Y urii Skuratov. Y eltsn wanted to fire Skuratov because his
investigations of Kremlin corruption were gpparently starting to hit too close to home. The
Federation Council opposed replacing Skuratov until Putin's eection.

Following the 1999 State Duma dlections, Y etsn's resignation, and Putin's election as
president, the relationships between the Russian president and the two chambers of parliament
changed dramaticaly. Putin managed to win effective control over the State Duma, transforming
it from a seet of Communist opposition to aloyd dly in passng reform legidation. While the
State Duma had limitsin how far it would go to please Putin, such as rejecting the presdent's
attempts to introduce private property for agricultura land, it became much more compliant in
approving presdentid initiatives.

Shortly after Putin took power and made clear that hisfirst priority was reducing the
powers of the governors, the Federation Council and the governors who formed its membership
became a center of opposition to Putin, though one that was generdly ineffective. Putin took
advantage of the popular mandate he received in Russias presidentia eections by forcing the
governors to accept areform that transformed the Federation Council by removing the
governors and regiona speakers as members. As the governors left the upper house and their
representatives took over, the Kremlin set up a pro-presidentid faction, Federatsya, to
organize support for Putin among the new senaors.

As 2001 progressed, it became obvious that the Kremlin was gaining control over the
Federation Council. Putin resolutely forced the governors to accept changes the Kremlin
desired but the governors opposed. The Kremlin'sinitiative to deprive the governors of avoice
in the process of gppointing regiond police chiefsisillugrative of thistrangtion. On 29 June
2001, the Federation Council rgjected this bill and the members of the generally pro-Kremlin
Federatsya faction decided not to vote as a bloc. However, by 20 July, the Kremlin had won
enough support to win passage of the measure in adightly watered down version. The result
was avictory for the Kremlin in gaining greater control over the law enforcement agencies at the
expense of the governors. Of course, with this victory Putin changed the text of the law, but not
necessaily the Stuation on the ground. Controlling the police is afunction of numerous factors



beyond what is written in the law. Although Putin can manipul ate the Federation Council, he
may not be able to implement federd legidation in the regions.

Overdl, from 1994 through the end of 2001, the Kremlin had less direct influence over
the Federation Council than it will now, but even under Stroev, the Federation Council was not
asource of rea oppostion. The governors were basically self-sufficient because of the
enormous powers they wielded in their home didtricts. The Federation Council was not amagjor
player on the politica stage and, generdly, only became important during crises (1zvestiya, 30
January). Nevertheless, the Council's monthly sessions served as a convenient excuse for the
governors to come to Moscow, where they spent most of their time seeking federd funding for
their regions rather than attending upper house debates. It dso gave the governors lega
immunity as members of the nationd legidature, formally protecting them from federa
prosecution.

The 2002 Federation Council SeeksLarger Role

With its new membership, the Federation Council seeksto play a much more active role
in Russan politicsthan it hasin the pagt. The governors gave the Federation Council high
vighility, but itsinfrequent sessons meant that the upper chamber's saff wielded much of its
power. Under the old system, the Federation Council only met for two days a month and its
members had little time to anayze the legidation under congderation. According to its new
procedures, the Federation Council will now meet at least twice a month. Additiondly, the
members of the Federation Council would like to play a much more active role in law-making
than did the governors and regiona speskers who served before them. For example, they seek
the right to influence laws during preiminary discussonsin the Duma. Aggressively seeking such
rights has dready put the senators in conflict with the members of the lower house, who do not
want to share their powers and will do so only reluctantly. With the senators playing amore
active role, the power of the Federation Council staff will aso shrink.

The election of Sergel Mironov as Federation Council spesker on 5 December 2001,
replacing Stroev, marked the culmination of the upper chamber's shift toward the Kremlin that
had been apparent throughout 2001. In contrast to Stroev, who was a compromise figure
between Y dtsn and the Communists, Mironov is an old associate of Putin's from St. Petersourg
and was the president's clear choice for the job. In this dection, the influence of the presidentia
adminigtration was clearly visble. After dl, it had spent the previous year pressuring many
governors and regiona legidatures to gppoint pro- Kremlin senators. When the Federation
Council adopted itsinternd rules and picked its key leaders on 30 January 2002, the
presdentid adminigtration again played an extremdy active role (Izvestiya, 31 January and
Kommersant Vlast, 5 February).

Mironov Consolidates Power
Mironov was able to consolidate his authority in the adoption of the new rulesfor the

upper chamber, defining the number of deputies that will serve with him, and the use of adatein
choosing the new committee chairmen and first deputies. Mironov has one first deputy and three



deputies. Early reports on the structure of the new body had suggested that there would be
seven deputy speskers, one to represent each of the seven federal didtricts, but that plan was
never realized because Mironov thought it would complicate the upper chamber's procedures.

When Mironov first became speaker there were reports that he was not happy with the
existence of the Federatsya faction operating beyond his control, even if both he and the faction
were working to support the Kremlin (Rossiiskii regionalnyi byulleten, 28 January). Now the
new Federation Council regulations ban the existence of factions and Federatsiyas leadership
has been incorporated into Mironov's team of depuies. Vaerii Goreglyad, the former
Federation Council staff member who led the Federatsya faction, won the position asfirst
deputy spesker. The coordinator of the Federatsiya group, former government staff member
Aleksandr Torshin, has become one of the three deputy speakers (Nezavisimaya gazeta, 26
January). The second deputy speaker isformer Sakha President Mikhail Nikolaev, who
received the high Federation Council position as part of aded with Putin in which Nikolaev
agreed not to run for athird term (Kommersant Daily, 29 January). The fina deputy speaker,
Y ekaterinburg businessman Andrel Vikharev, owes his gppointment to his 1980s Komsomol
work with Mironov, who wanted to have afamiliar face among his key lieutenants.

The new Federation Council has 16 committees and 7 commissons. The change marks
an increase of five new committees and five new commissions (Pavel Isaev, "'S. Mironov i
reforma Soveta Federatsii,” Rossiiskii regionalnyi byulleten, 28 January). The members voted
for the chairmen and their first deputies as a date, giving the speaker considerable say over who
would be in charge of each committee. In selecting the leaders, Mironov claimed that he sought
to divide the chairmanships among seven federa didtricts, but most positions went to
representatives of the Centrd, Volga, and Siberian didtricts, with the Southern digtrict receiving
the least. Many members of the upper chamber clamed that the procedure of choosing the
chairmen was undemocratic because it concentrated considerable influence in the hands of the
speaker and forced membersto vote for some chairmen they opposed.

The New Members. Muscovites, Businessmen, Regional Elites

As of 30 January, 166 of the Council's 178 members had been named (1zvestiya, 30
January). Of these 71 were permanent residents of Moscow, while 95 were from beyond the
capital. The Muscovites thus make up a substantial share of the body that is supposed to include
two representatives from each of Russias 89 regions and indicates that many of the members
have closer ties to the federal government and capital- based big business than to the regions
they are supposed to represent (lzvestiya, 30 January). Putin's seven presidentid envoys are
aso well represented: the Volgas Sergel Kirienko sent two deputies and one chief federa
ingpector; the Siberian Federa District sent two chief federa inspectors, and the Northwest
Federal Digtrict sent one staff member.

Russian big business has extensive representation including senators who came directly
from the corporate sector and other deputies who did not previoudy work in the private sector
but have accepted support from Russian corporations. The two former CEOs in the upper
chamber are Mezhprombank's Sergel Pugachev and Transaero's Aleksandr Pleshakov. Other
bus nessmen senators come from the ranks of second-tier managers, including two vice



presidents from Mikhail Khodorkovskii's Rusprom, two vice presidents from Russian
Aluminum, and one from Interros. The Unified Energy System dectricity monopoly and
Gazprom each have two representatives. Sibneft, Transneft, and Savneft have one each, while
LUKaoil and the Alfa Group do not have any direct representatives. Corporations have aso
hel ped dozens of other individuas become senators, but these people are not necessarily going
to support the corporations on al issues.

The regiona dlite is represented through the presence of 23 former governors and 15
former regiond speskers. Of the nine former generds, five come from the army, one from the
navy, two from the Federal Security Service, and one from the police. Only six of the new
members have party afiliaions.

Critics of the new method for choosing Federation Council members have complained
that the new body lacks legitimacy since the members represent the governors and regiona
legidatures rather than regiond interests. Some argue that |etting the resdents of each region
elect two members to the upper house directly, as happened in December 1993, would be the
most logical way to choose senators. Others, such as Mironov, suggest limited eections, in
which Russids voters chose from candidates nominated by the governors and regiond
legidatures. Actudly holding such dections, however, would require changesin the Russan
condtitution.

Today's senators must answer to the various interests they represent. These include: the
governor or regiond legidature; the various companies or interest groups where senators had
past ties, and the presidentia adminigtration. The current method of choosing Federation
Council members represents a compromise by the Kremlin that gives the governors much more
power than Putin had origindly intended. In Putin'sinitia proposd, the regiond legidature would
have appointed each region's two representatives and have the ability to recal them (see EW
Russian Regional Report, 31 May 2000.) Giving the governors the power to recal their
senators theoretically provides them with away to keep their representatives on ashort leash. In
practice, though, the governors may be hesitant to recall a senator who votes againg their
interestsif such amove would anger the Kremlin.

While the governors are no longer directly involved in federa policy-meaking, ther
senators often give them access to professond lobbyistsin Moscow. Many of the new senators
are Moscow insiders who know how to work the halls of power. Additionaly, by appointing a
senator with tiesto one of Russias large businesses, a governor can establish or strengthen a
mutudly beneficia relationship with that corporation. Severa senators have announced that
among their top prioritieswill be securing investment projects for their regions. Additiondly, by
aigning themsalves with rich senators, governors can gain access to campaign funding that will
help them win another term in office, ensuring that the senator he appointed will aso hold onto
his position.

The Federation Council as Organizer of Regional L egidation
Mironov has suggested that the new Federation Council could serve as a coordinator

for the legidaive activities of the regions (Rossiiskii regionalnyi byulleten, 28 January). He
cdled on regiond legidaturesto submit their federa legidation initiatives to the Federation



Council, so that pecific senators could coordinate the introduction of thislegidation to the State
Duma. Such efforts could help develop federd relationsin Russia and systemétize the federa
and regiond laws. Currently, however, the presidentid representatives are responsible for
harmonizing Russan legidationand they work under Putin. The president would have to sign off
on trandferring this authority from his representatives to the Federation Council before such a
shift could occur.

In short, the new Federation Council under Sergel Mironov will be eesier for the
Kremlin to manage than the somewhat opposition minded body that was in place from mid-
1999 to mid-2001. The current members are dependent to various degrees on the regiona
dlites, big business, and the Kremlin. Although Putin gained consderable control over federd
legidation through this reform, the governors remain enormoudy powerful in their home regions
and Putin may not be able to implement the bills he Sgnsinto law. In part, the governors can use
the new lobbying power of the senators to affect the way that such implementation decisons are
meade. The future of the Federation Council will likely reflect the evolving relaionship between
the regiond dlite, the Kremlin, and big business, and the ability of the elites to determine a more
permanent method of choosing Federation Council members. - Robert Orttung

KREMLIN, GOVERNOR CALL SHOTSIN PICKING PRIMORSKI1
LEGISLATURE'S SENATOR. In order to curry favor with Primorskii Krai Governor Sergei
Darkin, who in turn is currying favor with the Kremlin, the krai's legidature dected Mikhall
Glubokovskii, a former Duma member now working as a biology professor at Moscow State
Universty, asits representative in the Federation Council. Spesker Sergel Zhekov had origindly
sought the job for himsdlf, but failed to win enough votes from the other members of the
legidature. After his own bid failed, Darkin recommended that Zhekov support Glubokovskii
for the position and Zhekov was then able to round up sufficient support to confirm him.

Zhekov worked so eagerly to back Glubokovskii because he needs the governor's
support in putting down an effort by other members of the krai legidature to remove him as
speaker. Last December, the krai held legidative dections, but turnout was so low, the voters
only succeeded in decting 16 of 39 members. Until new dections are held on 9 June, the old
members will continue to serve in the legidature. Mogt of the current members were not
reelected and they blame Zhekov for their defeat. They charge that the speaker did not do a
good job promoting the legidature's accomplishments among the population. Additiondly, the
speaker has considerable control over how the krai's resources are spent and this power will be
important in the run up to the new eections.

Tharks to the eection of Glubokovskii, Zhekov managed to save his job as speaker
and the governor was able to place his person in the Federation Council. Earlier Darkin had
followed Kremlin ingructions in gppointing Generd Vderii Manilov as his Federation Council
representative. Manilov clams that Putin himsalf approved his candidacy.

Many loca observers believe that the presdential adminigtration aso initiated the
gppointment of Glubokovskii. His name only surfaced as a candidate at the last minute on the
eve of the krai legidature's vote and immediately after the governor's trip to Moscow, where he
regularly meets with the leadership of the presidentia administration to coordinate his policies. -
Oleg Zhunusov in Vladivostok



SENATOR-OLIGARCH BOOSTSTYVAN PRESIDENT'SREELECTION HOPES.
TyvaPresident Sherig-ool Oorzhak's hopes to win athird term on 17 March increased
dramaticaly after he gppointed Mezhprom Bank President Sergel Pugachev, famousfor his
closetiesto President Putin, as his representative to the Federation Council. Pugachev recently
traveled to the Siberian republic, one of the poorest in Russig, and offered Oorzhak financid
backing for his campaign. Most observers believe that Pugachev's deep pockets will assure
Oorzhak's victory. Pugachev's seat in the nationd parliament's upper chamber depends on
Oorzhak's redection since the victory of another candidate would likely lead to his replacement.

Oorzhak's most formidable opponent is Sholban Kara ool, the speaker of the
republican parliament and a prominent businessman. Kara-ool and his brothers made their
fortune producing acoholic beverages in the republic. His main trump is that he heeds the loca
branch of Yedingtvo. In Tyva, Y edinstvo and Otechestvo have yet to merge as they have done
at the federa level because of the speaker's permanent conflict with Oorzhak, the head of the
local Otechestvo branch.

Ancther potentidly important factor in the race is the opinion of Russias most important
Tyvan, Emergencies Minister Sergel Shoigu. While Shoigu has along-gtanding conflict with
Oorzhak and would never support him, he has yet to say which of the six remaining candidates
he does favor. Despite Shoigu's prominence in the republic, his candidate failled towin aseat in
the 1999 State Duma dections. - Maksm Shandarov in Novosibirsk

SMALL BUSINESS

TVER PROTESTERSCRITICIZE HIGH LICENSE FEES. The federa government has
recently reinvigorated its campaign to improve conditions for smal busnessesworking in

Russa Thisissue is currently ahot topic in Tver, where the situation for smal business has
never been good. If in Russathere are 4-5 small businesses per thousand people on average, in
Tver there are only 1-2 (Veche Tveri, 31 January).

On 11 January the oblast sharply increased the prices it charges for licenses needed by
amadl busnesses. For example, the fee for the right to use asmplified tax payment system in the
sarvice sphere jumped 10 times (Tver skaya zhizn, 31 January).

In response, the Tver Organization of Redltors sent an open |etter to Governor Vladimir
Matov and the members of the regiona legidature to protest the hike. The text pointed out that
the oblast had set Russids highest fee for opening asmall business: 107,809 rubles. In regions
smilar to Tver, such licenses cost between 2,000 and 47,600 rubles. The letter requests that the
authorities reduce the fees. - Boris Goubman in Tver

CIVIL SOCIETY

SARATOV GROUP PROTESTS MINATOM-GOVERNOR BACKED NUCLEAR
PLANT. Saratov's Grazhdanskoe deistvie [Civil action], asocid organization founded in
December 2001, is working to prevent the completion of the 5th and 6th reactors a the
Balakov Nuclear Power plant. On 29 January Governor Dmitrii Ayatskov and Atomic Energy



Minigter Aleksandr Rumyantsev signed a declaration stating that they intended to move ahead
with the project. Currently, the 5th reactor is 35 percent complete and the 6th is 5 percent
complete.

The results of a 1993 referendum showed that 70 percent of the Balakovo population
did not export the expansion of the plant, fearing adverse ecologica consequences. Legidation
at that time alowed the use of referendums in resolving such issues and congtruction was halted.

However, two years ago Ayatskov requested that the Russian government continue
investing in the project. In February 2001 aworking group was formed in Saratov that
prepared the statement of intentions in which the Ministry declared a desire to build the new
reactors and the oblast expressed interest in receiving them.

Above dl, the governor sees the new reactors as a source of chegp eectricity.
Currently Saratov buys 70 percent of the 13.5 billion kilowatt-hours it consumes from the
federd wholesdle market. Within 20 years, its energy needs will rise to an estimated 21.5 billion
kilowatt-hours. Saratov will not be able to generate any additiona eectricity from hydropower.
However, the new reactors could provide 40 percent of Saratov's electricity. The savings would
be dramatic: currently the nuclear plant can produce eectricity for 12 kopecks per kilowatt-
hour, while the price on the national wholesale market is 1 ruble. Minatom is currently seeking
funding for the project.

Additiondly reactor supporters point out that the construction work and maintenance of
the reactions would create 10,000 jobs and bring in 2.5 billion rubles worth of investment
annualy. Other congtruction associated with the reactors could cost up to 49 hillion rubles. A
tenth of the investment would go to the congtruction of housing, hospitals, and schools.
However, residents fear that the government will not redly spend money on such socia
projects, noting that the government failed to make smilar invesments in conjunction with the
destruction of chemica wegponsin the nearby village of Gornii.

Grazhdanskoe deistvie has already held one Street protest againgt further construction
and is planning a public hearing with presentations by scholars, activigs, and legidators. The
group is congdering filing alawsuit and conducting mass protest rdlies. - Aleksandr Nesterov in
Saratov

ADVERTISEMENTS
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High Quality English and Russan Printing Services Available

Adegi Printing & Graphics (www.adegi.com) printsal kinds of publications, induding
brochures, flyers, cendars, user guides, media and marketing kits, books, and newd etters.

Adegi isadleto print in English, Russan, and avariety of other languages. All publications are
printed in the New Y ork area and can be shipped anywhere in the world via a specid mailing

sarvice.

Adegi dso provides web site design services.



For aprice quote or help on your next project, please contact Y uri Pazelsky at yp@adegi.com
Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiond Report.
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Updated On Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russan Regiond Report are pleased to
announce that the updated version of our Ontline Handbook of Russias Regionsis now
available. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kainingrad, Khabarovsk, Samara, Saratov,
Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's palitical and economic platform
-- Key palicy initiatives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Rdations with other regions

-- Therdle of busnessin the region

-- Investment in the region

-- Internet linksin the region

-- Demographic, economic, and dectord datistics
-- Foreign economic cooperation

Our Perm profile isavailable as afree sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingtitutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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Kengo Nagatsuna (Asia University, Japan) * Priscilla Post Wohl (The Northern Forum)

Associates. Kees Boterbloem (Nipissing University, Canada) * Alf Brodin (Goteborg
Univerdty, Sweden) * Thompson R. Buchanan * Robert V. and Alice M. Daniels* Davis
Center for Russan Studies (Harvard University, USA) * Herrick S. Fox * Scott Gehlbach
(Universty of Cdifornia, Berkeley) * Katherine Graney (Skidmore College, USA) * Jeffrey
Hahn (Villanova University, USA) * Barbaraand David Kennedy * Jonathan S. Leo (Pacific
Environment and Resources Center * Kely M. McMann (Harvard University) * Minigry of
Foreign Affars of the Netherlands * Roswell Perkins (Debevoise & Plimpton) * Peter
Reddaway (The George Washington University, USA) * T. H. Rigby (The Austrdian Nationd
Univerdgty) * Robert Sharlet (Union College) * SWP Berlin * Thomas A. Timberg (Nathan
Associates, Inc.) * Robert L. Tuck * Nils H. Wessdll (US Coast Guard Academy) * Jeanne L.
Wilson

Yes, | wish to become a charter member of the EastWest Ingtitute Publisher's Society.

Publisher's Circle
With a contribution of $1000 or more, you will be recognized by name or afiliation in each
week's issue as amember of the Publisher's Circle.

Editor's Circle
With a contribution of $500 to $999, you will be recognized by name or &filiation in each
week's issue as amember of the Editor's Circle.

Correspondent'sCircle
With a contribution of $250 to $499, you will be recognized by name or &filiation in each
week's issue as amember of the Correspondent's Circle.

Associate
With a contribution of $250 or less, you will be recognized by name or &filiation in each week's
issUe as an Associate.

To make a credit card contribution by e-mail (regions@iews.org) or fax (212-824-4149, Attn:
Saisha Grayson), please provide the following information:

Name:

Indtitutiond Affiliation:

E-mail Address

Credit Card (check one of the following)



__Visa__MasterCard __Discover __ American Express
Credit Card Number:

Expiration Date:

Credit Card Billing Address:

To make a contribution by bank transfer, please use the following information. Please notify us
by e-mail or fax of your transfer so that we can include your namein our lig.

Benefidary:  Inditute for EastWest Studies

Bank: The Chase Manhattan Bank; 825 UN Plaza; New York, NY 10017, USA
Acoount: 904-814475

Routing No.: 021000021

SWIFT: SW.I.F.T. BIC-CHASU33

CHIPS: CHIPS Participant #0002

To make a contribution by check, please make check payable to EastWest Indtitute and mail to:

EastWest Inditute

Attn: Saisha Grayson

700 Broadway, 2" Floor
New York, NY 10003 USA

For further information, please contact us at regions@iews.org

khkkkhkkkhkhhkkhkhkhkhkhkhhkhkhhhkhhkhkhhhhhkhhhkhhhkhhhkhkhkhkhkhhkkhkhhhkhhkhkhkhkkhkhkkhkhhkhkkkikkkkkx*x%

Copyright (c) 2001 EastWest Indtitute
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East\West I nstitute Mission Statement

EWI is an independent organization dedicated to enhancing stability and helping prevent conflicts,
including any possible new Cold Warsin the 21st Century. Our approach isamulticultura one.
We promote change and peaceful relations within and between states and peoples through:

-- Developing leaders

-- Serving asa ‘Think and Do’ Institution throughout Eurasia, Russia, and Central and
Eastern Europe

-- Bridging these regions with each other, Europe and North America

Since 1981, our core competencies include: Bringing together private, public and NGO forces to
help resolve or prevent conflicts; stimulating independent and cutting-edge thought; initiating

dia ogues with those who do not speak with one another; and promoting transparency, good
governance and integration with the International community. EWI is a va ues-based organization,



which promotes civil society and economic development. We place a premium on tolerance,
fairness, respect for cultural and religious identities, and individua rights and responsihilities.

Our priorities are centered on promoting effective responses to challenges posed by a changing
security environment; hel ping create accountable and effective public ingtitutions; and promoting
economic development and integration. EWI is independently funded and governed by an
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CIVIL SOCIETY

REGIONAL NGOS FORCE MILITARY TO ACCEPT ALTERNATIVE
SERVICE. For severa years dozens of nor-governmental organizations (NGOS) in
Moscow and the regions have waged a battle against military agencies to implement
Russians constitutional right to serve the country in civilian rather than military service.
Various drafts of the law on alternative service have circulated in the State Duma for
more than a year. The Civil Forum, held 21-22 November 2001, was a giant step forward
because it provided a platform for a face-to-face discussion between the Defense Ministry
leadership and prominent NGOs in Russia (see EM Russian Regional Report, 28
November 2001).

In January, however, the military lobby tried to force through its approach to
alternative service, forgetting about the compromi ses discussed at the Civil Forum
session. The Defense Ministry tried to win cabinet approval for its plans, knowing that
the government's position would be decisive for the State Duma. According to the
ministry's version of the bill, a person seeking tosubstitute military with civilian service
would have to demonstrate his convictions and then serve four years far from home in



military units similar to construction brigades.

However, the 30 January cabinet meeting rejected the ministry's approach Prime
Minister Mikhail Kasyanov and deputy prime ministers Ilya Klebanov and Vaentina
Matvienko were particularly critical. They pointed out that the Constitution does not
require one to prove his convictions to secure alternative service. They also argued that
there is no need for the service to be far from home, and no reason to prevent individuals
performing their service from continuing their studies. Emergencies Minister Sergel
Shoigu described the military's proposal as "something between military service and
serving hard time in a prison colony." (Izvestiya, 31 January)

Such direct government opposition to the military is rare. Most likely, these ministers
understand the intense social tensions surrounding the issue of consciption. Additionaly,
the government recognized the influence of the coalition "For a democratic aternative
civilian service" set up after the Civil Forum. On 12 February the State Duma held a
hearing on the proposal and on 14 February the government will again take up the issue.
It will hear representatives from the two regions farthest along in setting up aternative
civilian service: Nizhnii Novgorod and Perm. These hearings are atactical victory for the
NGO coalition, whose members hope that such prominent discussions of their concerns
will help shape the fina legidation.

Even before afederd law is passed, the Nizhnii Novgorod mayor is making
aternative service available at the municipal level. In Perm the Center for the support of
democratic youth initiatives, alocal NGO, helps young people who want alternative
service fight for their rights in court. Once the conscientious objectors have won the right
to opt out of military service, they work as volunteers in places like senior citizens
centers and shelters for homeless children. These and other experiments in other regions
demonstrated the theoretical significance of civilian service and its practical applications.
The government's actions to make such alternative service more widely available reflect
society's unhappiness with the militaristic solutions proposed by the Defense Ministry. -
Andrel Suslov in Perm

FISCAL FEDERALISM

STEPANOV SETSUP FEDERAL MONITORING AGENCY IN ALLIANCE
WITH BASHKORTOSTAN'SRAKHIMOV. Until recently, Sergei Stepashin's
Russian Audit Chamber, was the only federal "power" agency that did not have its own
branches in the Russian regions. This situation made it difficult for the federal
government to monitor the use of federal funds delegated as financial aid to the regions.
Without such oversight, rich donor regions were able to preserve a significant share of
financial independence. Now Stepashin is trying to impose greater transparency on how
the regions spend federal money. But he is doing so in a way that seems to share
considerable power with regional leaders like Bashkortostan's Murtaza Rakhimov, who
has a record of resisting federal intervention.

On 28 January, Stepashin invited the heads of the regional monitoring agenciesin the
Volga Federa District to Ufa and asked them to join the Association of Russian
Accounting Agencies, which he heads. This public-private organizational hybrid isan
institutional innovation that allows Stepashin to build an "unobtrusive hierarch of
auditing agencies" without spending significant resources to create new bureaucratic



structures in the Audit Chamber itself.

Stepashin began to redlize his plan at the beginning of 2001 when he set up branches
of the association in the Central and Siberian Federal Districts. In the Volga Federal
Didtrict, Stepashin chose to base his operations in Ufa and appointed Bashkortostani State
Monitoring Committee Petr Bobylev as the chairman of the federal district association.
Stepashin did not base the association in Nizhnii Novgorod, the capital of the Volga
Federa District, because he wanted to emphasize the informality of the new association.
Additionally, Stepashin has along relationship with Bashkortostan President Rakhimov,
whom he calls his friend. Rakhimov has long advocated strict state financial monitoring
over the activities of private enterprises in his republic and supports the creation of the
association. With his aly Bobylev at the head of the Volga branch, Rakhimov now might
gain the ability to monitor the financial activity of republican enterprises across Russia.

Stepashin claims that his association will make it possible for federal authorities to
know how regions are spending federal money. Naturaly, regional leaders do not want
federal inspectors watching over them, but without such monitoring they may not receive
federal financial aid. Therefore all the regions in the Volga Federal District sent
representatives to Ufa where each of them signed a declaration on joining the association.
Additionally, Bashkortostan announced that it is interested forming an all-Russian system
to monitor the use of budget funds. Through it, Rakhimov hopes to regain the ability to
monitor the financia activities of large and medium-sized businesses that have fled
Bashkortostan to other regions where the administrative pressure from the regional
leadership is less intense. - Igor Rabinovich in Ufa

PATTERNS OF REGIONAL DEVELOPMENT

EX-DEPUTY DENOUNCES SHAMANOV'S RELIANCE ON MUSCOVITES IN
ULYANOVSK. Ulyanovsk Governor Vladimir Shamanov, a former general known for
his vicious campaigns in Chechnya who won election as a Ulyanovsk's leader one year
ago, has effectively delegated management of the oblast to his advisors, according to
former Deputy Governor for Agricultural Issues Valentin Denisov, who spoke at a press
conference marking his exit from the administration. Denisov said that he decided to step
down because he "did not want to participate in processes that are illegdl, to say the
least.”

Denisov competed against Shamanov in the region's 2000 gubernatoria elections and
then became the only competitor whom Shamanov invited to join his administration.
Denisov said that he recognized last spring that the new administration was headed in the
wrong direction. He said that there are now two administrations in the oblast: "a formal
one that includes the deputy governors and an actua one made up of Shamanov's
advisors." Denisov charged that the "real governor is [Dmitrii] Piorunskii, and Shamanov
repesats what is put in his head."

Piorunskii, until recently the secretary of the Union of Cinematographers, does not

have an official position in the administration and is usually described as an unpaid
economic advisor to the governor. The well-known filmmaker Nikita Mikhailkov
recommended him to Shamanov. Now, Piorunskii has such extensive influence that
Shamanov does not sign any documents without his approval. Denisov said that part of
the reason he resigned was Piorunskii's ability to affect such awide range of decisions.



Denisov charged that Piorunskii's policies were leading to the destruction of the
region's agriculture. He claimed that the Piorunskii was forcing farmersto sell their crops
to food processing plants at unreasonably low prices. The plants work under the
jurisdiction of Deputy Governor Sergel Ilinskii, another Muscovite recommended by
Mikhailkov. Denisov expressed the hope that "sooner or later Shamanov would come to
his senses and get rid of these people.” - Sergel Gogin in Ulyanvosk

INTERVIEW WITH VYACHESLAV IGRUNOV

Vyachedav Igrunov is a State Duma member who recently terminated his active
involvement in the Yabloko party, though he formally remains a member of the party's
Duma faction. He recently spoke to RRR Correspondent Vasilii Filippov about President
Putin's federal reforms. Igrunov argues that Putin's management style may limit his
ability to deal with Russia's complex problems and that the Kremlin lacks the personnel
required to implement the kind of subtle policy required to push Russia forward.
Interestingly, Igrunov also lays out a case for allowing the Kremlin to appoint Russia's
governors. For a full transcript of the talk excerpted below, see this week's edition of the
Russian language Rossiiskii regionalnyi bulleten.

IGRUNOV: PUTIN LACKS PERSONNEL FOR A DIFFERENT POLICY

Vyachedlav Igrunov: When the country faces difficult challenges, a centralization of
power is effective; but it is not effective in the long term because all questions are
resolved very ssimply. Such simple decisions do not create [the political equivaent of] a
"biotsenoza," a biological term for a system where various organisms create specific
niches and interconnect with each other. The more complex the system, the more easlly it
is hurt. Nevertheless, in the long term, such a system is more likely to survive because it
is stable. The whole chain does not take the hit, but just one, or a few, links. The diversity
is aguarantee of a successful long-term strategy. This relates to any self-organizing
organism or system. ...

Now the key problem for the authorities is that they do not have access to the kind of
people capable of switching to a strategy of diversified management, based on many
points of support and using a variety of mechanisms to manage society. It is clear that
Putin has softened his relations to the regional leaders, but he cannot find people who
could conduct a different policy; he ssmply lacks a reserve of cadres. The regional
leaders, seeing that Putin is simply a normal, moderate leader, began to dip out from
under his "virtual boot" and started behaving badly.

Vasilii Filippov: They are no longer afraid?

Igrunov: No. The president's influence has gradually begun to fall. A phone call from the
Kremlin is no longer sufficient to solve any problem. Accordingly, Putin needs to have a
good staff for effective management. For example, in the case of Sakha President Mikhall
Nikolaev, the president should have acted to protect the constitution. Here it would have
been correct to act decisively. [In this case, Putin arranged for Nikolagv to become a
deputy speaker of the Federation Council, a powerful Moscow position, if he agreed not



to seek athird term as Sakha president.] But he should not act so decisively against socid
organizations. His actions at the Civil Forum were ingenious and he won praise from
[human rights activist] Ludmilla Alexeyeva. But in relation to Nikolaev he gave the
impression that he lacked sufficient will. That was not appropriate. ...

Filippov: Do you think Putin's reforms are smply being carried out spontaneously or are
part of awell thought out, long-term program?

Igrunov: | was not one of his advisors and cannot speak with ful certainty. But | know
the people who worked with him and think that there was a strategy. The concept was not
thought out in detail, but they believed that it was necessary to have a"Thermidor,” and
after that Napoleon would establish an authoritarian regime, which would last two
decades, during which a new president, like Pinochet, would implement democracy step
by step. Not everyone in the team supported the same point of view and there was not a
gtrict plan. This is good because we had a soft, velvet revolution, and the "Thermidor"
should be anaogous. But the main question is how long it should last.

Filippov: Who among Putin's advisers initiated the reforms?

Igrunov: Gleb Pavlovskii published the general line of the reform in the spring of 1999
and possibly heis the key figure in this Thermidor path. He might have been the one who
came up with the regionalization of the country. But that is only my guess.

| suggested creating administrative units, managed from several centers. For example,
agovernor-genera for a district would be located in Nizhnii Novgorod, a representative
of the Central Bank or another financial institution that controls financial flows would be
located in Kazan. The Ministry of Internal Affairs headquarters would be located in
Saratov. However, it is necessary not to create a quasi-state within these boundaries in
order to prevent regional separatism. ...

Filippov: Will the governor-generals gradually gain more power, especialy in the
economic sphere?

Igrunov: This could happen. Today this institution has not demonstrated its effectiveness.
But | am not a specialist in this sphere. | think that federalism in the form in which it
exists might not be fully effective.

| would prefer to have the governors appointed from Moscow, but their power should
be limited by local parliaments. The legidlatures should monitor tax collections, budget
expenditures, etc. The activity of the governors should be transparent for the region.

If the center appoints governors, the danger of separatism disappears. | do not think
that, in a country with low political culture, the population is qualified to elect an
adequate governor. The central authorities have a better sense of responsibility. Yeltsin

did not manage to deal with this. Now there is Putin. It would be useful to organize two
vectors of power in the regions. horizontal (the regional parliament with its oversight)
and vertical (central executive power).

Then the governor -generals would not be necessary. ... Fortunately, we have aready
lived through the greatest threat of separatism. The situation has stabilized. How long it



will stay stable | don't know, but the danger of aregiona division of Russia exists.
Economically, a developing China could take part of Russia, while the rest leans toward
Europe. Most likely, the state will not be divided along ethnic lines, although we cannot
forget that Muslims could make up half of the total population at the same time that the
state considers itself Orthodox. Therefore, there should be mechanisms for stitching the
country together.

SMALL BUSINESS

MORE PROBLEMSTHAN ACHIEVEMENTSIN KURSK. Small business owners
met with Kursk Oblast officids on 5 February to discuss the problems of small business
development in the region. The officias pointed out that over the last three years, the
contribution of small business to the gross regional product doubled, reaching 9 percent.
But this success is only relative. In Moscow, small business contributes 40 percent of
gross regiona product and in neighboring regions, the share is between 15 and 25
percent. Small business generates about one tenth of the income for the oblast budget.

Using the rare opportunity to share their opinion with the authorities, the businessmen
complained that the main problem they faced was inordinate administrative barriers.
Simply registering an enterprise or securing a license requires visits to dozens of offices,
each of which charges afee. Numerous inspectors from the fire department, tax police,
pension fund, and the sanitation service visit an enterprise and must sign off on its
activities. Rura entrepreneurs often have to travel great distances to file paperwork in the
oblast capital. There were also complaints about high taxes and official bribe-taking.

In response, Governor Aleksandr Mikhailov announced that the 2002 oblast budget
included 1.5 million rubles to cover interest payments on loans small businesses took
from Russian credit ingtitutions. The loans will support business activity in the region’s
priority areas of social and economic development. The oblast will also direct 15 percent
of its orders to small businesses. There were also promises to invest haf (!) of the oblast
budget in small business. However, since last year the oblast only invested in one of
2,520 investment proposals for 300,000 rubles ($10,000), there was considerable
skepticism that the situation would be different this year.

While the authorities constantly assert that they are creating favorable conditions for
small business, Kursk entrepreneurs with increasing frequency are throwing their licenses
on the table and registering their businesses in other oblasts. Conditions there must be
better. - Sergel Sarychev in Kursk

DIRECT FOREIGN INVESTMENT

PRIMORSKII FIRM RESOLVESDISPUTE WITH AMERICAN INVESTORS. At
the end of January, the Primorskii Krai grain processor Primorkhleboprodukt (PKhP)
settled atwo-year dispute with an American investor by agreeing to pay back a credit it
received in the mid-1990s. In 1996 the Washington State based Euro Asian Investment
Holding Inc. began to work with Primorkhleboprodukt, the largest Primorskii enterprise
for receiving, storing, and processing grain. In May 1997, the investor acquired 20
percent of the firm's stock. However, after the 1998 financial crisis and ruble devaluation,
the firm could not pay its stock and credit debts. In 1999 it renounced an agreement on



restructuring the debt and refused to release further financial information. As PKhP
fought with its creditors, its share of the local flour market shrunk from 60 percent to 25
percent.

However, at the end of January the foreign investors won an agreement to restructure
the debt over four years, according to the investors' representative Henry Bardon. Bardon
said that the investors made significant concessions because they recognized the
importance of the enterprise for the regional economy. The Americans noted that the
presidential representative in the Far East helped resolve the dispute, as did the American
consulate in Vladivostok and embassy by raising the issue at meetings with officials.

In order to develop the firm, the Americans appointed their representatives as PKhP's
commercia and financia directors. The firm is now actively seeking new credits,
including from Primorskii and Moscow banks. This year PKhP will prepare its accounts
according to both Russian and international standards. Additionally, the foreigners will
substantially increase their stock in the company, a step required to lift it out of crisis,
demonstrate the seriousness of the current investors, and attract new creditors. In the next
few years, PKhP hopes to turn itself into the Far East's largest integrated agricultural
concern, develop its grain production and processing capability, and produce more
animal feed. It also hopes to expand into other Far Eastern regions and increase its staff
from 1,500 to 5,000. In the next year, the firm hopes to quadruple its annual turnover to
$100 million.

Bardon said that the investors were expecting help from the krai administration given
the importance of the firm to the local economy and their desire to create new jobs and
pay taxes. - Irina Drobysheva

ADVERTISEMENTS
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brochures, flyers, calendars, user guides, media and marketing kits, books, and
newsl etters.

Adegi is able to print in English, Russian, and a variety of other languages. All
publications are printed in the New Y ork area and can be shipped anywhere in the world
viaa special mailing service.

Adegi also provides web site design services.
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Updated On-Line Handbook of Russian Regions

The EastWest Institute (EWI) and the editors of the Russian Regional Report are pleased
to announce that the updated version of our On-line Handbook of Russia's Regionsis
now available. The following regions have been updated through August 2001:
Primorskii Krai, Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kaliningrad,
Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russia’s 89 regions that include:

-- The governor's political and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Politics in the region

-- Relations with other regions

-- The role of business in the region

-- Investment in the region

-- Internet links in the region

-- Demographic, economic, and electoral statistics
-- Foreign economic cooperation

Our Perm profile is available as a free sample at
www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic institutions, and non-
profit organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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CENTER-PERIPHERY RELATIONS

TATARSTAN PREPARESTO AMEND CONSTITUTION. Under pressure from
Presdent Putin, Tatarstan is preparing to adopt amendments to its condtitution that will bring it
closer into line with Russian legidation. The Condgtitutional Commission creeted by the republic's
legidature in 2001 has completed its work after meeting four times. After aninitid sesson last
fal, it wrapped up itswork in aflurry of meetings this month (the meetings took place 28
September 2001, and 7, 8, and 11 February 2002). The commission prepared a set of draft
amendments to the current congtitution, which the republican legidature will consder & its
sesson beginning 28 February. Once the legidature approves the amendments preliminaily in
thelr firgt reading, the text of the amendments will be published for public discussion. The
amendments will be adopted no later than 1 July, and most likely in May.



Two conditions made it necessary to amend the condtitution. First, the republic's current
congtitution was adopted on 6 November 1992, a year before the Russan congtitution, and
therefore did not comply with it. Second, Putin's ingstence on creating a hierarchy of power and
his campaign to bring regiond laws into line with federal norms meant that the center could not
accept the obvious contradictions between the Russian and Tatarstani basic laws. The federa
authorities gpplied various types of pressure on the Tatarstani leadership to bring the republic's
legidation into line. During the summer and fall of 2001, the presidentid adminigration
conducted negotiations with the Tatarstani leadership on the wording of the amendments.
Presdent Putin participated in determining severd of the clausesin the last stage of the talk s.
The long process of reaching a compromise explains why Tatarstan greatly exceeded the 19
October 2001 deadline the federal government had given regions to bring their congtitutions and
legidation into line with federd norms. Maoscow only held such negotiations with Tatarstan,
telling the other regions smply to make the necessary changes.

The find product is a compromise between Kazan and Maoscow. The result isnot a
completely new condtitution, nor a rewritten verson of the congtitution, but severa changes and
additions to the existing republican condtitution. In describing the new text, the republican
leedership emphasizes that much of the draft basic law isanatura evolution of exiging parts of
the congtitution or a preservation of earlier wording.

The amendments to the condtitution fal into three groups. Firs, the Tatarstani leedership
sought to preserve the condtitution's declaration of the republic's sovereignty and definition of
the way this sovereignty isimplemented in practice. Also there is a statement that the power
sharing agreement signed by Russia and Tatarstan on 15 February 1994 remains a part of the
republic's legd system.

Second, Mascow sought to remove various clauses from the text, particularly declarations
that Tatarstan is subject to internationd law, assertions that the republic is associated with
Russia on the basis of atreaty, clams that republican laws are superior to federa lawsin the
republic, and severd norms dealing with dections.

Thethird group dedswith provisons of the congtitution which violated federad norms. For
example, federd law requires that the highest-ranking officia in aregion should heed the
supreme executive branch. In Tatarstan, therefore, the president should be the head of the
Cabinet of Minigters. However, the current draft places the prime minister at the top of the
cabinet. The parliament's upcoming debates will hammer out the find details of the document. -
Midkhat Faroukshin in Kazan

SMALL BUSINESS

Small business can serve as an engine of growth in a transitional economy and help
reduce the pain of the transition. Such businesses can fill in parts of the economy that
were not being serviced by the old system and can provide jobs for workers displaced
from the state sector. The OECD gives thisissue particular attention in its February 2002
survey of the Russian Federation (www.oecd.org). In a generally positive assessment of
Russia's economic trends over the last two years, the report highlights the small business
sector as one of particular concern.



The number of small businesses stopped growing in the mid-1990s. Russia had about
900,000 small businessesin 1994 and about the same number in 2000. These businesses
employed about 20 percent of the labor forcein 1994, but this figure dropped 16 percent
during the next six years. The actual state of the small business sector is hard to assess
because of problems collecting data about it and may be larger because of firms working
in the gray economy. However, Russia still does not compar e favorably to the devel oped
economies, where small businesses employ at least 40 percent of the work force.

The OECD found that one of the main problems Russian small businesses faceis the
ability of public officials in charge of inspections and licenses to extract bribes from
entrepreneurs. "Despite the well-intentioned changes in federal laws and regulations,
state officials, particularly at the regional and local levels of government, will continue to
possess various means for gaining leverage on small businesses for purposes of
extortion," the report notes. Only a reform of Russia's local governments and its methods
for distributing money between federal, regional, and local governments will address
these problems.

The articles below, representing a variety of regions, show that the situation in the
small business sector isindeed dire, with increasing signs of unrest among small
businessmen. The efforts of entrepreneurs to set up business associations to lobby for
improved business conditions provide the hope that they will spur necessary reforms
before strike actions become widespread.

TVER SMALL BUSINESSES GO ON STRIKE. On 14 February, agroup of Tver'ssmall
businessmen Ieft their gdls and mini-markets to gather in the city's Glory Square in protest
againg the introduction of aunified socid tax. Speakers at the demonstration expressed fears
about the uncertainty of the new tax since it is unclear what exactly is going to be taxed. At the
moment, dl thet is known is that busnessmen sdling goods that they make themsdves will pay
22.8 percent of the taxed sum. Businessmen who rely on hired help will pay 35.6 percent.
Overdl, the tax burden is expected to double or triple and many believe that these sums will be
unbearable (Veche Tveri, 15 February).

Many participants at the demonstration claimed that the only reasonable response to these
conditions is to work on the black market. In addition to blasting the federa authorities and the
idea of the new socid tax, the businessmen criticized locad public officids. Bureaucrats, they
charged, are growing rich on the money collected from the businessmen.

Reacting to the protest, Deputy Mayor Tatyana Y evdokimovatole Veche Tveri that she
sympathizes with the businessmen. Arguing that the mayor's office has been supportive of the
business community, she noted that it had not raised rentsin severd years. Additiondly, the city
government has held land fees stable for two years. Y evdokimova blamed the oblast and
federa authorities for making conditions worse for the small business community. The protesters
are now expecting a response from Moscow and the governor's office. - Boris Goubman in
Tver

ULYANOVSK SMALL BUSINESSES PROTEST CONDITIONS. On 19 February
about 150 Ulyanovsk smdl businessmen working in Ulyanovsk's markets picketed the mayor's



offices. Representatives from the Centra Market protested againgt increased rents that they
must now pay to work in the market. Sellers at the Zasviyazhskii Raion market were angry that
the congtruction of new housing and a shopping center on land currently occupied by their
market could cost them their jobs. The picketers sought to meet with members of the City
Duma, but none of the members appeared to hear the protesters concerns. The entrepreneurs
held their demondtration on the eve of avist to the region by Prime Minister Mikhall Kasyanov.

The city has raised the cost of renting floor space at the Centra Market for 6 months from 7
rubles a square meter to 300. Storage space will now cost 240 rubles per square meter. This
money will help the city generate the funds it desperately needs to pay its bills. Additiondly, the
market will charge 130-190 rubles a square meter for utilities. The busnessmen clam that these
price hikes, combined with the imputed income tax and the socid tax they aso must pay, mean
that their expenditures will greetly exceed their income. No advance warning was provided for
the rent increase, and many businessmen smply received a bill for how much they must pay for
July-December 2001 at the end of the year. Collectively, the businessmen now owe more than
100,000 rubles, a debt they refuse to acknowledge, and have filed suit with the arbitration
court.

In the case of the Zasviyazhskii market, the land was transferred to the Universastroi
company, which intends to build a modern shopping center on the Ste of the current market.
The Ulyanovsk city authorities claim that each of the sellers will receive accessto gpacein the
new center once congtruction is complete and suggested that the 350 businessmen who now
work in the market should contribute to the construction process in exchange for a share of the
new enterprise. However, the Universastroi leadership refuses to set up ajoint stock company
that could issue shares to the businessmen, who say that only the creation of such a company
would protect their property rights.

City Duma Deputy Vasilii Gvozdev bdievesthat the new higher rents are redidtic. "Any
businessman who is unhappy with the rent can rip up his contract and another person will take
hisplace," hesad.

Mo of the deputiesin the city council come from the public sector and do not identify with
the problems of the businessmen. Anatolii Saga, the leader of the "Entrepreneurs for ther rights'
organization, charges that they tend to view businessmen not as workers, but as " speculators,”
just as public officias did during the Soviet era. He warned that if the authorities did not improve
conditions for businessmen, they would go on strike. - Sergel Gogin in Ulyanovsk

SMALL BUSINESSESUNITE IN KOMI. On 9 February about 100 owners of kiosks,
smdl stores and private firms established Perspektiva, an organization of entrepreneursto
develop smal business in the Komi Republic. The chief organizer of the new associion is
Vladimir Zharikov, amember of the Syktyvkar city council.

Zharikov charged that for the last 10 years the authorities have not provided any aid to small
business. Therefore entrepreneurs had to unite to lobby ther interests. The main gods of the
new organizetion are to influence legidation affecting smal businesses and work as partners with
the authorities to improve business conditions, including Sgning a tresty on thistopic with the
republican government. The organization will dso provide legd and informationa aid to locd
entrepreneurs (Ekspress-nedelya, 14-20 February).



Recently elected Komi President Vladimir Torlopov has declared that he intends to abolish
the current bureaucracy that is supposed to ded with small business and replace it with real ad
to this sector. Toward that end, he diminated the Committee to Support Entrepreneurship from
the republican government. However, there will be a specid department dedling with smal
businessin the newly created Ministry for Economic Development. Of course, creeting good
conditions for businessmen is much more important than setting up a new State office, but dso
much more complicated. - Yurii Shabaev in Syktyvkar

MAYORSv. GOVERNORS

WITH POLTAVCHENKO, MAYORS CREATE ASSOCIATION IN CENTRAL
DISTRICT. At a 15 February mesting in Kursk, the mayors of the 18 Central Federd Didtrict
capital cities voted to create an Association of Central Federd Didtrict Cities. Only Moscow
Mayor Y urii Luzhkov, who was not present, and the Tver mayor did not support the proposdl.
Presdentid Representative to the Centrd Federd Didtrict Georgii Poltavchenko initiated the
ideaand is expected to participate in the association's formd founding in a month. However, he
sent two assgants, Aleksandr Gromov and Anton Fedorov, to this organizational meeting.

Working so closdy with the mayorsis anew step for the seven presidentia representetives.
Until now, they have focused on the governors, who are members of the federa district
councils. These councils meet regularly in each of Russas seven federd digtricts and are
consdered important components of the power hierarchy President Putin is establishing.

Now, the federa government is seeking to increase its influence over the cities. In the padt,
locd officids generdly approached the federa government (and federd didtricts) through
regiond intermediaries. Now the Situation is changing and the presidentid representatives will
dedl with the mayors directly. This new reationship should give the mayors new strength in their
frequent confrontations with the governors.

The governors view Putin's "hierarchy of power” (vertikal vliasti) asrunning from the federa
level, to the federd didtrict, to the region, to the municipdities. The formation of the new
association will reduce gubernatorid influence at the locd level. According to the new model
discussad in Kursk, the federd digtricts will now influence the regions working through the
governors, mayors, and federal ministries with representatives in the regions.

The governors are naturally unhappy about this new arrangement, as one can surmise from
the behavior of Kursk Governor Aleksandr Mikhailov. At the meeting, he read a short speech,
focused on strengthening the hierarchy of power, and left. Luzhkov's absence also was an
important indicator. Therise of the association suggests that the federd government's effortsto
limit the power of the governorsis continuing.

However, Gromov said that no attempt is being made to set the governors and mayors
againg each other. "The oblasts will be the main subject of our work, but we will not forget the
cities" he said. More than haf the population of the Centrd Federd Didtrict livesin the regiond
capitd cities.

Poltavchenko's assstants explained the rationale for the association by pointing out that the
big cities face many common problems and it will be easer to solve them working together.
These problems usualy amount to difficulty meeting local budgets, securing funds from the



oblast government, implementing housing reform, and working with the eectricity and gas
monopolies. The city of Kursk istypical. It gives two-thirds of its overdl tax collectionsto the
oblast and federd budgets and only gets back half of what it needs for its own expenses. The
tax collectors do not do as good ajob collecting taxes designated for the local level asthey do
with federd and oblast taxes. According to the representative of the Tax Collections Ministry,
the collection rate for federal taxesincreased 2.5 times, while municipa tax collections went up
only 11 percent in 2001 (Kurskaya Pravda, 29 January). Only about half of municipa taxes
are collected. Therefore the city has difficulty paying its police, teachers, and doctors; periodic
blackouts shut down or darken city offices, public transportation, and residences, and al must
pay higher feesfor municipd services The association will look for solutions to these problems.

Many of the meeting participants pointed out that other parts of Russa have dready set up
smilar associaions with little impact on loca problems. Such an approach has aso been tried in
central Russa. The dready exigting Associaion of Citiesin the Centra- Black Earth Region has
smilar gods as the new organization, but was set up by the mayors without direct federd
participation. Fedorov said that the new organization would not work with the existing ore
(Kursk TV, 15 February). In rgjecting such cooperation, he sought to distinguish between the
two organizations, claming that the new one would emphasize economic rather than politica
gods. - Sergel Sarychev in Kursk

LOCAL GOVERNMENT

PRIMORSKII GOVERNOR REFUSESTO COVER NAKHODKA'SDEBTS.On 11
February, Nakhodka became the first Russian city in which court bailiffs arrived to draw up a
list of city property that could possibly be auctioned to pay municipa debts. The bailiffs arrived
after Primorskii Krai Governor Sergel Darkin, in office for ayear, refused to cover the city's
debts even though they had been guaranteed by former Governor Y evgenii Nazdratnko's
adminigtration. Nakhodka amassed the debts during the winter of 1999-2000 in order to buy
hegting fuel.

As subsequently became clear, the city lost an arbitration court case to the Alfa-Eko-M
company, which had provided the fuel two years ago. The company sought a payment of 200
million rublesfor the fue it had ddlivered.

Offidalsin the mayor's office blamed the crisis on the new governor, charging that Darkin
did not want to cover the debts of his predecessor. Nakhodka Mayor Viktor Gnezdilov said
that he would apped the court decison. He also pointed out that dl of the city' s property
combined would not amount to one tenth of the debt, so it was pointlessto sl it off. If the court
officers took possession of the city's assets, it would be impossible to govern the city, he noted.

Gnezdilov has long been Nakhodka's mayor, but the economic Stuation in the city has not
improved during his tenure. Under Nazdratenko, the city received large subsdies from the krai
adminigration. However, First Deputy Governor Aleksandr Kostenko charged that the
guarantee provided by the previous administration was made in violaion of the law. Alfa-Eko-
M clearly expected the governor to pay off the debt. Now, neither the procurator nor the court
iswilling to accept the commitment as valid. Thisfinding saved the kral budget and served asa
lesson to dl mayors who had been counting on the krai to pay off their debts. Gnezdilov may



lose hisjob as aresult of the scandal. Kostenko said that his main task now was to find out
what happened to the money that was supposed to be used to pay for the fud. - Andrel
Kdachinskii in Vladivostok

PRESIDENTIAL REPRESENTATIVES

PULIKOVSKII WRITING BOOK ON NORTH KOREAN PRESIDENT, RUSSIA.
Presidential Representative to the Far East Kongtantin Pulikovskii returned from North Korea
on 12 February, after atrip in which he discussed the development of ties between Russaand
one of the countriesthat Presdent Bush hasincluded in his"axis of evil." Many were interested
to hear PulikovsKii's impressions of North Korean leader Kim Jong 11, the head of one of the
most secretive countries in the world. During the summer of 2001, Pulikovskii accompanied
Kim on a24-day train trip that took the Korean leader across Siberia and the Urals to Moscow
and back.

During that trip, Pulikovskii spent 2-3 hours each day with Kim while Foreign Ministry
officids took notes. He found the notes very interesting and has decided to awrite a book
about his conversations and impressions of the leader. The book will dso be about Russia,
including discussions of many of the governorsin Pulikovskii's Far Eastern Federa Didtrict and
Siberia. While they were traveling through Primorskii Krai, Kim described how he shared a 16
February birthday with former Governor Y evgenii Nazdratenko and recaled various meetings
with him. Pulikovskii explained why Nazddratenko had to resign. Pulikovskii also discussed
Khabarovsk Governor Viktor 1shaev, describing him as a strong governor, and, while passng
through Krasnoyarsk, talked about Governor Aleksandr Lebed, Chechnya, the Khasavyurt
agreement that ended the first Chechen war, and about how he had fought in the Caucasus.

In writing the book, Pulikovskii will have the help of two journdists, Leonid Vinogradov and
Olga Maltsev. Pulikovskii said that he had written about 100 pages at the end of |ast year,
working on the book every evening. Vinogradov proposed the idea to Pulikovskii out of the
blue at the end of Kim's summer trip, and Pulikovskii responded that he would write the book if
Vinogradov helped him. Quickly after that meeting, which Vinogradov did not take serioudy,
Vinogradov received a request to help Pulikovskii write the book.

The book will include about 40 different chapters addressing a variety of themes. It will pay
consderable attention to Kim's day-to-day life during histrip. Pulikovskii and Vinogradov had
discussed publishing four of the chapters in newspapers to generate reeder interest, but then
decided not to reved anything before the book is published. Pulikovskii will include materia
from histrip to North Koreaiin the book. He said that it will have considerable information on
Kim'sinner cirdle of advisors. - Oleg Zhunusov in Vladivostok

CHURCH AND STATE

POPE UPGRADES CATHOLIC PRESENCE IN SARATOV, ANGERING
ORTHODOX. When Pope John Paul 11 announced on 11 February that he was going to
establish four bishopricsin the Russian cities of Moscow, Novosbirsk, Saratov, and Irkutsk,
Saratov became one of the main points of confrontation between Catholicism and Orthodoxy .



Observersin Russa believe that the pope is setting up apardld Catholic Church structure in
lands that are traditionaly Orthodox in order to increase the number of Catholicsin Russa The
leadership of the Russian Orthodox Church in Moscow has sharply denounced the pope's
decision. Caholic spokesmen have tried to put the best light on the popéesinitiative, claming
that it is an attempt to improve didogue and cooperation with the Russian Orthodox Church.

Father Michael, who has served three yearsin Saratov's Holy Clementine Church, has
sought to deflect criticism and avoid conflict, suggesting that the Vatican had acted hadtily.
According to the inter-church principles of "canonicd territory,” there cannot be two bishopsin
one city. Father Micheel said that his bishopric will not be associated with the city of Saratov,
ingeed it will be caled the bishopric of the parish of Holy Clementine. While the church leaders
in Moscow spoke out against the pope's move, Saratov's Orthodox clergy remained silent.

On 14 February, Saratov Governor Dmitrii Ayatskov said that he opposed upgrading the
Catholic Church in Saratov. He said that there were only 300-400 Catholic churchgoersinthe
region and that they did not have a mgor impact on Saratov's religious life. While saying that he
respected dl religions, Ayatskov professed specia respect for Orthodoxy and said that he was
concerned that it was losing ground within Russa. He announced that he was "even more
concerned” about the opening of the Catholic bishopric in Saratov. He stressed the need to
include rdligious studies in schools to help "Orthodoxy stand on its feet” and keep "the sectarians
from opening officesin our region.” He called for uniting the efforts of the church and state in this
misson.

In the past, Ayatskov has frequently denounced foreign missionaries working in Saratov.
Under pressure from society and the press, the regiond legidature passed alaw grictly limiting
the activity of foreign rdligious organizations two years ago.

Mot citizens are indifferent to the agppearance of the Catholic bishopric. Despite the work of
various missonaries in the oblast, 95 percent of the population clams not to have areligion. -
Aleksandr Nesterov in Saratov

ADVERTISEMENTS
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High Quality English and Russan Printing Services Available

Adegi Printing & Graphics (www.adegi.com) printsal kinds of publications, induding
brochures, flyers, caendars, user guides, media and marketing kits, books, and newdetters.

Adegi isableto print in English, Russan, and avariety of other languages. All publications are
printed in the New Y ork area and can be shipped anywhere in the world viaa specia mailing
sarvice.

Adegi dso provides web Site design services.



For aprice quote or help on your next project, please contact Y uri Pazelsky at
http://yp@adegi.com. Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiond Report.
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Updated On Line Handbook of Russian Regions

The EastWest Ingtitute (EWI) and the editors of the Russian Regiona Report are pleased to
announce that the updated version of our Ontline Handbook of Russias Regionsis now
avalable. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kainingrad, Khabarovsk, Samara, Saratov,
Novosihbirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russas 89 regions that include:

-- The governor's politica and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Reations with other regions

-- Therdle of busnessin the region

-- Investment in the region

-- Internet linksin the region

-- Demographic, economic, and eectord gatistics
-- Foreign economic cooperation

Our Perm profileis available as afree sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingditutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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PREPARING FOR THE 2003 AND 2004 ELECTIONS

REGIONAL ASPECTS OF PUTIN'S SOCIAL POLICY. As Russias voters look to
the December 2003 parliamentary elections and the April 2004 presidential elections, one
of President Putin's top prioritiesis supporting and developing Russia’s social sphere. His
ability to address the economic needs of the population will have a powerful impact on
the outcome of the upcoming votes.

There are several warning signs that Russia is facing economic difficulty in the
near future: higher inflation, slowing economic growth, conflict between the country's
energy suppliers and consumers, increasing wage arrears for public sector employees,
and a growing number of social protests. In response, the authorities have announced a
number of populist policies and promised to Slow the pace of reform in order to reduce its



initial adverse consequences for the population. Most importantly, the federal authorities
have promised to increase salaries while paying off all debts to public sector workers and
have postponed plans to force the population to pay all of the costs for their housing and
municipal services.

On 1 December 2001, Putin raised public sector salaries 89 percent, but not all
civil servants are receiving this new pay. Most of the money must come from regiona
and local budgets, which smply do not have sufficient funds. Only 40 of 89 regions
managed to find the money to pay the higher salaries by the beginning of February. Many
of the regions that did make the payments now face growing budget deficits. Moreover,
in severd regions (Kareliya, Khakasiya, Chukotka, Kostroma, Ulyanovsk, and
Kemerovo), salaries now make up 70 percent of the regional budget. In January overall
wage arrears rose by 3 hillion rubles, reaching a level of 33 billion rubles. Under the
newly adopted Labor Code, an employer's failure to pay salaries makes him liable to fees
and many trade unions have announced that they are on the verge of striking.

Putin ordered the government to take immediate action and it promised to transfer
1.6 billion rubles to the regions and lend them an additiona 1.6 billion rubles during the
month of February. Indoing so, the federal authorities stressed that there have been no
federal wage arrears for several years and blamed the current wage arrears problem on
regional governments. The federal authorities can benefit from the current situation by
making surethat the first regions to receive aid are ones loya to the Kremlin. The
regions, in turn, place blame for the current problems on the federal government,
charging that the federal authorities increased salaries without providing the money to
pay for such raises.

The federal government can also secure shortterm political benefit from slowing
the pace of housing sector reform, which is unpopular among the population and the
regiona authorities used to the artificially low prices of the past. Nevertheless, even
though the reform is moving forward at a dower pace, it is still proceeding.

In the long run, the housing reform campaign will help the federal government
limit the power of Russias governors. Currently, the regiona authorities control most of
the housing and municipal service sector and federal aid to this sector is directed through
them. The essence of the reform is to make people pay for the services they use, while
providing aid to families whose income is not high enough to meet these new expenses.
The impact of this reform would be to redirect large flows of money away from the
regiona authorities to subsidizing the population directly. Under a new system now being
developed on an experimental basis, the federal government would transfer creditsto
individual housing accounts directly. Individuals would only be able to use these credits
to cover the cost of their municipal expenses. Federal subsidies to the housing sector in
2002 are projected to amount to 130 billion rubles. Switching to the new system would
take this money from the direct control of the regional authorities, weakening their ability
to use it for other purposes, and place it in the hands of the population, who might then be
more positively disposed to housing reform.

Thus, Moscow is now trying to exert much greater control over how budget
money is actually spent in the regions in an attempt to improve overall socia conditions.
These efforts fit in with the Kremlin's goals of winning the upcoming elections and
limiting the power of the governors. - Pavel Isaev in Moscow



RUSSIA'S LEGAL SYSTEM

JUDICIAL REFORM FACES SERIOUS OBSTACLESIN THE REGIONS.
Understaffed regional courts, inadequate office space, and too few justices of the peace
are some of the main obstacles hindering judicial reform in the Komi Republic, Oleg
Markov, the deputy chairman of the Komi Supreme Court, told the annual conference of
Komi judges on 21 February. At the root of these problems is insufficient federal
financing to carry out judicial reform in the regions even though the federal government
pledged a record 45 hillion rubles over the next five years to revamp the Russian judicia
system.

The lack of resources may block the implementation of the new Criminal
Procedure Code (CPC), which requires the introduction of jury trials for serious violent
crimesin al Russian regions by 1 January 2003. The 2002 federal budget earmarks 111
million rubles for this purpose. Markov complained that the federal government did not
allocate any funds to renovate and expand small courtrooms so they could house 12
member juries.

Komi Supreme Court Chairman Vyacheslav Shishkin announced that the list of
potential jury members for the republic would be ready by mid-2002. For 2003, most
jurors will be former people's assessors (narodnye zasedateli), rather than ordinary
citizens, to meet the federal government's quickly approaching deadline to start jury
trials. During the Soviet era, the people's assessors were supposed to represent the public
in the courts. They were elected at general meetings of factories or apartment buildings
and served for aterm of 2.5 years. They were full participating members of the bench
with the right to call and question witnesses, examine evidence, and set punishment. They
voted with the judge in closed chambers and tended to defer to the judge's opinion.
However, in some cases, the two assessors outvoted the judge. Since the assessors are
already familiar with courtroom procedures and will be ready to serve quickly, judges
hope that their verdicts will have fewer chances of being overturned by a higher court.

According to Russian law, any citizen older than 25 who voted in last federal
elections and has no criminal convictions can sit on a jury. Among those excluded from
thelist, however, are government officials, priests, law-enforcement officers, and citizens
with debilitating health problems. According to federa law, governors must compile and
publish annual lists of jurors picked from the voters' lists at random. It remains unclear if
Komi will rely on peopl€e's assessors or tap into a broader range of citizens as jurorsin
2004 and subsequent years. For 2003, Shishkin declined to specify the total number of
individuals making up the jury pool because it was unclear how much money the Komi
judiciary would actually receive from the federal budget to set up the juries. The federa
law sets the juror's pay as two-thirds the salary of afedera judge.

A CPC provision requiring that 3 judge panels hear serious cases will be difficult
to implement because of understaffed and overloaded courts. According to Markov, 450
regiona courts across Russia, including four located in the Komi Republic, have only
two judges and will not be able to hear such cases. Although the average Komi judge
hears 432 cases per year (492 is the average for Russia as a whole), severa judgesin
three Komi courts hear more than 1,000 cases a year, according to Mikhail Agranovich,
the deputy chairman of the Komi Supreme Court.



Despite these difficulties, the federal budget does not alocate money for hiring
additional federal judges or justices of the peace. These justices reduced the court load
for regular judges in Komi in 2001 by hearing 16 percent of the republic's crimina cases
and 36 percent of its civil cases. Inaddition to ruling on minor civil cases and petty
crimes, the justices will now hear administrative cases, a change that is expected to
increase their workload considerably. According to Markov, Komi Republic needs 80
justices of peace, but federa money will cover only 52 justices. (Overal, the Russian
budget alocated 163 million rubles in 2002 to support the existing justices of the peace
across the country.) Currently, there are only 43 justices of the peace working in Komi
Republic, and higher courts rarely overturn their decisions. However, Markov cautioned
that a greatly expanded caseload could threaten the justices ability to maintain such a
successful record.- Alexel Trochev (University of Toronto)

CORRUPTION

NIZHNII NOVGOROD CONFERENCE EXAMINES REGIONAL
CORRUPTION. Local academics, visiting experts, politicians, and concerned citizens
gathered in the Nizhnii Novgorod Kremlin on 14 February for the Second Nizhnii
Novgorod Anticorruption Hearings. Much of the discussion at the forum focused on how
best to define corruption, and hence what fell within the scope of the hearings. Indeed,
one audience member demanded early on that a common definition of corruption be
settled upon, with all speakers agreeing to direct their attention only to the phenomena
thus captured. In response, Andrei Makarychev of the Nizhnii Novgorod Linguistics
University stated that he viewed corruption as involving a) resources, b) interest, and c)
damage to some party. But other speakers chose different definitions. Boris Demidov,
from the Moscow office of Transparency International (T1), suggested that corruption be
viewed as the use of public office for private gain, an approach widely adopted in the
academic literature on corruption.

In turn, Vladimir Rimskii of the Moscow-based think tank INDEM proposed that
corruption be considered any activity that distorted the democratic process, whether legal
or illega. By that definition, Rimskii suggested, Russian regiona politics was growing
more corrupt, as business tightened its hold on local governments. Alla Bystrova of the
St. Petersburg branch of the Russian Academy of Sciences Institute of Sociology stressed
the regional variation in corruption in Russia. According to officia statistics on corrupt
acts, Bystrova reported, the Central Black Earth region is the most corrupt area of
country, while the Central region is the least. Offering some hope that analysts will soon
have another tool available to compare Russia's regions, Demidov reported that
Transparency International was in the process of developing a " Corruption Perceptions
Index" for Russias regions along the lines of that employed by TI to compare corruption
across countries (http://www.transparency.org.ru/).

Although Dmitrii Bednyakov, chairman of the oblast legidature, participated in
the discussion, the organizers did not reach as many politicians as they had hoped. In
order to better inform policy makers about the issues discussed at the conference,
Makarychev announced that copies of his report on corruption in the Volga Federa
District would be made available to all interested readers once it is published in the
spring. (To obtain a copy of this report, please contact Makarychev at



nnd10123@nnov.sitek.net.) The conference was cosponsored by the Nizhnii-based
Center for Socioeconomic Expertise, the Nizhnii Novgorod Obshchestvennaya palata,
and the Eurasia Foundation. This meeting continued a discussion started at a similar
event held in May 2000. - Scott Gehlbach in Nizhnii Novgorod

LOCAL GOVERNMENT

PUTIN FACES DIFFICULT TASKSIN REFORMING LOCAL GOVERNMENT.
After paying little attention to local government issues during the first part of his tenure,
President Putin is making this issue one of his top priorities for 2002. Currently, a
presidential commission headed by Deputy President Chief of Staff Dmitrii Kozak is
examining how best to divide responsibilities between the federal, regional, and loca
governments and is expected to issue a report by 1 July. Russian mayors believe that new
policies are necessary immediately. "If the tendencies of the last two years continue..., it
will lead to the collapse of Russids cities,” Tomsk Mayor Aleksandr Makarov told
Nezavisimaya gazeta (11 February).

Mayors are responsible for basic aspects of life for the average Russian, including
roads, personal security, housing, heating, healthcare, schools, and public transportation.
In 2001, local governments devoted 70 percent of their expenditures to housing,
education, and health care (Bank of Finland, 22 February).

The federal budget reforms of the last two years have effectively transferred
money from the local to the federal levels and put the squeeze on local governments. As
Perm Mayor Arkadii Kamenev complained, the federal government is taking more from
the regions, which, in turn, extract greater resources from local governments
(Nezavis maya gazeta, 28 January).

In its February 2002 report on the Russian economy, the OECD acknowledges
this trend, pointing out, however, that some centralization of funds is necessary for a
comprehensive reform of the fiscal federalist system (http://www.oecd.org). However,
the organization stresses that the Russian government has not fully implemented such a
program: it has centralized control over resources without developing genuine sub-
national budgetary autonomy. The report argues that regional and local officials need to
have greater taxation authority so that they will feel more incentives to develop their local
economies and thereby generate the revenue they need to provide necessary public
services. The current system does not provide such incentives.

Today local governments are struggling to meet their needs. In many cases they
are required to provide services, but are not given the necessary resources to do so. In
December 2001 the federal government raised public sector salaries by 89 percent (a
burden of 120 to 150 hillion rubles or 1.5 percent of GDP) without providing the funding
to cover such raises completely. Additionally, the federal government hopes that Russian
citizens will pay for alarger share of their housing and municipa service costs by the end
of 2002. But the federa authorities have not provided sufficient funds to support poor
families who cannot afford these higher charges, and the burden of doing so will
inevitably fall on local governments. In another example, the federal government pays the
salaries of police officers, but local governments are expected to provide offices,
apartments, and municipal services. There is no money in the local budget for these



expenses and the federal government does not provide compensation (Nezavisimaya
gazeta, 11 Decembey).

In recent years, the tax system has changed so frequently that it is extremely
difficult for local governments to estimate their revenues. Local officials complain that
the federal government now takes 100 percent of the revenue generated by the value
added tax (VAT), with none set aside for sub-national governments, as had been the case
in the past. Thistax is one of the easiest to collect and a reliable source of income. In
place of their share of the VAT, sub-national governments were assigned taxes that are
much more difficult to collect and therefore do not provide a secure source of income.
Such areform could make sense because it follows the principle of "one tax-one budget,”
and could give each level of government areliable source of income and ensure greater
regiona autonomy. But for this reform to work correctly, it will be necessary to ensure
the full collection of local taxes so that local governments have enough resources to meet
their needs.

Another key problem for local governments is that they are often at the mercy of
the governor who controls their region. In many of Russias 21 republics, the republican
president ssimply appointed local officials, violating federal laws that required elections.
The federal government has tried to end this practice and has taken steps to force
republics to hold local government elections. Tatarstan is expected to hold its first local
elections in March (see EWM Russian Regional Report 5 December 2001). And
Ingushetiya will be the last region to do so, with elections set for 26 May.

As the federal government fights for greater democracy in the republics, some
oblast governors are reducing the level of democracy in their regions. In 2001 Orenburg
Governor Aleksel Chernyshev signed an oblast law that required mayors in the region to
be elected by members of local councils at the recommendation of the governor (Ekspert,
17 December 2001). The governar has a much easier time controlling such elections than
he would mayoral elections in which the population can chose its mayor directly. The
governor's ability to select his own mayors increases his capacity to rule the region
unchecked by other elected dfficials who may oppose his policies. Additionally,
Chernyshev won loca approval for mayors to serve simultaneoudly in the oblast
legidlature, further consolidating his power by giving him effective control over the
regional legidative branch.

Chernyshev's moves are not only undemocratic, they violate federal norms. In a
case concerning Tatarstan, the Russian Constitutional Court determined that mayors
cannot sit in the regional legisature because an individual serving in both capacities
violates the separation of power between the executive and legidlatives branches.

Mayors aso face problems when Russia's big businesses buy up local factories as
part of their expanding empires. In Irkutsk Oblast, Russia's big business took over the key
factories in company towns like Bratsk, Ust-1limsk, Angarsk, Usole-Sibirskoe, and
Sayansk. In those cities, the corporations are keenly interested in electing their
representatives as mayors in the elections set for this spring (Nezavisimaya gazeta, 24
January).

Putting corporate spokesmen in office would protect the companies from the kind
of criticism they receive now. After Russian Aluminum bought the Bratsk Aluminum
Factory, Bratsk Mayor Aleksandr Petrunko complained that the firm had taken several
actions that harmed the city, including cutting salaries despite increased output at the



factory, ignoring environmental concerns in drawing up plans for refurbishing the
factory, and cutting tax payments by 70 million rubles a month during 2001. Petrunko
also accused Russian Aluminum of reneging on a pledge to move 700 residents from the
village of Chekanovskii, located in an area directly affected by the plant's pollution, to a
site with a cleaner environment (Teleinform, 30 January). - Robert Orttung (with reports
from Teleinform)

CENTER-PERIPHERY RELATIONS

ENVOYS SET UP REGIONAL BODIES OF FEDERAL OFFICIALS. On20
February Belgorod Oblast became one of the last regions in the Central Federa District
to set up a collegium of federal officials working in the region. First Deputy Presidential
Representative to the Central Federal District Anton Fedorov chaired the meeting, which
adopted a plan for the first half of the year. The leaders of all federa bodies working in
the oblast automatically became members of the body, including representatives of the
Ministry of Internal Affairs, judiciary, procurator's office, treasury, customs service, tax
inspectorate, and others. The collegium, subordinate to the federal authorities, will
coordinate the activities of the 46 federal agenciesin theregion

(http://beladm.bel .ru/terrorg.html). Similar bodies have already been set up in most
regions of the Central Federa District.

Belgorod Governor Yevgenii Savchenko said that he welcomed the new body,
which would help the federal government carry out a coherent policy in the regions.
Savchenko noted that he had good relations with federa officials working in the region,
making it possible to implement joint programs aimed at improving living conditions.

Fedorov will serve as the chairman of the new body. He said that he was
favorably disposed toward Belgorod and was looking forward to spending more time
there. Until now, Fedorov was the key member of Presidential Representative Georgii
Poltavchenko's staff dealing with Belgorod and the formation of the body ingtitutionalizes
this post. When Fedorov cannot attend meetings of the new body, Chief Federa Inspector
for Belgorod Nikolai Shatokhin will chair the sessions. - Sergel Sarychev in Kursk

FEDERAL OFFICIALS SEEK TO BRING PETERSBURG ECONOMIC
POLICIESIN LINE WITH FEDERAL NORMS. Federa officials are working to
bring St. Petersburg's policies on taxing small businesses and setting up free economic
zones in line with federal law. As of 1 February federal law sets the maximum allowable
tax on imputed income, one of the main taxes charged to small businesses, at 15 percent.
The city of St. Petersburg had set this tax at 20 percent, and neither Governor Vladimir
Y akovlev nor the city council has taken action to reduce the tax rate. Now the St.
Petersburg procurator is trying to force change. However, until city legidation is
officially amended, businesses face conflicting laws. Most will likely follow the federal
law since it has priority and offers a lower rate. The city had expected toreceive 540
million rubles from this tax in 2002.

This case illustrates one of the key problems facing local governments: the federa
government sets their tax rates, making it difficult for them to predict their actual
revenue.



In asmilar case, the office of the North-West Federal District branch of the
Russian Procurator Genera has filed suit in federal court questioning the legitimacy of all
St. Petersburg laws creating special economic zones. If the court sides with the
procurator, it will eliminate all four such zones currently in St. Petersburg. The city is
also working on setting up a fifth zone around the Pulkovo airport. The procurator
charged that the zones violate federal tax and civil code legislation, which forbids
offering tax benefits to specific companies or individuals. Such zones have already been
eliminated in other regions.

The city administration claims that federal law alows it to provide property and
profit tax breaks. It argues that income from other taxes makes up for revenue lost from
such concessions. Additionally, city officials assert that the free economic zone status has
stimulated business. For example, the free economic zone at the I1zhora Factory allowed it
to refurbish its metallurgy division and win a large contract to build nuclear reactors,
according to Sergei Odokienko, aformer administration official who oversaw the zones. -
Marina Makovain St. Petersburg

BANKING REFORM

ONLY SARATOV'SLARGE BANKSTO SURVIVE SHAKE OUT. The number of
banks in Saratov Oblast could shrink by two thirds by 2007, when the Central Bank
requires all banks to have a minimum of 5 million euros in capita. This reform will help
bring Russia's banking system up to world standards, according to Y urii Zelenskii, the
head of the Russian Central Bank's Saratov Department. It is also a necessary step if the
Russian government wants to provide reliable deposit insurance for accounts in Russian
banks.

Currently, there are 19 commercia banks active in Saratov, 15 branches of banks
from other regions, a branch of the Russian Savings Bank (Sberbank) with an extensive
network of offices, and one non-bank credit institution (Avtodor). Of these, only three
had more than 5 million euros at the beginning of 2002: Ekonombank, Ekspress-Volga,
and the Saratov Commercial Bank. Three additional banks seem likely to grow
sufficiently over the next five years to survive. Zelenskii warned the owners and
managers of the other banks in the region that they needed to join forces with other banks
or face closure. - Aleksandr Nesterov in Saratov

HOUSING MARKET

MORTGAGESNOT AVAILABLE IN PRIMORSKII KRAI. In 1999, the Russian
government included Primorskii Krai in the list of eleven regions that would be among
the first to offer mortgages to homebuyers. Nevertheless, an informal telephone survey of
krai banks revealed that it is not possible to obtain a real mortgage in the region.
According to Nataliya Marakova, the bank regularly provides credits to purchase homes,
but not through a mortgage system.

To obtain a Sberbank housing loan, a client must provide guarantees from two
individuals and demonstrate that he has enough money to pay for 30 percent of the
purchase price. The bank can then provide a loan for the remaining 70 percent. The house



serves as collateral until the client repays the loan in full. During 2001, Sberbank issued
about 100 such loans.

Marakova pointed out that developing a mortgage system requires local
legidation. The Primorskii Krai legisature adopted alaw on mortgages in the summer of
2001 and last year's krai budget included 5 million rubles to develop this service.
However, because of the unexpected change in the leadership of the krai, neither former
Governor Yevgenii Nazdratenko nor current Governor Sergei Darkin managed to develop
a mortgage program or set up a mortgage agency.

According to the krai law, the krai's share of the new agency should be 51
percent, mostly coming from krai property. So far, however, it remains unclear how the
krai will attract the rest of the capital, which should come from banks and other credit
organizations.

Construction companies that want to participate in the mortgage program will
most likely have to lower their prices and expectations for huge profits. Currently, they
sell a square meter of new living space for more than $2,000. Pre-owned living space
usually sells for $500-$1,000 a square meter. Last year builders put up 110,000 square
meters in the krai and about one-third of the projects had private financing, demonstrating
strong potential interest in mortgages. The krai legislature will discuss the issue again on
28 February and the deputies hope that the new governor will now be able to pay
attention to this issue. - Andrei Kalachinskii in Vladivostok

ELECTRICITY AND POLITICS

FIGHTING WITH GOVERNOR OVER RATES, OMSKENERGO HAS
TROUBLE FINDING INVESTORS. Omsk's electricity utility, Omskenergo, is having
considerable trouble finding investors because it cannot convince the Omsk governor to
support higher electricity prices. The conflict comes on the eve of a hotly-contested
election to the regional legidature.

Once close partners, Omsk Governor Leonid Polezhaev and Omskenergo are now
fighting bitterly over Omskenergo's application to the Regional Energy Commission
seeking to raise electricity and heating prices 30 percent. The utility wants the additional
income to finance necessary renovations in its equipment. The commission flatly rejected
the request, pointing out that the utility's renovation plans were far too expensive. The
preparatory stage alone was projected to cost an estimated 300 million rubles.

According to unofficial sources, the rates were supposed to go up on 1 January as
part of an agreement between Polezhaev and Anatolii Chubais, the head of Russias
national electricity monopoly Unified Energy Systems (EES), which is the parent
company for Omskenergo. The agreement was part of a deal to restructure the oblast's
300 million-ruble debt to the utility. After the commission rejected the request, however,
Polezhaev announced that he would oppose any efforts to raise electricity and heating
prices. In response, Omskenergo, under pressure from EES, began cutting electricity to
some of the largest debtors in the region. In recent days, the oblast was barely able to
prevent the utility from blacking out the region's street lights.

The oblast authorities countered the blackouts with an aggressive campaign
against the utility in the local media. Vice Governor Viktor Shreider asked the oblast
procurator to evaluate the utility's decision to switch off power to severa raions. The



procurator did not find any legal violations, but invited the head of Omskenergo to his
office to explain these policies.

At this stage in the fight, the natural gas supplier Mezhregiongaz stepped into the
conflict on the side of the oblast authorities. Currently Omskenergo owes the gas
company 12 million rubles. Mezhregiongaz cut off supplies to two of Omskenergo's
generators, forcing the utility to switch to coa in order to produce its electricity.
Omskenergo currently owes coa suppliers 130 million rubles.

All of these events will undoubtedly affect the region's 24 March regional
legidlative elections. Omskenergo General Director Aleksandr Antropenko was planning
to seek a seat in the regional legidature, but the governor strongly opposed this move.
After a meeting between Polezhaev and Antropenko, Antropenko agreed not to run.
However, he remains the leader of the local branch of the pro-Kremlin Y edinstvo and
could participate in the next State Duma or gubernatorial elections, both set for 2003.

With the election campaign now well under way, the core problem dividing the
governor and the utility remains unsolved. The utility wants to raise electricity pricesto
cover its debts and build new facilities. The authorities, however, will not take the
unpopular step of raising prices on the eve of the elections and would only be willing to
agree to an increase on 1 April, at the earliest. However, then the hike would be large and
the authorities would seek to blame it on the utility. For Omskenergo and its parent EES
the only dternative is to win a price increase from the Federal Energy Commission as
quickly as possible. - Pavel Shagiakhmetov in Omsk

CORRECTION: Dueto an editorial error, last week's issue did not identify the author of
the article entitled "Tatarstan Prepares to Amend Constitution.” 1t was Midkhat
Faroukshin in Kazan. We apologize for the mistake.

ADVERTISEMENTS
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High Quality English and Russian Printing Services Available

Adegi Printing & Graphics (www.adegi.com) prints al kinds of publications, including
brochures, flyers, calendars, user guides, media and marketing kits, books, and

newsl etters.

Adegi is able to print in English, Russian, and a variety of other languages. All
publications are printed in the New Y ork area and can be shipped anywhere in the world
viaaspecial mailing service.

Adegi also provides web site design services.

For a price quote or help on your next project, please contact Y uri Pazelsky at
http://yp@adegi.com. Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiona Report.
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Updated On-Line Handbook of Russian Regions

The EastWest Institute (EWI) and the editors of the Russian Regiona Report are pleased
to announce that the updated version of our On-line Handbook of Russia's Regionsis
now available. The following regions have been updated through August 2001:
Primorskii Krai, Chukotka, Nizhnii Novgorod, Taimyr, VVoronezh, Kaliningrad,
Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russia's 89 regions that include:

-- The governor's political and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Politics in the region

-- Relations with other regions

-- The role of business in the region

-- Investment in the region

-- Internet links in the region

-- Demographic, economic, and electoral statistics
-- Foreign economic cooperation

Our Perm profile is available as a free sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic institutions, and nor+
profit organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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FOREIGN DIRECT INVESTMENT

REGIONSBATTLE OVER TRANSPORTING SAKHALIN OIL. Regionsin the Far
Eagt are Sruggling to determine how the expected 12 million tons of oil ayear produced by the
Sakhdin-1 project will be transported to customers. The outcome will have a sgnificant impact
on the economic fortunes of Sakhalin, Khabarovsk, and Primorksii Krai.

There are two methods to trangport the oil from the northern part of theidand: shipping it
by pipeline to a southern Sakhdin port and loading it onto tankers there or loading it onto
tankersin the north and taking it across the Tatar Strait to Khabarovsk Krai. Sakhdin
authorities favor the pipeline method, while Khabarosvsk and Primorskii Kra authorities want
to use the tankersin the north.

Exxon Neftegaz Ltd. has now demonstrated thet it is possible for two ice-breakersto lead
a105,000 ton ail tanker from Sakhdin Idand across the Tatar Strait to the De-Kastri port in
Khabarovsk Kra during the winter. The foreign investors believe that it may be possible to
trangport the ail in such away year round. Using this route would require smaller infragtructure



investments since it means building ardatively short pipeine to trangport the oil from De-Kastri.
A pipdline connecting the northern part of Sakhalin Idand to a southern port would be three
times aslong. An Exxon spokesman said that the company plansto try out al possible routes
and choose the best of them.

The Sakhdin Governor's office opposes using the ice- breakers and would prefer to send
the ail through a pipdine on Sakhdin Idand. In meking this case, oblagt officid Gaina Paviova,
argued that any benefits to be gained from the De-Kadtri route are outweighed by the risk of
large amounts of icein the sea, the expenses associated with the ice breakers, and
environmental concerns.

The two ice-bregkersthat led the tanker acrossthe dtrait in Exxon's experiment are based
in Primorskii Krai. Nikolai Ushakov, Pavlovas deputy, said that the two ships had dmost no
trouble going across the straight. However, he pointed out that there was not nearly as much ice
in the water this year as there had been last year.

The way the ail is transported affects which regions benefit the most. Sending the oil
through a pipdine to southern Sakhdin Idand and loading it onto tankers there would provide
the greatest economic benefits to Sakhdin. Shipping the oil to De-Kastri would help
Khabarovsk because it would provide funds for developing the port and direct revenue to the
kra budget from oil export taxes. Primorskii Krai would aso benefit because the scheme would
employ itsice bregkers, which are currently underutilized.

The participants in the Sakhdin-1 project are: Exxon, 30 percent, the Japanese firm
Sodeko, 20 percent, Rosneft-Sakhainmorneftegaz, 20 percent, and the Indian State Company,
ONGC, 20 percent. - Oleg Zhunusov in Vladivostok

ISLAM IN RUSSIA

SHAIMIEV, RAKHIMOV DROP THREATS OF CONFLICT. During the 1990s,
Tatarstan and Bashkortostan extracted resources from the federal government by threstening
Maoscow with the possihility that nationdist and religious extremists would run rampant if the
Kremlin did not support moderate leaders like Tatarstan President Minitimer Shaimiev and
Bashkortostan President Murtaza Rakhimov with political and economic benefits that other
regions did not receive. These scare tactics were very effective and the republics benefited
handsomely.

While the regions desire to win benefits from the federd government remains congtant,
times have changed and so have the tactics employed by the leaders of Russadslargest Mudim
republics. Rakhimov and Shaimiev now seek to extract economic resources from the federa
government by promoting themsealves as standing at the front of aMudim population
characterized, above dl, by its moderation and tolerance of other cultures. This messageis
sgnificantly different from what the republican presdents were ddlivering in the 1990s.

Under Ydtan, the leeders of Bashkortostan and Tatarstan actively sought to intimidate the
federa authorities with threats of ethnic and rdigious conflict in the republicsin order to
preserve the exclusive privileges they had received from the center. The leaders effectively
blackmailed the federd government, cdlaiming that if they logt their privileges, they would not be
able to hold back arisng wave of ethnic and religious violence.



When Putin came to power, the republican leaders continued to play the "nationd card”
fearing that the new president would reduce the status of the republics. However, Rutin
announced a campaign againg nationd and religious extremiam, firgt in Chechnya and then in
Russain generd, and gole the paliticd initiative from the republican leaders. After 11
September 2001, the Russian president, rather than Rakhimov and Shaimiev, becamethemain
guarantor of ethnic and religious peace in Russa The tactics the republican leaders had used to
defend their privileges were no longer effective.

The leaders of Bashkortostan and Tatarstan have thus adopted a new approach. They
clam that Tatarstan and Bashorkostan need specia privileges because they play a Strategic role
in blocking the rise of Idamic fundamentaism in Russa According to Rakhimov,
Bashkortostan's Mudims view Idam as a spiritud culture, which preachesliving in peace with
other religions. He clams that the brand of Idam practiced in the republic has prevented the
kind of massive ethnic conflict that takes place in the North Caucasus. Rakhimov thus asks the
federal government not to dictate an "abstract ideal of democracy” to the republic, but to give
the republic the opportunity to develop dong its own path (Komsomol skaya Pravda, 2
March). Shaimiev dso clamsthat residents of his republic practice the most tolerant form of
Idam, which preserves the peace. He argues that to avoid upsetting the Situation, it is necessary
to maintain Tatarstan's specid satus. - Igor Rabinovich in Ufa

CENTER-PERIPHERY RELATIONS

IRKUTSK READY TO RENOUNCE POWER-SHARING TREATY, EXCEPT ON
ENERGY |SSUES. Irkutsk officias have announced their willingness to renounce the power-
sharing treaty the oblast sgned with Mascow 27 May 1996, though they want to preserve their
gtake in the Irkutskenergo eectricity utility, which the treety guarantees. The move comes as
Presdent Putin has made clear his position that the tregties are no longer relevant or useful in
today's Russa. He has set up a commission under Deputy Chief of the Presidentid Staff Dmitrii
Kozak to investigate ways to better divide power between the federd, regiond, and loca
governments.

During the 1990s, Moscow concluded 42 treaties with 46 regions. To date ten regions
have renounced their treaties (Marii-El, Astrakhan, Ulyanovsk, Kirov, Chelyabinsk, Omsk,
Magadan, Saratov, Perm, and the Komi Permyak Autonomous Okrug) (Nezavisimaya
gazeta, 19 February). Another ten regions have sent documents to Moscow indicating that they
are ready to drop ther treaties (Buryatiya, Altai Krai, Amur, Kostroma, Nizhnii Novgorod,
Rostov, Sakhdin, Tver, Yarodavl, and Samara). Although these regions are willing to accept
the president's position, many others are fighting to keep their tresties and the privileges they
provide.

In the summer of 2001, Irkutsk Governor Boris Govorin staunchly defended his oblast's
treaty. He clamed that without the treaty there would be no way to force the federa
government to take regiond interests into account (EW1 Russian Regional Report, 23 July
2001). On 4 March, however, hisfirst deputy chief of staff, Igor Kolomiitsev announced that
the governor was ready to cancel the treety.



Kolomiitsev said that the adminigtration had prepared a draft law on annulling the treety.
However, he made clear that the oblast would only give up the treaty if it were dlowed to retain
its 15.5 percent state in Irkutskenergo. Once the regional executive and legidature agree on a
draft and consult with the Ust-Orda Buryat Autonomous Okrug, which aso sgned the tregty,
they will present it to Putin's representative in Siberia, Leonid Drachevkii.

In place of the power-sharing treaty, the regiond authorities plan to sgn a Sandard
agreement with the federa government ensuring the region's right to own a 15.5 percent stakein
Irkutskenergo. Article 8 of the current treaty states that ownership shares of the utility will be
divided on the basis of the previous privatization of Irkutskenergo. Since this privatization took
place before the crestion of the Unified Energy System dectricity monopoly, Irkutskenergo is
independent of thismonopoly. In February 2001, the Supreme Arbitration Court ruled that the
adminigration's stake was 15.5 percent, putting a temporary end to along-running dispute over
the sze of the regiond and federd stakes. Although the Russian procurator generd filed a
protest seeking to transfer the oblast property to the federal government, the court decison
remansin effect. - Tdanformin Irkutsk

CENSUS 2002

ROSTOV BOLSTERS POPULATION TO MAINTAIN POLITICAL CLOUT. Rostov
city leaders are worried that the Russian census conducted at the end of this year will show that
Rostov- ra- Donu's shrinking population has dropped below one million inhabitants. Falling
below the one-million mark could have negative palitical and economic consequences for the
city, so the authorities are looking for ways to increase the population.

Faling below the one million mark could significantly cut Rostov's access to high-leve
officidsin Moscow. Most importantly, this year Presdent Putin is paying specid attention to
locd government. The presdent himsdf will meet with the mayors of cities over one million
resdents, while mayors of Russas smdler citieswill only have an audience with his seven
presidential representatives.

Having more than amillion resdents could aso provide some economic benefits for the
city. In theory, crossing this line makes the city digible for federd financing in congtructing a
subway. Such aplan isthe long-time dream of city fathers and has become even more pressing
now that downtown streets are clogged with dally traffic jams. However, the federd
government has not had the funds for such a project since the 1980s, when Rostov first crossed
the million-resident barrier. With the population dipping under one million, the federa
government is even more unlikely to authorize such funding.

According to the Rostov Oblagt Satigtics office, mortdity figures are much higher than the
birth-rate and the city population is shrinking. On 1 January 2001, Rostov-na-Donu boasted
just over one million people, but it could drop below the threshold by the time the censusis
complete.

In order to increase its population, the authorities are looking toward students and migrants,
whose presence has increased enormoudy in recent years. Observers believe that there are
70,000 to 100,000 peoplein the city who are not registered anywhere. If just some of them are
taken into account, Rostov will reach its godl.



City bureaucrats are dso consgdering merging some outlying villagesinto Rostov. However,
these population centers are up to 15 kilometers from the city. - Marina Svetlovain
Volgodonsk

ELECTRICITY AND POWER

CENTRAL BLACK EARTH ASSOCIATION LOBBIESFEDSON ELECTRICITY.
The Centra Black Earth Interregiond Association held a meeting on 27 February to andyze
how reforming Russias eectricity monopoly Unified Energy System (EES) would affect the
regions. The reform should divide up the current company into privately-owned generating
companies and state-owned transmission lines. The representatives of the regions fear that the
changes will lead to higher dectricity prices and want to prevent such an outcome.

The members of the association face many problems. Currently there are 17 regiond
utilities (usualy called "energos") operating in the association's area of jurisdiction, four EES
electric generating stations, and four nuclear power plants run by the Rosenergoatom company.
Today Centra Black Earth generators produce 43 million kilowetts, but anticipated
consumption by 2010 will be 50 million kilowatts, assuming an average growth rete of 2-3
percent ayear. By 2010 the nuclear plants will have reached the end of their anticipated
lifetimes. Since it takes 10- 12 years to build new generators, future energy supply has become
the main economic question facing the Centrd Federd Didtrict.

According to Kursk Governor Aleksandr Mikhailov, EES is doing nothing to address this
problem even though it is the main eectricity provider in the region. Additiondly, the governors
and deputy governors participating in the meeting expressed dissatisfaction that regiond
representatives had been removed from the boards of directors of the energos.

In contrast, Rosenergoatom (which produces 40 percent of the electricity in the region) is
actively working with the regiond authorities. Created by the Russan government eighteen
months ago, this company now controls ten of the largest nuclear generating plants. Many
regiona |leaders see working with Rosenergoatom as an aternative to reliance on the EES
monopoly.

As part of the discussion, Mikhailov proposed cregting a unified eectricity distribution
company on the basis of the existing networks in Kursk, Bryansk, and Orel oblasts. Such an
interregiona company would have tremendous competitive advantages on the wholesale
electricity market, he argued.

In afina document adopted by the delegates atending the meeting, the regions defined
their interests as maintaining state ownership of the reformed dectricity sector, ensuring the
availability of eectricity and hesat to enterprises and residences, and maintaining the line againgt
price increases. Since Russids nuclear power plants are now part of anationa, state-owned
generating company, the regional |eaders sought to ensure that tax revenue generated by the
plants remain in the regions. The regiond leaders dso sought to ensure that Rosenergoatom
could be held responsible for addressing the sociad needs of people living near nuclear power
plants. The regiond leadersin the association believe that the Russan government will give thelr
concerns a favorable hearing Snce numerous regions are involved. - Sergel Sarychev in Kursk



REGION SEEKSALTERNATIVE TO CHELYABENERGO. Thismonth the
Chelyabinsk Oblast government is congidering a plan to create an eectricity marketing company
that will compete with monopolist Chelabenergo on the regiona market. According to Deputy
Chairman of the oblagt's Industry Committee Vaerii Tsukanov, the new company could provide
electricity for enterprises and organizations that cannot afford to generate their own eectricity at
lower prices. (Chelyabinsk's largest enterprises, like Magnitogorsk and Mechel generate enough
cheap eectricity on their own to meet 90 and 80 percent of their needs, respectively.) Oblast
officiads believe that the new company would encourage lower prices by increasing competition.

The ideato cregte the ectricity marketing company came from Atomenergosbyt, a
subsidiary or Rosenergoatom. The company's main purpose would be to sl eectricity from
nuclear power plants through the wholesale dectricity market (FOREM). The founders of the
company would be Rosenergoatom, Atomenergosbyt, the Chelyabinsk Oblast government
(with ablocking 26 percent share), and various city administrations and municipal enterprises.

Rosenergoatom is currently setting up a unified marketing network to sdll electricity
generated at nuclear power plants across Russa. With the Russian government's support, the
nuclear minigtry (MinAtom) isworking to build four nuclear power plants and raise the
proportion of Russian dectricity generated by nuclear power to 30 percent.

Chelyabinsk First Deputy Governor Viktor Timashov sees many benefits for Chelyabinsk
from participating in this program. He argues that the appearance of the company should help
bring down dectricity prices. Over time, it will make chegp dectricity produced from nuclear
energy more widdly available. The company would aso be able to guarantee dectricity supplies
to oblast consumers.

Thisproject isfar from winning fina gpprova, however. While such marketing companies
are described in the government's basic plan for reforming the eectricity system, it isnot clear if
they will be dlowed to sdll energy through the wholesadle market. The lack of clarity over who
owns Russas eectricity transmission lines could present another mgjor obstacle. On 5
February, the governor set up aworking group to study all of these issues.

Even without competition from the nuclear industry, Chelyabenergo is dreedy facing a
difficult stuation. With overdl economic growth in the oblast dowing, the company reduced
electricity production by 11.6 percent in January to 1.9 billion kilowatt- hours. Consumption
dready fell goproximately 3 percent in 2001. Electricity prices are currently too low to give the
utility the money it needsto develop. It not only lacks the profitsto invest in new generators, but
does not even have funds to pay for smple maintenance of its existing equipment. - Igor
Stepanov in Chdyabinsk
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High Quality English and Russian Printing Services Available

Adegi Printing & Graphics (www.adegi.com) printsal kinds of publications, induding
brochures, flyers, caendars, user guides, media and marketing kits, books, and newd etters.



Adegi isableto print in English, Russan, and avariety of other languages. All publications are
printed in the New Y ork area and can be shipped anywhere in the world viaa specia mailing
sarvice.

Adegi dso provides web Ste design services.

For aprice quote or help on your next project, please contact Y uri Pazelsky at
http://y p@adegi.com. Adegi can meet any budget.

Part of the proceeds from your order will support the EWI Russian Regiona Report.
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Updated On Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regiona Report are pleased to
announce that the updated version of our Ontline Handbook of Russias Regionsis now
avalable. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kdiningrad, Khabarovsk, Samara, Saratov,
Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's palitical and economic platform
-- Key policy initiaives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Rdations with other regions

-- Therole of busnessin the region

-- Investment in theregion

-- Internet linksin the region

-- Demographic, economic, and dectora datistics
-- Foreign economic cooperation

Our Perm profile isavailable as afree sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic inditutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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PARTY BUILDING IN THE RUSSIAN REGIONS

Despite their reputation for being vena and vulgar, political parties are a necessary part of the
democratic process. They cultivate new leaders, define the issues facing society, and make it possible
for people across vast distances to work together. Political parties have not developed very quickly in
Russiafor avariety of reasons. Seventy years of sngle party rule under the Communist Party of the
Soviet Union discredited the very idea of political parties for many Russians. More concretely,
governors block party development because they do not want to have independent organizations
operating in their regions.

However, the 21 December 2003 State Duma elections and the 7 March 2004 Russan
presidentia race provide strong incentives to form politica parties. The Kremlin has set up anew "party
of power" to mobilize its troops and the Communists are dso marshdling their forces. The articlesin this
section illugtrate the difficulties each sde faces in coordinating between Moscow and the regions.



In November 2001, Yurii Luzhkov's Otechestvo and its dly V sya Rossya joined with the pro-
Kremlin Y edingtvo to create a new pro-Kremlin party cdled Y edinnaya Rossya. The three parties
officidly dishanded and agreed to merge their regiona chaptersinto the new party. The party is closely
identified with Presdent VIadimir Putin, though heis not officialy a member.

The former party of power, Viktor Chernomyrdin's Our Home is Russia, fared poorly in the
1995 State Duma eections. In contrast, Y edinstvo performed well enough in the 1999 State Duma
elections, to set the stage for Putin's ultimate victory in the March 2000 presidentid polling. However,
the new party shares many features of its predecessor. It has no coherent ideology beyond avaguely
defined centrism. Thereislittle practical organization. And many opportunists want to join Smply to gain
access to politicians who can dispense political and financid benefits.

Y edinnaya Rossya s pursuing aradicdly different policy from Our Homeis Russain the
regions. Chernomyrdin's party tried to Sgn up as many governors as possible to boost its ranks and
generate eectora support. This strategy reflected the generd Y dtan-era efforts to woo the governors.
In contrast, Y edinnaya Rossya is setting up party branches that are in opposition to the governorsin
their region, reflecting Putin's generd efforts to reduce the governors powers.

The new party isfacing many difficulties in carrying out the administration's mandate outside of
Moscow. In many cases, the governors are trying to take over the party's loca branchesto minimize
local opposition and to use its opportunities to extract resources from the center. In some places, other
regiond dlite groups are fighting to contral the party chapter, complicating the Kremlin effort. In
Chelyahinsk, for example, a group of busnessmen is fighting againgt the governor's adminigtration for
control of the party.

Another problem is that the local branches of the Otechestvo and Y edinstvo are often not
interested in combining their resources since the paliticians in these parties are rivas. The experiences of
Kursk and Tver in setting up Y edinnaya Rossya party chaptersillugtrate these issues in greater detall.

The Communist Party has much gregter internd discipline as the report from Smolensk
indicates. Nevertheless, most observers give the | eftigts little chance of victory since pensioners make up
most of their shrinking voter pool.

YEDINAYA ROSSIYA'SKURSK FOUNDING ENDSIN DISARRAY. The Kursk Oblast
congress to merge Otechestvo, Vsya Rossya, and Y edinstvo into Y edinaya Rossya on 1 March closed
inconclusively when the delegates refused to confirm Moscow's choice for regiona party leader and
could not elect aleader on their own. The Moscow-based central council of the party had chosen Vitdii
Gukov, the former leader of the Kursk Oblast 1abor unions, as the Kursk chapter party leader, but he
faled to win the support of loca party members. Gukov was the only candidate of 35 seeking a seet in
the regiond party's political council not elected: 198 delegates voted againgt him, while only 171 backed
him.

There are severd reasons for Gukov'sfailure. Firgt, heis aready the chairman of the oblast
branch of the Agrarian Party and many Kursk party delegates may not have wanted to elect someone
with split loydties. Second, many of the regiond activists may have been insulted that the certra
leadership of the party had chosen a candidate convenient for it but not the loca party. Third, Governor
Aleksandr Mikhailov has clashed with Gukov for many years and certainly had someinfluencein
blocking his eection. In the end, the results demonsrated alack of unity within the Kursk party chapter.

Having rejected Gukov, the oblast party chapter could not eect an dternative leader because,
according to the party's by-laws, the candidate has to be nominated by the centra party leadership.
Vladimir Losev, the former leader of the oblast Y edinstvo branch, tried to place his candidacy before



the delegates, but others pointed out that the party leadership could smply disband the regiona branch
if it so flagrantly violated the rules. Ultimately, the delegates elected V sya Rossyaleader Boris
Chukhraev as the acting leader and postponed further action until Moscow could send new instructions.

On 7 March, Kurskii vestnik published a resolution from Y edinaya Rossyas central party
coundil, in which the party |leaders decided to renominate Gukov and try to win his election a anew
conference with expanded rural representation. The Moscow leadership charged that representatives
from the city of Kursk had dominated the founding conference, with only afew participants from other
parts of the oblast. - Sergel Sarychev in Kursk

TVER GOVERNOR WIELDS EXTENSIVE INFLUENCE IN YEDINAYA ROSSIYA. On 2
March, Tver Governor Vladimir Platov blocked the eection of the Y edinaya Rossya centrd party
leadership's candidate as the head of the new party's regiona branch. The new party is based on the
merger of the Tver branches of Y edinstvo and Otechestvo.

Tver's Y edinstvo party branch represented both the federd and gubernatorid authoritiesin the
region. Its leader was Deputy Governor Y urii Krasnov, who hopesto win the next gubernatoria
eectionswith Platov's blessing.

Otechestvo's leader was State Duma member Viktor Opekunov, aformer deputy governor
under Platov, who ran alosing campaign againgt his former boss in the most recent gubernatoria
elections. Opekunov is closely tied to Platov's main oppaosition in the oblagt, the head of the local Union
of Indudtridists and Entrepreneurs, Sergel Potapov, and the ideologist of this movement, Vaerii
Nekhaev (Tverskaya zhizn, 5 March). Potapov ismost likely to be Kranov's main opponent in the next
gubernatoria eection.

The Moscow leadership of Y edinaya Rossya gave Opekunov its blessing to lead the loca
branch of the party. In order to support his eection, the central party leadership sent State Duma
members Andrel Kokaoshin and Vderii Ryzanskii to the 2 March Tver meeting. Naturdly, the
governor's adminigtration feared that if Opekunov were dected as the head of the new party, he would
turn it into a center for organizing the anti-governor opposition and took action to block hisrise.

At the founding meeting of the Tver regiond chapter, the governor's team turned out to be more
organized than the federal delegation. Despite M oscow's support, Opekunov, Potapov, and Nikhaev all
failed to win dection to the Tver branch's palitical council. The governor's team benefited in particular
from a campaign of compromising materials against Opekunov released in the press before the meeting.
In line with Opekunov's defeat, many of the governor's alies won dection to the palitical council.

However, the governor was not able to elect his choice of Krasnov as the head of the Tver
party branch. The central leadership of the party must nominate a candidate, whom the regiona party
members must then support. Most likely, now the central party leadership will try to convince the Tver
branch to follow the party line without expecting to benefit from democratic eections. - Boris Goubman
in Tver

COMMUNISTSLOOK TO 2004 PRESIDENTIAL ELECTIONSIN SMOLENSK
GUBERNATORIAL RACE. On 2 March, the Smolensk Communist Party organization voted to
back Governor Aleksandr Prokhorov in the region’'s 19 May eections. The decision was extremely
controversa among the party rank-and-file, with severd raion party chapters refusing to support
Prokhorov because they objected to his policies (Rabochii put, 5 March). Prokhorov's tenure has been
marked by numerous accusations of corruption. A mgority of Smolensk Communists would prefer to
support Prokhorov's main opponent, Smolensk Federal Security Service (FSB) head Viktor Maov.



However, the party's Centra Committee sent afirm order to the regiona members. support Prokhorov.
Asareault, the leaders of the oblast party chapter held an extraordinary conference to demondtrate that
they were fdling into line. Smolensk party leaders accused raion party branch heads who refused to
back Prokhorov of splitting the party.

The Communists are supporting Prokhorov because they are looking forward to the 2004
presdentid eections. In the gubernatoria campaign, the Kremlin is backing Madov through the
Y edinaya Rossya party in an attempt to unseat Prokhorov. If Madov wins, he will be in a pogtion to
ensure that the region backs Putin in the upcoming presdentid dections. Although the Communigs view
Prokhorov as a poor governor, they are willing to overlook his faults because he opposes the federa
government. In backing Prokhorov, the Communists demonstrated that they are thinking strategically
and fighting for every vote in the upcoming presidentid dections - Arsentii Ledovskoi in Smolensk

CENTER-PERIPHERY RELATIONS

FEDERAL, SAKHA LEADERS CONTINUE BATTLE OVER DIAMONDS. Upon coming to
power, President Putin announced that he would seek to undo what he described as the "privatization of
the tate” that took place under President Boris Y eltsin. Russias diamonds, 98 percent of which are
located in the Republic of Sakha, are one of the sources of Russan wedlth that regiona leaders
managed to grab during the early 1990s. Putin's efforts to reassert federa control over the country's
precious sones show the extent and limits of his ability to exercise federd power in the regions.
Although Putin was able to force out Sakha's long-entrenched president, Mikhail Nikolaev, the locdl
elite continuesto resst federa control over the republic's minera wedth and has blocked a conclusive
decision.

How Sakha Gained Control of I1ts Diamonds

Like Tatarstan and Bashkortostan, Sakha was one of Russias 89 regions that benefited most
from Ydtsn's policy of ceding extensive powers to the regiond dlite in exchange for political support at
the federal leve. Nikolaev became Sakhal's top leader two years before the collapse of the Soviet
Union in 1989, when he was dected chairman of the Sakha Supreme Soviet presidium. In the Soviet
era, Moscow had regped huge benefits from the region, collecting as much as $1 billion ayear from
Sakha's vast diamond resources and other naturdl wealth. Under the Communist government, locals
saw few benefits from the bounty that surrounded them. The rise of an independent Russiaingde the
Soviet Union and Y dtsn's need for dliesin his battles against USSR Presdent Mikhail Gorbachev gave
Nikolaev a chance to turn the tables on the capitad.

In exchange for supporting Y eltsin, Nikolaev negotiated a better dedl for the republic. In 1992,
Y dtsn set up the Alrosa company by presidential decree as Russas diamond monopoly. In November
of that year, the federal government designated the republican government as the owner of the extensive
diamond mines in the republic, which the federd government had controlled until then through the
Y akutamaz state company. The republic now licenses these mines to Alrosa and receives rent
payments from the company of $330 million ayear. Overdl the company contributes $450 million to
federd, regiona, and locd budgets, according to Gokhran head Vaerii Rudakov (Finansovaya
Rossiya, 6 February).

Additiondly, in a31 March 1992 treaty with Moscow, Sakha won the right to buy 20 percent
of itsdiamond production a cost and then pocket the proceeds when the diamonds were sold at



market prices. This money (about $150 million ayear) went into a specia fund personally controlled by
Nikolaev and, dong with other money generated from diamond sales, provided the basisfor hisrulein
the republic (Nezavisimaya gazeta, 14 November 2001).

Beyond access to the republic's diamond wedlth, Nikolaev gained other concessions aswell. In
the summer of 1993, Nikolaev unilaterdly withdrew from Russas tax system, making Sakha one of
only four regions to do so successfully. Ordinarily regions pay taxes to Moscow and then receive money
back as payment for federal programs. However Nikolaev was angry that the federd government was
not sending enough money to the region in preparation for the harsh Siberian winter. He withheld
republican taxes and used them to finance federa programs without which Sakha residents may have
starved or frozen to death. The federal government subsequently agreed to some tax concessons.
Sakha signed a power-sharing agreement and 15 separate Side agreements with Moscow on 29 June
1995 that gave further status to these concessions.

Beyond his close persond rdlationship with Ydtsin, Nikolaev had a powerful friend in the
Kremlinin Pavel Borodin, the former mayor of Y aktusk. Ydtsin liked Borodin so much that he put him
in charge of dl of the Kremlin's property holdings, a position Borodin held through the end of Yetsn's
term.

The Politics of Alrosa

In theory, during the 1990s the Russian government had a voice in the selection of the Alrosa
president; in practice, however, the Sakha president named him (Kommersant Daily, 25 January). In
1995, Nikolaev appointed Vyachedav Shtyrov, aclose political ally who served as his vice president,
as Alrosa president. According to Political Scientist John F. Y oung the republican government and
Alrosa's managers had an extremdy close and mutudly beneficid rdationship: "As amembers of
Nikolaev's presidentia council, Shtyrov and Alrosa have the opportunity to vet mgjor policy proposas
and economic investment. The company is not only well positioned economicaly - itstieswith the
government are blurred enough that what is good for Alrosaiis good for Sakha. With amgjor corporate
power, Sakhais an economic player beyond the boundaries of the republic. This dso strengthensthe
hand of the republic government.”

Sharesin Alrosa are divided between the federal and republican governments (each with a 32
percent stake), the workers collective (23 percent), eight Sakhaloca governments (8 percent), and a
federd veterans fund (5 percent). In practice, Sakha has mgjority control with its own stake, the
workers shares, and those of the locad governments. However, Moscow has powerful tools of influence
snceit digributes the actua diamonds, sets the timing and terms of the exports, and determines
company prices through Gokhan, whose head is a deputy Finance Minister (Nezavisimaya gazeta, 28
December 2001 and 2 March 2002). The company provides about 70 percent of the republican
government's income in the form of taxes and rent (Kommersant viast, 18 December).

What the Federal Gover nment Wants

The federa government had been trying to regain control of Russas diamond wedth long
before Putin came to office. In Spring 1997, then First Deputy Prime Minister Anatolii Chubais
complained that Sakha had not transferred any diamond profits to the federd government and began to
seek ways to redirect the flow of money from the republic to Moscow. Following up on Chubais
complaint, President Y dtsin signed a decree limiting Sakha's ability to control its diamond sdes on 20



July 1997. Rather than letting the republic buy 20 percent of its diamonds at production cogt, the decree
alowed the federa government to determine how many diamonds the republic could buy and a what
price. The decree aso reduced the republic's take from the diamond saes that went through the De
Beersinternaio na monopoly. At that time, Nikolaev signed an agreement with Chubais committing the
republic to paying taxes like other regions. Shortly after this ded, Chubaislost his position and the
federd government seems to have set asde the campaign againgt the republic.

Now Putin's Kremlin is pursuing a two- pronged strategy to secure alarger cut from Russias
diamond sdesfor federd coffers. Thefirst effort isto reassert federd ownership of the diamonds and
take over the rent payments that Alrosa now pays to the republic for the minesits uses. The second
effort isamed a giving the federa government amgority stake in the company.

On 27 June 2000 the Russian Condtitutional Court ruled that the federd government owns
Russas naturd resources (EW Russian Regional Report, 12 July 2000). In implementing this
decison, Moscow wants the republic to transfer back to the federal government the ownership of the
minesthat it received in 1992. Gokhan head Vaerii Rudakov argues that the federal government
rightfully owns the mines and therefore should receive the rent payments from them. However, he told
| zvestiya (21 December 2001) that no oneis planning to take thisincome away from the republic
immediately. "Now we are seeking a path that ensures that we follow the law while not carrying out any
revolutions,”" Rudakov asserted. But he does want to make the rent payments more transparent and
insure that they are taken into account in caculating Russas overal budget and fiscd flows between the
federa and regiond governments. He claimed that until 1998, when the federd treasury system was
established, many of the Alrosarent payments did not gppear in the Sakha budget, meaning that the
public has no idea how the money was spent.

Thereis consderable speculation in the press that the republican leadership used this money for
Its own purposes. Sakha residents suffer from some of the worgt living conditionsin Russa In
December, Komsomol skaya Pravda ran a series of articles examining why this was so. Investigative
journdist Nikolal Varsegov charged that a considerable amount of diamond money went into a variety
of off- budget funds associated with the republican leadership (Komsomol skaya Pravda, 11 December
2001). One exampleisthe Deti Sakha- Aziya Fund controlled by Nikolaev's daughter Olga Androsova.
According to the paper, the republic's law enforcement agencies blocked al investigations of the fund's
finances,

Additiondly, the federa government istrying to increase its holdings in Alrosa (Kommer sant
Daily, 2 November 2001). While none of the current owners are interested in sdlling their stakes, during
thefal of 2001, the Presdentid Adminigration's Main Oversight Department questioned the origina
privatization of Alrosa and seemed to be moving toward taking full control of the company.
Additionaly, the federd property ministry and the tax collection ministry are conducting investigations of
Alrosa. Since Shtyrov's eection, however, the Kremlin has not pursued this approach with much vigor,
though it could possibly return to it if other federa efforts prove fruitless (Vremya novostei, 1 March).

Regardless of the federd government's ability to influence these ownership issues, Putin's reform
of the tax system hit Sakha hard. According to then republican Prime Minigter Vaslii Vlasov, the region
lost at least hdlf of itstax basein 2001 (Ekspert, 5 November 2001). Vlasov claimed that the new tax
laws wiped out the effect of the 1995 power-sharing tresty and agreements.

Nikolaev's Removal to a High Post in M oscow



Y etsn's resignation cost Nikolaev his support in Moscow and his position began to weaken in Sakha.
On coming to power, Putin quickly removed Borodin from the presidentid administration and Sakhas
parliament began to move into opposition to Nikolaev. One of Putin's clear objectives wasto replace
Nikolaev with a figure who would be more willing to take federd interests into account. With the 23
December 2001 republican presidentia elections gpproaching, the Kremlin announced its support for
Deputy Russian Procurator Generd Vaslii Kolmogorov to replace Nikolaev just as the republican
procurator began to investigate Nikolaev's campaign tactics. Moreover, as the campaign heated up,
Sergel Stepashin's Audit Chamber found serious financid violaionsin the republican government's
work.

Ultimately, bargaining behind closed doors rather than a popular dection determined who would
be the new republican president (EW Russian Regional Report, 6 February). In aKremlin meeting on
10 December with Putin, Nikolaev agreed to end hisbid for athird term if the Kremlin backed Alrosa
President Shtryov's eection as president. Nikolaev felt safe that his friend would not use his office to
investigate dlegations of corruption under Nikolaev (EWI Russian Regional Report, 16 January).
Nikolaev aso extracted a presidential pledge that he could serve as a deputy speaker of the Federation
Coundil, dl of whose members have legd immunity (Kommersant Daily, 29 January). This ded was
quickly implemented as Shtyrov went on to win the presidency and gppointed Nikolaev ashis
representative to the Federation Council. On 30 January, the upper chamber el ected Nikolaev as one of
four deputy speskers, though he does not seem to play an importart role in the upper chamber's
leadership (Nezavisimaya gazeta, 4 March). Nikolaev's fate mirrored that of former Primorskii Krai
Governor Y evgennii Nazdratenko, who resgned his governor's seet for alucrative Moscow postion in
charge of Russas fishing industry.

L ocal Elite Retains Control of Sakha, Alrosa (For Now)

Although Putin was able to remove Nikolaev from office, he failed to impose subgtantiadly new
leadership in Sakha. Shtyrov is one of Nikolaev's key dlies and was definitely not the Kremlin's first
choice as the new republican president. Most members of Shtyrov's cabinet are holdovers from the
Nikolaev era (Kommersant Daily, 6 February). Moreover, in winning the Kremlin's backing, Shtyrov
undoubtedly had promised to bring the republican condtitution into line with federa norms, but the
legidature, which faces elections within ayear, is proving recacitrant despite strenuous protests from the
republican procurator, who has even threstened to disband it (Kommersant Daily, 5 March). Shtyrov
has rejected the procurator's demands and says that he is basicaly satisfied with the changes made so
far.

The federd effort to remove Nikolaev and the subsequent eection of Shtyrov as republican
president left the position of Alrosa president open. Here again the federd government had an
opportunity to put its own person in akey post that helps determine who benefits from Sakhas diamond
wedlth. Again, however, the Kremlin had to compromise with the regiond leadership. Part of the
problem for the Kremlin isthat 75 percent of the shareholdersin Alrosa must eect the new president,
meaning effectively that the federal and republican governments mugt both agree to the find candidate.

On 1 March, after Sx weeks of negotiations, Alrosas board of directors appointed the
company's chief engineer, Vladimir Kditin, as the new president. Kditin has worked at the company
since 1977 and knows the technica aspects of the businessinside out. He is considered an apalitica
professona. Kditin's name hed not figured among the twenty or so candidates publicly discussed for
the post and his main qualification seemsto be that he was acceptable to al sides. Moscow



undoubtedly wanted someone who was not closdly tied to local interests but was willing to accept
Kadlitin because he has little politica experience and may be easy to manipulate (1zvestiya, 2 March).
Shtyrov had preferred Alrosa Vice President Aleksandr Matveev, who has a much stronger persondlity,
more developed palitical sense, and a better und erstanding of the financid sde of the business, but
accordingly was not acceptable to Moscow (Vedomosti, 27 February). Shtyrov, like Maoscow, was
willing to accept Kdlitin.

The gppointment of Kalitin leaves the baitle between the Kremlin and the republic over Alrosas
financid flows unresolved. Mogt likely, Moscow will seek to force the company to make its rent
payments to the federal government at an April meeting of the board of directors (Kommersant Dengji,
5 March). But the outcome of that effort remains unclear. Thus, the election of new presdentsin Sakha
and Alrosa does not conclude this story.

Impact on Moscow Clans

A red problem for Moscow is that the regiond dliteis able to take advantage of splits within Putin's
team and the federd authorities inability to find a viable candidate to run againgt locd leaders. Chubais
was a his mogt affective in fighting Sekha when the federa authorities were rdaively united following

Y dtsn'sdection to a second term (see EWM Russian Regional Report, May 22, 1997). In earlier
periods, the Sakha authorities had been able to gpped to some of Chubaiss enemies, such as former
First Deputy Prime Minister Oleg Soskovets, to secure their ams at the federd level. Chubaiss transfer
to EES and the increased factiond fighting among Ydtsn'sinner cirdein the late 1990s undoubtedly
gave the republican dite more room to maneuver and meant that Y eltan's Kremlin could not continue
Chubaisss crackdown.

In the Putin administration, the victory of Shtyrov over Kolmogorov as republican president
worked in favor of Presdentid Chief of Staff Aleksandr VVoloshin and other holdovers from the Yltsin
erain ther conflict with the St. Petersburg group associated with Russids law enforcement agencies
(Obshchaya gazeta, 10 January). It was the law enforcement agencies that had originaly induced the
Kremlin to back Kolmogorov in the presdentid race. However, Kolmogorov was relatively unknown in
the republic and proved not to be a viable candidate. Accordingly, hs Moscow backers suffered a
defeat a the hands of their rivals.

Conclusions

With this gpparent outcome, no player ssems to have won or lost completely. Putin was able to
remove Nikolaev from office and get additiona tax revenues from Sakha, but Nikolaev'sdliesremanin
charge of the republic and Alrosa. The new Sakhaand Alrosa authorities will likely cooperate more
with the Kremlin than their predecessors did in the past, but Moscow has yet to assert its control over
Sakha's diamonds. Nikolaev had to give up his position in Sakha, but won a powerful federd post
ingtead. Thus, rather than imposing federa control on the republic, Putin seemsto have negotiated a
dightly better dedl than existed earlier, building incrementaly on some of the progress Chubais madein
themid-1990s. - Robert Orttung

FORESTRY INDUSTRY



If it ever reachesitsfull potentia, Russa's forestry industry could generate $100 billion a year for
Russig, according to industry officids. In 2001, Russia produced only $7.5 billion worth of timber and
related products, with exports earning $4.3 hillion (Moscow Times, 25 February). Although the country
has 23 percent of the world's forests, it produces only 2.3 percent of the world's timber and paper
products. Much of Russias trees are cut illegally and then exported through the black market.

Theindudtry is experiencing amgor consolidation. The . Petersburg based firm 1lim Pulp now
controls 70 percent of the Russian pulp market and is on its way to becoming one of the world's largest
forestry products companies, like the USs Internationa Paper, Finland's M -Real and Stora Enso, and
the Swedish SCA. In recent months, Ilim Pulp gained control of the Bratsk and Ust-llimsk plantsin
Irkutsk and onein Arkhangelsk. The company works closdy with Y ukos, which has provided some of
its capital (see Kommersant Vlast, 29 January).

Generdly, foreigners have stayed out of the market. Over the last decade, for example, Finnish
companies have only invested $79 million in theindustry because of concerns about the lack of
predictability in Russia, tax problems, the difficulty of securing the requisite amount of timber for locd
operations, and bureaucracy (The Russia Journal, 7 March). Nevertheless, the Finns are happy to use
Russiaas a source of raw timber for their own mills. Russan Prime Minister Mikhail Kasyanov said the
Russa wants to move away from smply exporting trees, but the current mills in the northwest regions of
the country aone require $1 billion worth of investment to bring them up to internationa standards.
However, as the story below indicates, some hearty foreign investors are moving in.

FOREIGNERS BUY KOMI FORESTRY MILL. On 6 March Kominform reported that the
Ango-American Corporation had purchased the Syktyvkar Forestry Complex (SLPK), one of the
most profitable enterprises in the Komi Republic. Half of its products are exported and its share in the
republican economy is substantial. Forestry products make up 25 percent of Komi'sincome.

Asaresult of the ded, the Audtrian firm Neudedler, asubsdiary of Mondi Europe, whichis
itsdf asubgdiary of Anglo-American, will own an 87.9 percent stake in the plant. The partiesinvolved
refused to say what the price was, but it is thought to be under the $300 million market capitdization of
the plant. Until now, the largest shareholders had been the Austrian Frantschsch (19.4 percent) and the
portfolio investors Capita Internationa (7.7 percent), Russian Partners (8.1 percent), and Baring
Vostok (9 percent).

Numerous questions remain about this deal Sinceiit is not clear under what conditions the tender
for the factory was held, who participated in it, and what the consequences will be for the factory and its
employees (Tribuna, 9 March). Before the purchase was announced, the factory's managers appeded
to President Putin and the republic's newly elected leader Vladimir Torlopov to protect the interests of
the plant's managers and workers (Krasnaya znamya, 28 February). Torlopov had said that the he
would not alow the sde of the plant. - Yurii Shabaev in Syktyvkar

BUSINESSAND POLITICS

KURSK, TYUMEN OIL COMPANY SIGN 5YEAR COOPERATION AGREEMENT.
Kursk Governor Aleksandr Mikhailov and Tyumen Oil Company (TNK) President Semen Kukes
signed a 5-year genera cooperation agreement on 6 March. As part of the agreement, the oblast
agreed to help the company expand its operaions in the region by providing land for the congtruction of
oil storage facilities, gas sations, employee housing, and socia centers. Since 1997, TNK has been the
main supplier of petroleum productsin the oblast, even though other companies would like to work in



the region. The agreement will allow TNK to expand its sales of gasoline in Kursk from 60 percent of
the market to 80 percent, making it an effective monopolist. Additiondly, it will be eeser for the
company to useits base in Kursk to expand into Belgorod, VVoronezh and Ord oblagts, which are now
considered Y ukos territory.

In exchange, TNK promised the oblast that it would participate in loca agriculturd, indudtrid,
housing, and socia programs, as well as developing the loca energy industry. The contract foresees
gtable oil prices and regular suppliesfor regional consumers. Kukes said that such an agreement was
possible after the completion of the company's refinery in Ryazan Oblast. Kukes aso noted his good
persond relations with the Communist Governor Mikhailov. Kukes and Mikhailov kissed three times
after sgning the contract. - Sergel Sarychev in Kursk

NATURAL MONOPOLIES AND THE REGIONS

NEW GAZPROM LEADER WANTSREGIONSTO RETURN OLD DEBTS. TheRussan
government's February decision to raise natural gas prices by 20 percent was partly motivated by the
colossal debts, amounting to tens of billions of rubles, that the Russian regions owe Gazprom. The
regions racked up these debts during the 1990s, when Rem Vyakhirev ran the company. Vyakhirev
often set up exclusive relationships with the governors since he and many of them came from the same
generation of Soviet managers. During the Y eltsin era, it was acoeptable to make such agreements for
political or other reasons and Vyakhirev kept his job even though his management of Gazprom was
inefficient and opague. His actions demongtrated the priority of Soviet traditions over the principles of
the market economy for the company.

One of Putin's early moves as president was to appoint Aleksal Miller as the new head of
Gazprom, giving him clear indructions to bring this behemoth Russian monopoly under firm federa
control and make its activities more transparent. For Miller, it is extremdy important to win back the
money which Gazprom effectively credited to the ineffective regiond economies and force dl regionsto
pay for their current gas usage at the new higher price. Miller has conducted an inventory of the debts
he inherited from his predecessor and has started sending representatives to negotiate with the regiona
leaders about paying for the gas that they used in the past. However, many regions have announced that
they are rot in a pogition to cover the debts.

Bashkortostan has offered the company a number of deds, but so far Gazprom is gticking to it
demand that the debt be paid off as soon as possible. Republican officias point out that since 1999,
they have reduced Bashkortostan's debt to Gazprom from 5 billion rublesto 1.3 billion. Bashkorstan
paid for current deliveriesin 2001 and managed to reduce debts somewhat. The republic has dso sad
that it would guarantee that the nine largest enterprisesin the regions, the ones that have run up the
largest debts, would pay back what they owe. Moreover, Bashkortostan has proposed transferring to
the company a network of loca naturd gas ddivery pipelines vaued a 627 million rubles. In exchange
for dedling with these problems, Bashkortostan wants Gazprom to increase ddliveries of natura gas
from 12 to 16 billion cubic meters a year and to finance a number of energy projectsin the region.

Despite the republican leadership's optimism, Gazprom has not accepted these offers. Itis
demanding the immediate repayment and is even planning to charge interest on the remaining portion of
the debt if it is paid back over time. Gazprom has not ruled out reducing gas suppliesto the republic in
order to pressure it into paying back the debts. - Igor Rabinovich in Ufa

INTERNATIONAL TRADE
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PETERSBURG CARGO TERMINAL THREATENED BY EU SANCTIONS. A new cargo
terminal at S. Petersburg's Pulkovo airport, built by the European Bank for Reconstruction and
Redevelopment (EBRD), FGUP Pulkovo, and Lufthansa Cargo AG, opened for business on 4 March.
However, the new terminal could quickly lose most of its potential business as aresult of the EU's threat
to ban Russan arcraft from Europe's skiesif they do not comply with strict new noise limitetions.
According to the German Bild, Russian Transportation Minister Sergel Frank threstened to close
Russan ar space to Lufthansaif Pulkovo Airlinesis not dlowed to fly to Europe with its "noisy”
arplanes as an exception to the new regulations. Luft hansa Spokesman Dmitrii Zelenin said that the
company would have no choice but to comply with the decisons of the public officias.

L ufthansa played the mogt active role in building the termind, hoping to use it as ataging area
for cargo transported on transcontinentd flights. Pulkovo reached agreement with the German arlinein
1998 and the EBRD loaned $8 million to congtruct the termina. Overal investment was $12 million.
The terminal can handle up to 30,000 tons of cargo ayear. For the time being, it will sarvice only
domedtic flights. - MarinaMakovain S. Petersburg

PATTERNS OF REGIONAL DEVELOPMENT

TATARSTAN'SECONOMY SLIDESIN 2002. Tatarstan turned in a poor economic performance
in January and February 2002. In January, the republican economy registered zero growth over last
year, while the February numbers showed an accderating dide. Republican leaders place the blame on
two factors. Firgt isthe low price for oil on the world market and the reduction of exports from the
republic. Tatneft, the republic's oil company, had to shut down some of its least profitable wells. Prices
are dso faling for the output of the republic's refineries. Proceeds from oil sdles make up a sgnificant
part of the republican budget.

A second reason for the economic drop is the increased share of taxes going into the federa
budget. Republican leaders have made a specid point of emphasizing this situation. On top of these
problems, key republican factories like the KAMAZ truck producer and the helicopter factory are
having bad years and had to cut production.

According to Republican Prime Miniger Rustam Minnekhanov, Tatarstan needs to focusiits
attention on money-making industries and cuit its losses on long-term projects. Perhaps, most
embarrassing of al isthe republic's lack of funds to continue construction of the Kazan metro. The 2002
republican budget includes no money for this project and if the federd government does not provide any
funding, construction will come to ahalt. To make matters worse, on 1 January 2002 Tatarstan wasin
second to last place among the 15 regions of the Volga Federd Didtrict in terms of wage arrears, with
more than 1 hillion rublesin salary debts. Only the Stuation in Orenburg Oblast isworse,

Againg this background, some government expenditures seem to strike the wrong note.
According to Novaya vecherka (6 March), the prime minister spent 700,000 rublesfrom a
government reserve fund that he controls on a house for the mayor of the Buinskii Raion. The
newspaper questioned why the government built a mansion for one officid, rather than paying off wage
arrears or supporting municipa services. - Midkhat Faroushin in Kazan
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Updated OnLine Handbook of Russan Regions



The EastWest Indtitute (EWI) and the editors of the Russian Regiona Report are pleased to announce
that the updated version of our Ontline Handbook of Russia's Regionsis now available. The following
regions have been updated through August 2001: Primorskii Krai, Chukotka, Nizhnii Novgorod,
Taimyr, Voronezh, Kainingrad, Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's politica and economic platform
-- Key palicy initiatives of the governor

-- Relations between Moscow and the region

-- Politicsin the region

-- Relations with other regions

-- Therole of busnessin theregion

-- Investment in the region

-- Internet linksin the region

-- Demographic, economic, and electora datigtics
-- Foreign economic cooperation

Our Perm profileis available as afree sample a
http://www.iews.org/rrrabout.nsf/pages/governors+page

Accessto the database is $125 for government agencies, academic indtitutions, and non- profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung &t rorttung@iews.org
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EasWest Indtitute Publisher's Society
Publisher's Circle:

Editor's Cirdle: Bank of Finland Indtitute for Economiesin Trangtion * Klaus Mangold (DamlerChryder
AG)

Correspondent's Circle: Katsumi Fujiwara (Osaka Universty of Foreign Studies, Japan) * Kengo
Nagatsuna (Asia Unversity, Japan) * PriscillaPost Wohl (The Northern Forum)

Asociates: Kees Boterbloem (Nipissing University, Canada) * Alf Brodin (Goteborg University,
Sweden) * Thompson R. Buchanan * Robert V. and Alice M. Daniels* Davis Center for Russan
Studies (Harvard University, USA) * Herrick S. Fox * Scott Gehlbach (University of Cdifornia,
Berkdley) * Katherine Graney (Skidmore College, USA) * Jeffrey Hahn (Villanova University, USA) *
Barbaraand David Kennedy * Jonathan S. Leo (Pacific Environment and Resources Center * Kelly M.
McMann (Harvard University) * Minigtry of Foreign Affairs of the Netherlands * Roswell Perkins
(Debevoise & Plimpton) * Peter Reddaway (The George Washington University, USA) * T. H. Rigby
(The Augrdian Nationa Universty) * Robert Sharlet (Union College) * SWP Berlin* Thomas A.
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Timberg (Nathan Associates, Inc.) * Robert L. Tuck * NilsH. Wessdll (US Coast Guard Academy) *
Jeanne L. Wilson

Yes, | wish to become a charter member of the EastWest Ingtitute Publisher's Society.

Publisher's Circle
With a contribution of $1000 or more, you will be recognized by name or afiliation in each week's issue
as amember of the Publisher's Circle.

Editor'sCircle
With a contribution of $500 to $399, you will be recognized by name or effiliation in each wesk's issue
as amember of the Editor's Circle.
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With a contribution of $250 to $499, you will be recognized by name or &ffiliation in each week'sissue
as amember of the Correspondent's Circle.

Associate
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To make a credit card contribution by e-malil (regions@iews.org) or fax (212-824-4149, Attn: Saisha
Grayson), please provide the following information:
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__Visa__MagterCard _ Discover _ American Express
Credit Card Number:

Expiration Date:

Credit Card Billing Address:

To make a contribution by bank transfer, please use the following information. Please notify us by e-mal
or fax of your transfer so that we can include your namein our lig.

Benefidary: Inditute for EasWest Studies

Bank: The Chase Manhattan Bank; 825 UN Plaza; New York, NY 10017, USA
Account: 904-814475

Routing No.: 021000021

SWIFT: SW.I.LF.T. BIC-CHASU33

CHIPS: CHIPS Participant #0002

13



14
To make a contribution by check, please make check payable to EastWest Ingtitute and mail to:

EastWes Indtitute

Attn: Saisha Grayson

700 Broadway, 2" Floor
New York, NY 10003 USA

For further information, please contact us at regions@iews.org
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EDITORIAL BOARD -- * Petr Kozma (Russian Edition Editor) * Alexander Munoz (Intern) *
Robert Orttung (Editor-in-Chief) * Lilia Troshina (Assstant Russian Edition Editor)

ADVISORY PANEL -- Rodric Braithwaite (Deutsche Bank Morgan Grenfell) * Heyward Isham *
Danidlle Lusser (Harvard University) * Blarr Ruble (Kennan Ingtitute) * McKinney Russ|
(Internationa Research and Exchange Board) * Peter Rutland (Wedeyan University) * Klaus Segbers
(Free University of Berlin) * Natan Shklyar (Columbia Business School) * Peter Stavrakis (University
of Vermont)



15
Please send al comments and inquiries to regions@iews.org or to EastWest Indtitute, 700 Broadway,
New York, NY 10003, USA; ph (212) 824-4100, fx (212) 824-4149.
TO SUBSCRIBE

Please send an e-mail to regions@iews.org listing your name and indtitutiona affiliation. Please type
"subscribe’ asthe e mail subject.

TOUNSUBSCRIBE
Please send an e-mail to regions@iews.org with "unsubscribe” in the subject.
SPECIALIZED REPORTS

For information about commissioning speciaized reports on the Russian regions, please contact
regions@iews.org.

ADVERTISING IN THE REPORT

To place an advertisement in the Russian Regiond Investor or the Russian Regional Report, please
contact regions@iews.org.

CITATION AND REPRINT POLICY
When citing the Russian Regiona Report, please credit the "EWI Russian Regiond Report.” Please

contact regions@iews.org about reprinting material from the Russan Regiona Repart. No reproduction
or redistribution without prior permisson is alowed.



EastWest Indtitute Russian Regiona Report
(Voal. 7, No. 11, 20 March 2002)

TABLE OF CONTENTS

Federation Council
Vyborg City Court Blocks Kokh Confirmation
Gubernatoria Elections
Tyvas Sherig-Ool Oorzhak Wins Another Term
Fiscal Federaism
Procurator Investigates Petersburg Budget
[nvestment
Sakhaneftegaz Seeks To Regain Takan Deposit with New President
Lobbying
Kamykiya Sets Up Office To Lobby Federa Parliament
Party Building in the Regions
Court Examines Businessman's Power Grab in Ulyanovsk SPS
Natural Monopoliesin the Regions
Chelyabenergo, Governor Fight Over Electricity Prices
Regiond Resources On-Line
New Journa on Federation Council
Advertisement
NOW UPDATED On-Line Handbook of Russan Regions
EastWest Indtitute Publisher's Society
A Ligt of RRR Sponsors
Instructions on How to Contribute

AVAILABLE ON-LINE

RRR in PDF: http://mww.iews.org/rrrabout.nsf/pages/rrr+page
Russian Edition: http:/Mmww.iews.org/rrrabout.nsf/pages/rrb+page

FEDERATION COUNCIL

VYBORG CITY COURT BLOCKSKOKH CONFIRMATION. In an unusua move, the VVyborg
City Court issued an injunction on 5 March preventing the Federation Council from confirming the
appointment of Alfred Kokh asthe Leningrad Oblast |egidature's representetive to the upper chamber.
The case isimportant because of Kokh's position in Russian palitics and the evolving role of the courtsin
regulating a sendtive politica issue.

Kokh rose to prominence as the deputy head of the State Property Committee in charge of
privetization under Anatolii Chubais during the mid-1990s. More recently he was the head of Gazprom-
Mediawhen it helped bring NTV's independence to an end. The daily Fontankaru speculated that
Kokh's gppointment marked the growing influence of Chubais clan in Leningrad Oblast. The Leningrad
Oblast legidature chose him asiits representative to the Federation Council on 26 February in asurprise
move as it had been expected to choose a less controversia candidate approved by the presidentia
adminigtration. However, the legidators were gpparently impressed with Kokh's business and lobbying
connections.



Oblast Legidature Deputy Oleg Petrov gppeded to the court to overturn the decision, arguing that
the legislature violated numerous federal and oblast laws when it chose Kokh. Petrov argues that Kokh
faled to disclose his totd income for 2001 and committed legal violations in collecting Sgnaturesin
support of his candidacy. In his disclosure, Kokh claimed that his 2001 income was 41,864,619 rubles
(about $1.35 million), including 37.2 million rubles for research honoraria, consultancies, and scientific
work.

Additiondly, the federal government has joined the case againgt Kokh. Leningrad Oblast
Procurator Y urii Prokofev asked the Vyborg City Court to annul Kokh's eections citing Smilar
violations of federa law. The procuracy’s involvement in the case suggests that some parts of the federa
government oppose Kokh's nomination and raises the likelihood that he will suffer the same fate as
former Procurator Genera Y uri Skuratov, who was gppointed to the Federation Council from
Buryatiya, but quickly removed from the post.

The Leningrad court accepted both complaints, and sent afax to the Federation Council ordering it
to suspend al proceedings regarding Kokh's confirmation pending aruling. The court said it would fine
the upper chamber fifty minimum wagesif it did not comply.

At an 11 March mesting, the Federation Council's Commission on Parliamentary Procedures
declared the injunction againgt the consderation of Kokh's membership "unprecedented” and
"outrageous." Senator Mikhail Margelov suggested that the court order could undermine the authority of
the Russian judiciary because it violated the Congtitution and failed to show proper respect toward the
Federation Council. According to Margelov, the court could only suspend the results of Kokh's election
and recommend that the Federation Council rgect his membership. However, Nikolai Tulaev, the
chairman of the commission, argued that Kokh had become a member of the Federation Council
immediately after his eection on 26 February because the confirmation procedure is a pure formality.
Eventudly, the Commission decided not to proceed with Kokh's confirmation and asked the Genera
Procurator and the Supreme Court to clarify Kokh's case.

On 13 March, the Vyborg City court started its proceedings. During the sesson, another Leningrad
Oblast deputy, Alexandr Vernikovskii, claimed that he had signed a petition in support of Kokh
mistakenly after being told to sgn two documents to support a different candidate. Later, it turned out
that one of the papers he had signed had been in support of Kokh. He charged that the petitions were
mideading.

The court is now focusing on three questions: Did the legidators know whom they were nominating?
Did the people collecting sgnatures midead the legidators? And, what data should Kokh have disclosed?
Kokh's lawyers argued that the law does not define the procedure for collecting signatures. Therefore, it
was up to the parties to determine how they would accomplish this task. Leningrad Oblast Spesker Vitdii
Klimov, who gppeared at the hearing on its own initiative, supported this view. He has repeatedly argued
that Kokh's election was fully legd. The next court sesson is set for 10 April. - Alexel Troshev

GUBERNATORIAL ELECTIONS

TYVA'SSHERIG-OOL OORZHAK WINSANOTHER TERM. On 17 March, Tyva Presdent
Sherig-ool Oorzhak won athird term as the head of the republic's executive branch, taking 53 percent of
the vote and avoiding a runoff. His closest opponent, parliamentary Speaker Sholban Kara- ool won
about 21 percent, while Kyzyl Mayor Aleksandr Kashin placed third with 7 percent. The losers have
aready announced that they will protest the results. Federal Electora Commission Chairman Aleksandr
Veshnyakov said that he did not see any vidlationsin the eections, making clear that the Kremlinis
content with the outcome.

Sergel Pugachev, the banker with close ties to President Vladimir Putin whom Oorzhak gppointed as
his representative to the Federation Council on the eve of the eection, apparently financed Oorzhak's



campaign. Some sources clam tha he flew campaign advisers from the M oscow-based firm Imidzh-
kontakt to the republic on his own arplane. Tyvas most prominent politician, Emergencies Minister
Sergel Shoigu, did not participate actively in the dections. Last fal his candidate in a State Duma by-
election logt to a candidate backed by Oorzhak and Shoigu decided to stay out of republican politics
after that.

Oorazhk's advisers made sure that they controlled the republican media during the campaign. On the
eve of the éections, the president’s team apparently bought off the management of the only opposition
minded independent televison station in the republic, Novyi vek, and the owners of two opposition
newspapers, Tsentr Azii and Inform-plus. The only opposition publication in the republic that
consstently criticized the president was S ovo, the bulletin of the loca Y edingtvo party branch, which is
controlled by Kara-oo0l, the president's top opponent. However, two days before the election, Oorzhak's
campaign used a government-owned printing press to publish 80,000 copies of afdseissue of Sovoin
which the editors ostensibly apologized for their "boorish behavior in criticizing the president.

Observers dso claim that the presdent's campaign used republican civil servants to round up votes.
These gate employees dlegedly used officid carsto travel around the countryside agitating for the
incumbent. - Maksm Shandarov in Novosibirsk

FISCAL FEDERALISM

PROCURATOR INVESTIGATES PETERSBURG BUDGET. The S. Petersburg procurator and
theloca branch of the Minigtry of Internd Affairs Department for Combating Economic Crimesis
investigating the city adminigtration Finance Committeg's decison to place city fundsin 13 commercid
banks when the Russian Budget Code requires regiona administrations to keep their fundsin the Centra
Bank or itsterritorial branches. According to St. Petersburg Monitoring and Accounting Chamber
Chairman Dmitrii Burenin, the city is not only illegdly kegping money in the commercid banks, but dso
taking loans from these banks. In 2000, the city borrowed more than 5 billion rubles from
BALTONEKSIM Bank aone. The interest on these loans was more than 20 million rubles, he claimed.
Governor Vladimir Yakovlev iswidely bdieved to have dose tiesto this bank.

Additiondly, the auditors determined that the Architectural Glass Factory and the new Ice Palace
hockey rink received 1 billion rubles of city money, but it was not clear under what conditions they would
have to return the money. The 2001 and 2002 budgets make no mention of these funds. The auditors
noted that an additiona 1 billion rubles disgppeared from the road fund for unspecified uses and more
than 265 million rubles from the same fund went for the reconstruction of the Y ubileinyi Sports Palace.

Officidsa BALTONEKSIM Bank confirmed that it has city money on deposit and directed dll
questions on the legdity of its holding such money to city officids. However, the bank officids argued that
trandferring city funds to the Central Bank would have negetive consequences for the city since it might
not be able to receive commercid bank creditsin the future. All banks want collaterd for their loans and
prefer to lend to customers who have an account in the bank, the BALTONEKSIM spokesman said.
The Architectura Glass Factory is currently in bankruptcy proceedings and it is not clear when it will be
able to return the borrowed city money. City officids clam that they have not broken any laws. - Marina
Makovain St. Petersburg

INVESTMENT

SAKHANEFTEGAZ SEEKSTO REGAIN TALKAN DEPOSIT WITH NEW PRESIDENT. In
April 2001 Sakhaneftegaz won atender for the Sakha Republic's Ta akan deposit, with 124 tons of ail
and 47 hillion cubic meters of naturd gas reserves, by offering to pay a $501 million borusto the Russian
date, sending $200.4 million to the federd government and $300.4 to the republican government.
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However, at the beginning of March 2002, after determining that the company could not pay this sum, the
republic cancdlled the results of the tender and declared that it would hold a new auction.

So far 2002 has been atime of enormous change for Sakhaneftegaz and Sakha. At the beginning of
February, as the republic was deciding the fate of the Talakan deposit, the oil company Y UKOS
purchased a 42 percent stake in Sakhaneftegaz. Y UK OS thus became the second largest owner in the
company that former Sakha Presdent Mikhail Nikolaev had called the republic's second Alrosa, the firm
that monopolizes Russias diamond production and generates most of the republic's revenue. Additionaly,
on 9 March, Sekhaneftegaz el ected Rudan Shipkov, the former chief federa inspector for Sekha, Amur,
and Magadan, asits new president. Shipkov founded the company in 1993 and worked asiits president
for 18 months before Sgning on as a public servant. Shipkov said that heis returning to the company
because he wants to help Sakhas newly eected president, Vyachedav Shtyrov, develop the republic's
industry outside the diamond sphere. Like Nikolaev, he sees the energy sector as one of the most
promising. His connections with Putin's presidentia adminitration from his former job should dso help
develop contacts for the company.

Shipkov admitted that the $501 million bonus was unredistic and said that he supported the
republic's decison to annul the results of the tender. He said that Sekhaneftegaz now intends to
participate in the new auction, which will be held by the end of 2002. Y UKOS representatives hope to
reduce the size of the bonus they will be required to pay. Mogt likely, it will be dightly larger than $300
million. They claim that the quality of the Tdakan ail is not bad, but that the main problem will be
trangporting it over the vast distances required to reach customers.

The Sakhaneftegaz- Y UKOS team will face stiff competition in the auction snce Surgutneftegaz and
Rosneft are d o likely to participate. Since developing the site will be such a massive project, the
company that wins the tender most likely will have to split the work with other companies. Y UKOS has
dready invested $38 million in Sakha, demongtrating its serious intentions. It plansto triple its sales of
petroleum products in the republic in 2002 to 1.5 million tons a yeer.

YUKOS dready has an agreement to sdll Siberian ail to China, which has a strong need for fud but
few domestic sources. The company is currently trangporting oil south in trucks, which is very expensive,
and hopes eventually to build a pipeline connecting Russa and China (EW Russian Regional Investor,
21 June 2001).

The main loser from canceling the results of the previous auction and holding a new one is Sekha
With the new tax laws in place, the federa government will now take a much greeter share of the
proceeds from the auction. - Oleg Yemeyanov in Y akutsk

LOBBYING THE FEDERAL GOVERNMENT

KALMYKIYA SETSUP OFFICE TO LOBBY FEDERAL PARLIAMENT. Kdmykiya Presdent
Kirsan Ilyumzhinov established the position of deputy republican prime minigter for relations with the
Federa Assembly and appointed Batr Vankaev to the position on 11 March. Vankaev said that his chief
task will be to maintain ties with various committees in the State Duma and Federation Council to ensure
that republican interests are represented in federa legidation (1zvestiya Kalmykiya, 12 March). In recent
years, Vankaev has served as Kamykiyas representative in North Osetiya, [lyumzhinov's assgtant in the
Federation Council, and the head of the regional Y edinstvo party. Vankaev said that he will work with
federd legidators regardless of party affiliation.

This new appointment adds to Kamykiya's dready extensive efforts to lobby the federa
government. In the past, the republic sent representatives to the Russian president and government,
Seting up an office in Moscow. It also designated a representative to the presidentid envoy in the
Southern Federa didtrict, Viktor Kazantsev.
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The new lobbyist will partly compensate for [lyumzhinov's poor relations with Kamykiyas only State
Duma member, Aleksandra Burataeva. During the 1999 State Duma campaign, Burataeva accused
Ilyumzhinov of organizing a conspiracy againg her. Vankaev noted that now the administration has no
contact with her and does know what sheis doing. Additiondly, the State Duma has aso initisted some
unpleasant steps againgt Kalmykiya. For example, last year it ordered the Audit Chamber to conduct an
extensve audit of the republic's use of federa funds. Although the auditors did not find any serious
problems, the procedure caused the republic considerable discomfort. Part of Vankaev'sjob will beto
take the pulse of the Dumato avoid Smilar incidents in the future, especidly in the run up to the republic's
presidentia eectionsin October 2002.

The key targets for Kamykiya's lobbying will be the ecology, resources, and budget committees.
The region faces severe ecologica problems because more than 80 percent of the republic's territory is
becoming a desert. The republic does not have sufficient resources to ded with this problem on its own
and will need additiond federd help. Even supplying the republic's population with drinking water is
difficult ance the republic does not have any of its own fresh water sources and must import it. There are
federa programsto ded with this problem, but financing comes only irregularly. More persistent federa
lobbying should make it possible to secure the necessary funds.

Following the recent budget reforms, the federal government controls a much greater share of
Russas revenue and regions can only gain access to these funds through the lobbying process. In 2001,
the republic collected 10.9 hillion rubles in taxes, but 9.3 billion went to Moscow and only 800 million
stayed in the republic. Moreover, the Russian government has practically annulled the agreement to divide
the taxes from the Caspian Pipeline Consortium evenly between the federa government and the regiona
governments whose territory the pipeline crosses. - Vladimir Volginin Kamykiya

PARTY BUILDING IN THE REGIONS

COURT EXAMINES BUSINESSMAN'S POWER GRAB IN ULYANOVSK SPS. Ulyanovsk
Oblagt's Lenin Raion court must decide if it has the authority to resolve an intra- party conflict on the basis
of Russan legidation. Union of Right-Wing Forces (SPS) Ulyanovsk Political Council members |sask
Grinberg and Oleg Belokurov have filed suit asking the court to declare the party's 9 February meeting
illegitimate because a quorum was not present. The battle involves questions of the party's leadership, its
relaionship with the authorities, and its future direction.

The purpose of the meeting was to register the oblast SPS organization officidly as a branch of the
nationa party, but the meeting ended in scandal. Political Council Chairman Sergel Gerasmov, a
prominent Ulyanovsk businessman, registered 142 new members on the eve of the congress. By the day
of the congress, the Ulyanovsk SPS had 429 members, of which 281 turned out for the meeting. Many of
the new members were part of Gerasmov's security detall and wore camouflage uniforms. They voted as
abloc to eect Geraamov as the head of the organization and to prevent the eection of alarge number of
well-known SPS activists who were not dlied with him from joining the party's Political Council. Although
Gerasamov himself did not attend the congress, he had given his supporters detailed instructions on how
to vote.

Infiling his court case, Grinberg reveded these ingtructions and accused Gerasmov of trying to
privatize the regiond chapter of the SPS. He called on party members to fight what he described as
totditarianism in the party. A third of the participants in the congress followed his lead in sorming out of
the congress and informed the local branch of the Justice Ministry that, because of their walkout, the
congress did not have a quorum.

Thisscandd issmply the latest in a series of disputes that have split Ulyanovsk liberds. The cleavage
was aready clear in 2000 when members of the party split over whether to support the gubernatoria
candidacy of Vladimir Shamanov, who went on to win the eection. Some party members welcomed the



arriva of the generd asthe only candidate with aredistic chance to defeat former Governor Y urii
Goryachev; others opposed the el ection of amilitary man who was a politica outsder in Ulyanovsk
politics.

Until these events, Gerasmov had never been a public politician. However, he is very wedthy by
local standards, declaring an income of 128 million rublesin 2000. He owns the Children's World
department store, achain of grocery stores, and alarge stake in the Milan dairy and other enterprises.
His companies employ 4,000 people. He said that so far he had worked to advance his own interests,
but now was willing to work for society. He also indicated that he would consider running for governor in
three yearsiif the Ulyanovsk SPS worked well under him.

Local observers believe that under Geraamov the local SPSwill generdly support Governor
Shamanov, a least until the next gubernatoria eections. The people who |eft the congress are largdly in
opposition to the governor. This group has caled on the SPS nationd party organization to send a
delegation to Ulyanovsk to address the current split in the party. The national party may have trouble
figuring out what to do since it itself is split among those who back President Putin and those who are
more comfortable opposing him. The protesters are adso seeking relief from the court. However, it
remains unclear if the court has jurisdiction to resolve such a case since there are no precedents of smilar
decisons. - Sergel Gogin in Ulyanovsk

NATURAL MONOPOLIESIN THE REGIONS

CHELYABENERGO, GOVERNOR FIGHT OVER ELECTRICITY PRICES. Russds
governors and the managers of its eectricity monopoly (EES) have long had conflicting interests. The
governors want to keep eectricity and heating prices low to ensure that loca industry remains competitive
and preserve a higher standard of living for the population. The managers want to raise prices so that they
can cover their costs and invest in equipment upgrades they desperately need.

This battle is now becoming acute in Chelyabinsk Oblast. On 12 March Chelyabenergo Generd
Director Vyachedav Seredkin denounced the Regiona Energy Commisson and its chairman, Vitdii
Vadlev, for stting the price of eectricity and heat on the basis of "political consderations” On its own,
such a gtatement is not particularly groundbreaking because, like any adminidrative intervention into
economic activity, setting electricity and heeat prices a the federd and regiond level has aways been
somewhat political. What is more interesting is thet this statement came from the generd director of
Chelyabenergo, who had aways been loya to the governor. The increasingly public nature of the conflict
reflects the serious difference between the energy supplier and the regiona price setting body, whichis
controlled by the governor.

Seredkin argues that the Regiona Energy Commission's (REK) prices do not take into account that
Chelyabenergo's equipment is in much poorer shgpe than that of neighboring regions and in much greater
need of investment. Additionaly, the company must buy loca cod, which accounts for about 30 percent
of the fuel it uses, a relatively high pricesin order to support local coa miners.

In Chelyabinsk the palitical factor in setting prices has been obvious for along time. In the months
before the region's gubernatoria dections (the second half of 1996 and the second half of 2000), the
administration made sure that the REK did not raise prices. The Chelyabenergo management always took
this Situation into account and did not seek price increases during these periods. Of course, after the
elections, the politicians neglected their promises to compensate the utility and it would have to cover its
losses on its own.

Chelyabenergo's current unhappiness with the REK has a serious economic underpinning.
Chelyabenergo islosing money a amuch faster rate now because the priceit must pay for dectricity
from Russids wholesde market (FOREM) has gone up and the price of the naturd gasit usesto generate
electricity has dso increased. Fifty-five percent of the energy Chelyabenergo sdlls comes from the
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wholesale market, while 70 percent of the fuel the utility consumesis natural gas. The REK's Vasilev does
not deny that the utility islosng money, but claims that a solution must come from the federal and oblast
governments. Utility managers smply want to raise prices so that they can cover their costs. Severd
studies conducted in the oblast have found that Chelyabenergo's requests are reasonable.

Chelyabenergo wants to raise eectricity prices 19 percent and heating prices 20 percent. On 1
March, the REK raised electricity prices on average only 11 percent to 68 kopecks per kilowatt-hour
and 5 percent for heat consumed by industria enterprises, leaving resdential and government organization
heat prices unchanged. The REK argued that raising the prices higher would thresten the oblast's
standard of living and hurt productivity at loca enterprises. In Chelyabinsk energy prices for enterprises
are much higher than for resdences and government offices, which have generaly low prices. Such
differentias exist in neighboring Sverdiovsk and Perm oblagts, but to alesser degree than they doin
Chelyabinsk. - Igor Stepanov in Chelyabinsk

REGIONAL RESOURCESON-LINE

New Journal on Federation Council - (http:/Aww.ilpp.ru/bulletin/) The Indtitute of Law and Public
Policy has launched a new quarterly, Russan-language journd caled The Federation Council and
Condtitutional Development in Modern Russia The bulletin is part of the Federalism and Representative
Power in Russa: New Perspectives for the Federation Council project of Emory University (Professor
Thomas Remington) and the Ingtitute of Law and Public Policy sponsored by the Carnegie Corporation
of New Y ork and the John D. and Catherine T. MacArthur Foundation. The analyses focus on the key
issues of federdism, democracy, citizen rights, and Russas executive, legidative, and judicia
indtitutions. For an e-mail subscription to the newdetter, please contact istomina@ilpp.ru .
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Updated On-Line Handbook of Russian Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regional Report are pleased to
announce that the updated verson of our Ontline Handbook of Russia's Regionsis now available.
The fallowing regons have been updated through August 2001: Primorskii Krai, Chukotka, Nizhnii
Novgorod, Taimyr, Voronezh, Kdiningrad, Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and
Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's political and economic platform
-- Key palicy inititives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Relations with other regions

-- Therole of busnessin the region

-- Invesment in the region

-- Internet links in the region

-- Demographic, economic, and electord satistics
-- Foreign economic cooperation

Our Perm profileisavallable as afree sample at
http://mwww.iews.org/rrrabout.nsf/pages/governorstpage




Access to the database is $125 for government agencies, academic ingitutions, and non-profit
organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org.
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EastWest Indtitute Misson Statement

EWI is an independent organization dedicated to enhancing stability and helping prevent conflicts,
including any possible new Cold Warsin the 21st Century. Our gpproach isamulticultural one.
We promote change and peaceful relations within and between states and peoples through:

-- Developing leaders

-- Sarving asa"Think and Do" Ingtitution throughout Eurasia, Russia, and Central and Eastern
Europe

-- Bridging these regions with each other, Europe and North America

Since 1981, our core competenciesinclude: Bringing together private, public and NGO forces to
help resolve or prevent conflicts, stimulating independent and cutting-edge thought; initiating
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dialogues with those who do not speak with one another; and promoting transparency, good
governance and integration with the International community. EWI is avaues-based organization,
which promotes civil society and economic development. We place a premium on tolerance,
farness, repect for cultura and religious identities, and individud rights and responghilities.

Our priorities are centered on promoting effective responses to challenges posed by a changing
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PREPARATIONS FOR THE 2003, 2004 ELECTIONS

MOSCOW, BASHKORTOSTAN RETURN TO POLITICAL TRADING. Moscow
and Ufa have continued to have a dialogue and to provide services for each other since
the early 1990s despite their differences over Bashkortostan's declaration of sovereignty.
President Boris Y eltsin used republican presidents like Tatarstan's Mintimer Shaimiev
and Bashkortostan's Murtaza Rakhimov in his battle against USSR President Mikhail
Gorbachev and in his 1996 presidential campaign, where the main goal was to defeat the
Communists. Y eltsin then ignored the fact that Shaimiev and Rakhimov had set up
authoritarian regimes in their republics.

On coming to power, President Vladimir Putin adopted a new policy toward the
republican leaders, pressuring them to admit the priority of federal laws over republican
legislation and rejecting republican sovereignty. However, it is possible that this was a
temporary change. Having scored some successes, Putin will want to return to the use of
political dealk making with republican leaders in order to win their support in the 2003
parliamentary and 2004 presidential e ections. The federal government and the powerful
republics il have differing interests even though the republican |eaders are now aligned
with the pro-Putin Y edinaya Rossiya political party. Thus the Kremlin understands that
the regional leaders will try to win political concessions in exchange for their loyalty to
the president.



However, in contrast to the Y eltsin era, from the start the Kremlin is trying to control
the process of assuring the loyalty of the regiona dlite as part of its overall preparations
for the elections. With this goal, Deputy Presidential Chief of Staff Vladislav Surkov
came to Ufa on 21 March. Surkov has responsibility for party building, especially
overseeing the creation of the regional branches of the new Y edinaya Rossiya, and said
that his task in visiting Bashkortostan was to discuss the 2003 State Duma elections.

On the eve of the visit, the Bashkortostani leadership made clear that it wanted
Mansur Ayupov, one of the most outspoken defenders of republican sovereignty, to head
the republican branch of Yedinaya Rossya. From 1996 to 1999, Ayupov led the
republican branch of then Prime Minister Viktor Chernomyrdin's party Our Home is
Russia. He ultimately turned the republican branch of that party into an organization
independent of the Kremlin called "For a New Bashkortostan,” which worked actively to
promote republican sovereignty. It was clear that the Putin administration did not want
the Kremlin to lose control over its own party again and Surkov's task was to make sure
that the republican leadership understood this.

However, the republican leadership will not accede to the Kremlin's wishes easily.
Two days before Surkov arrived, Rakhimov announced that he would seek a third term as
Bashkortostan's president. This statement marked an about face for Rakhimov since he
had earlier said that he would not seek another term (he will be 69 in 2003) and would
name a successor soon. He claimed that he had to stay on to help defend Bashkortostani
sovereignty at such a difficult time for the republic.

Rakhimov's statement was clearly timed to Surkov's visit and put the Kremlin on
notice that the republic would demand a heavy price for the "insults' it had suffered at
Putin's hands. The most important issue for discussion was the Bashkortostan Supreme
Court's decision, aso announced on the eve of Surkov's visit, overturning more than a
third of the articles in the recently amended republican constitution. Rakhimov did not
anticipate the court's decision and publicly expressed his anger about this setback.

At Deputy General Procurator Aleksandr Zvyagintsev's request, the court overturned
some of the most aggressive attempts by the republic to chart its own course, including
constitutional provisions requiring republican presidential candidates to know the Bashkir
language and establishing republican citizenship. The court also rejected the inclusion of
the 1994 power-sharing agreement between Moscow and Ufainto the preamble of the
congtitution. The treaty provides terms highly advantageous to the republic and Putin has
made clear that he believes it hes outlived its usefulness. Members of the republican
legislature took the unprecedented step of setting up a committee to determine how the
court could take a decision with which they did not agree.

However, the federal authorities also have something to complain about since the
court left the constitution's assertion of republican sovereignty unchallenged. Zvyagintsev
said that he would appeal this ruling to the Russian Supreme Court. Possibly, Surkov may
try to work out a deal in which the Kremlin would not seek to overturn the republic's
asserted sovereignty in exchange for the republican administration's acceptance of the
rest of the court decision.

Another possible issue of compromise could be moving the Bashkortostani elections,
now set for June 2003, back to December 2003 so that they could be held with the State
Duma elections. Additionally, the presidential administration is actively seeking to hold
the Russian presidential and parliamentary elections on the same day and Bashkortostan's



election could be held on that day as well. (Currently the presidentia election will follow
the parliamentary elections by three months.) The Kremlin claims that holding such
elections on the same day will save money. The obvious political subtext, however, is
that it will be easier to arrange deals between federa and regional leaders if the elections
are al held on the same day. Thus, as the e ections approach, the potentia for political
compromises is expanding. - Igor Rabinovich in Ufa

PUTIN'S CRITICS

IRKUTSK JOURNALISTSVIEW BEREZOVSKII FILM. On 25 March, Irkutsk
journalists had a chance to view Boris Berezovskii's film "Attempt on Russia," which
charges that Federal Security Service (FSB) agents set the apartment bombs that killed
hundreds in Buinaksk, Moscow, and Volgodonsk during the summer of 1999. The
government has blamed the explosions on Chechen fighters. Berezovskii first showed the
film on 5 March in London, where he has lived more than a year, and then sent a
thousand copies to Russia. Members of Berezovskii's Liberal Russia party Sergei

Y ushenkov and Y ulii Rybakov brought the tapes to Moscow and St. Petersburg and some
copies were sent to the regions from there.

None of the national television networks has broadcast the film and regional stations
have refused to do so as well. The only place to see the film isin loca chapters of the
Liberal Russia organization. Irkutsk Liberal Russia leader Y urii Korenev arranged the
showing for local journalists.

The genera reaction to the film was that it raises more questions than it answers. The
film does not include any new information that has not aready been released: it smply
lays out the available evidence implicating the FSB in the bombings. Most of the film
focuses on the mysterious incident in Ryazan where vigilant citizens caught FSB officers
unloading bags of explosives into the basement of an apartment building. The film,
however, does not convincingly reject the FSB's official explanation that it was carrying
out atraining exercise in Ryazan, although one that was poorly conceived and
implemented.

At the viewing, journalists heard rumors that the special services had put some kind
of pressure on Liberal Russia members in Irkutsk to prevent the showing. Korenev said
that initially he had wanted to show the film in one of Irkutsk's movie theaters. However
after agreeing to a screening, theater managers cancelled the viewing after being advised
againgt it. Korenev believes that the Irkutsk city administration, rather than the special
services, pressured the theater into canceling the event. - Mikhail Mazur (Teleform) in
Irkutsk

LEGAL REFORM

LACK OF GUARDSIN ST. PETERSBURG THREATENS CRIMINAL COURT
REFORM. So many courtroom guards are quitting the St. Petersburg police force that
the city's criminal courts may have to shut down, Arkadii Kramarev, the chairman of the
St. Petersburg Legidative Assembly's Commission on Legality, warned at a 21 March
commission meeting. Every day twenty police officers leave this regiment, which isin
charge of escorting the accused to trial and guarding them in the courthouse. Currently,



the regiment has filled fewer than half of its staff positions. This shortage of funding and
manpower will make it difficult to implement further stages of legal reform, especially
the adoption of a new system requiring judges to issue arrest warrants.

Officers are leaving in droves to seek better paying jobs because, starting in April,
they will no longer receive a benefits package in addition to their salaries. The shortage
of the court officers is so severe that there are only enough guards to protect four of the
city's 20 courtrooms, according to Valentina Epifanova, the deputy chairman of the St.
Petersburg City Court. Epifanova noted that lengthy trials exacerbate the problem,
especially when judges are not able to finish cases within a single day. She said that all
district courts in St. Petersburg face similar shortages. St. Petersburg judges sent a letter
of complaint to Prime Minister Mikhail Kasyanov, Minister of Interna Affairs Boris
Gryzlov and Procurator General Vladimir Ustinov, but did not receive any assurances
that the federal government would alleviate the problem.

Representatives of the St. Petersburg Police Department have not offered any
financia assistance either. Rather they suggested two possible ways to increase the
number of officers. One ideais to treat the work as military service and draft local males
into this regiment. Another option is to pay extra salary to the regiment troops from the
city budget. The legidators criticized this proposal, however, noting that the federal
authorities are supposed to cover the officers saaries.

Kramarev agreed that the judges complaints were justified, but predicted that no
additional funding would become available. Moreover, he warned, that the entire court
system could shut down on 1 July, because from that date on judges will have to begin to
issuing arrest warrants, taking over atask currently performed by the procurators. Under
the new system, the court police will have to escort and guard individuas who have just
been arrested as well as those accused of committing a crime. Individuas who have been
detained will be kept in special detention cells until they appear before a judge who will
issue an arrest warrant, according to Alexandr Gusev, general director of the Judicial
Department at the Russian Supreme Court (Izvestia, 22 March). Guarding individuals
being held in the courthouse will require additional escort police, but the judicial reform
package does not allocate any funds for such officers.

According to Kramarev, the law limits regional legidatures from doing anything but
petitioning the federal government in such crisis situations. However, as a short-term
solution, the commission decided to draft and sponsor a bill authorizing city funding for
the police and petition the federal government to permit such payments. Putin's
government is unlikely to accept this proposal because the thrust of its reformsisto
assure that the police are loyal to the federal, rather than regional, governments. In the
longer term, the commission began drafting a bill that would provide money to construct
detention cellsin St. Petersburg courts and special rocoms for the judges to issue warrants
in city jails. The crisis facing the St. Petersburg courts may spread to other large Russian
cities where better-paying jobs are attracting guards whose salaries have been steadily
declining since 2001. - Alexei Trochev

BANKING ISSUES

FAR EAST SEEKSBANKING TIESWITH CHINA. Thelevel of economic
interaction between China and Russia in the Far East is small but growing. In 2001,



Khabarovsk Krai had aforeign trade turnover of $2.22 hillion, 52 percent larger than the
previous year. China made up 68 percent of these imports and exports (with other
partners trailing significantly: Japan, 9 percent, Singapore, 8 percent, and Switzerland, 4
percent). China also has the largest number of joint ventures in the krai, with 22 of the 48
registered there. A considerable amount of trade is likely also taking place in the
shadows.

Now Russian banks in the Far East are trying to bring such exchanges into the open
and expand them. To this end, the Dalnevostochoe OVK Bank recently presented a new
book entitled "Prospects for Russian-Chinese Cooperation in the Banking Sphere" at
conferences in Khabarovsk and Vladivostok. Thisis the first book to examine the current
situation and future prospects for Russian-Chinese bank cooperation.

The Russian bankers ascribe the success of Chinas banking system to severa
factors. The country has the highest savings rate in the world. Depositors care little about
the reserves of their banks since they fully trust the government. And, usially the only
investment Chinese citizens make is purchasing their apartment. Therefore 80 percent of
the population's savings are in bank accounts. By contrast, Russia’s banking system is a
"pygmy." Few Russians would entrust what money they have to the country'sfinancial
institutions.

The authors estimate that each month shuttle traders illegally export $50 million to
China. Even though China benefits from the influx of cash, the Chinese leadership is not
happy with these illegal money flows. Already Far Eastern banks, like DalOVK,
Primsotsbank, and Regiobank, are trying to capture this market by offering servicesin
transferring money to China. DalOVK bank currently transfers about $1 million a month
to Chinafor individuals, an amount that is considered a success by local standards. While
no one thinks that it will be possible to stamp out the black market trade entirely, the
shadow economy could be reduced to a minimum.

Since the Chinese banks have so many resources, the Russian bankers proposed
liberalizing Russian legidation to allow Chinese financial institutions to operate in the
Russian market. The authors also propose increasing the number of joint meetings,
conferences, and forums with their Chinese colleagues. So far there is little common
understanding between bankers working in the two countries, particularly those serving
small and medium businesses. - Yurii Rozhkov in Khabarovsk

ALTERNATIVE MILITARY SERVICE

NIZHNIT EXPERIMENT CONTINUESDESPITE CRITICISM, COURT
RULING. Since the end of 2001, the city of Nizhnii Novgorod has conducted an
experiment in providing the country's young men with an alternative to military service.
The Constitution (article 59, part 3) guarantees this right, but the State Duma is still
discussing the necessary enabling legidation. In the absence of a federal law, the city is
trying to push from the bottom up a policy that faces considerable resistance from the
military at the federal level (see earlier articles on thisissue in EW Russian Regional
Report, 13 February)

Nizhnii Novgorod Mayor Y urii Lebedev initiated the experiment, taking the decision
at a meeting with human rights advocates on 10 April 2001. He signed a municipal order
establishing alternative service on 27 June 2001 and launched it in the fal of 2001. Now



Nizhnii draftees who opt out of military service are working as orderlies at the city's
hospital number 1, which suffers from an extreme shortage of workers.

Initialy, the participants were expected to serve three years, but that term may be
lengthened to four in the bill the Duma is now considering. The participants currently
work eight-hour days, but that figure may also be increased. If the participants fail to
perform their duties, they will be sent to military service and may even face criminal
charges. Lebedev believes that the existence of alternative service may reduce the
number of young men who simply fail to show up when they are drafted.

Fifty-one individuals requested alternative service in 2001 and 20 were accepted into
the new program. Most of the current participants are members of the Nizhnii Novgorod
Peace-Keeping Group, which has existed for five years and conducts many pacifist
activitiesin the region.

In January 2002, the Nizhnii Novgorod Procurator took the city to court, charging
that the program was illegal and that the mayor had exceeded his powers in launching it.
The Nizhnii Novgorod Raion Court, however, ruled that the program had a firm legal
footing because the constitution explicitly authorized it. However, the procurator then
took the case to the higher Nizhnii Novgorod Oblast Court. In February, this court
overturned the mayor's order establishing the program.

Despite the court ruling, the experiment is continuing based on its own momentum.
Mayor Lebedev has spoken out at the local and federal level to defend the program and
visitors frequently come to see how it is being implemented.

In the middle of March, President Putin commented on the experiment, charging the
mayor with violating the law. Putin said he wants to introduce alternative service as
quickly as possible in Russia but only on the basis of afedera law. He charged that the
Nizhnii experiment had been introduced "without prior permission” and that the
"procurator should take appropriate action.”" Putin charged that Lebedev has little chance
of winning reelection in Nizhnii's upcoming mayoral elections, and therefore is trying to
use the issue of alternative service to gain popularity with the voters.

A year ago Lebedev tried to hold a city-wide referendum on the issue of aternative
service. However, the city Duma refused to approve the plebiscite because it determined
that military service was within federal, rather than local, jurisdiction. Additionally,
holding such a referendum would have given Lebedev a large amount of publicity at a
time when he was running (unsuccessfully) for governor.

In response to the president's words, Lebedev said that he was prepared to be an
"extremist." Media under his control in the city tried to explain Putin's statements by
claiming that he had been set up by Presidential Representative to the Volga Federal
District Sergel Kirienko who hates the mayor. Communist Party leader Gennadii
Zyuganov aso backs this version of events. Other hypotheses blame the president's
comments on the influence of other Nizhnii politicians.

The young men currently participating in the alternative service program are in lega
limbo and it is not clear that their curent work will be counted toward their obligation to
the military once afedera law is adopted. They aso may not continue to receive the
reasonably generous salaries they currently enjoy. Thus, it is likely that the young people
could become victims of various politicians games. - Rustam Bikhmetov in Nizhnii
Novgorod
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Updated On-Line Handbook of Russian Regions

The EastWest Institute (EWI) and the editors of the Russian Regional Report are
pleased to announce that the updated version of our On-line Handbook of Russia's
Regions is now available. The following regions have been updated through August
2001 Primorskii Krai, Chukotka, Nizhnii Novgorod, Taimyr, Voronezh,
Kaliningrad, Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russia's 89 regions that include:

-- The governor's political and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Politics in the region

-- Relations with other regions

-- The role of business in the region

-- Investment in the region

-- Internet links in the region

-- Demographic, economic, and electoral statistics
-- Foreign economic cooperation

Our Perm profile is available as a free sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic institutions, and
non-profit organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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BUSINESS AND POLITICSIN THE REGIONS

PUTIN CUTSTATARSTAN, BASHKORTOSTAN ACCESSTO OIL MONEY ON
EVE OF ELECTIONS. The federal government has changed the way that Tatarstan and
Bashkortostan sell their oil in a manner that limits how the republican leaders can use the
revenue for campaign purposes.

With continuing instability in world oil prices and a Russian agreement to extend
export cuts by 150,000 thousand barrels a day for a second quarter, competition among
export-oriented oil companies has intensified for access to Transneft's pipelines, which
send Russian oil abroad. None of Russias oil companies wants to cut output now and all
would like to see someone el se bear the brunt of the cutbacks. According to Deputy
Prime Minister Viktor Khristenko, who oversees oil issues, the Russian government did
not want to damage its relations with any of the oil companies and therefore did not set
any quotas. Rather, it asked the companies to agree among themselves on how to cut
exports (Kommersant, 25 March).

However because of the traditionally poor relations between Tatarstan President
Mintimer Shaimiev and Bashkortostan President Murtaza Rakhimov, who practically run



the Tatneft and Bashneft oil companies, and the leaders of Russia’s major oil exporters
(Yukos, LUKaoail, and Sibneft), the companies did not reach an agreement. The leaders of
the magjor companies object to the flow of Tatneft's and Bashneft's il through the
common pipeline because the republics oil has high sulfur content. The republican oil
makes up 11 percent of the total flow. The other oil companies argue that exporting such
oil is an unprofitable social project, which mainly serves the interests of the republican
leaders, and they believe that they should not have to sponsor it (Finansovaya Rossiya, 21
March). Including the high sulfur oil into the common flow of Russian oil lowers the
price of the higher quality Siberian oil produced by the mgjor companies by $1-2 abarrel.

Given the current market conditions, Russia's leading oil companies asked the
Russian government to limit the flow of high-sulfur oil into the pipeline. They believe
that Tatneft and Bashneft should compensate the other oil companies because the low
quality of their oil brings down the price for everyone. Y UKOS Presidert Mikhall
Khodorkovskii claimed that adding the Tatar and Bashkir oil to the common pipeline cost
the other Russian exporters $2.5 billion a year. Khodorkovskii also argued that the
republican oil companies benefit unfairly from the current arrangement because they
effectively sdll their oil for more than it is really worth. Khodorkovskii suggested that it
would be best to smply cut the republican companies out of the export business. The
protests of the Russias largest oil companies are understandable given the federal
lobbying efforts Shaimiev and Rakhimov undertake to protect the interests of their
companies.

In December 2001, Shaimiev and Rakhimov sent aletter to President Putin
protesting the inclusion of such compensation in a bill on the ail pipeline. YUKQOS,
LUKoail, and Sibneft had long supported this measure. The republican leaders warned that
Tatneft and Bashneft generated most of the tax revenues in their regions and that
introducing requirements to provide such compensation would effectively bankrupt them,
causing serious economic and social problems for the two republics. In March, the
leadership of Tatneft and Bashneft, the republics representatives in the Federation
Council, and top republican officials joined the lobbying effort against requiring
compensation.

In response to the input from the different groups, Putin ordered the government to
develop a plan that would send the republican oil to refineries in Ukraine and Russia that
are equipped to process hightsulfur oil. Under this plan, the republics earnings would
remain approximately the same as they are now and the republican oil companies would
not have to use the Transneft pipeline.

Khristenko pointed out that Putin's plans would improve the quality of Russian oil
exports and alow Russids largest oil companies to receive hundreds of millions of
dollars more for their exports. If Tatarstan and Bashkortostan want to continue exporting
their lower-quality oil abroad, they will have to compensate the other companies.

Thisfedera decision, adopted on the eve of parliamentary elections in Tatarstan
and presidential elections in Bashkortostan, hits the republican leadership hard because in
the past they had used the proceeds from oil exports to finance their election campaigns.
Now the proceeds from these sales will be more transparent to the federal government
and to the oil companies that have such unfriendly relations with Tatneft and Bashneft.
Additionally, Putin's decision shows how the federal authorities are able to force such



opposition-minded leaders as Rakhimov and Shaimiev to accept an economic policy that
meets federal interests. - Igor Rabinovich in Ufa

KALININGRAD AUTHORITIES, BUSINESSPEOPLE DISCUSS RELATIONS.
On 25-26 March, Kaliningrad Governor Vladimir Y egorov, members of the Oblast
Duma, and the regional business elite gathered in the village of Sosnovka, 60 km from
Kaliningrad, for a seminar to discuss "Conceptua questions of relations between the state
and business in Kaliningrad Oblast.” This was the first meeting between the oblast
authorities and the business community to organize their activities in developing
Kaliningrad Oblast in today's unprecedented geopolitical and economic conditionsin
which the exclave region will likely soon be surrounded by European Union members.
The seminar discussed an idea, which all oblast groups could rally around: the
achievement of a European quality of life.

During the last five years, relations between business and the authorities have
evolved through three stages:

-- 1997 to 2000, under Governor Leonid Gorbenko, was a period in which some
businesses had close ties to the authorities and some were held aloof (described in
Russian as "rasnopriblizhennost"). Persona connections and agreements played the main
role in determining who had access and who did not.

--1n 2001, Y egorov's new oblast administration and the Duma distanced
themselves from the business community to cleanse themselves of any potentia conflicts
of interest ("ravnoudalennost™).

--- 2002 marks the beginning of a new erain which the authorities are working
equally closely with all businesses ("ravnopriblizhennost™). Businesses are starting to
think more long term, with their success depending more on their assessments of the
oblast's future than their relationships with the governor or Oblast Duma deputies.

State-business relations are becoming more ingtitutionalized and the authorities are
losing their business phobias. The seminar discussed the idea of creating a "Baltic
Davos," which would provide a large forum for meetings between the authorities and
business in which they could not only air their complaints about each other, but also
examine programs of joint action, with the participation of leading libera Russian
economists such as Yegor Gaidar, Vladimir Mau, and Sergel Sinelnikov-Murylev.

The participants also supported the idea of creating an Economic Council to advise
the Oblast Duma on how to take into account business interests in implementing the
federal development program for Kaliningrad through 2010. The Russian government
approved this program in December 2001. - Solomon Ginzburg in Kaliningrad

PATTERNS OF REGIONAL DEVELOPMENT

PRIMORSKII'SDARKIN ON KEY ISSUES. Primorskii Krai Governor Sergei
Darkin, who came to office in June 2001, recently toured his krai, conducting 50
meetings with congtituents in the last 30 days. RRR Correspondent Andrel Kaachinskii
attended the last one. Here are some of Darkin's statements on key issues.

Kra budget:



Our main task was to impose order on finances. The federal government quickly changed
its policy toward us and now we receive our transfers, subsidies and grants on time.
However, we should not take pride in such large grants. Our goa is to reduce our
dependence on the center. The federal government gave us 6.5 billion rubles, which
combined with our 12 billion rubles of revenue, produces an overal krai budget of 19
billion rubles. This seems like a lot, but if we divide it by the number of people in the
krai, 2.1 million people, it is not that much. It is similar to the figures in China

... When | took over the krai, there were 9 hillion rubles of debt: of these 3 billion
came from krai debts and 6 billion rubles from the municipalities. Wage arrears
amounted to 350 million rubles. Today we have eliminated all wages arrears. | promise
that there will be no debts in the future. We created a krai treasury for this purpose. The
purpose of this institution is smple: we now know where every kopeck goes and we can
monitor every ruble in any city budget except the city of Vladivostok.

China

The northern provinces of China, where 130 million people live, are developing at a rate
of 9.5 percent growth ayear. Overal, Chinais growing at arate of 7 percent ayear. Last
year Russia grew at a pace of 3.5 percent. What will happen in the next ten years?
Simple, Chinawill not conquer us, but smply forget about us and move on. Therefore
our main task is to make sure that our economy grows at a quick pace.

Wage growth

The last two months make us happy. In January and February, Primorskii Krai's gross
regiona product grew 3.5 percent. During this time salaries increased 36 percent. | am
paying attention to salaries for one important reason: for the first time in ten years during
the last quarter of 2001 and the first quarter of 2002, the economy grew as a result of
internal consumption. And that depends on rising salaries.

Although some may laugh, today the average salary in Vladivostok is 5,000 rubles
amonth. In the krai as awhole, it is 4,000 rubles. We met with the mayors of all cities
and decided that we had to increase the pay at all enterprises by an average of 25 percent.
This is important. There are many enterprises were pay is 500 rubles.

Past electricity crises

Y ou have seen that there is no electricity crisis in Primorskii Krai. We have a surplus of
generating capacity. ... Last year for the first time in 10 years we invested 500 million
rubles in the housing sector. And we bought fuel on time. This allowed us to survive the
winter without any big problems. This year we are setting aside 700 million rubles.

If the krai regularly invested similar sums in the housing sector, there would not be
such problems. On the evidence of this winter, we demonstrated ... that managing the krai
is an ordinary task, which any manager could perform.

The near future



What will I do the next six months? The top priority is cleanliness in the entire krai. We
will provide additional funding for equipment and use college students, high school
students, and soldiers to collect trash. We will clean up the krai.

The second task is preparing for the Asia-Pacific Economic Cooperation forumin
Vladivostok in the fall. We need to maintain political peace in the krai. Money loves
stability. In order to live well, we need investment. ...

The authorities should not hinder economic growth. The economy should develop
by its own laws. QOur task is to make sure that it helps people living in the krai. We have
stopped giving benefits to enterprises. Rather we are giving benefits directly to people. ...
[However in the case of Dalzavod, Darkin advocated using bankruptcy procedures
againgt the factory because "there was no other way to remove the director.” He also
noted that "in my opinion, we should nationalize the factory and return it to the bosom of
the state."] - Andrei Kalachinskii

REGIONAL ELECTIONS

OMSK LOCAL ELECTIONSRETURN SPLIT DECISION FOR GOVERNOR.
The 24 March Omsk Oblast Legidative Assembly and City Council elections returned a
split decisions for Omsk Governor Leonid Polezhaev and his Communist opponents.
Almost al of the governor's alies won election to the oblast legislature and the
Communists' representation dropped from 9 of 30 seats to just 5. However, the governor's
team lost in the City Council elections where the Communists won 11 of the 17 sesats.

The city of Omsk, with a population of more than one million, now has a Red city
council. The Communists plan to use their mgjority to elect a speaker who will forcefully
oppose Omsk Mayor Yevgenii Belov, an ally of the governor, in any initiatives that
contradict Communist plans. A battle over next year's budget is a foregone conclusion.

This electora outcome will exert a powerful influence on the region's September
2003 gubernatoria elections. At the moment it remains uncertain if the Kremlin will
allow Polezhaev to seek athird term. Now the main criterion the presidential
administration uses in determining whether to extend the political life of regional leaders
is whether they are effectively managing their regions and if they can influence the
electorate.

The election results are bad news for Polezhaev since he and the Communists
evenly split the electorate. Polezhaev will have a hard time convincing the Kremlin that
he is doing a good job in representing its interests. In the 1999 State Duma elections and
2000 presidential elections, Omsk voters backed the Communists and their leader
Gennadii Zyuganov.

All the Communists need to do to win the next gubernatorial electionsis keep
criticizing the oblast authorities and increasing the level of social tension, such as they
did on the eve of this election. At the end of February and in early March, workers at the
Polet factory and housing sector workers in the Sovetskii District struck because of wage
arrears. As aresult, the Communists were able to take control of the oblast legdative
seat where the Polet factory is located.

Many expect to see extensive personnel changes in the both the oblast and city
administrations following the vote. Judging who the governor and mayor hire will make



it possible to determine their strategy in the upcoming elections. - Pavel Shagiakhmetov
in Omsk

FOREIGN DIRECT INVESTMENT

SUN INTERBREW COMPLETES OVERHAUL OF SARANSK BREWERY. On
26 March, the Belgian firm Sun Interbrew competed its 3.5 million euro overhaul of the
Saransk brewery. The company will now produce up to 283,000 hectoliters of a new line
of its popular Tolstyak beer at the plant. Sun introduced the Tolstyak brand in 1996 and
now it is one of four national brands that the company owns. The new version of
Tolstyak will use abetter sort of barley grown locally in Mordoviya. The company plans
an extensive new marketing campaign for the beer built around the slogan "Beer for Red
Men." Tolstyak will also be the official beer of Russia's soccer championship.

Sun Interbrew's investment is one of the largest foreign investments in the
Mordoviya economy in recent years. Over the last four years, Sun Interbrew has invested
more than 18 million euros in the region, the company's Russia General Manager Louis
Moren said. Sun plans to increase production at the Saransk facility over the next few
years.

The republican leadership happily endorses such plans since the brewery is one of
the main tax generators for the republican budget. From the mid-1990s to 2001, the plant
paid $5.9 million in taxes, with more than $3.5 million going to the republic, making up
approximately 10 percent of Mordoviyas income. Now the sale of each bottle of
Tolstyak brings the republic more than one ruble.

Additionally, the Saransk brewery works closely with Mordovian agricultural
farmers. Beer production is a priority for the heavily agricultural republic. The 600
factory workers create jobs for an additional 10,000 residents of the republic in supplying
the factory. In contrast to many other Russian breweries, the Saransk plant does not
import its malt. Rather it uses locally produced malt, creating jobs for local farmers. The
brewery purchased 3,500 tons of barley on the local market in 2000 and 10,000 tons in
2001. Agricultural producers hope to increase their output as the factory's production
increases. - Sergei Ogorodnikov in Saransk

BLACK MARKET

JAPANESE AUTHORITIESBLOCK SALESBY RUSSIAN FISH POACHERS.
Poaching is a significant problem in the fisheries off the coast of the Russian Far East.
One in three fishing boats inspected gathers its catch in violation of the law, according to
the Pacific Ocean Department of the Russian Federal Border Service. The recent
introduction of auctions and the catastrophic depletion of fishery populations in Russian
territorial waters are expected to exacerbate the situation and experts predict increased
poaching in the future.

However, now the Russian authorities have atool to use against the poachers. The
participants of a Russian-Japanese meeting on poaching held in Tokyo at the end of
March decided that from 1 April only Russian ships that present freight and customs
declarations from the appropriate Russian authorities could enter Japanese ports. This
new rule will have the greatest impact on the most flagrant violators: the so-called



"Flying Dutchmen." These Russian ships left Russia years ago and have yet to return to
their native ports. They catch fish in Russian waters and then sell them beyond Russias
borders. The Russianauthorities have had an extremely difficult time dealing with these
outlaws.

Now the Japanese ports, the main customers for Russian seafood, are closed to the
Flying Dutchmen. On 15 April, the Russian authorities intend to conduct similar
negotiations with the South Koreans. - Oleg Zhunusov in Vladivostok

REGIONAL RESOURCES ON-LINE

Studies of Seven Federal Districts Available at EWI Site
(http://www.iews.org/rrrabout.nsf) - Updated reports on developments in the Seven
Federal Districts (some in English, some in Russian) from a 22-23 March conference are
now available at the EWI web site. The George Washington University and the EastWest
Institute organized the conference with support from the Carnegie Corporation of New
York.
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Updated On-Line Handbook of Russian Regions

The EastWest Institute (EWI) and the editors of the Russian Regional Report are
pleased to announce that the updated version of our On-line Handbook of Russia's
Regions is now available. The following regions have been updated through August
2001 Primorskii Krai, Chukotka, Nizhnii Novgorod, Taimyr, Voronezh,
Kaliningrad, Khabarovsk, Samara, Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russia's 89 regions that include:

-- The governor's political and economic platform
-- Key policy initiatives of the governor

-- Relations between Maoscow and the region

-- Politics in the region

-- Relations with other regions

-- The role of business in the region

-- Investment in the region

-- Internet links in the region

-- Demographic, economic, and electoral statistics
-- Foreign economic cooperation

Our Perm profile is available as a free sample at
http://www.iews.org/rrrabout. nsf/pages/governors+page

Access to the database is $125 for government agencies, academic ingtitutions, and
non-profit organizations. Corporations pay $275.



For ordering information, please contact Robert Orttung at rorttung@iews.org
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WTO AND THE RUSSIAN REGIONS

President Vladimir Putin has committed Russia to entering the World Trade Organization
as early as 2003. The impact this move will have on the country depends largely on what
conditions Russia negotiates for its entry. Strict terms could force extensive changes in
Russia's industry, but come at a high social cost, throwing many workers out of their
current jobs. Lax terms would not give Russia strong incentives to implement necessary
economic reforms.

Another complicating factor is how Russia's 89 regions react to the process of
joining the treaty. Regional political and business |eaders accept Russia’'s entry to the
WTO asinevitable and are working to prepare for it. In Omsk, the governor is using the
process to adopt policies that bolster his own political power and fragment Russia's
market by trying to protect local agricultural interests. In Ivanovo, local political and



business groups are warning that they will need federal aid to meet the challenges posed
by the WTO.

OMSK GOVERNOR USESWTO ENTRY TO EXPAND POWER. At arecent meeting
with agriculturd interestsin hisregion, Omsk Governor Leonid Polezhaev noted that Russa's
political leadership had dready decided to join the World Trade Organization (WTO) and that
the consequences for the Siberian regions will be negative. According to Polezhaev, as soon as
Russaentersthe WTO, it, and particularly Siberia, will become an attractive market for
imported agricultura products. The governor dlaimed that initialy foreign countries will send
humanitarian aid ddiveries of food to regions with weskly developed agriculturd systems or
food shortages. Naturaly everyone will accept such aid. However, after three-five years of such
assstance, domestic agricultura production will be in ruins, he asserted.

Polezhaev proposed a program to prevent such an outcome, at least in Omsk Oblagt, and
increase his personal power. Thefirst point of the program isideologica. The governor plansto
"dart by organizing massive daily work with the population” thet will "explain whet kind of
changes face the economy of the oblast and country.” The governor recently established the
Omsk Tdevison and Radio Company using budget funds to support "Channd 12," which can
broadcast to dmost every part of the oblast. Most likely, the oblast media will soon Sart
broadcasting the governor's view of Russias entry into the WTO.

The governor's second priority is introducing an aggressive program to sell Omsk
agriculturd products in other Russan regions. Mogt likely, the governor will soon replace many
of the oblast adminigtration officids who currently dedl with agricultura issues.

Agriculture is extremdy important to Omsk since it was one of Russds leading agricultura
producersin the 1990s. Last year, the region's agricultura output increased 39.8 percent,
according to Goskomdtat. The average for the Siberian Federal Didtrict was 8.5 percent.
Anticipated profits for 2001 are greater than 1 billion rubles.

Despite these figures, one third of agriculturd enterprisesin the region lost money last yeer.
These enterprises owe the budget and extra- budgetary funds 7 billion rubles. Most of these
loans are unlikdly to be repaid.

The governor's adminigration is dready implementing Polezhaev's program to defend
againgt the consequences of entering the WTO by preparing a plan to develop Omsk's food
processing industry and squeeze out al products imported to the Omsk market from other
regions and countries. These efforts will likely contradict the oblast authorities stated goa of
increasing the region's investment attractiveness. The authorities hope that their measures will
reduce loca food prices. Aleksandr Kivich, the director of Omsk Bekon, Russias largest pork
processor and a company owned by Sibneft, said that his company could meet Polozhaev's
god to be more aggressive by increasing sdes from "the Urdsto the Far East." - Pavel
Shagiakhmetov in Omsk

WTO ENTRY POSES CHALLENGESFOR IVANOVO INDUSTRY. lvanovo
Governor Vladimir Tikhonov expressed concern at a3 April conference on "Russias Entry into
the World Trade Organization and its Impact on the Ivanovo Economy" that Russias WTO
membership will have an adverse impact on loca enterprises, which are mostly made up of



textile and light manufacturers and equipment makers. He argued that if Russa entered the
WTO in 2005 as planned, more than 50 percent of the industry in the region would cometo a
sanddtill. Loca firms cannot compete againgt foreign firms and are unlikely to carry out
necessary renovations by that time. Ivanovo officids invited Deputy Minister of Economic
Development and Trade Maksm Mevedkov, the head of Russia's delegation to the WTO talks,
to the conference in the hopes that the country's top officids hear their message.

None of the conference speakers opposed Russias efforts to join the WTO. However,
they dl predicted serious problems for the oblast. Zinovevskaya manufaktura Genera Director
Y evgenii Koryagin pointed out that Russia usudly produces cloth that measures between 90 cm
and 1.5 meters. On the internationa market, the minimum acceptable width is 1.4 meters, and
most materid is 2-3 meterswide. In lvanovo, machines to produce such cloth are available in
just four enterprises and they make up less than 40 percent of the machinesin these factories.
Ivtekmash, the local producer of such machines, can make the wider versions, and some of the
textile makers have the resources to purchase them. However, most of the factories now in use
were built in the late nineteenth to mid- twentieth century and are designed for the narrow
meachines. Thus, switching over to world standards in producing wider cloth requires rebuilding
effectively dl of the textile indudry's facilities.

Despite these enormous costs, Ivanovo could benefit from WTO entry through a reduction
in the speed at which dectricity prices are increasing. Now lvanovo's enterprises have to pay
extremdy high prices for hest and e ectricity, which makes the cogts of their products much
higher. Machine building plants in particular suffer from this problem. Avtoagreget Director
Vderii Smyshlyaev cited an example in which a potentid German customer refused to hire his
firm to assemble motors because of high dectricity and meta dloy prices. Many enterprise
directors clam that the result of Russds entry into the WTO will be the forced improvement of
the qudity of Russan products, including metd dloys.

Overdl, the participants in the conference concluded that Russa must join the WTO.
However, without fundamentaly modernizing industry, strengthening the service sector and the
banking system, WTO entry will force the closure of numerous domestic enterprises and creste
asevere socid criss. Many of the enterprisesin the rurd parts of the oblast are located in one-
factory towns and their closure would leave 90 percent of the population without away to make
aliving. Ivanovo's palitical and business leaders believe that only the federd government hasthe
capacity to make large investments and provide additiona support to the area, but this process
will require at least 10-15 years. While the resdents of 1vanovo have stated their opinion, they
have yet to see evidence that such comments will have an impact on the Stuation. - Anna
Semenovain Ivanovo

PUTIN AND THE REGIONAL ELITE

CONSTITUTIONAL COURT CONFIRMSFEDERAL AUTHORITIES ABILITY
TO FIRE GOVERNORS, DISBAND LEGISLATURES. On4 April the Condtitutional
Court confirmed that the president has the right to fire governors and the State Duma can
dishand regiond legidatures. Nearly two years ago, on 29 July 2000, Putin Signed alaw giving
the federd authorities these powers as one of hisfirst movesin his drive to strengthen federa



control over the regions. At the time, the governors accused the president of violating Russan
citizens right to eect leaders and be eected and in destroying the country's federdist Structure.
On 2 November 2000 Chuvashiya President Nikolai Fedorov gppedled to the Constitutional
Court to overturn the law. The legidatures of Adygeya and Sakha eventudly joined the suit.
Ultimately, Fedorov dropped his name from the case, but most observers still associate it with
him.

In practice, the federd government has not fired a single governor nor disbanded any
regiona legidatures since the adoption of the law. The procedure deineated in the law was
smply too complicated to be implemented in life. Putin did secure the remova of governorsin
Primorskii Kral, Sakha, and Ingushetiya, but only by offering them important jobs in Moscow
and, gpparently, threets of crimind investigations. Federd officids have severd times threetened
to disband regiona legidatures, most prominently in the case of Sakha, but the threat has never
been carried out. Of coursg, it isimpossible to say how much the threet of such actions
influenced the behavior of regiond officias. Certainly, the regiond €lite is more compliant under
Putin than it was during the 1990s.

Although the court ruled that the law was in conformity with the Russan condtitution, it
further complicated the procedure the federal government must use to disband regiond
legidatures and fire governors. For the remova process to begin, the laws requires that the
action of the governor or regiond legidature " caused massive and serious violations of individua
and aivil rights and freedoms, threatened the unity and territorid integrity or nationa security of
the Russian Federation and its ability to defend itsdlf, or the unity of the country'slegd and
economic space.” The firgt step in the procedure the court adopted is that a court of common
juridiction mugt rule that a governor or regiond legidature is not implementing federd law.
Second, the Congtitutional Court must determine that the action violates the congtitution. Findly,
another court must confirm that the governor or regiond legidature did not implement the
origind court decison and thet the violation is"congtitutiondly sgnificant." After obtaining these
three court rulings, the president can issue awarning to the governor or legidature. Thiswarning
isthe last atempt by the federa government to resolve the matter peacefully. If the warning is
not heeded, the State Duma must consider a bill to disband the regiond legidature or the
president must prepare a decree firing agovernor.

In practice, it will only be possible to use this procedure in cases when the regiond
authorities adamantly refuse to obey the condtitution or the laws of the Russian Federation. The
law seeksto serve as an "inoculation” againgt misbehavior by the regiond dlite and as ameans
of exerting pressure on them. Moreover, this law isintended to provide a simulus for the
process of unifying federd and locd legidation So far, more than 5,800 laws have been
cancelled or amended, but much work remainsto be done. Mogt visible is the reluctance of the
Tatarstan State Council to give up clauses in the republican congtitution declaring Tatarstani
sovereignty. The next session of Tatarstan's parliament will be 19 April and the Congtitutiona
Court's decison isintended to nudge the legidators into adopting adecison in line with federd
preferences.

Although the law gives the regiond leaders extensve abilities to defend themsalves and
opportunities to reach agreements with the federa government, the most consistent defenders of
governors rights consider it unnecessary. Novgorod Governor Mikhail Prusak announced that



he was deeply angered by the Congtitutiona Court's decison and called on Putin to publicly
renounce his right to fire governors, even if the law itsdf remains on the books. On the other
hand, Deputy Presdentid Chief of Staff Dmitrii Kozak said that the court's decision confirms
the correctness of the presdentid administration's postion taken more than 18 months ago. He
clamed (incorrectly) that the right of federd authoritiesto fire regiond officidsexiged in dl
countries. - Svetlana Mikhailovain Moscow

REGIONAL ELECTIONS

BUSINESS GROUPSDOMINATE NIZHNII ELECTIONS. The 31 March electionsto
the Nizhnii Novgorod Legidative Assembly produced aregiond legidature that includes strong
representations from Nizhnii Novgorod's largest companies, which have recently been
purchased by federd financid industrid groups. Asaresult, big business will have much greater
lobbying opportunities in the oblast since many of the new members are among the top leaders
of the indugtrid groups.

In particular, the Gorkii Automobile Factory, which is owned by Siberian Aluminum, did
particularly well. Among the new legidators are GAZ President Nikola Pugin and GAZ
Homebuilding Combine Director Y evgenii Berezin. Aleksandr Tsapin, apopular locd politician
who hastiesto GAZ, is seeking to become the new speaker. Representatives of LUK ail, which
recently bought a controlling stake in the local Nors-Oil, dso did well by decting two
representatives to the body.

Other winners included Nizhnoenergo Generd Director Aleksal Sannikov and Gorkii
Railroad Director Khasyan Zyabirov. Holdovers from the previous group of legidatorsinclude
Deputy Chairman of the Volgo-Vyatskii Sberbank Viktor Lunin, NBD Bank Chairman
Aleksandr Sharonov, and the head of the large regiond grain company Lindek, Lyubomir Tyan.

The mgority of these big business representatives ran for seets in rurd agricultura digtricts
and defeated their opponents by wide margins. Voters in these depressed areas believe that
electing a busnessman to the regiond legidature will lift local economic fortunes.

The second largest lobby group in the legidature comes from the large number of raion
mayors who were redected to the legidature, including the leaders of Bogorod, Bor, and Kstov
raons. They will work with asmaler agriculturd lobby.

The new politicd reditiesin the country led to the dection of alarge new politicd faction
of Yedingvo and the Union of Right-wing Forces (SPS). Observers believe that about half of
the legidaors won office with the support of Presdentia Representative to the Volga Federd
Digtrict Sergel Kirienko, who is amember of SPS. The SPS doubled its membership to 7
members and claims severd felow travelers. Y edinstvo clams 16 members among the newly
elected deputies. Overdl, of the 41 deputies eected, 30 are members of the centrist-right bloc.
Four additiona seats remain vacant because of low turnout in those congtituencies. The
Communists and Y abloko did not dect any of their members to office. In generd, however,
most of the new legidators do not make abig ded of their party membership.

Observers point out that Communist Governor Gennadii Khodyrev did not play an active
rolein the dection. Most significantly, he did not use the powers of his office to try to elect



Communist candidates, effectively giving Kirienko a free hand and supporting the SPS group
himsdlf.

Neverthdess, the new legidatureislikely to work effectively with the governor. The big
business interests, rura raion mayors, and agriculturd interests likely will not oppose the
governor's efforts to improve the economy, especidly given the oblast's extremdly difficult
financid dtuation. - Viktor Pershin in Nizhnii Novgorod

INTERNATIONAL STEEL MARKET

URAL METALLURGISTS SEEK STATE SUPPORT TO PROMOTE STEEL
EXPORTS. Thefdling world prices for metals and recent US, European, and Chinese
decisonsto impose sted tariffs are forcing Russian sted producers to seek out profitable new
markets, according to the Magnitogorsk Metalurgica Combine Press Service on 3 April. On
that day Presidential Representative to the Urd Federa Didtrict Petr Latyshev met with
Magnitogorsk Generd Director Viktor Rashnikov.

Metalurgy isamaor concern for the president's representetive in the Urds becauseit is
the basis of the economiesin Sverdlovsk and Chelyabinsk oblasts, the largest industrid regions
in the Urds Federd Didtrict. Latyshev called for a conference on the sted industry to discuss the
Stuation facing Russias key producers. The main theme of the conference will be demands by
Russasthree largest sted concerns, Magnitogorsk, Severstal, and Novolipetsk, for additional
federa support. Such support could take a variety of forms, including: canceling the five percent
duty on ferrous meta exports and imported equipment, reducing energy and trangportation
prices charged by Russias naturd monopolies, more quickly returning the vaue-added taxes
that the federal government overcharges steel producers, and introducing sanctions against
imported sted from Ukraine and Kazakhstan.

Today, Russids domestic market consumes just haf of the 50 million tons of meta
products the country produces, according to Mechel Generd Director Aleksa Ivanushkin.
Mechel is Chelyabinsk Oblast's second largest stedl producer. The rest of the output must be
exported or dowing sdles will cause the producers numerous technical and socia problems.

Export taxes on metal products began in 1999 when the industry's profit rate ranged from
40 to 100 percent. However, since then, the ruble has become stronger and steel company
debts to energy providers have grown. Today, practicaly dl sted producers are incurring loses
in their exports. Instead of making money, the main goa in such exportsis smply to keep the
factories working. Despite the losses, output is actudly growing.

Because of price increases for railroad trangportation and eectricity supplies, Russas stedl
is now significantly more expensgive to produce and profits have plunged. The more expensive
meta is less competitive on world markets. Meche pays a high price for railroad transportation
to export its metal through Far Eastern segports and may have to cut such exportsin the future
in favor of exports through the closer Black Seain the west. Currently, the Regiona Energy
Commission forces the plant to buy expensve local eectricity. The plant istrying to change the
law that gives the commission this authority so thet it will be able to buy chegper eectricity on
the wholesale market.



Securing the return of value-added tax overpaymentsis aso an important issue. At various
times the government owed Mechel 800 million rubles and the company had to win it back
through avariety of court battles. Today the amount of unreturned money is 120 million rubles.

Without federd ad, the sted plants will have to cut their investment programs for 2002.
Mechd isdready planning to cut its 900 million ruble investment plan in hdf this year. It will dso
have less money to repair its equipment, increasing the chance of accidents.

Additiondly, tax payments to federal and regiona budgets will drop. In 2000, Mechel paid
24 billion rublesin taxes a dl levels of government; in 2001, the figure was 1.5 billion. In 2002,
the company expectsto pay 1.4 billion. Plant managers are now consdering diminating jobsin
order to ded with the worsening conditions.

The metd companies hope that Latyshev'sinvolvement in their problemswill encourage
Putin to take measures to increase Russian exports and put the companies on afirmer financia
footing. - 1gor Stapanov in Chelyabinsk

FOREIGN TIES

NORTH KOREANSINCREASE LINKSWITH THE FAR EAST. From 4 to 12 April a
North Korean government ddegation is visiting the Russan Far East a the invitation of
Presdentid Representative to the Far East Kongtantin Pulikovskii. The group includes
diplomats and representatives for the North Korean ministries of foreign trade, forestry, mining,
automobiles, and energy. In addition to seeking out new business partnerships, the group is
studying the Russan experience in setting up a market economy.

At a4 April meeting acting Primorskii Krai Governor Aleksandr Kostenko noted that after
Moscow and Pyonyang restored their didogue, there are small, but growing ties between
Primorskii Krai and North Korea. Trade in 2001 grew to $2.59 million. North Korea buys
locomoatives, railroad cars, trucks, cars, tires, cement, oil, petrochemicals, refrigerators, freezers
and foodstuff in Primorskii Krai. During their trip, the North Koreans proposed 135 joint
investment projects.

The Koreans want to start helicopter service from their country to Vladivostok. They
bdlieve that ultimately Chinese, Japanese, and West European business people could use this
route to visit what is now one of the world's most secretive states. The Koreans also seek to
increase traffic at the Radzhin port and expand joint forestry ventures using Korean workers.
They are ready to import dectricity and cod for processing. In the future it may be possible to
send natural gas and oil from Siberia and Sakha through Primorskii Krai to North Korea

The North Koreans are dso ready to produce clothing from Far Eastern materia for
amost symbalic prices: 7 cents for aman's shirt to $15 for a suit. North Korean clothing
factories currently work for companies in Germany, Japan, France, Ching, the USA, and other
countries, but not for Russan firms.

The North Koreans are dso proposing a variety of projectsinvolving tourism, automobile
production, exploiting loca natura resources, reconstructing factories built with Soviet ad, and
building new factories to produce such products as air conditioners, liquid crysta displays, cars,
refrigerators, mobile phones, and medica equipment. Additionaly, the North Koreans want to



send their construction workers to sitesin Primorskii Krai, Khabarovsk, and Sakhdin. - Irina
Drobyshevain Vladivostok
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Updated OnLine Handbook of Russan Regions

The EastWest Indtitute (EWI) and the editors of the Russian Regiona Report are pleased
to announce that the updated version of our On-line Handbook of Russias Regionsis now
avalable. The following regions have been updated through August 2001: Primorskii Kral,
Chukotka, Nizhnii Novgorod, Taimyr, Voronezh, Kaliningrad, Khabarovsk, Samara,
Saratov, Novosibirsk, Perm, and Irkutsk.

The Handbook contains concise portraits of Russias 89 regions that include:

-- The governor's palitical and economic platform
-- Key policy initiatives of the governor

-- Relations between Moscow and the region

-- Pdliticsin the region

-- Rdations with other regions

-- Therole of businessin the region

-- Investment in theregion

-- Internet linksin the region

-- Demographic, economic, and dectord datistics
-- Foreign economic cooperation

Our Perm profile isavailable as afree sample at
http://www.iews.org/rrrabout.nsf/pages/governors+page

Access to the database is $125 for government agencies, academic indtitutions, and non-
profit organizations. Corporations pay $275.

For ordering information, please contact Robert Orttung at rorttung@iews.org
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RUSSIA AND THE WORLD

IN ANNUAL ADDRESS, PRESIDENT RENEWS FOCUS ON STATE REFORM.
President Vladimir Putin's 18 April annud address to the Russian parliament provided further
evidence that aradica change has taken placein what drives Russan palitics. In the late Soviet
and early post- Soviet era (1985-2000), the main determinant driving Russian politicswas
domedtic factors. an attempt to reform socidism, which faled, and its consequences. Today, the
need to join the international economic system drives everything. Putin's contribution to the
process isthat, unlike Soviet leaders, he accepts redlity and generdly istrying to hep Russado
what it must do, at least in terms of his policy pronouncements. To achieve hisgloba gods,
Putin focused his remarks dmost exclusvely on domegtic reforms.

Putin stated his main priority as"substantialy changing the way state inditutions work."
Above dl, the president defined the federd government and the bureaucracy asthe main
obstacle to progress. Putin charged that the federd government behaves asif Russahad a
centraized economy and that it retained control of its companies. "Minigtries continue to devote



ther efforts to subordinating, financialy and adminigtratively, enterprises and organizations" he
complained. The result isthat it is"extremely difficult to conduct civilized busnessin the
country."

Putin has a different vison for the Russia state. It should create the conditions for the
development of economic freedoms, set strategic goals, provide qudity public services, and
efficiently manage date property.

Putin vicioudy attacked the current system, which he asserted "facilitates corruption.” He
stressed that corruption is the "direct result of limits on economic freedom.” Bribes, he declared,
can overcome any adminigtrative barrier. “The higher the barrier, the larger the bribe and
number of bureaucrats who take them.” Putin declared that there is no timeto lose, urgently
dating "we can't wait." However, these cdls are not new and it remains an open question if
Putin has the politica will or strength to pursue such policies.

Unfortunately, Putin is much better at defining the problems Russia faces than actudly
solving them. In dedling with the government, Putin's meain solution seems to be strengthening the
presdential adminigration, and particularly the seven federd didricts that he established in the
first days after his presdentid eection. Putin announced that "the time has comeé" to transfer
sverd federd functionsto the federd digtrict leve. He named two such functions: the ability to
monitor financid flows and approve personne gppointmentsin the regiond offices of the federa
minigtries. This announcement sgnasamaor victory for Putin's seven presdentia
representatives, who have unsuccessfully sought such powers since their establishment nearly
two years ago. With the power of the governors now apparently weskened at the federa leve,
Putin seems reedy to deploy his seven regiond envoys againg the government minigtries, which
are currently the most powerful obstacles to his plans for liberal economic reforms. However,
therole of the federd digtricts within the Russian state remains poorly defined and it is unclear
how they can improve the functioning of the government. In fact, giving more power to the
federd didrict level of government may smply create more opportunities for the kind of
corruption Putin says that he wants to samp out.

While taking on the government minigtries, Putin seeks to continue his atack on the
privileges of the governors, especidly those republican presidents who gained the most benefits
during the 1990s. Putin reiterated his position that the power-sharing tregties Sgned between the
federal government and the regions between 1994 and 1998 have outlived their usefulness,
noting that 28 of the 42 tresties have been annuled. Putin declared that the very existence of the
treaties creates "defacto inequality” between the regions and "between citizenswho livein
different regions.” However, Putin admitted the potentia need for treeties, noting thet they are
legitimate, but declared that they cannot be signed "behind the back™ of the other regions.
Rather the federd legidature should ratify treeties so that "everyone knows who has what
preferences and why."

With Deputy Presdentid Chief of Staff Dmitrii Kozak's commission on dividing powers
between federd, regiond, and local governments expected to present its findings by 1 July,
Putin stressed his strong support for loca government. In Russian conditions, calling for strong
loca government necessarily means weakening the power of the governors who currently
exercise extensve influence over it. Putin made clear that the federa authorities were going to
support loca government by clearly defining what powers should lie & the loca level and giving



locd governments the ability to raise their own revenues. Existing local governments are wesk
because they rely on regiond budgets for mogt of their funding. If Putin follows through on these
datements, it will be a sep away from his current policies, which focus exclusvely on
centraizetion.

In his speech, Putin made it clear that he wants to create a middle-class based on a society
of entrepreneurs who own their own homes. Although Putin did not mention the oligarchsin his
speech (with the exception of the natura monopolies), he did stress the importance of small
business. Putin singled out the predatory actions of bureaucrats againgt smdl businessmen as
one of the greatest obstacles to devel oping this sector, which has been stagnant since the mid-
1990s. He cdled for a moratorium on ingpection vidts during the firgt three years of a business
operation. Such visits provide numerous opportunities for ingpectorsto solicit bribes.

Here, Putin admitted the limits of his powers. Putin beseeched regiond leaders for their
support in heping smal business and implementing federd policy in thisregard: ™Y our support
for smal business today is absolutely necessary. Federa decisonswill only be implemented
through red actionsin theregions” Putin dmost seemed to be admitting that he could do little to
force governors to stop treating smal businesses as yet another means for lining their pockets.

In his efforts to build amiddle class, however, Putin did find a least one thing to praisein
the regions. Some regions, he pointed out, had successfully made alimited number of mortgeges
available to home- buyers. Putin said that developing this system should be a priority for federa
and regiond leaders.

Putin's internationdist vison was most clear in his discusson of the World Trade
Organization, which he hopesto join in the near future. The presdent warned that if Russa does
not seek to work with the WTO it would be "doomed." To achieve Russids entry to the globa
trade group, Putin caled for a serious analysis of "federd and regiona economic regimes.” He
warned that many federd and regiond laws limit Russas internationa competitiveness,
suggesting that the federa government will seek to play a greater role in regiond economic life.

What Putin hopes for Russia and what he can accomplish may be two different things. His
speech declared that in Chechnya "the military stage of the conflict is over,” a statement that
does not reflect redity. His remarks dided his rdationship with the oligarchs, a group of
powerful entrenched interests, some of whom do not want to join the WTO because of the
likely dire consequences for their businesses. He dso did not discuss media freedom and the
broader questions of civil society, other prerequisites for becoming a full-fledged member of the
internationa community. - Robert Orttung

FISCAL FEDERALISM

KOMI| FACES SEVERE BUDGET PROBLEMSAFTER FEDERAL REFORM. As
part of his campaign to strengthen the federa government and weaken regiona leaders,
Presdent Vladimir Putin has radically changed the way money is distributed between the federa
and regiond governments. This change has drastically reduced financid flows to the Komi
Republic. The result is growing wage arrears, which will increase socid tensons and possibly
stoke greater politica opposition to federd policies.



In 1998, Komi sent 23.2 percent of the taxes that it collects to the federa budget, while
76.8 percent of these funds remained in the republic. That year marked a high point for Komi's
finances.

In 2000, Putin began introducing severa changes that favored the federd government over
the regiond governments. In 2000, the federal government began taking all of the proceeds
from the vaue- added tax, costing the republic 1.3 billion rublesin revenue. In 2001, the federa
government cancelled housing and socid fund taxes, costing the republican budget another 1.54
billion rublesin income. In 2002, the system for taxing the use of natura resources was
overhauled. In Komi, this change mostly affects income the republic derives from oil companies.
Thereault isthat in the past, the republic kept 60 percent of the income from these companies.
Now the republic receives only 20 percent, with 80 percent going to the federal government.
According to republican Minigtry of Finance estimates, this change will cost the republic about
820 million rubles this year. Additiondly, the republican and loca budgets will lose another 590
million rubles due to the lower profit tax rate (which dropped from 35 to 24 percent at the
beginning of 2002).

Asaresault of these changes, the republic began to receive asmdler share of the money
collected on its territory. In 2000, the republic kept 57.7 percent of its tax revenue, in 2001, the
figure fell to 48.3 percent, and in 2002 some analysts expect it will go aslow as 37 percent.
According to the Russian Budget Code, the regions should keep 50 percent of tax revenues.
However, the federad government suspends the implementation of this provison each year.

At the same time that the federa government is diverting funds away from regiond
governments, it is pushing amog dl significant socid expenses onto the regions. In December
2001, the federal government nearly doubled salaries for public service workers. Now,
according to Komi Finance Minister Aleksandr Zakharov, these salary payments take up 50
percent of the republic'sincome. In the past the republic spent 3 billion rubles on such payments
and now it must spend 6 billion. The federd budget only provides 183 million rublesin
compensation.

These changes have an especidly important impact on loca governments. Thus, the city of
Vorkuta adopted a budget with a deficit (1.3 billion rubles) more than twice aslarge as
expected revenue. Subsidies from the republican budget will only be 200 million rubles. In
2002, even the republic's ail capita of Usinsk will be transformed from an overall donor to the
republican budget to a recipient (Molodozh severa, 11 April). The Stuation in the rurd aress,
where most of the ethnic Komi population lives, is smply catastrophic.

As aconsequence of these changes, the republic will have considerably fewer resourcesto
invest in its development. Investment in the economy and the socid sphere from all sources
during the first two months of the year dropped to 1.2 billion rubles, 8 percent less than in the
same period for 2001, according to the Komi branch of Goskomgtat. A lack of investment
means dower growth rates. Indeed, figures show that growth in industrid output in the first two
months of 2002 was hdf the growth registered in 2001 (Moskovskii komsomolets v Komi,
11-18 April). Loca observers believe that the federal government's current policies are
reducing the pace of economic growth in the country's most dynamic regions and in the country
asawhole. Such policies, these observers claim, are violating Russias nationd interests.



The result of these paliciesis pushing the regions further into debt. Komi faces 31.4 billion
rubles in overdue debts and nearly 1 billion rubles in unpaid wages (Krasnoe znamya, 12
April). Mogt likdly this year the amount of unpaid wages will incresse dramaticdly, a Stuation
that is dready causing increased socid tensions. Neither the federd nor regiond |eadership will
benefit from such increased tensons.

Problems caused by Putin's tax reform could have red political consequences asit pushes
regiond leaders to oppose federa policies. In the past, some observers have detected separatist
tendencies among republics with eastern-Finnish ethnic populations (Komi, Kardliya,
Udmurtiya, Marii El, and Mordoviya) (see Vek, 8-11 November 1999, and Etnopanorama,
no. 2, 2001). Until now, there has been no basis for such separatism. However, the federa
government's new tax policies may creste such dissatisfaction among the ethnic dites of the
republics and the republics political leadership. Ultimately, the federal government may be
forced to rethink its budgetary policies toward the regions. - Y urii Shabaev in Syktyvkar

PATTERNS OF REGIONAL DEVELOPMENT

VLADIVOSTOK DISCUSSESREVOLUTIONARY DEVELOPMENT PLAN. Pecific
Geography Ingtitute Director Petr Baklanov has presented a new concept for the devel opment
of Vladivostok, which many congder revolutionary. Baklanov clams that the importance of the
countries around Vladivostok, namely Japan, China, and both Koress, is growing while Russias
international weight is declining. The current equilibrium is threatened, Baklanov fears,
potentidly leading to future conflicts.

Vladivostok has the potentia to develop into a powerful industrid and strategic center for
Russia and the region. In the international context, Vladivostok occupies the most advantageous
economic and geographic pogtion of al the citiesin the Far Eagt. Vladivostok produces 40
percent of the output of Primorskii Krai and 10 percent of the Far Eadt, therefore, the city's
development will affect the krai and the entire region.

Nevertheless, during the 15 years between 1985 and 2000, Vladivostok's gross product
dropped to about 15 percent of what it had been in dollar terms. The population shrunk by
24,000 people.

Vladivostok must radicaly change its current status if it wants to be amgjor foreign
economic and culturd center in the Asan Pecific region. The scholars suggest firgt of dl
expanding the physica borders of the city. Thereis dmost no room for development on the
peninsulathat Vladivostok currently occupies. Growth advocates propose annexing the city of
Artem and the Nadezhdin Raion, an idea that was discussed ten years ago but has become
timdy agan.

The planners want to turn the old, southern part of the city into a "business center with a
devel oped port and trangportation system.” This areawould aso be the locus for corporate
headquarters, trading outposts, banks, and foreign representations. High-rise buildings would be
concentrated here. The northern part of the city would house high tech industries and technology
parks. It would be connected by extensive transportation links, including railroad, airports, and
highways. This area would aso include numerous residences, congsting of low-rise buildings
and Sngle-family homes.



The plans aso seek to return equipment manufacturing to Vladivostok. Such work
currently makes Chinese and Korean cities leadersin the region. Vladivostok aready hasthe
fundamenta scientific base to support the development of high tech industry and especialy
biotechnology, the planners argue. The city houses 50 percent of the Far East's scientific
potentid. The planners also seek to maintain Vladivostok as the base of Russids Pecific fledt,
which should grow to protect Russas nationd interestsin the area. - Andrel Kdachinskii in
Vladivostok

KOKOV LACKSIDEASON FIXING KABARDINO-BALKARIYA ECONOMY. At
a recent meeting with industria workers, Kabardino-Balkariya President Vaerii Kokov, elected
to athird term in January, was forced to admit that the region's growth rates were far from
reflecting its true potentia. With the end of the Cold War, loca defense plants now stand idle.
Mogt large and medium-sized enterprises in the region are unprofitable and many have had to
lay off significant numbers of employees. Kokov noted that 40,000 families in the region did not
make enough money to survive. The average wage in the republic is 1,600 rubles a month, haf
the nationd average. Workers often receive this money with sSgnificant delays.

Many locd enterprises remain unprofitable even though they have received millions of
dollars in investments. The nonacoholic beverage plant Mineradnyie vody isacasein point.
This plant was once the flagship of the republic's post- Soviet economy and generated alarge
share of the republican budget. It was expected to produce 1.5 billion bottles ayear and
command aleading place in the nationd market. Today, however, court bailiffs have seized the
plant and are preparing to auction it assets.

Dehilitating debts forced the beverage producer out of business. Severd years ago the
enterprise won a $75 million credit, backed by a Russan government guarantee, to renovate its
production facilities. Specidigts believe that it would have been possible to build two new plants
with such funds. Little work was accomplished, however, and the qudity of the water & the
plant continued to deteriorate. Ultimately, the factory could not pay back itsloan and the
Russian government, which had to cover the debt, took over 68 percent of the factory's stock.

The factory had managerid problems as well. The republican leadership had invited the
president of the American company Infotron, aformer resdent of Kabardino-Bakariya, to
manage the plant. Now, the federd authorities are seeking to arrest him on charges of swindling.

In another case, the republic invested heavily in the congtruction of a pharmaceutica plant,
El-Farmi. However, the firm was never able to produce at the expected level and Kokov finaly
had to admit that it no longer made senseto invest init.

Other reform efforts have proven equaly unsuccessful. In order to improve the overal
economic Stuation in the republic, the leedership recently set up "industria groups,” in which
successful enterprises were partnered with failing onesin order to improve the performance of
the less successful plants. However, this effort did not produce any results.

Kokov's latest ideais to set up aspeciad committee that would professiondly manage
enterprise debt. However, this idea does not eicit much optimism. Neither the president nor his
advisors have any ideas on how to diminate such debts. - Lyudmila Maratovain Nachik



GUBERNATORIAL ELECTIONS

INCUMBENT WINSIN LIPETSK AFTER LOCAL OLIGARCH DROPSOUT.
Incumbent Lipetsk Governor Oleg Korolev won redection in Lipetsk Oblast on 14 April with
73 percent of the vote, and turnout of 42.88 percent (www.fci.ru). Korolev's task became
much easier when the only credible opponent, Novolipetsk Metalurgical Plant Director
Vladimir Lisin, dropped out of the race two months before baloting began. Korolev and Lisin
came into conflict in the fal of 2000 when both the oblast adminigtration and the metd factory
sought to elect their representatives to the Lipetsk City Council. Then the governor warned the
representatives of the firm not to interfere in politics. However, Lisn was victorious as
representatives of his factory won 28 of the 30 seets in the city council. The factory is extremdy
important to the loca economy since it generates 60 percent of the oblast's budget and employs
onethird of the familiesin the area (Kommersant Daily, 19 February).

Although Lisin had planned to run in the gubernatorid dection, the Kremlin refused to give
him the green light because it is perfectly happy with the current governor. In the months leading
up to the dection, Presidentid Representative to the Centra Federd District Georgii
Poltavchenko sgnaed the Kremlin's support for Korolev by visting the region twice and
holding round table talks that gave Korolev a prominent role (Kommersant Daily, 19
February). Korolev said that he had come to an agreement with Lisin after the federa
intervention. Lisin said that he was happy to drop out of the eection in exchange for Korolev's
pledge to end the "information war" he had conducted againgt the factory. Moscow wanted
peace in the region to avoid scaring investors, according to Kommersant Daily.

BOCHKAREVY HOLDS ON IN PENZA. Penza Governor Vadilii Bochkarev defeated a
chdlenge from Communist State Duma Deputy Viktor 1lyukhin to hang on to his seat in 14 April
elections, winning 45.5 percent of the vote with 53.44 percent turnout. [lyukhin won amost 41
percent of the vote. Bochkarev's victory was important for Moscow, which sought to block the
Communigt Ilyukhin from winning and handing the opposition another gubernatorid victory.
Before the eection, there had been talk of revoking Ilyukhin's registration, but this did not
happen. As aresult, Presidentia Representative to the Volga Federd Didrict Sergei Kirienko's
office said that now the federd ditrict authorities had learned how to win eectionsin open
battles (1zvestiya, 15 April). Last year, Kirienko's team lost the Nizhnii Novgorod gubernatoria
elections to a Communist opponent.

REGIONAL ELITE

Natdiya Lgpinaand Alla Chirikova are two of the mosgt prominent Russian scholars of the
regiond elite. In earlier work they laid out the evolution of the Russian regiona ditein the
1990s, detailing how regiona executives st up their authority, established control over regiond
policies, and gained ways to exert influence on the federad government. Although regiond dlites
won consderable power in the 1990's, they were not able to block Putin's 2000 program of
reforming Russias federd relations. Asthe authors point out, the regiona dite had no "paliticd
resources comparable to the political resources of the center.” In particular, they had no party



or other form of movement that could unite them. (See Chirikovaand Lapina, "Regiond Elite: A
Quite Revolution on a Russian Scale," published by the Center for Security Studies and Conflict
Research, Zurich, http:/Mmww.isn.ethz.ch/russd)

In the article presented here, Lapina and Chirikova examine the process of creating a
federa "party of power" in the regions a atime when the federd government has strengthened
its pogition vis-a-vis the regiond dite and sgnificantly reduced the sanding of the governors.
This article reports the results of research conducted in Samaraand Yarodavl during July-
November 2001 (before Y edinstvo merged with Otechestvo to creste Y edinaya Rossya) with
support from the Friedrich Ebert Foundation. During their research, Lapinaand Chirikova
interviewed more than 70 representatives of various dite groups in the two regions. Their
interlocutors included politica party leaders, public officiasin the executive and legidative
branches, businessmen, enterprise directors, andysts, political consultants, and journdids.

AUTHORITIES SEEK TO BUILD NEW PARTY OF POWER IN REGIONS.
Yarodavl and Samara are distinguished among Russian regions by a high level of support for the
party of power. During the 1990s, these regions set up active branches of the various
incarnations this party took: starting with Russas Choice, then Our Home is Russa (NDR), and
later Otechestvo. At the end of 1999, both regions began to set up branches of the new party of
power, Y edinstvo.

The method for establishing the parties differed in the two regions. In Yarodavl, Y edinstvo
was the direct descendant of Otechestvo. According to one Y arodavl Oblast mayor, 80
percent of the members of Y edinstvo came from Otechestvo and Otechestvo has practically
collapsed. The new party has the support of Governor Anatolii Listsyn and isled by one of the
region's leading busnessmen, Yarodavl Tire Factory Genera Director Nikola Tonkov.

The Yarodavl branch of Yedinstvo is growing quickly and has good prospectsin the
region, according to the people we interviewed. Y edinstvo branches exist in al cities of the
oblagt, including Rybinsk, where a branch is being established; but it is weakly represented in
rurd aress. The party organizers are noted for their high leve of professondism.

One of the main difficulties in etablishing Y edingvo is the negetive legaciesinherited from
previous attempts to set up parties of power. One party organizer complained that first "we had
NDR, then Otechestvo appeared. The governor joined the leadership of that party. Now
Y edingvo. It isnot so simple to change tack from right to left. ... Y ou aso need to take into
account that people are psychologicaly tired. We have to pay for changing course too often.”
Taking this Stuation into account, the Y edinstvo |eadership decided not to force events and is
setting up the regiordl organization gradudly. They are less concerned about the number of
membersin the organization than the find results.

In Samara, Y edingtvo organizers work in a complicated political environment in which
there have been a number of scandds. For along time, dite clansin the oblast fought over who
would be leader. Initidly, in January- February 2000, Samara Mayor Grigorii Limanskii sought
to lead the party. However, he was not acceptable to the Samara elite or the Moscow party
leedership. After along battle, Limanskii was pushed out of the leadership.

From the moment it appeared in Samara, Y edinstvo worked as a competitor to Governor
Kongantin Titov and hisloca party of power, the Russan Party of Socia Democracy. "Our



relations with the authorities are very difficult,” one locd party leader sad. "For along time,
Titov forbid everyone to join the party. Of course, those who had something to lose were afraid
to join. He dragged many to his Sde, but we are competing with him." However, in joining the
federd party of power, most local elites do not want to sever their ties with the governor. Thisis
the Stuation in Togliatti, which is home to the giant AvtoVAZ automobile factory. In Togliatti,
the party has some support, but according to one of the party leaders, the genera population of
the city does not back any opposition to the governor. This unwillingness to cross Titov crestes
consderable problems for the oblast party leadership.

On top of its other problems, there is no unity among the leadership of the Samara party.
Inthefal of 2001, on the eve of eectionsto the Samara Oblast Legidative Assembly, there
were rumors about a conflict between the leader of the oblast organization, Y urii Sevostyanov,
and Gennadii Zvyagin, aprominent politician in the region who is a member of the Y edinstvo
federa-leve palitica council.

Despite the different loca Stuations, there was much in common in the establishment of
Yedingvo in Yarodavl and Samara. In the first step of party formation, the regiona business
and political elite took theinitiative. Today, when such dlite reserves have been used up, the
regional parties are trying to increase their numbers among the masses. According to the
Samara oblagt party, membership is 1,800 in Samara, 400 in Volzhskii Raion, and 350 in
Syzran. Each week, Y edingtvo clamsthat it adds 100 members. The local party leader seesits
main potentid for growth in Titov's shrinking politica satus. Y edingtvo plansto attract asnew
members people who today support the loca authorities. However, the party leaders dso admit
that many people began to join the party only after Titov announced that he might form an
dliance with it.

Most people we taked to defined the socid base of Y edinstvo as the nomenklatura.
However, there are other views. The Samara Oblast adminigtration officia responsble for
contacts with parties said that " sober-minded people who support the idea of order and
sability" (teachers, doctors, professors, researchers) are also attracted to the party. The party's
willingness to discuss peopl€'s persona problems with them makes it popular anong awide
group of the population. Earlier, only the Communist Party was willing to do such things.

The main gtrength of the Y edinstvo organization in Yarodavl isthe professondism of its
members, according to the party leader. He notes that many parties are well financed, but
managerid dbility is often in short supply. "Thisis more important than money today in Russa,”
he clamed. The Yarodavl chapter has many prominent politicians and businessmen among its
ranks. It so has many membersin the regiond legidature and oblast and city adminigtrations.

The Yarodavl and Samara Y edinstvo chapters occupy different nichesin their regions. In
Yarodavl, Yedingvo isatraditiond party of power with close tiesto the ruling dite and
governor. In Samara, Y edinstvo isthe "party of power without power," according to Samara
Sociologist E. Malevich.

Future perspectives for the party branches depend on four factors. Firg isthe party
leadership's choice of tactics. In Yarodavl, the party must widen its socid base. In Samara, it
must serioudy think about its relationship with the governor because the current policy of fighting
the governor hurts the party. Only by rgecting confrontation and forming a union with the oblast



authoritieswill Y edinstvo be successful. Second is the ahility of the organizers to evolve from
the initid nomenklatura stage of party building to developing a mass party.

Third is the success with which regiona party leaders baance the party's orientation
toward the federd government with regiond interests. Fourth is the policy of the federd
authorities and Putin personally. The main resource for the party could become Putin's direct
support, which would make it the most important party in Russa However, there are no Sgns
that the Kremlin political advisors want to identify Putin so closdly to the party.

During the lagt two-three years, the political space of the Russian regions has been
modernized and the federal government has taken the initiative in party-building from the
regiona dite. The federd government has defined Russias course of politica development and
has given the party of power a centra role. Y edinstvo is not Moscow's first attempt to set up a
political party. But, in contrast to previous years, the federa government has strengthened its
position by bolstering state power and reducing the politica status of the regiond dite. During
the last two to three years, the stronger federa government has become a serious actor on the
political stage and this redistribution of power has not provoked serious oppaosition in the
regions. - NataiyaLapinaand Alla Chirikovain Moscow

BUSINESSAND POLITICS
BUSINESSES PRIVATIZE RUSSIA'S SPECIAL SERVICES

It has become o difficult to ed money that it dmost ssems asif you are earning it. - popular
Russian joke

Aleksa Mukhin's short book, The Business Elite and State Power: Who owns Russia at the
turn of the century? [Biznes-Elita i gosudarstvennaya viast: Kto viadeet Rossiei na
rubezhe vekov?] (2001), provides an overview of the relationship between the Putin
adminigtration and Russids |leading business groups, paying specid atention to the role of the
secret services. The book focuses largely on the events of 2000, but its andlysis remains
relevant today.

Mukhin sees little red change between the relationship that Y eltsin built with the dligarchs
and the one that Putin has developed since his eection. As under Y dtan, Putin kegps Russids
magnates at some distance from the Kremlin, but from time to time, one or another of these
groups draws closer to Putin's team if it can be useful for the short or long term. The only
difference from the earlier system isthat Putin has declared the principle of keeping the oligarchs
a "equa distance [ravnoudalennost],” though in practice this principle has little practica
application.

The law enforcement agencies that Putin could use as a weapon againgt Russias top
businessmen in fact often work in the interests of those very businessmen. Theties are 0 close,
that Mukhin spesks of them as "financid-force groups' [finansovo-slovye gruppy]. Such
aliances between businessmen and law enforcement agents are highly unstable and continue
only aslong asthey are lucrative for the agents.



Since 1998, the Federa Security Service (FSB) has placed alarge number of its peoplein
the security services that each of the oligarchs set up, according to Mukhin. Business groups
that refused such cooperation soon suffered the consequences. The Most group was one such
company and its refusd was one of the reasons leading to an investigation of its activities that
culminated in the arrest of group leader Vladimir Gusinskii and his subsequent exile.

During the course of 2000, the role of the specid services in businessincreased. Mukhin
clamsthat businessmen can pay members of the generd procurator's office to arrest their
businessrivals. He also notes the existence of a FSB consultative council that meets once a
month. I1ts membersinclude the heads of the largest private security organizationsin Russia. To
become amember, the private security firm must have representetivesin a least 20 Russan
cities. The heads of the security firms lobby their interests through the FSB leadership and
receive certain benefits and the opportunity to expand their business. The most active lobbyigts
include LUK ail, Sibneft, Gazprom and Alfa- Group, according to Mukhin.

Mukhin clams that the establishment of the seven federd digtricts will only further the
process by which Russias largest companies are privatizing the law enforcement agencies. In
each of the seven federd digtricts, there are digtrict level branches of the Ministry of Interna
Affairs, procurator, and federal tax police, creating new opportunities for state- business
colluson.

In the conclusion, Mukhin warns that the specia services have not taken to heart Putin's
command to obey the law in their own activities. For example, the Procurator Generd's letter to
Sergel Potanin's Interros group seeking payment of $140 million in unpaid taxes wasriddled
with legd errors. Mukhin dso cams that the heads of Russids law enforcement agencies
illegdly damage the business reputations of firms by announcing thet they are under investigation
for a crime before those investigations are complete. Of course, such things do not happen to
companies that have bought off the appropriate bureaucrats.

Mukhin argues that public perceptions of the oligarchs have sarted to evolve in a postive
direction, away from the initia generd sense that they were parasites on society. Over the
decade of the 1990s, private firms demongtrated that they could work more effectively than the
gate in many cases. This ability to get things done could pave the way for a close business- state
partnership in areas of socia support, Mukhin writes.

Mukhin's book stresses that the oligarchs are not limited to a handful of individuds, as
some accounts have it, but more like 150-200, asin the formulation proposed by Solzhenitsyn,
who apparently wasthe first to use the term "oligarch” in November 1996. With the exception
of Boris Berezovskii, Vladimir Gusinskii, and Rem Vyakhirev, many of the firs wave oligarchs
are dill in place and have been joined by anew group. The origind oligarchs made their money
in banks and ail, while the second wave moved up by establishing transregional companies that
produced duminum and other metals. Much of this book is devoted to listing the various
business groups that have relationships with Putin and then tracing the evolution of the new
oligarchs who rose through the metal industry. Mukhin sprinkled his text with profiles of the key
players.

Like many books on business date reations in Russia, this one is better at raising
questions than answering them. However, it heps to define the issuesin thisincreasngly
important area of research. Mukhin is an analyst at the Center for Politica Information



(www.spic- centreru) and the author of numerous books on Russias specia services, the
country's information war, Presdent Putin, the oligarchs, organized crime, Y dtan's family and
the natural monopolies. In the past, he has worked with the Moscow Carnegie Center and the
Panorama research group. - Robert Orttung.
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BOOKSWORTH READING
GOVERNORSAND BUSINESSIN PUTIN'SRUSSIA

Tsentr politicheskikh tekhnologii, Politics in the regions: Governors and influence groups, [Politika
v regionakh: gubernatory i gruppy vliyaniya], Moscow, 2002.

After gaining enormous power and privilege during the Y eltsn era, Russids governors have suffered a
consderable loss of prestige and influence under Putin. They no longer enjoy the same important
pasitions on the nationd leve that they once held, but they remain extremdy important players at the
regiond level. Astheingghtful and extraordinarily useful essays gathered in Politicsin the regions:
Governors and influence groups make clear, the governors retain extensive powersin their home
territories and gubernatorial eections are increasingly competitive and costly. The key to the governors
power istheir ability to draw up regiond budgets, set prices for key commodities such as eectricity,
raise regiond taxes, and issue licenses. In many regions, the governors maintain considerable influence
over federa law enforcement agencies, procurators, and tax collectors. Many of Russas largest
businessmen are interested in affecting how the governors set policies in these areas because such
policies have a direct impact on company profits. Thus, this book addresses one of the centra issuesin
Russian palitics today: how big businessis setting up relationships with the regiond dlite asit extends its
reach throughout Russias regions.



It isdill too soon to spesk of aPutin generation within the regiond dite as only 21 percent of
today's governors were elected for the first time since Putin came to power. In the recent round of
gubernatorial eections, incumbents won in 65 percent of the cases, demongtrating that most of the
governors who originadly came to power in the 1990s were able to hold on to their positions. Most of
these governors, of course, formed their worldview during the Soviet era. Through out the country there
is no organized opposition to gubernatoria power. Businessis too atomized to play thisrole and the
security services have only been able to run competitively in afew regions. While Putin was able to
srengthen federd authority, the governors were smultaneoudy able to beef up their own power bases
in the regions, Rostidav Turovskii arguesin an analysis of the October 2000 - January 2002
gubernatorid dections. Rather than replace the Y dtan-eraregiond dite, Putin and his team often
supported the incumbent in exchange for an agreeable senatoria appointment to the reformed
Federation Council, where regiondly- gppointed delegates have replaced the governors and legidative
Speakers who once sat there.

The main common trend that Turovskii noted in the recent gubernatorid dections was the
increased role of federa and regiond businesses. Moscow-based big businesses, including those
asociated with Y dtsin's Family, which tried to enter regions and defeat a Sitting governor generdly
failed. Such firms were much more effective, however, when they formed an dliance with the incumbent.
Thus, in dmost every case, regiona resources were able to trump federd money and power when the
two came into conflict. Regiona business groups dso took alarge interest in the dections, with loca
businessmen becoming governors in such regions as Primorskii Kral, Adygeya, and the Koryak
Autonomous Okrug. Regiona businessmen came close to winning in many other eections.

Just as this second round of gubernatorial e ections was taking place, Russas big businesses
began to go through an evolution. Large Moscow-based companies began to focus more on the
regions, looking for new markets for their activities and products. Thus, the process of establishing ties
between the governors and dligarchs is just beginning.

In most cases, the governors view the arrival of Moscow's big business extremely warily and are
proceeding only with great caution. While the Moscow magnates can ddiver much needed investment
capitd, this money comes with considerable risks for the governors. The governors have long-standing
tieswith loca business and are very careful about giving up these connectionsin favor of tiesto the
M oscow-based companies. In many aress, regiond voters view the oligarchs with distrugt, or even
hatred, and the governor has to avoid being labeled as a puppet of the outsiders. For their part, the
companies do not want to be too closdy identified with an individua governor because they want to be
sure that their busnesswill thrive no matter who isin power. Nevertheless, Putin's policies aimed at
srengthening the federa government have effectively pushed the oligarchs to work in the regions and
inclined the governors to embrace them.

The main business groups active in the regions are: the Family (Sibneft, Russian Aluminum, the
Urd Mining and Metd Company, Evrazkholding, and the MDM group), Alfa, Sergel Potanin's Norilsk
Nikel and Interros, Unified Energy System, Gazprom, LUK ail, YUKOS, and Severstd. These
companies work with the governorsin avariety of ways. In the paolitical sphere, oligarchs contribute
sgnificantly to gubernatorid campaigns. Once the dections are over, governors often include
representatives of various friendly companies on their saff. Samara Governor Kongtantin Titov, for
example, made a Y UK OS firgt vice president his deputy governor, while Irkutsk Governor Boris
Govorin included representatives from both Russan Aluminum and Alfaon his saff. The governors



rel atives often take important positionsin various powerful companies, cementing personnd linksin
another way. Governors and big business have aso worked together, usualy coordinating with the
Kremlin, in appointing representatives to the Federation Council. Aleksal Makarikin's chapter provides
animpressive ligt of Federation Council-business ties.

In the economic sphere, there are several methods of cooperation. Companies and regions have
sgned numerous bilatera cooperation agreements. They aso develop joint projects such as the dedl
between Sverdlovsk Oblast Governor Eduard Rossel and the Tyumen Oil Company to set up the Urds
Oil Company. In some cases, the governors sit on the board of directors of important companies. The
governors can aso serve as arbitersin digputes between big companies working in their regions.

Inasmall number of cases, magnates have themsdves become governors (Chukotka, Taimir, and
Evenkia). However, these cases are more likely to be the exception rather than the rule. Chukotka
Governor Roman Abramovich has dready announced that he will not seek a second term.

Despite the expansion of the oligarchs into severd regions, most governors and particularly the
republican presdents, work to maintain the dominance of the loca business dite. This Stuation holdsin
particular in Tatarstan and Bashkortostan, where the republican presidents have extensive control over
local business. In some cases, governors have tried to keep the oligarchs out but failed. Komi leader
Y urii Spiridonov worked to block the entry of LUK il into his republic, but subsequently lost his
redection bid as LUKoil became increasingly powerful. In Rostov Oblast theloca company Doninvest
owned most of the mgor companiesin the region with the support of Governor VIadimir Chub.
However, the firm made a number of poor investments and had to sdll off some of its mgjor assetsto
M oscow- based firms.

In his comprehensive essay on the relations between governors and oligarchs, Turovskii concludes
that the ties between the oligarchs and governors have strengthened the position of the governors. The
result isthat Putin's federa reforms have managed to "'put the regionsin their place' but did not change
the development of interna political processes’ a the regiona level. However, Turovskii warns thet the
conflict of economic interests is garting to have an increasingly large impact on politica developmentsin
theregions. If the federal government does not learn to regulate the Situation in key regions, Turovskii
fears that the country could turn into a"field for ‘oligarchic wars™ The upcoming gubernatoria eection
in Krasnoyarsk, where many of Russas key big businesses are represented, will test thisthesis.

The Center for Political Technologies maintains aweb site at www.politcom.ru that has numerous
interesting analyses of current events. The Center has been around for ten years and provides political
consulting services to awide range of Russian and Western corporations and financid inditutions. -
Robert Orttung

REGIONAL ELECTIONS

STATE DUMA MAKESPROGRESSON ELECTION LAW. On 26 April, the State Duma
adopted the new version of Russids basic eectora rightslaw in its second of three readings. In generd,
the additions to the law reflect the positions of Centra Electord Commission Chairman Aleksandr
Veshnyakov. If adopted, the bill could strengthen the hand of the federa government in regiona
elections. It could adso prevent some of the abuses that now take place.

One of the mogt radicad changes the hill will introduce if enacted as law is the dection of no less
than haf of the members of regiond legidatures on the badis of party-lig voting. The Communist Party



of the Russan Federation, the Union of Right-wing Forces, and Y abloko strongly backed this
innovation. The State Duma had introduced a smilar provison to the federd law defining regiona
political indtitutions on 10 April, but the Federation Council vetoed thet bill on 24 April. One of themain
reasons the Federation Council regjected the change was because the amendment caled for atwo-
month deedline in bringing regiond legidation into line with the new federd provisons.

In drafting the eectord law, the main dispute was over how quickly party-list voting would be
introduced into the regiond legidatures. Ultimatdly, the date of 14 July 2003, the end of the trangtiond
period set by the new law on palitica parties, won out with the support of the centrist factionsin the
Duma and the Centrd Electord Commission.

If regiona legidatures are eected on the basis of party-ligt voting and the new law on palitica
parties succeeds in reducing the number of partiesto three or four, it would be easier for Moscow-
based officias to control regiona legidation and budgets. M oscow-based parties would gain politica
influence that they do not presently wield because deputies €ected on the basis of party lissswould give
the regiona legidaures much greater party structure. Additionally, since party leaders are based in the
capita, even if they are not loyd to the Kremlin, the president might be able to exert more influence over
themn than he currently does over the regiond legidatures. The Kremlin currently haslittle influencein
regiona legidatures because there are Smply too many deputies and no red parties to work with.
Governors are generdly wary of the adoption of party-list voting for regiond legidatures because it
would weeken their influence over the legidatures and strengthen the hand of the federal governmen.
However, in the case of Pskov, the governor actively pushed such an innovation because he thought that
it would help him gain greater control over the legidature (Nezavisimaya gazeta, March 6, 2002).

A second innovation is the requirement that governors dections take place in two rounds. This
provison isamed at unpopular governors who try to improve their chances of winning a second term
by limiting the eections to one round in the hopes that their opponerts will split the anti- governor vote,
alowing the incumbent to stay on with relatively little popular support (asin the case of Pskov Oblast).
According to Rostidav Turovskii, the power of the protest vote was more pronounced in the first round
of gubernatorid dections that took place in 1996- 1997, than in the e ections that occurred in 2000-
2002, though in some cases it dtill worked (see review of Turovskii's book elsawhere in thisissue).

Third, the bill satsa"framework” for minima turnout at 20 percent, down from the usua 25
percent now. Repeet and additiond eectionswill be vaid no matter how many people actudly
participate in them. The regions can even abolish dl minima turnout requirements for local eections. The
Dumaworking group led by Communist Deputy Aleksandr Sdlii wanted to limit the ability to raise the
minimum turnout threshold to the federad government, but the Centrd Electord Commisson changed the
text so that regiond legidatures can increase the minima required turnout if they so desire. Regionslike
Primorskii Krai have had trouble eecting regiond and local legidatures due to low turnout.

Fourth, the Centra Electord Commission resisted pressure from the working group and stood by
itsingstence on dlowing itsdlf the right to nominate chairmen of the regiond eectora commissions. The
only concession the Commission made was that it gave up the right to gppoint the chairman if its choice
had been rgjected twice by the regiond commissioners.

The purpose of this reform was to make the regiond dectora commission less dependent on the
regiona authorities. However, the lawmakers kept basicdly intact the 1994 system by which the
regiond executive and legidative branches each nominate hdf of the regiond eectord commisson
members. Because of this system, the electoral commissions are dependent on the governors in most



regions. The Centra Electord Commission blocked a proposa from Y abloko to give the regiona
legidatures the sole right to name the members of the commissions. Veshnyakov warned that the
Federation Council would veto the law if the governors position in the regiona eectora commissons
were thus weekened. Earlier proposals had suggested giving the Central Electord Commission the
ability to gppoint one third of the members of the regiond eectord commissons. Thisideawas
dropped, however.

Fifth, the bill shortensthe list of reasons for which a candidate can be refused registration or have
hisregigration withdrawn. This provison would have had an important impact on the recent eectionsin
Ingushetiya, where the leading candidate was removed from the race two days before the first round of
voting (see article dsewhere in thisissue). According to the bill, violating generad campaign procedures
and presenting incomplete information about the candidates income and property will no longer be
grounds for remova from the race. If the bill were adopted, the eectoral commission would smply
publicize the fact that the candidate presented incorrect information about hisincome rather than
disqudifying him. Prohibitions on propaganda using socid, racid, nationd, or rdigious differences would
remain intact and could be grounds for remova. According to the bill, only the court, not the regiond or
centra eectord commissions, could cancd a candidate's registration even if it can be demondtrated that
the candidate was registered by mistake or in violation of the law. Only eectord commissons and
candidates could apped to the court to have a candidate's registration canceled. According to the hill,
an gpped to remove a candidate could be made no later than eight days before an eection and the
court would have to rule no later than five days before the dection. Changes in the Civil Code would be
required to ensure that the court acts so quickly.

The State Duma expects to gpprove the bill initsthird reading in May. Then it will go to the
Federation Council and president before becoming alaw. - Arkadii Lyubarev in Moscow

POLITICAL PARTIESIN THE REGIONS

This week we continue the analysis of party building in Samaraand Yarodavl oblasts by Nataya Lapina
and AllaChirikova. Thefirg part, published in the EW Russian Regional Report for 24 April,
examined the evolution of Y edinstvo in the two regions. In this article, the authors examine the prospects
for the Communist Party.

COMMUNIST PARTY REMAINSA FORCE, THOUGH WITH LESSINFLUENCE. In
Samara Oblagt, which is consdered a stronghold of democratic reform, the Communist Party of the
Russian Federation (KPRF) maintains a stable electorate. During the 1999 State Duma elections, 26.1
percent of the Samara voters supported the Communists, compared to 24.3 percent for Russaasa
whole. The Communists led in party-list voting that year and even increased their showing in Togliatti,
the home of the giant AvtoVAZ car factory, where they are traditionally weak. The KPRF has 3,500
membersin Samara Oblast. One party leader claimed that in addition to senior citizens, the party
included people around 40 years old, economically active members of the population who are not

happy with their Stuation and are dissatisfied with the reformsin the country. Recently, the Communigts
have increased the level of their support in the oil cities of Neftegorsk and Sergeevsk, where YUKOS is



grong. The Communists seek to expand their ranks by including members of the intdlligentsa and public
sector workers, who have benefited least from the recent reforms.

Among the Samara Communigts strengths are a stable, organized, and disciplined eectorate and a
long-standing ability to attract mass support. In recent years, the Samara Communists have been able to
sgnificantly increase thair ratings thanks to the tactic of establishing political aliances. In 1999, the
Samara Communists formed an aliance with Businessman Viktor Tarkhov, aformer Soviet era
Ispolkom leader who is an opponent of Governor Kongtantin Titov. This aliance convinced the party
that it is useful to have access to adminigtrative resources. In 2001, the Communists formed an
additiond dliance with another Titov foe, Samara Mayor Grigorii Limanskii, who has access to such
resources. The Communists and mayor shared a distaste for the governor, liberd reforms, and the
oligarchs, who had "bought" Samara. They both supported the federal government and the effort to
strengthen the Sate.

The people we interviewed made widdly diverging comments on the aliance between the
Communists and the Samara mayor. Supporters of the mayor claimed that the basis of the dliance was
acommon "concern for smple people.” The mayor's critics daimed that the aliance was purely
opportunistic and short-term. Without delving into these debates, the example of the dliance with the
Samara mayor shows how much the KPRF has evolved in recent years, turning into a party of redids.
One oblast officid noted that the KPRF no longer attracts hard-line politicians. Rether the KPRF is
cultivating a new generation of leaders who understand that a return to the past isimpossible and that it
istimeto deal with current problems. In effect, this observer argued that the KPRF is becoming a
"congructive opposition.” The party'slineis becoming more pragmatic and its new aliances are brining
it financid and other benefits.

In trying to evauate the Communigts potentid development in the regions, weran into a
divergence of opinions based on whether we were talking to someone within the party or on the outside.
The Communists themsdves clam that their membership is growing and that they continue to have
influence. Observers outsde the party claim that its power iswaning and it has little opportunity to
expand its membership ranks. Members of the administration and business dite in particular argue that
"people understand that there will not be areturn to the past.” Most of the dite have little interest in
discussing a standoff between the Communigts and reformers.

InYarodavl Oblagt, the Communigts have not attracted large-scale popular support and their
influence has shrunk even in the city Rybinsk, where many enterprises are fill in crigs. In explaining the
Communists weakness, many observers point to the region's history, citing the white rebellion, the firgt
anti- Communist meetings and the activity of the Nationa Front in the 1990s, supporting democratic
candidates throughout the decade.

Other reasons cited for the Communists lack of popularity are generd distaste for the various
interna conflicts that have divided the regiond party and the lack of ared leader. Until the fal of 2000,
the head of the regiond party was MarxismLeninism Ingructor Vladimir Kornilov. His excessve
radicalism and constant disputes with the authorities made him unpopular. He dso had poor relations
with KPRF leader Gennadii Zyuganov. As aresult, in the fall of 2000 the KPRF Centrd Committee
won hisremova as head of the oblast party, replacing him with the more pragmatic State Duma Deputy
S. Smirnov. After this change in leadership, the party organization split, with part of the membership
refusing to recognize the new leader.



The most recent polls show that the Communigts have a stable 30-35 percent rate of support
among voters overdl in Russa. A new tendency is the growing support for the Communigtsin the big
cities and dso the increasing numbers of socidly active people who are critica of the reforms and willing
to join the Communists. Regiona branches of the party are learning how to survive in the new
conditions.

Despite these generd tendencies, there are differences acrossregions. In Yarodavl, the
Communists have few prospects since the population and elite do not support the opposition party. In
Samara, the Communists new codlition-building tactics are bearing fruit and, in the future, such politica
aliances could produce a Communist governor. Surprisingly, however, Samaras regiond elite believe
this outcome to be impossible.

BUSINESSAND POLITICS

UNDER SOBYANIN, TYUMEN AUTHORITIESPLAY FAVORITESAMONG
BUSINESSES. Governor Sergel Sobyanin's adminigtration has changed the climate for businessin
Tyumen Oblagt, helping favored firms and making conditions more difficult for others. Firg, there has
been ameding of Sobyanin's saff with the management of various financid organizations, especidly
Zapsibkombank, the largest bank in the oblast. Deputy Governor Vladimir Y akushev was the president
of this bank until Sobyanin's eection. The current president, Dmitrii Goritskii, worked in the past as
Sobyanin's deputy. Recently, the head of the bank's legd department was named the chairman of the
Oblast Electora Commission.

Thismerger of afinancid indtitution and the gubernatorid office darms businesspeople who do not
have direct support in the adminigtration, where most of the current office holders made their careersin
Tyumen's northern autonomous okrugs. Zaps bkombank has aready gained control of the well-known
BKK Corporation, aregiond firm, through bankruptcy procedures and other enterprises fear they will
faceagmilar fate.

The bank is not the only company seeking to acquire new property. Some of the most powerful
energy companiesin the oblast are buying up firmsin southern Tyumen Oblast. Most likdly LUKl will
soon acquire Tyumen airlines. In each case there are a variety of reasons for the take over, but business
observers believe that the changes are largely connected to the eection of Sobyanin as governor.

Second, business people who fear that structures close to the oblast adminigtration will make
aggressive moves againg ther firms have formed an dliance through the regiond branch of the
Association of Russian Entrepreneuriad Organizations (OPORA -- www.oporaru). The organization
has tense reations with the oblast adminigtration. It is based on an dliance of existing business
organizations, including the Association of Light Industry, the regiona Trade Union of Entrepreneurs, the
Trade and Industry Chamber, the Association of Food Processing Industries, the Tyumen Fuel Union,
and others. The chairman is Aleksandr Y uffa, the president of the NIKKA firm.

On OPORA, Deputy Governor Pavel Mitrofanov commented that there are 72 such organizations
on paper, but only athird exist in redlity. The cregtion of yet another organization is nothing if it does not
actudly function, he noted skepticaly.

The media, which islargdy financed by the regiond budget, largely ignored the creetion of
OPORA or gave a negative review dong the lines Mitrofanov laid out. Since most of the dectronic and



print media are dependent on the governor for financing, the views expressed in the mediaare agood
indication of the authorities atitude toward the new organization.

Third, the oblast adminigtration has been providing aid to favored firms. In April 2001, the
adminigtration set up the Tyumen Oblast Fund to Develop and Support Entrepreneurship as an dlegedly
independent, non profit organization. During the last year, the fund has provided about 327 million
rubles to more than 40 firms. According to Deputy Governor Pavel Mitrofanov, these outlays have
generated some successes. Four of the recipient companies have now become profitable. Overdl in
2001 the companies that received aid gave 153 million rublesin tax payments back to the oblast (less
than haf of what the oblast spent), with much of the flow coming from companies that produce acoholic
beverages. The fund plans to substantidly increase its activities in the coming yesr.

The adminigtration is supporting its favored firmsin avariety of other ways aswell. It seeksto
ensure the sale of goods produced in the southern part of the oblast in the relatively rich north, where ail
and naturd gas production are concentrated. The adminigtration is dso trying to support the sale of loca
goods by privatizing municipa stores on the condition that they sdll only loca goods or imported goods
that are not produced localy.

The oblast adminigtration is dso buying shares of firms based in the southern part of the oblagt,
Setting asgde 65 million rubles for this purpose in the oblast's 2002 budget. The oblast is particularly
interested in purchasing firms working in the railroad and bus indudtries. - Elena Arbatskayain Tyumen

GOVERNORS ELECTIONS

KREMLIN'SCANDIDATE REPLACESAUSHEV IN INGUSHETIYA. Deputy Presidential
Representative to the Southern Federd Didtrict Murat Zyazikov won election as Ingushetiya's president
on 28 April, taking 53 percent of the vote in the runoff, with 65.59 percent turnout. Zyazikov's success
was amgor victory for the Kremlin, which had long chafed under the criticism of former Presdent
Rudan Aushev, who strongly rebuked the federd authorities for their conduct of the war in Chechnya,
Ingushetiyas immediate neighbor. State Duma member Alikhan Amirkhanov, an Aushev dly, won 42
percent of the vote in the runoff. Amirkhanov's supporters charged that the election results were
fadfied. However, the federd authorities claimed that there were no serious violations.

Aushev set up the eections by unexpectedly resigning on 28 December 2001, clearly under
pressure from the Kremlin and Presidential Representative to the Southern Federd Didtrict Viktor
Kazantsev to leave office. After stepping down, Aushev accepted an appointment in the Federation
Council, assuming then that one of his alies would succeed him. As president, Aushev conducted a
bifurcated policy in regard to Moscow. Hisrepublic is heavily dependent on financia support from the
capital o he had to be careful not to anger the capital too much. Nevertheless, he was one of the few
governors to openly criticize Putin's government. His frequent denunciations of the military's conduct of
the war in Chechnyawon him the particular enmity of Russas generdss, including Kazantsev, who made
his reputation fighting in Chechnya. Ultimately, the targets of Aushev's criticiam likely won enough
bureaucratic support to exert so much pressure on him that he stepped down.

The federa authorities intervened heavily in the race to assure that a pro-Kremlin candidate would
win. On 3 April agroup of armed men who claimed to be part of Kazantsev's s&ff forced their way into
the Ingush Supreme Court asit was consdering an apped to remove Ausuhev's favored candidate,
former Ingushetiya Interior Minister Khamzad Gutseriev, from the race and demanded thet al the



relevant papers be handed over to the Russian Supreme Court, according to Radio Liberty. On 5 April,
two days before the first round of voting, the Russan Supreme Court disqudified Gutseriev for falling to
take aleave of absence before the campaign started.

Gutsiriev was the most popular candidate and had been expected to win. Also on 5 April, the
Russian cabinet sacked Mikhail Gutseriev, the elder brother of Khamzad, as the president of the
Savneft oil company, accusing him of financing his brother's campaign with the company's resources.
The State Dumaiis currently congdering legidation that would ban such last minute candidate removals
for thistype of violation (see related article in thisissue).

In the first round voting, Zyazikov won only 19 percent, trailing State Duma Deputy Alikhan
Amirkhanov, who scored 32 percent. Aushev backed Amirkhanov in the second round and he was
initialy expected to win, despite the fate of Gutseriev. However, the authorities put extensve pressure
on Amirkhanov between the first and second rounds of voting, searching his campaign headquartersand
accusing him of bribing voters, but ultimatdy they did not disqudify him from the race. On 24 Apil,
Aushev resigned from the Federation Council, aclear sgnd that he expected Zyazikov to win the
election and quickly remove him from the upper chamber of the nationd parliament. Aushev charged
that the Federation Council refused to take up Ingushetiya's most serious problem -- deding with the
refugees from the Chechen and North Osetiyan conflicts-- and failed to block the interference of
Kazantsev's g&ff in the presidentia campaign (Kommersant Daily, 24 April).

Aushev initidly believed that Zyazikov had no chance of winning. But that was before what Aushev
described as the "blatant interference” of Kazantsev's Saff in the campaign. Zyazikov is a Federd
Security Service (FSB) generd and thisingtitution iswidely hated in Ingushetiya. The FSB isthe
successor to the NKVD, which deported the Ingush people to Kazakhstan in 1944. "How will the
people who were deported by these agencies vote for them,” Aushev asked increduloudy in February
(Kommersant Vlast, 19 Febraury).

Zyazikov said that hisfirgt task as the republican president would be to ded with the refugees from
Chechnya and North Osstiyawho are now living in Ingushetiya. Before the beginning of the second
Chechen war in 1999 about 160,000 people fled Chechnya for Ingushetiya. Thousands more fled the
violencein North Osetiya a decade ago. Zyazikov's actions will be atest of how well the federa
government, through the offices of the presidentia representative to the Southern Federd Didtrict, can
implement its policiesin this strategic North Caucasus region.

KATANANDOV WINSANOTHER TERM IN KARELIYA. Governor Sergel Katanandov won
asecond term in Kardliyaon 28 April, taking more than 53 percent of the vote with about 50 percent
participation. Katanandov's victory was widely anticipated. He eiminated his most likely opponent,
former Governor Viktor Stepanov, by appointing him to the Federation Council in December 2001.
Katanandov had defeated Stepanov in the republic's 1998 gubernatoria eection in aclosdy fought race
(see EM Russian Regional Report, 21 May 1998).

Katanandov won that eection with the backing of Businessman Leonid Beluga, who owns alarge
chain of grocery stores in Petrozavodsk, and the St. Petersburg concern Orimi, which ownsthe
Belomor-Onega shipping line (Kommersant Vlast, 23 April). Bdugais now amgor indugtridist in the
region and Orimi recently gained control of the Ilin Forestry Factory. Katanandov, who was once a
strong backer of Yurii Luzhkov's Otechestvo-V sya Rossya party, has since established close contacts
with the pro-Kremlin Y edinstvo. Katanandov has close rdaions with Putin, who vacationed in the



region, and met with the governor in the Kremlin during the campaign. Katanandov controls the two
largest television broadcasters in the republic and most newspaper and radio stations.

NATURAL MONOPOLIESIN THE REGIONS

OMSK RAISESENERGY, HEAT PRICES, PLEASING NO ONE. After sx months of intensive
debate, the Omsk Regiona Energy Commisson (REK) raised prices for eectricity and heeat in the
region (for an earlier discusson of thisissue, see EWI Russian Regional Report, 27 February).
However, no oneis happy about the price increases. The increaseistoo small to meet the needs of the
local utility. The governor is dissatisfied because the price increases are sure to be unpopular. The
population is worried about paying bigger bills.

The REK raised dectricity prices to 56 kopecks a kilowatt- hour from 46 kopecks for resdentia
users (a 22 percent increase) and to 72 kopecks for enterprises instead of 62 kopecks (16 percent).
Rurd resdents will pay 39 kopecks instead of 32, an increase of 22 percent, and rurd firmswill pay 59
kopecks.

The battle over energy prices, pitting the governor and REK, which is dlied with the governor,
againg Omskenergo, began in October 2001. Then the utility sought a 30 percent price increase. The
governor strongly opposed sich an increase and the regionally-controlled media launched into avicious
campaign againg Omskenergo.

According to Omskenergo Generd Director Aleksandr Antropenko, the price increases will only
meet two-thirds of the utility's needs. He warned that the increase did not take into account
expenditures the utility will make to prepare for next winter and to carry out necessary recongtruction
work.

Omskenergo estimated that it would spend 9.4 billion rublesin 2002. However the REK decided
that 6.9 billion was amore redidtic figure and set the prices accordingly. The company estimated that it
would earn 1 hillion rubles in profits, but the REK reduced this number to 451 million rubles.

Raigng energy pricesin April, just as summer is coming, does not help the utility because it
generates most of its income during the winter months. In 2001, it ended the year with 201 million rubles
in debt and 1.5 billion rublesin fines. It paid only 74 percent of its sdariesin 2001 and wage arrears
were gpproximately 60 million rubles for the month of January.

The price increase will hurt the image of Governor Leonid Polezhaev, whom the regiondly -
controlled media has hailed in recent months as the main opponent of increased energy prices. The
increases a0 raise socid tensons in the oblast. Employees of the Polet firm, recently striking because
thelr sdaries have been delayed, warned that they would have no money to pay the higher utility prices.

The Omsk utility hopesthat the federd government will step in to solve the problem. According to
informa reports, the government is planning to abolish the regiond eectord commissons and transfer
the authority to set prices to the federa didtrict level. Such amove may make it possible to raise prices
more quickly. Additiondly, transferring decision-making authority in thisway would dramatically reduce
the power of most governors. - Pavel Shagiakhmetov in Omsk
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THE ALASKA SOLUTION

USSTATE OFFERSMODEL FOR RESOURCE DEVELOPMENT. Two term Alaska
Governor and former US Interior Secretary Wadter J. (Wally) Hicke believes that Alaskas
experience in developing its oil and gas wedth provides a good mode for the development of
resources around the world, including Russids regions. His book Crisisin the Commons: The
Alaska Solution (2002) lays out hisideas in vigorous and entertaining prose. Hickd visited
EWI's New Y ork offices on 13 May to spread the word.

One of Hicke's chief accomplishmentsin Alaksawas opening the oil and naturd gas
fiddsin Prudhoe Bay to development under state control with the participation of the private
sector. According to Hickel, the Alaska experience proves that "alocal, democratic government
can harness the naturd resourcesit owns and the efficiency of the private sector to provide its
citizens opportunity and an envigble qudlity of life" The gist of the gpproach iswhat the
governor calsan "Owner State." Firdt, local people must gain control of their resources through
the agent of their regiona government because "resources managed from afar, by a colonia or
digant master, are usualy mismanaged and exploited for the interests of those far avay.” A
second requigite is that the owner state be a congtitutiona democracy. Additiondly, the private
sector must play alargerole. "The role of the Sate [here meaning regiona government] isto
decide resource palicies, to provide access and infrastructure, and to get things started. On a
competitive bas's, private industry leases the right to extract the common resources and employs
the citizens to do the work. The State then uses the revenues it receives from the development of
its resources, instead of taxation, to meet common needs and enhance the lives of the people it
serves. In fact, most taxes can be eiminated.”

Ultimatdly, it may be possible to apply this sort of gpproach in Russa Certainly such a
large country needs to have afederd system with key powers devolved to the regiond level
snceit isimpossble to manage everything effectively from Moscow. One could even make the
argument that today's regiond dections in Russa are democratic, or at least no less democratic
than dections in the West. However, it is hard to say that the current Russan state usesiits
resources to meet the common needs of its people. Since the collapse of the USSR, rapacious
politicians, bureaucratic clans, and business interests have captured the Russian ate at both the
federa and regiona leve to promote their particular interests rather than the common good. As
Russian society becomes stronger and more assertive, it may be able to force the sate to work
in the public interest, but thiswill be along process. However, the fact that many of Russias
governors are corrupt should not stop reform advocates from working at the regiond leve to
promote socid change. Centrdizing power in the federd government is not along-term solution.

Although critics could say that he is rdentlesdy optimistic, Hicke's ideas may prove
useful to the Russans, particularly if he could help them develop effective legidation to reduce
conflicts of interest among Russian public officids. It is easy to see why his straightforward talk
and rough charm would apped to them. He is the secretary generd of the Northern Forum,
which brings together governors from northern regions to share experiences in addressing
common problems (http://mww.northernforum.org).

Federd officids and irresponsible corporations are often the villains in Hickd's sories.
FBI Director J. Edgar Hoover shut down the Alaska- Russa border in 1950, "cresting an lce



Curtain that proved more impenetrable than the Iron Curtain.” In the case of the gigantic 1994
Komi ail saill, thenVice President Al Gore, who was in charge of the US response to the cridis,
told Hicke over the phone not to vist the region, believing reports from Mascow that the
Situation was not as bad as the media portrayed it. After a heated debate, the take-no- prisoners
Hicke ended the conversation saying "Mr. Vice President, | am going. I'll cal you when | get
back."

Hicke isequdly criticd of Russas government. He reports that Moscow's main priority
in Komi was "to extract the resources of this far-away region as chegply as possible’ meaning
that it cared little about the ecological consequences even as black dudge tarred the landscape.
According to Hickd, the US government played arole in the Komi disaster asit pushed Russa
to increase oil production without understanding local conditions or the environmenta impact of
such policies. Multinationa corporations and their Russian partners were a so to blame because
they determined that it was chegper to continue pumping oil through pipdines they knew had
holes in them rather than to repair them. The local people, powerless to prevent the spill and
lacking the resources to clean it up, were the victims.

Hickd's ingstent demand that the governors, not federal bureaucrats or corporate
interests, should control natura resources in the name of the people, naturdly strikesa
sympathetic chord with Russian governors, who spent the 1990s seeking much the same thing
from Moscow. Hicke has, in particular, devel oped a close relationship with former Sakha
President Mikhail Nikolaev, who successfully gained control of much of his republic's diamond
supply while Ydtan was in office. One would expect Hickd to have arather criticd view of
Putin, whose policies are aimed at assarting federal ownership over Russias naturd resources.
However, the governor is optimigtic about Putin's efforts, arguing that Putin is centralizing power
initidly so that he can ultimately decentrdize it in amore rationd way than Ydtan did. Infact, in
Hicke's view, a new decentrdization of power isinevitable for Russato function as an effective
country and he clams that Putin ultimately understands this. Hicked criticized Yetsn for not
having a plan or system for the decentralization of power that took place under his leadership.
He a0 criticized the policies of privatization that Russa pursued in the early 1990's, partly a
USinsgtence. Hicke charged that smply handing resources to corporations was not the best
way to insure that they are ultimately used in the public interest.

Hickd argues that the federal government is actudly better off if regiona governments
control natura resource development. Since the regiona authorities have a better sense of how
to manage the resources, they ultimately generate nore taxes for the federd treasury than if
ignorant federd bureaucrats ran the show.

Chukotkais Alaska's closest neighbor and the governor sees considerable possibilities
for its development, especidly with the arriva of magnate Roman Abramovich as governor. The
Alaskans had little good to say about former Chukotka Governor Aleksandr Nazarov, who is
now one of the region's representatives in the Federation Council. Nazarov closed his region off
to foreigners during the 1990's and sought persond gain from its resources.

Hickel has met with Abramovich twice, including afew months ago on Maui, where
Abramovich flew two planes for a short mesting. Abramovich is one of Russas most reclusve
oligarchs and a continuing source of interest for Russa watchers. Many in the Moscow dite like
to say that they are close to him, but few have actualy met him. Hicke bdievesthat



Abramovich and Putin work well together based on their conversations. Nazarov was the one
who firgt enticed Abramovich to Chukotka, and the oligarch was shocked at the poverty he saw
there. State Duma member Viadimir Etylin played arole in convincing Abramovich to run for
governor as away of getting Nazarov out of power. Etylin could very well succeed
Abramovich, who has dready announced that he will not seek a second term.

Chukotka has a bifurcated economy. On one hand, many residents eke out aliving
through such traditiona occupations as reindeer herding. On the other, the local economy could
be competitive in many aspects of the globa economy. The Bering Seais one of the wedthiest
fisheriesin the world. Currently, the southern regions of the Far East control these activities.
However, Chukotka could benefit by more aggressively asserting its interests. Chukotkais
Russidsfourth largest gold- producing region and now Abramovich istrying to rationdize the
loca mining industry o that it pays larger dividends for the region. Chukotka aso has potentialy
large off-shore oil and gas deposits that could be developed in the future. Currently, Anchorage
isamgor trangportation hub for freight flying between Europe, Asa, and North America. Fed
Ex has one of itslargest basesin the city and scores of 747sfly through every day. If Anadyr,
Chukotka's capital, developed its airport, it might be able to attract some of this business from
Alaska. The city also boasts the best deep-water port in Russia. Chukotka could also develop
itstourigt potential, something that Alaska has been very successful in doing.

Governor Hickel is adrong supporter of building an underwater railroad tunnd that
would connect Alaskato Chukotka and make it possible to take atrain from New York to
Paris. He says "we should never stop talking about the idea of a Bering Strait tunnel, both for
what it can do to tie the world together, and for helping the world understand how close
Americaand Russaare. We are an eyesight away -- not hafway around theworld." The
Northern Forum and the Indtitute of the North (http:/Amww.ingtitutenorth.org), which Hicke
founded at Alaska Pacific University, aswedl asthe Arctic Council, which bring together eight
Arctic nations, have been supporting studies of ways to expand circumpolar infrastructure,
including ar and seallinks and the land link. In that way, Hickd may be just the man to make it
happen. - Robert Orttung

REGIONAL ELECTIONS AND ORGANIZED CRIME

FSB CHIEF DEFEATS SMOLENSK GOVERNOR IN ELECTION OVER CRIME.
Federal Security Service (FSB) Smolensk Chief Viktor Madov defeasted Governor Aleksandr
Prokhorov in Smolensk's 19 May gubernatoria eections, 41 percent - 35 percent, according to
preliminary figures (polit.ru, 20 May). The difference between the two candidates was about
21,000 votes.

Following Putin's dection, Madov is the most recent FSB officid to become governor.
Recently, FSB officers won gubernatoriad dections in Ingushetia and V oronezh. However, these
victories do not reflect anationd trend. FSB candidates have failed in such places as Kursk,
Chelyabinsk and Chuvashia. The victories of FSB officers are rather functions of the specifics of
locd palitics.

The dections will have amgor impact on the digtribution of political forcesin Russds
western regions. Traditiondly, the Communists were strong in Smolensk, influencing who won



regiona eections and determining socid policies. During the last four years under Prokhorov,
who initidly became governor with the Communists support, the Communists lost popularity
following widdy publicized crimind scandds, which reduced public confidence in the governor.

Crime was the mgor issuein the campaign. Putin's Kremlin and the largest tax payersin
the oblast, the Krigtall diamond factory and the Smolensk nuclear power plant, supported
Madov. In his campaign speeches, Madov focused heavly on the crime angle, charging thet
Prokhorov was associated with criminal groups. He said that hisfirgt task would be to clean up
the region'simage, ending the crimind battles and the perception among federd authorities and
outsde investors that the regiona authorities were controlled by organized crime. On the eve of
the dection, Madov dso made clear the that Russian procurator general was on the verge of
charging Prokhorov with misusing 274 million rubles provided by the federd government for the
congtruction of regiona roads (Kommersant Daily, 17 May). The case has been under
investigation for two years and Prokhorov had been listed only as awitness earlier.

Communigt Party of the Russian Federation leader Gennadii Zyuganov visited the region
on the eve of the eection to support Prokhorov, even though some of the locd party
organizations refused to back him, claming that as governor he was responsible for the growth
of crime in the region (see EW Russian Regional Report, 13 March 2002). Zyuganov was
willing to look past hisloca comrades complaints because he wanted to prevent the Kremlin
from scoring another regiond victory in the eection. To counter Madov's accusations,
Prokhorov argued that Madov and the regiona law enforcement authorities were too involved
in palitics to fight crime effectively.

Theregiond scandals continued until the eve of the dections. On 16 May, an
unidentified gunman tried to nate Deputy Governor Anatolii Makarenko, killing his
bodyguard, but only dightly wounding Makarenko himsdlf. After the shooting, Makarenko
charged that Madov had ordered the hit, seeking to use his FSB connections to convince voters
that the current adminigtration is stained by crimind ties. Madov responded by describing
Makarenko as "a semi-crimind businessman who provided equipment for aliquor factory
owned by Smolensk crime bosses' and argued that the attack "had no relation to the eections
or politicsin generd." Makarenko took over as deputy governor after charges were filed againgt
former Deputy Governor Y urii Babyshkin and handled some of the most lucrative aspects of
business relations for the Smolensk adminigtration (On Babyshkin, see EW Russian Regional
Report, 14 November 2001). Madov charged that Makarenko used his public office to expand
his own business empire and suggested that the perpetrators of the attack were Makarenko's
competitors or business partners who were unhappy with the way the ""businessman bureaucrat”
had used his power. - Arsentii Ledovskoi in Smolensk with contributions from Robert Orttung

PRIMORSKII REGIONAL ELECTIONS THREATEN DARKIN, RISE OF CRIME
GROUPS. Many groups, including some with aleged crimind links, are pouring large amounts
of money into Primorskii Kra's legiddtive eections next month for a vote that threstens the
kra''s sability and the tenure of Governor Sergel Darkin. Primorskii Krai will hold repesat
electionsto the regiond legidature on 9 June after many races in the first round of dectionson 9
December 2001 were declared invalid due to low voter turnout.



In the 9 December dections, only residents of the krai's rurd areas voted in sufficient
numbers to elect deputies. In the three mgor cities, Vladivostok, Nakhodka, and Ussuriisk,
turnout did not pass the required 25 percent, so none of the urban precincts elected legidators.
Thus, of the 39 seatsin the legidature only 16 are currently occupied.

The new legidature can complicate Darkin'slife in many ways. With atwo-thirds
majority vote (26 of the 39 votes), the Legidative Assembly can force Darkin out of office,
meaking the upcoming eections particularly sgnificant.

The dections are relatively compstitive, with 5-6 candidates running for each seet. In
this eection, however, there is no requirement for minimum turnout Snce the kral legidature
voted to suspend this clause from the dectord law. Accordingly, the eections will bring new
deputies to office regardless of how many people vote.

Participants in the eections say that the candidates are spending unprecedented sums to
win. Darkin's dection as governor last year demondtrated that local businessmen with dleged
connections to organized crime could win public office. In the December eections, one crime
boss nicknamed Winnie-the- Pooh became a regiond legidator. According to common
perceptions now, you can become alegidator if you are willing to pay large sums of money.
One candidate who wished to remain anonymous estimated that a seet in the legidature costs $1
million. Controlling 5-6 seets would creste areatively strong power base for moving amgor
dedl through the body. In Primorskii Krai, the most profitable businesses are forestry and
fishing, both of which are heavily regulated by the authorities, and therefore susceptible to
political manipulation.

Former Vladivostok Mayor Viktor Cherepkov, now a State Duma deputy, is seeking
to repest his past success in which his alieswon 8 seats from the capitd city's didtricts.
Cherepkov predicts that the next governor of the region will bethe crimina "avtoritet”
Alekseenko. Cherepkov claimed that Alekseenko is much richer than Darkin and better
organized. Cherepkov said that he was willing to work with his former enemy Nazdratenko so
that their dliesin the regiond legidature could join forces to remove Darkin from the krai
adminigration. Cherepkov said that he would be happy if he won athird of the seats.

Of the 16 legidators dected in December, 12 are dlies of former Governor Y evgenii
Nazdratenko. Once considered an ally of Darkin, Nazdratenko is now widely noted asa
Darkin opponent. Nazdratenko, the chairman of the federd State fisheries committee, has been
in the region snce the end of April meeting with hisalies. According to his associates, he
recently spent three hours in the saunawith Krai Procurator Vaerii Vaslenko. These people
say that his power in Moscow has been significantly curtailed and is continuing to shrink. He has
little chance of finding a more powerful position in the capital. Thus, his best optionisto return
to Primorskii Krai, where his sons control a considerable amount of business.

In the legidative eections, Nazdratenko will back adate of 14 candidates made up of
loca officids who came to power with hisaid and are dissatisfied with Darkin's leedership,
according to Legidative Assembly Member Yurii Rybakin. The managers of the region'slocd
televison stations provide Nazdratenko with frequent air-time to publicize hisopinion on a
variety of topics. The mayors of Vladivostok, Nakhodka, and Ussuriisk al came to power with
Nazdratenko's support and the first two openly oppose Darkin.



Darkin's position seemsto be deteriorating as the krai procurator recently raised
questions about severd of his deputy governors. The procurator filed a case againgt Igor Ivanov
for dlegedly usng fasfied documents claming he had academic degrees, which he never
earned. Additiondly, the procurator noted that the governor never should have appointed
Vladimir Vedernikov as deputy governor because he is past mandatory retirement age. Serge
Peredrii apparently has to leave because he aso does not have the higher education required to
work for the gate. In addition, Aleksandr Linetskii is planning to return to Darkin's Roliz
company. Thus, the governor could lose four of his eight deputy governors and some of his
closest associates. - Oleg Zhunusov in Vladivostok

CENTER-PERIPHERY RELATIONS

FEDERAL AUTHORITIES SATISFIED WITH KURSK STABILITY. Inrecent years,
the relationship between the federa government and the Kursk Oblast government has been
one of the mogt difficult in the country. Initidly, these problems grew from President Boris

Y dtdan's displeasure a the eection of his erstwhile vice presdent, Aleksandr Rutskoi, as
governor. Rutskoi and the regiona |egidature adopted numerous laws that violated federa
legidation, redirected federd money sent to the region for purposes not intended by Moscow,
illegally used oblast property, came into conflict with the federdly- controlled police and
procurator, and caused many other problems for Moscow. With Rutskoi's remova from
power, when the court declared that he was not able to participate in gubernatoria electionsto
secure another term, the number of public scandds in the region dropped congderably. The
region welcomed the end of such dictatoria and tempestuous rule in favor of the more steedy
hand of the current administration.

The Communigt team of Governor Aleksandr Mikhailov proved to be more compliant
in establishing relations with the federa authorities than Rutskoi had been. This cooperdtive
approach brought concrete results, including a meeting for Mikhailov with Putin, avisit to Kursk
by State Duma Speaker Gennadlii Seleznev, increased viststo the region by federd ministers,
and numerous agreements signed between federd agencies and the region. Increased transfers
from the federd budget complement these palitica achievements.

Judging by the Kursk example, difficulties between the federd government and
Communigt dominated regions are becoming athing of the past. According to Kursk Oblast
Chief Federd Ingpector Viktor Surzhikov, "the governor's party membership no longer playsa
sgnificant role. (Kurskaya pravda, 8 May)" He cited three reasons for this change. First isthe
overdl strengthening and consolidation of the federa authorities. Second, governors of regions
like Kursk that lack oil and gas have a very narrow set of choices in how they conduct their
relations with the federd government. A lack of such resources means that the governor must
maintain reatively friendly ties with the federa authorities. Third isthe persond dispostion of the
governor. Mikhailov made clear from the beginning that he supported Putin and wanted to be a
member of histeam.

Currently, the economic Situation in Kursk Oblast istense, but not hopeess. Themain
problems are the recent drop in stedl prices, which has amgjor impact on the local Mikhailov
Mining and Processing Combine, and a planned reconstruction of the Kursk nuclear power



plant, causing atemporary 20 percent cut in dectricity output. The other sectors of the
economy, including agriculture, are developing in a stable manner and the region has attracted
two billion rubles of invesment in the last two years. Regiond palitics are far from stable now,
but the Situation is much better than it was under Rutskoi.

Thus, withinits"limited corridor of posshilities” the Kursk oblast adminigration is
conducting itself in a manner the federa government approves of. Mikhailov was happy to
receive awarm reception in the Kremlin and publicly claims establishing relations with the
federa governments as one of the key accomplishments of his adminigtration (Kursk Televison
Company, 30 April). - Sergel Sarychev in Kursk

PARTY BUILDING IN THE REGIONS

This week we continue the discussion of party building in Yaroslavl and Samara oblasts
by Natalya Lapina and Alla Chirikova. The previous two issues of the RRR included
articles examining the pro-Kremlin Yedinstvo and the Communists. This week we turn to
the right-wing of the political spectrum.

RIGHT-WING PARTIESFACE CHALLENGESIN THE REGIONS. Yarodavl and
Samara oblagts traditionally lend strong support to parties that favor market reforms and
democracy. During the 1990s, they consigtently voted dong these lines. But in Russian palitica
life, party-list voting results often have little relaion to how well organized a party isor thesze
of its membership.

During the 1990s, Y abloko was aplayer in Yarodavl palitics, dbeit one with little actud
influence. Grigorii Yavlinskii defined the party at the nationd level and Y denaMizulina st the
tone at the regiond level. The Stuation changed &t the beginning of 2001, however, when
Mizulina quit Y abloko and instead joined the Union of Rightwing Forces (SPS). The declinein
Y abloko's nationa rating, the inability of the party to set up a strong organizationa structure,
and Mizulinas exit left Yarodavl's Y abloko in criss. Many rank - and-file members followed
Mizulinaout of the party and, today, Y abloko isno longer aplayer in Yarodavl. A smilar
Stuation prevailsin Samara, where dl of Y abloko's efforts to influence the Situation failed.

In recent years, the SPS has begun asserting itself more in Yarodavl, making it "arisng
dar,” according to one of the leaders of thelocd Y edingtvo. "In our city with high levels of trade
and industry, smdl businessis very important and likely to continue growing. Our people are
educated and there is alarge share of forward-thinking, independent young people, just getting
on thair feet," this observer claimed

However, most of the people we interviewed agreed that SPS currently does not have
much of aregiond organizationa structure and is not making a serious effort to build one. The
lack of aprofessona party leadership contributes heavily to this oversight. The respondents
aso criticized the tactics chosen by the party's federal leadership. SPStop leaders court
support anong the region's large enterprises and incumbent authorities, who wield powerful
adminigtrative resources. As one expert explained, SPS chief Boris Nemtsov presents himself as
apopular tribune, thinking that large enterprise directors will find this gpproach attractive. But



the observer described this gpproach as "naive and unprofessiond,” arguing that Nemtsov's redl
base is smal business and that he should concentrate his efforts on it.

This observation rings true: except for the Communist Party, Russian parties do a poor
job of atracting popular support. However, the SPS has scored some successes with the dite.
Among the loca busnessmen in its regiond leadership council are Rybinskie motory Genera
Director Y urii Lastochkin, the head of Svyaz Bank, and the deputy generd director of
Y arenergo, the loca dectricity utility. SPSis gaining strengthen in Y arodavl Oblast and could
potentialy become an influentia party there.

Samara Oblast was one of SPS's biggest supporters in the 1999 State Duma elections.
There 22.1 percent of the voters supported the party compared to an average of 8.52 percent
in al Russian regions. A mgor part of this success comes from voters perceptions that the SPS
is the party of power in the region and has the support of Governor Konsgtantin Titov. The
SPS's Samara organization isrdaively smdl and its leadership does not play much of arolein
public life. However, the party's postion in the region significantly improved thanks to the
support the party recently received in Toglitti.

There are three types of membersin the party. Thefirst group is the democrats who
origindly entered paliticsin the late 1980s. The second is people who support the right in
parliamentary dections. The third is young people who recently joined the party. These younger
members are pragmatic and independent thinkers, though they know little about the past. Of
course, many continue to view the SPS as the party of power and think of membership as giving
them important socia status.

A peculiarity of Samaraisthat there is an additiond party on the right-wing of the
spectrum: the Russian Party of Socid Democracy crested by Governor Titov. In December
2001, this party joined former USSR Presdent Mikhail Gorbachev's Russian Social-
Democratic Party. Titov calls his party a"typicd socid democratic party,” which supports a
liberal economy, numerous forms of ownership, and fostering conditions so that each person
can redize hisinitiatives. At the same time, however, the party seeks a stronger role for the Sate
in ensuring the population's socid security (Selskaya zhizn, 25 October 2001). While Titov
clamsthat this party has a brilliant future, today the Samara organization does not have a strong
leadership and does a poor job of courting the masses. Few notice its activities in the region.
The party's main resource is the support of the governor and his access to administrative and
financial resources.

These right-wing parties face problems that are typica across Russa the lack of amass
base, little popular interest in setting up and working through politica party inditutions, the
absence of professond managers with the skills required to build parties, and the excessve
orientation toward the dlite, which gives the party access to adminigtrative and financid
resources. The Communigts are the only exception. Thus, non Communist party leaderstry to
compensate for their parties organizationa wesaknesses and smal memberships by forming
coditions with various dite groups, which they hope will improve ther politicd ratings. We will
explore these connections in afuture article. - Natalya Lapinaand Alla Chirikovain Moscow
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RUSSIA'S SOUTHERN BORDER
FRONTIER REGIONS BALANCE THREATS AND OPPORTUNITIES
by Robert Orttung

BELOKURIKHA (ALTAI KRAI) - Analyses of Russids southern border usually focus
on the many threats that China, Central Asia, and the Caucasus present to the Russia. But
these threats are only half the story. There are also plenty of opportunities for mutually
beneficial economic cooperation.

The border that ssmultaneously divides and connects Siberia and Central Asiaisa
good example of this duality. A 24-25 May conference entitled "Russian West Siberia -
Central Asiaz A New Regional Identity, Economy, and Security" held in Altai Krai
examined these issues. Most of the participants were from Siberia and the Central Asian
countries.

THREATS: Terrorism

In the wake of September 11, the topic at the top of everybody's agenda was terrorism.
However, the need to talk about "terrorism™ was the only point of agreement as there was
little consensus on what terrorism is and how to respond to it. In trying to come up with a
definition, the UN Commission on Afghanistan, for example, concentrated on acts
againgt civilians for political purposes, but the US sees attacks on its military basesin
places like Saudi Arabia as terrorism as well. There is little agreement over whether
efforts should be focused against specific individuals and groups or on developing a
broader conception of what to do. Everyone talks about cooperation, but disagreements
quickly emerge when it comes to defining what the substance of this coordination should
be.

In practice, national and regional governments define "terrorism" as something that
affects their own interests. Thus, the battle against terrorism can never be a unifying
platform, because these interests do not always overlap and often come into conflict.



To better understand the nexus of threats and opportunities then, the best approach is
to look at the interests of the different players. Along the SiberianCentral Asia border,
the numerous actors make for a complicated picture. Key players include Russia,
Kazakhstan, Uzbekistan, Kyrgyzstan, Tgjikistan, Turkmenistan, China, Mongolia, and
regions within these countries, whose interests do not always coincide with those of their
national governments. After September 11, the US role in the region has increased with
the deployment o American troops and everyone else has to take US interests into
account as well.

In spite of al the changes, Russia continues to play an important role. Russia has
five goalsin Central Asia, according to Dmitrii Trofimov, an advisor to the Department
of Foreign Policy Planning in the Russian Foreign Ministry:

-- promoting stability so that Russiais not threatened from the south

-- fully developing the transit potential of the region to expand Russias potentially
lucrative trade with China, India, and Iran

-- preserving the unified economic space in Central Asia

-- using the geostrategic potential of the region to promote Russia as an international and
regional great power (derzhava).

-- securing recognition by the international community of Russia's specid role in Central
Asa

To achieve these goals, Trofimov stated that Russia must:

-- more effectively use multi-lateral organizations like the Commonwealth of
Independent States, Shanghai Cooperation Organization, etc.

-- upgrade the equipment protecting the 7,500 km border at a cost of over $1 hillion

-- develop the hydroelectric potential in Tajikistan and Kyrgyzstan, combining foreign
investment with Russian technology and workers

-- maximize the role of Russian companies in the development of the Caspian Sea

-- protect the interests of ethnic Russians living in Central Asia

-- promote Russian interests by providing humanitarian aid to the region, including the
possibility for free education at Russian universities, and

-- work with the opposition in the Central Asia countries to develop an effective
counterweight to the current rulers.

With the arrival of the United States in the region, the Central Asian states can play
Russia and the US against each other to secure the best deal for themselves. But the
arrival of the US is not a blow to Russian interests since the US campaign in Afghanistan
essentially solved one of Russid's most pressing security threats by essentially eliminating
the Taliban. The influx of US money into Certral Asia could also have positive benefits
for Russia by accelerating regional development.

The failure of multilateral solutions to address terrorism puts in the sharpest relief
the differing interests of the countries in the region. The joint atempts of the Central
Asian states, NATO's Partnership for Peace, and the Shanghai Cooperation Organization
have not been very effective, according to Roy Allison, Director of the Russia and
Eurasia Program at the Royal Institute of International Affairs (Chatham House) and a



fellow at Oxford University. In Central Asia, there is a clear difference between the
interests of Uzbekistan and Kazakhstan. Uzbekistan wants to define terrorism in away
that includes its internal opposition, while Kazakhstan is leery of this approach and would
prefer to focus on ways to promote economic development.

The particularly repressive nature of the regime in Uzbekistan makes it difficult for
citizens of that country to discuss its problems openly. The current government
exaggerates the threat from radical 1slam for its own purposes, while actualy
exacerbating it by cracking down on al forms of dissent.

Narcotics Trade

The extensive heroin and opium trade presents another mgjor threat to the region.
These drugs originate in Afghanistan and make their way through Central Asiato Russia
and Western Europe. The United Nations Office of Drug Control and Crime Prevention is
providing millions of dollars of assistance to the Russian government to deal with this
problem, both in reducing consumption and the actual drug trafficking. Nevertheless, the
UN expects the amount of drugs flowing through the region to increase this year as the
US presence in Afghanistan has yet to destroy the drug production facilities there.

As much as 70 percent of these drugs currently flow along highways leading into
Russia, passing checkpoints manned by Russia's border guard forces, according to A. A.
Filipenko, a representative of the border guards service based in Barnaul. Drug usein
Russia's border regions continues to rise substantially. In this sense, these roads
symbolize the nature of the risks and opportunities in Russias south. Such roads are
necessary for increased trade, but they aso expand the number of problems Russia must
deal with.

Immigration

The main causes of immigration into Russia are employment and a desire to return
to one's homeland. Another major factor driving immigration processes is the yawning
economic gap between Russia and its neighboring countries. This differenceis
particularly clear in the case of Tajikistan, which has been wracked with civil war and
faces a reconstruction comparable to the one under way in Afghanistan.

The question of Chinese immigration is especialy politicized. Despite claims of
millions of Chinese in Russia, Moscow State University Professor Vil Gelbras claimed
that serious researchers estimated that there are no more than 500,000 Chinese in Russia
illegally. Gelbras called for a cultural shift among Russians, urging them to pay greater
attention to the benefits immigrants can provide to the country. He noted that Russians
treat ethnic Russian immigrants badly, much the same way as they treat other groups of
immigrants. However, he also warned that large numbers of unemployed Chinese could
potentialy turn to Russia in search of jobs in the future, putting great pressure on the
Russian economy and displacing higher paid Russian workers.

Little International Cooperation



V. A. Mishkin, arepresertative of the Altai Krai branch of the Ministry of Internal
Affairs, complained bitterly that Russian and Kazakhstan had signed numerous treaties
on cooperating to combat these problems, but that the Kazakh side had never
implemented them. He blamed Kazakh shuittle traders for most of the violations in which
tradersillegally bring Chinese goods into Russia. This black market trade reduces the
ability of Russian factories to compete and costs Russian jobs. Conference participants
looking at economic issues aso noted that neighboring regions such as Omsk and
Pavlodar (Kazakhstan) had signed numerous bilateral treaties, which had produced no
real effect. Some suggested that multi-lateral treaties might be more effective, but such
results are certainly not assured. In local situations, where there are good ties between
officials, problems are often resolved more effectively.

Another problem is the perceptions held by ethnic Russians and Kazakhs who livein
Russia near the Kazakh border. While the Kazakhs have a neutra view of the Russians,
the Russian are more likely to have a negative view of the Kazakhs. The Russians see the
Kazakhs as dishonest and the source of many problems. The level of intolerance tends to
increase in rura areas where members of one ethnic group live aone.

OPPORTUNITIES: Cross Border Trade

Despite the threats that Russia faces along its southern border, there are plenty of
opportunities for mutually enriching trade. The ties that existed in the Soviet erawith
China, Mongolia, and Central Asiawere severed with the collapse of the Soviet Union
and have yet to be replaced. The current level of trade between Russia and its southern
neighbors is much less than the potentia for such trade and far below historical levels.
Today Russia has considerably reduced trade with China, amost no exchange with
Mongolia, and catastrophically few links with the countries of Central Asia (Shir v
structure transaziatskikh svyazei: problemy prigranichnoi torgovli i mezhregionalnogo
vzainodeistviya, Barnaul, 2000). Siberia is the main region in Russia to benefit from
trade with Central Asia and the loss of this trade has hurt the regional economy.

Siberians are Sowly coming to the realization that they must make efforts to expand
this trade. Early draft versions of the Siberian Strategic Development Plan call for
expanded trade with Central Asia (particularly trading farming equipment for cotton),
Mongolia (mest, |eather, wool, and energy), and China (especially expanding cross
border trade between neighboring regions and developing energy infrastructure projects).
Russians view the hydro-electric potential of Tajikistan and Kyrgyzstan as potentially
benefiting both Russia and Central Asia. Several Russian speakers suggested developing
these resources by using foreign capital in combination with Russian technology and
workers.

Some Russian representatives at the conference observed that countries like
Uzbekistan are beginning to appreciate the need to work with Russia. One official
claimed that Uzbekistan has decided that American tractors are not appropriate for its soil
and that they are better off buying less sophisticated, but more reliable ones from Russian
producers, such as the Barnaul tractor factory.

However, there are still many obstacles to the development of flourishing trade. This
part of the world faces many problems that are familiar on al borders, including
complicated visa and customs regimes and transportation bottlenecks. There are a'so



problems associated with this period in history. Leonid Vardomskii, from Moscow's
Institute of International Economic and Political Research, argued that Russia's planned
entry into the World Trade Organization would freeze any developments on the regional
level until the accession process is complete. Signing new agreements in Siberia and
Central Asiabefore this larger issue is resolved does not make sense. The different level
of development between Russia and its Central Asian neighbors presents a structural
barrier to increased trade.

The lack of sufficient transportation links is another complicated problem that must
be addressed. Building good roads often requires overcoming a variety of political
obstacles. The regional authorities in the Uigur Autonomous Region of China wanted to
build a road to the Altai border, but officials in Peking were not interested in this project
and blocked its implementation. There are fewer flights between these countries than
there had been in the Soviet era. Another problem is that many of the Chinese goods
bound for the Russian market are shipped to Y ekaterinburg by train. As aresult, Siberia
does not get the benefits (taxes, customs fees, bribes) of being a border region. In a
reverse confirmation of this problem, Omsk has relatively good roads and therefore
benefits from more trade with eastern Kazakhstan.

The imposition of new borders over old train routes also creates problems.
Kazakhstan's Pavlodar province used to be able to deliver goods to other parts of the
country without crossing any borders. Now, however, its main line partly goes through
Russia and there is no agreement on railroad usage along the Russian-Kazakh border,
which has yet to be demarcated. Because of these difficulties, Pavlodar firms must use a
longer route that is more expensive.

In some ways, Siberias interest in devel oping ties with China could come into
conflict with Russia's national interests. While Russia has signed a friendship treaty with
China, it is possible that Chinawill dramatically increase its nuclear capability in the next
few years. Such an increase in its power would have strategic implications for Russia

Attempts to Set Up an Asian "Euroregion”

Altal Kra officials are working to set up an "Asiaregion,” fdlowing the precedent of the
successful Euroregions that have promoted inter-regional trade farther west, according to
Oleg Barabanov, who represents the Russian Ingtitute of Strategic Studies and MGIMO
and is involved in the project. The socalled "Bolshoi Alta" initiative seeks to improve
trade between neighboring regions in Russia, Kazakhstan, Mongolia, and China. The
Russian Ministry of Foreign Affairs has given its blessing to this project. However, these
efforts have yet to produce any results on the ground because so far they have been
unable to attract investment and Russia and China lack the political will to reconcile the
various interests involved, according to Barabanov. In the discussion period, critics
pointed out that there have been lots of similar proposals, but none have ever led
anywhere.

Building Trust between Potential Partners

There are few functioning Russian-Chinese joint ventures in Tomsk because of a lack of
trust between the two sides, according to Anton Khovanskii of the Tomsk Trade and



Industrial Chamber. Many Chinese businessmen visit the region, but such exchanges
rarely culminate in signed contracts. Beyond issues of trust, the two sides have a poor
understanding of each other's markets. The Tomsk Chamber is trying to expard border
trade by holding 20 trade expositions a year, where buyers and sellers can sign contracts.
The group aso organizes delegations of businessmen to visit key partner countries like
Kazakhstan, China, and South Korea. The Tomsk officials stressed that it helps to mix
local officials with the business del egates because these officials can then provide quick
approval for the dedls that are made.

Many analyses point to local officias as one of the key obstacles to business
development in Russias regions. But local officials can be facilitators as well. After the
conference, over beer and nuts in the sauna, alocal businessman complained about his
problems with the tax inspectorate to aloca official and sought help in resolving the
problem in my presence. Among other things, he had not filed a tax declaration and the
tax officials were seeking a bribe to take care of the matter. The official promised to
intercede with some friends on behalf of the businessman.

This conference brought together many Russian and Central Asian counterparts for
the first time to survey the problems on the border between Russia and Central Asia. The
next step isto hold a series of more specific meetings that can address the problems
identified here in greater detail.

The conference organizers were: Altai State University, The Altai Center for Eastern
Research, The International Institute for Strategic Studies (London), and the Scientific
Educational Forum on International Relations. The conference sponsors were: Carnegie
Corporation of New Y ork, the Open Society Institute, Eurasia Foundation, and the
MacArthur Foundation. Funding from the Carnegie Corporation of New Y ork made it
possible for Robert Orttung to attend.

PATTERNS OF REGIONAL DEVELOPMENT

ALTAI KRAI: POOR REGION BENEFITS FROM FEDERAL REFORMS. One of
Putin's goas in launching his reform program was to bring federa power to the regional
level. In Altai Krai, aregion in south west Siberia that is one of Russias poorest,
Presidential Representative Leonid Drachevskii works closely with Communist Governor
Aleksandr Surikov to bring more federal money to the region. Altai Krai receives the
largest amount of federal transfers among Russia's 89 regions, following only Dagestan.

Despite Drachevskii's willingness to help lobby Altal's interests in Moscow, krai
officials do not see him as a powerful figure because he does not manage money flows.
They say that they mostly rely on their own resources to lobby Moscow and that
Drachevskii's aid is d limited and occasional value.

In addition to maintaining good ties with Drachevskii, Surikov has impeccable
contacts in Moscow, particularly in the powerful Finance Ministry, which distributes the
federa aid. The former head of the krai Finance Ministry now holds an important
position in ministry's Moscow office.

The situation in the krai is unlikely to change soon. Surikov is now serving his
second term and plans to seek athird. His victory is essentially assured since there is no
effective opposition in the krai.



Another way that krai officials lobby Maoscow is through the Siberian Agreement
Interregional Association. Deputy Chairman of the association's executive body Sergei
Tikhomirov said that the group works to promote the interests of Siberia's regions abroad.
He stressed that the organization works within the framework of Russian foreign policy,
but emphasized that the group played arole in shaping this policy at the federa level to
ensure that it took into account the interests of the Siberian regions.

SIBERIAN SPA TOWN ON VERGE OF BOOMING GROWTH. The Belokurikha
sparesort, about a four-hour bus ride from Barnaul in Altai Krai near the border with
Kazakhstan, is quickly becoming a Siberian version of the Czech Republic's Karlovy
Vary. The Czech resort attracts an international clientele who come to relax, drink the
waters, and seek cures for their aches and pains. Belokurikha has a long way to go before
it reaches Karlovy Vary's sophistication, but the parallels are aready obvious. According
to the locals, Putin has promised to vacation at the resort in the fall.

Nestled in the foothills of the Altai Mountains, Belokurikha is too remote for most
tourists from Moscow, but it seemsto be thriving serving alocal audience. The main
attractions are the peaceful mountain setting, nearby ski facilities, and radon water
treatments. Customers generaly fly in to the nearby airport a Biisk from Tyumen oil
cities, Krasnoyarsk, and Kemerovo's coal mining regions. The winner of the recent
gubernatoria electionsin nearby Gorno Altai Republic, Agrarian Party leader Mikhail
L apshin, made developing the Biisk airport (a gateway to the republic) one of his key
campaign promises. Novosibirsk is about eight hours by bus and the resort is also close
enough to Kazakhstan to attract customers from there.

Soviet-era trade unions, including those associated with the Siberian branch of the
Russian railroad and the Atomic Energy Ministry, built most of the old hotels and spas
and continue to distribute many vacation packages to their employees through the old
system. As Russia builds a market economy, however, that system is slowly disappearing
and the spas must advertise to find customers who can pay themselves.

Belokurikha's old spas will soon face increased competition for elite customers
because workers are building several new sanatoria along the river that runs through the
resort town. Local and Barnaul businessmen are financing the construction and expect to
run the new spas as normal commercia ventures that attract clients willing to pay for
their services. The new sanatoria stand out in their innovative design.

The evolution of the architecture in the hotels marks the significant changes that
took place in Russia during the 1990s. The older sanatoria are rectangular cement slab
affairs, where workers relax in box-shaped rooms. The new buildings are a rebellion
againgt the rigid perpendicular lines of the past. Turrets, irregular windows, asymmetrical
designs, and fanciful animal decorations make the new sanitaria much more inviting,
even though their grandiose style often trespasses into the realm of the gaudy and garish.
Nevertheless, these new buildings make perfect sense as an antidote to the parallelograms
of the past and point to the possibility of a new Russian architecture that could challenge
the observer with itsimagination and style.

Perhaps the new buildings will quickly put the old ones out of business, leading to
their removal. Ancather possibility is that the new spas will be able to attract an upscale
crowd, while their older cousins continue to draw those with fewer rubles to spare.
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NOVOSIBIRSK, 27-29 MAY 2002

| visited Novosibirsk 27-29 May to study the work of Leonid Drachevskii, the presidential
representative in Sberia, the relations between business and the authorities, and the
impact of the border with Kazakhstan on the region. Here are my impressions. - Robert
Orttung

PRESIDENTIAL REPRESENTATIVE

FEDERAL DISTRICT SEEKS NEW BANKING SYSTEM, RELIESON
REGIONAL ASSOCIATION STAFF... One of the key questions facing Siberia now is
how tax revenue from the development of the region's rich natural resources (oil, gas,
coal, mineras) will be divided between the federal and regional governments. According
to Deputy Presidential Representative to the Siberian Federal District Igor Prostyakov,
who handles economic issues, the question remains unresolved because both the federa
and regional governments need more resources. Because of the on-going struggle over
these funds, Prime Minister Mikhail Kasyanov has yet to sign off on Siberia's strategic
development plan. On the crucial question of rent payments, Presidential Representative
Leonid Drachevskii advocates dividing the funds equally between the federal and
regional governments. However, the federal government is seeking a larger share.

Many oligarchs are active in Siberia, including Sergel Potanin in Taimyr, Mikhail
Khodorkovskii in Evenkia, Oleg Deripaska in severa regions, and Roman Abramovich in
Omsk. Prostyakov said that his office takes a pragmatic approach to them. Since they
work actively in the region, the presidential representative encourages them to invest in
the social sphere and infrastructure. He claimed that the relations between the presidential
representative and oligarchs in Siberia were no worse than the relations that Sergel
Kirienko had set up in the Volga Federa District.



Deripaska sees the lack of developed banking system as one of the key def iciencies
facing Siberia. Most transactions take place through Moscow banks, which are from three
to five time zones away from Siberian cities. The need to work through Moscow wastes a
considerable amount of time for Siberian businessmen. Over the next twothree years, the
presidential representative hopes to help develop areliable Siberian banking system that
will operate on the basis of some existing banks and potential new banks. Sberbank,
which controls the vast mgjority of deposits in Russia, has promised to contribute to the
development of the new system. A key element of the new project is securing deposits
from the Siberian population by encouraging them to trust the banks. Currently, the
presidential representative's staff is discussing the provision of deposit guarantees to
speed this process.

Siberiais the only one of the seven federa districts that has good working relations
with the previoudly existing interregional association, in this case the Siberian Accord. In
the six other federal districts, the regional associations still formally exist, but they are
largely inactive. Prostyakov noted that cooperation is essential because the association
has a better-informed and more experienced staff than the federal district. Prostyakov
often relies on the association's staff for key support functions in carrying out his duties.
For example, in the last two months, the federa district and Siberian Agreement staff
worked together on questions in the areas of agriculture, the defense industry, and coal
prices. Prostyakov noted that the six other federal district staffs had not properly
evaluated the potentia of working with the interregional associations in their areas
because of their ambitions to exert power for themselves. However, Siberiais uniquein
that its interregional association was relatively more effective in creating ties among
regions and lobbying Siberian interests with the federal government during the 1990s
than the other associations had been. (For a more critical evaluation of the relationship
between the okrug and the association, see the next article).

After two yearsin office, the presidential representative is now starting to develop a
system for increasing the profits the federal government derives from its property
holdings. Most likely, this system will focus on appointing better qualified people to the
boards of directors of companies in which the federal government holds shares and
making sure that these people give their representational duties constant attention.

The existing system is not effective because often the federal representatives are
bureaucrats who do not understand the business they are supposed to monitor and
because they usualy only participate in the annual board meetings, which discussa
narrow set of questions, while otherwise not paying attention to the companies. In the
future, the presidential representative is thinking of setting up a new system where a
small team of 23 people would work together to monitor a group of several companies.
Ending the principle of one observer-one firm would theoretically improve the quality
and timeliness of federal oversight.

The presidential representative is also considering the possibility of setting up a
management company that would have the task of generating more profits from federa
property holdings. This company might be state owned or private, though a decision has
not been made yet. Such a firm would be able to maintain constant and professiona
supervision over state holdings, replacing the sporadic oversight federal officials now
provide.



Drachevskii and his team are preparing to play a greater role in coordinating
regional foreign economic policies. Drachevskii's office is planning to invite businessmen
from the neighboring countries (Mongolia, China, Central Asia) to a presentation of
investment opportunities in the federal district in June. Prostyakov stressed that this
meeting would focus on concrete projects, unlike the recent Urals presentation in
Germany, which Prostyakov characterized as too vague. Also in June, Drachevskii's
office will host a meeting of CIS ambassadors that will focus primarily on dealing with
the consequences of nuclear waste in the area and developing ways to better develop the
local forestry industry. Currently, Siberia exports most of its products as round logs and
is seeking away to build processing mills in the region so that Siberians can add value to
their resources rather than smply exporting raw materials.

Prostyakov was confident that the institution of the presidential representative would
continue to develop, but stressed that it would not try to evolve into a new form of okrug
level government. Instead it would focus on monitoring financial flows and ensuring that
high quality officials are appointed to federa positions in the regions.

..WHILE CRITICS SEE ATTEMPT TO REDUCE REGIONAL
COORDINATION. Putin's intention in creating the seven federal districts was to reduce
the ability of the regions to work together in cooperation against Moscow, according to
critical observersin Novosibirsk. These observers believe that the Siberian Federa
District has reduced the ability of the Siberian Accord Interregional Association to
represent regiona interests in Moscow, despite datements from both Drachevskii and the
association's executives that they are working together well. While officials like
Prostyakov claim that they have made great progress in promoting Siberia as a unified
market by bringing regional laws into line with federal norms, critics assert that the
federal districts only concrete result is destroying the regions aready small potential for
cooperation.

The federal government has a relatively easy job in suppressing regional cooperation
because the competing individua interests of the regions make it hard for them to
cooperate in the first place. For example, several regions (Novosibirsk, Krasnayarsk,
Altal) want to upgrade their airports to international standards to benefit from new flights
that will connect North America and Asia over the North Pole. Such airport
improvements would create billions of rublesin new cash flows for the region that
ultimately secures the contract. Large credits would flow through local banks stimulating
the economy far keyond the airport itself.

Another area of competition among regions is the production and sale of alcoholic
beverages. All regions want to have large ditilleries and breweries because they receive
taxes from the plants production, even if the resulting vodka and beer is sold in different
regions. As aresult, governors do not like outside producers selling spirits in their district
because they derive far less tax revenue from these "invaders' and often try to limit sales
of products imported from other regions.

Another key problem for cooperation between the okrug and the association is that
the wealthy Tyumen Oblast, which is home to most of Russia's oil and natural gas
reserves, is a member of the association, but not the okrug. In a decision that makes like
geographical sense, Tyumen was included in the Urals Federa Didtrict rather than the
Siberian Federa Didtrict. Thisregion is crucial for Siberias development because of its



vast natural resource wealth. Despite its exclusion fran the Siberian okrug, however,
Tyumen maintains an active Siberian presence.

The use of the federal districts to reduce the regions ability to cooperate with each
other is part of Putin's larger agenda of centralizing power. One of the key components of
this campaign was Putin's December 2001 decision to increase the salaries of civil
servants by 89 percent. This move forced regional governments to spend a greater share
of their budgets on salaries, reducing their ability to spend money on other projects. The
effect of the decision to raise public sector salariesis to reduce regional autonomy and
give the federal government stronger levers of control over regional governments.

BUSINESS AND POLITICS

BUSINESS CONFLICTSMAKE LOBBYING PUBLIC. Among Russiasregions,
Novosibirsk is relatively poor and therefore attracts little attention in the business press.
The Moscow-based oligarchs do not operate here and even the Unified Energy System
electricity monopoly only owns a small share of the loca utility. No giant factory
dominates the local scene, so many business groups have influence, but no one group has
adecisive voice. In the oblast legidature, about 30 of the 49 deputies represent various
business interests. Most of the influence these businessmen exert on politics and oblast
policy is hidden from view. However, occasionally conflicts between competing interests
become public battles, making it possible to see how the lobbying process works.

The longest running battle is the seventyear conflict over the Novosibirsk Electrode
Factory, an important contributor to the regional economy that employs 10,000 people.
The plant is now under external management and the state owns a 62.3 percent packet of
shares. Communist former Governor Vitalii Mukha brought in SUAL, Russias second
largest aluminum company, to run the factory. However, when Mukha lost the most
recent gubernatoria elections to Viktor Tolokonskii, the new governor transferred
management of the plant to his sponsors, Energoprom, a company that manages several
similar factories. Now the Communists control 14 of the seats in the regional legislature
and make up one of the most powerful lobbying groups there. Thanks to their party's
connection to SUAL, they are actively fighting for the company's return to the plant. This
struggle remains unresolved.

Another interesting battle is taking place between the local beverage producer
VINAP, which essentially monopolizes the local market for alcoholic and nontalcoholic
beverages, and Krasnii Vostok, a brewery from Tatarstan, owned by President Mintimer
Shaimiev's children, that is planning to build a plant in Novosibirsk. Like any company
seeking to work in anew region in Russia, Krasnii Vostok first approached the governor
for support. With the governor's backing, the Tatarstanis were able to secure a piece of
land (though a 49-year lease with option to purchase) and signed an agreement to build
the brewery in September 2001. The Tatarstanis agreed to invest $60 million in the
factory.

The arrival of a new brewery naturally threatened the interests of VINAP, which
produces beer, vodka, champagne, non-alcoholic beverages, and bottles. VINAP had
been planning to build a new bottle factory, but when it discovered a competitor setting
up shop in its backyard, it decided to build a brewery instead. Now the two firms are
laying plans to build breweries right across the street from each other.



With the battle lines drawn, the two sides began seeking tax breaks from the
authorities. As with the case of the electrode factory, one side is working with the
governor's administration and one is working through the oblast legislature. Krasnii
Vostok has asked the oblast administration for a 50 million ruble loan over three yearsin
order to pay for various infrastructure improvements such as sewer hook-ups. The
Tatarstani businessmen argued that the regional legidature was required to give them
such aloan by federal law.

However, the local VINAP has its own lobby in the legidlature since its financia
director, Aleksal Glazkov, is a member of the body. He has so far been able to block the
legidature from providing the benefits that Krasnii Vostok sought (Novaya Sbir, 24
May, www.newsib.cis.ru). Both the committees on industry and agriculture refused to
bring the bill to the floor. Only the committee on economics agreed to move ahead, but
the Industry Committee was ultimately put in charge of the bill, so it is now bottled up in
committee. In response to Krasnii Vostok's proposal, VINAP introduced a request that
the oblast give its project benefits worth 100 million rubles, twice as much as Krasnii
Vostok sought. Today the situation has reached a stalemate.

This case shows that the governor is not necessarily beholdento the local business
elite and may be willing to work with outsiders to increase the level of competition in the
region. VINAP had traditionally contributed about 10 percent of the oblast's overall tax
revenues, giving its managers a degree of self -assurance that made them seem arrogant.
VINAP officials assumed that they would continue to operate as a monopoly in the
region. However, due to the low quality of its products, the company has faced tough
times in recent years and its tax payments dropped 23 percent in 2001 in comparison with
2000.

By working with the outsiders, the governor is increasing the level of competition in
the region and forcing the local producer to improve the quality of its output. The
governor may have learned from past mistakes. In the summer of 2001, the St.
Petersburg-based brewery Baltika approached the oblast about building a new plant in
Novosibirsk, but the governor refused to support them. As aresult, Baltika decided to
locate its brewery in Krasnoyarsk Krai, bringing considerable new investment to that
region and bypassing Novosibirsk. Coca Cola had built a bottling plant in Novosibirsk a
few years earlier, but VINAP did not see the American company as a major competitor
since its products would be more expensive and aimed at a more elite market.

While this direct form of lobbying continues, a new breed of companies appeared
about two years ago seeking to institutionalize the relationship between business and the
authorities to make it more predictable and stable. These companies built new businesses
rather than ssmply taking over assets from the Soviet era. Examples are F1, which
produces computer programs, several new advertising companies, and Fruktus, which
controls about 25 percent of the fruit market in the city. The companies all complain that
oblast and city officials take bribes and would like to put a stop to this practice. These
firms would prefer that business disputes were resolved in the courts rather than behind
closed doors in bureaucrats offices. They argue that the judicia branch should be made
completely independent of the executive and legidative branches. Now, even the Russian
Consgtitutional Court relies on the good graces of the executive branch for things like cars
and buildings.



Despite the hopeful signs evidenced by these trends, there is areal danger that some
negative tendencies in Russian society may overtake the positive developments. First,
many observers in Novosibirsk believe that large segments of the population are
becoming unhappy with their current poverty and see no hope to improve their situation.
In the city of Linova, where the Novosibirsk Electrode Factory is located, 52 percent of
the voters chose "against al" in the December 2001 e ections for the oblast legidature. In
the repeat elections held on 12 May, they elected Sergei Kokhanovskii, an advisor to the
president of SUAL, despite the governor's extensive efforts to block his victory.
Protesters are currently expressing their dissatisfaction through legd means, but they may
turn to more violent solutions in the future.

A second problem is Russia's bureaucracy, which is constantly growing. Observers
in Novosibirsk argue that it is impossible to slow this process from above. More likely,
powerful political parties would be able to reduce the level of bureaucracy. However,
Kremlin efforts to promote party development have yet to produce the desired effect.
Finaly, the vast amount of money being spent on the war in Chechnya is draining
resources that might otherwise go to the regions.

RUSSIA'S SOUTHERN BORDER

NOVOSIBIRSK SHOEMAKERS BLAME OFFICIALS FOR SMUGGLED
CHINESE PRODUCTS. Consumer product manufacturers in Novosibirsk face intense

competition from low-priced smuggled goods, mostly of Chinese origin. Observers
believe that up to 90 percent of the imported shoes in the region come across the border
illegally, allowing distributors to keep prices low by not paying customs fees.
Novosibirsk shoemakers are anong those who suffer the most. Up to 60 percent of the
population in the region is at or near the poverty line, so most people have little choice
but to buy the smuggled goods regardless of their quality. Such purchases, however,
threaten the jobs of Russian workers.

The Novosibirsk businesses place much of the blame for their problems on the
federa government for alowing the Chinese shoes to come into the country. The leader
of the charge against the federal government is the Communist director of the Vestfalika
Shoe Factory. The locad Communist Party, a relatively powerful political force in the
region, has made the cause of protecting Russian producers one of its priorities.

In a case that has received wide attention, a company called Siberskii Region
allegedly signed an agreement with the Chinese firm China Manufacturing and Trade Co.
Ltd. for the delivery of more than $9 hillion worth of goods (this figure is much too large
to be redlistic and casts doubt on the veracity of the charges). The prices in the contract
were fixed absurdly low ($3 for coats, shoes for less than 10 cents) to avoid paying
legally mandated customs fees.

A scandal ensued because Siberskii Region was the subsidiary of another company
(the Put Rossii Publishing House) that was owned by the presidential administration. The
Communists charged that the presidential administration was seeking to benefit from the
illegal trade. Later disclosures showed that the presidential administration had ended its
relationship with this company two years ago. Nevertheless, the firm apparently still had
good access to highly placed officias because the head of the State Customs Committee,
Mikhail Vanin, sent aletter to the head of the Siberian Customs Department, Grigorii



Shapovalov, asking him to provide al possible help in realizing the contract (Kontinent
Shir, 24 May, com.sibpress.ru).

Whatever the facts of this case turn out to be, the perception remains that powerful
Moscow officials sanction smuggling for persona gain and at the cost of jobs inside
Russia. The shoemakers are deeply skeptical that the customs agents do their job and
instead charge them with cooperating with the smugglers. The widespread poverty in the
region means that most members of the population essentially support smuggling so that
they will have access to cheap goods. Politicians thus have no incentive to crack down on
smuggling since it would likely diminish their chances for reelection.

THE THIRD SECTOR

FEDERAL INITIATIVESHAVE LITTLE IMPACT ON SIBERIAN NGOs. The
initiatives and statements of federal officials regarding civil society have had little impact
in Siberia. The federal government has focused on state building and has not established
a coherent set of policiesin regard to society. Rather federa action is characterized by ad
hoc pronouncements and events that have no lasting consequences.

President Putin's comment last year expressing concern that many Russian NGOs
derive their financing from foreign sponsors has not had an impact on non-governmental
organizations (NGOs) working in Siberia. The groups that received such foreign aid
continue to do so without any official consequences.

Additionally, the Civil Forum, held in November 2001 as an effort to create greater
dialogue between the authorities and NGOs was another federal initiative that did not
seem to go anywhere, at least as far as Siberian activists are concerned (see EW Russian
Regional Report, 28 November 2001).

They see the Siberian Federal Didtrict office as extremely conservative, which is
basically a plus because the okrug officials do not really bother anyone. Rather,
Presidential Representative Leonid Drachevskii and his staff are mainly focused on
gathering information about various socia organizations operating in Siberia. The okrug
office has worked with the Siberian Civic Initiatives Support Center (SCISC ) to put
together handbooks listing all of the active NGOs in the region and analyses of what
steps should be taken to develop the sector. In the future, the okrug wants to gather
similar information on political parties, religious organizations, and the media. Beyond
reporting what is going on to presidential administration officials in Moscow, the purpose
for which the okrug staff is gathering this information remains unclear.

Local activists note that Drachevskii has developed a Siberian economic
development strategy but has not focused on policies in the socia sphere. In generd, the
NGO activists have the impression that the okrug staff only take action when the
presidential administration orders it.

One example is Putin's call earlier this year to increase efforts to deal with the
increasing number of cases in which parents smply abandon their children to the street
because they have no way to care for them. In this case, federal officiastried to set up
their own solutions without relying on established networks of social groups that are
already addressing the problem. Recent reports of federal "successes' in this area are
highly suspicious (polit.ru, 31 May). NGO activists claimed that the okrug is only
concerned about holding events, not the actual impact of these events or following up to



ensure that its actions actually address real problems in society. Groups like the SCISC
have better relations with Siberian governors and mayors, who see the direct socia
benefit of NGO programs for their regions or cities.

Like everything else in Russia, there is a great divide between the NGOs located in
Moscow and those working in the regions. The regional NGO leaders feel that they are
cut off from the capital, where Moscow-based NGOs apparently try to keep all resources
for themselves. As aresult, regional NGOs have little ability to affect federal legidation
or seek potential funding from large companies with headquarters in Moscow. However,
in places like Tyumen, where there are many rich local businesses, the situation is better.
Generating contributions from small and medium-sized business is difficult for NGOs
like SCISC because these firms would rather give directly to the people who need the aid
than to supporting NGOs that provide such aid on aregular basis.
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PUTIN'S GOVERNOR-GENERALS
CONFERENCE ANALYSESIMPACT OF FEDERAL REFORMS

On 7-9 June The George Washington University and the EastWest I nstitute, with
financial support from the Carnegie Corporation of New York, held a conference just
outside Moscow to examine the impact of federal reformin Putin's Russia. Hereisa
summary of the main findings.

Wheredid thereforms come from?

More than two years ago, Presdent Putin overhauled Russias federa structure by cresting
seven federd didtricts, reforming the Federation Council, and giving the federa government the
right to fire governors and disband regiond legidatures. One of the most enduring questions



about these reforms is their origin. No one has identified the individud or individuas who first
put together this set of innovations.

George Washington University Professor Peter Reddaway suggested that while there
were discussons of bitsand pieces of this reform in the 1990s, it essentialy gppeared out of the
blue. Reddaway argued that most likely a research ingtitute working for the specid services,
probably the Federa Security Service (FSB), drew up the plan. According to his andyss, the
three groups that put Putin in power (the Family/oligarchs, &t. Petersburg economic liberds, and
sloviki) dl had acommon interest in reducing the power of the governors.

If the FSB originated the ideafor creating seven federa okrugs, then it saw the system
as good for everyone ese, but not itsdf. While the Ministry of Internal Affairs and procuracy
have reorganized themsalves to include okrug level offices, the FSB has nat. Its sructure
remains purely hierarchica, with no okrug-based link.

Rossiskii Regiondnyi Byulleten Editor Petr Kozma regjected thiskind of andlysis by
arguing that Kremlin spin-doctor Gleb Pavlovskii invented the idea of the battle between the
"gloviki" and the "family" in order to explain why Putin's policies do not dways work out.
Kozma argued that the Family does not redlly exist as a coherent unit. The people usudly
identified as "the Family" are redlly a group of opportunigts, who will serve any leader in order
to advance their own persond interests.

The red battle is over who will control the bureaucracy. Thereisasgnificant danger to
the Russan gate if the oligarchs form an dliance with the bureaucracy a the nationd level.
Kozma suggested that the growing aliance between the oligarchs and governors meant thet this
trend was dready evident at the regiond leve.

Thelogic of Putin's federa reform isto create a new Structure that is completely
subordinate to the president next to the old one and transfer power to it over time, according to
Nikola Petrov. This processis very different from what happened in the 1990s, when Yéetsin
smply destroyed the Communist system and try to establish anew onein its place.

How Effective Arethe Reforms?

Ancther question of enduring interest is the actua impact of the federd reforms on Russan
politics. Evidence collected across the seven federa digtricts suggests that the answer changes
from place to place and from subject to subject. Below isa preliminary analyss of thisimpact.

Definition of the Job

The origind presidentia decree establishing the seven envoys defined their respongibilitiesin
very vague terms, leaving the envoys themselves free to organize their jobs asthey see
gppropriate. Some observers have suggested that Putin purposely |eft the definition vague so
that he could use the envoys to address whatever problems arose.

In practice, the envoys have tackled awide range of activities, often taillored to the
needs of their particular okrug. In the south, Presdential Representative Viktor Kazantsev sees
his adminigtration as a place for federd and regiond officias to meet. In the pagt, the
interregiona association had played thisrole, but now islargely inactive. Kazantsev istrying to



unite the regions of his okrug and become their representative in Moscow, effectively functioning
as the governor of the entire region. In the Urds, by contrast, Petr Latyshev has devoted a
condderable amount of time to promating foreign investment in loca firms,

The respongihilities of the presdentid representatives are changing over time. Until
recently, Kazantsev had played an important role in Chechnya. Now, however, some key
functions are going to Chechen adminigtration head Akhmed Kadyrov, while others are flowing
up to federa officidsin Maoscow.

Many observers suggested that the Kozak commission's forthcoming report and the
legidation resulting from it on defining the powers and responsibilities of each level of
government would ultimately provide an enormous amount of work for the envoys and that
these issues would occupy their atention for the next two years.

Staffing

Reports from the Far East to the Southern Federa Okrug suggest that the presidentia envoys
have hed difficulty hiring professond and well-trained staff members. In many regions, the best
people are not interested in working for the presidentia representatives because of the low pay
(compared to the private sector) and difficult working conditions. VVolga Presidentid
Representative Sergel Kirienko is seen as an exception in this regard because he used
competitions to find gaff members. Many of his saff come from the business community and
are well educated and energetic.

Inlooking at the Southern Federa Didtrict, Moscow State University Professor of
Geography Natalya Zubarevich noted that Kazantsev's g&ff is not from the FSB, but the
military, and includes numerous colongls and mgjor generds. As ameatter of course, the team
does not tend to take any initiatives, preferring to walit for orders from above. Zubarevich o
noted that many of the saff are nationaists and that the vast mgority of them are ethnic Savs.
Many of them (perhaps too many) are from Moscow, reflecting the fact that Kazantsev is very
loya to the Moscow leadership.

In the Central Federa Didrict, many staffers are FSB agents from St. Petersburg and
associates of Aleksandr Kazakov, former first deputy chief of saff in the presidentid
adminigration who is now amember of the Federation Council representing Rostov (see EWM
Russian Regional Report, 18 December 1997). Presidentia Representative to the Central
Federal Okrug Georgii Poltavchenko did not have any Moscow apartments to give out, so he
could only sdect his staff from among locals who did not need housing. When Kazakov wasin
the presidentid administration, he assembled a strong team who have maintained ties and have
found positions under Poltavchenko. Kazakov isan dly of Unified Energy System dectricity
monopoly head Anatolii Chubais and his team seems to be carrying out the plans Chubais laid
to reduce the power of the governors when he was the presidentia chief of staff in 1996-1997.

The presidentid envoys obtain anadytical support from avariety of sources. The Center
for Strategic Research's Petr Shchedrovitskii supplies strategic andyssin the Volga and
Northwest okrugs. Additiondly, in the NorthWest, Cherkesov obtains a considerable about of
information from hiswife and her associates. Sheis the editor of one of the city's leading
newspapers and runs a respected news agency (http://mww.rosbdt.ru/). In the South, andysts



who have long worked in the region continue to supply informetion. In Siberia, aformer FSB
agent is the head of the okrug andytica department.

Often the andlysis produced by the envoys s&ff is of low qudity. In the Far East, for
example, Khabarovsk Governor Viktor Ishaev has dready hired most of the best loca people
to work for him, so Far Eastern Presidential Representative Kongtantin Pulikovskii can often
only get good information by holding meetings and inviting these andysis to present their views.

Rdationswith Governors

Currently, it is hard for the governors to meet directly with Putin. In fact, he seemsto have arule
of meeting with two governors a month, according to University of South Florida Professor
Darrell Sider. Interestingly, Putin has favored certain governors with more meetings, particularly
the powerful and frequently rebellious Moscow Mayor Y urii Luzhkov, Tatarstan President
Mintimer Shaimiev, and Bashkortostan Presdent Murtaza Rakhimov.

The Far East represents one extreme in the relationship between the envoys and
governors. One of Pulikovskii'sfirst tasks wasto get rid of the didoya governorsin the okrug.
None of the governorsin the region welcomed Pulikovskii's arriva, according to Andrel
Kaachinskii, a correspondent for Novyi izvestiya and aprofessor of journalism at Far Eagtern
State University. Pulikovskii proved to be wildly unsuccessful in the okrug's eectord palitics
and his candidates ot al of the gubernatoria eections held in the first two years.

Over time Pulikovskii has falled to improve his relationship with the governors. Hismain
power over them is his ability to conduct investigations of their work. In May, for example,
RUikovskii gave Kamchatka Governor Mikhail Mashkovtseva D" for his management kills
and charged that he is unqualified to run the oblast. Only the weak governors who are heavily
dependent on federal subsidies work with Pulikovskii, while otherstry to keep their distance.

Siberia presents the other extreme. There Drachevskii has consistently sought to avoid
confrontation with the governors. However, he may have to change his gpproach as the battle to
succeed the late Krasnoyarsk Governor Aleksandr Lebed hegts up, with e ections scheduled
for September. Thisrace pits Taimyr Governor Aleksandr Khloponin, backed by Interros chief
Vladimir Potanin, againgt Krasnoyarsk legidature Speaker Alekssandr Uss, who is dlied with
Oleg Deripaska, the duminum magnate. Mogt likely, Drachevskii will have to moderate this
conflict and he has dready sent one of his deputies to the region to monitor the Situation.

Another potentid battle may be brewing in Omsk, where there are rumors that Sibneft's
Roman Abramovich, representing by far the most important corporation in the region, has
grown tired of Governor Leonid Polezhaev and may seek to replace him in upcoming dections.
It isnot clear what role the envoy would play in such aconflict. In contrast to other presdentia
envoys, Drachevskii has never participated in gubernatorid eections.

In the Volga, Kirienko organized a successful campaign to defeet the former governor
of Marii El. He dso fought the Udmurtiya Presdent Aleksadnr VVolkov by proxy in the Izhevsk
mayora race, but was not able to secure the election of his candidate. Kirienko failed in his
attempt to win a second term for Nizhnii Novgorod Governor Ivan Shklyarov. Inthe Urds,
Latyshev continues to battle Rossdl, but has good relations with other governors, including
Tyumen Governor Sergel Sobyanin, aformer member of his saff.



In the south, Kazantsev won hisfirg intervention into regiond dectord politicswith a
victorious campaign in Ingushetiya. But this successis likely to be a one-time dfair because, in
other regions of the Southern Okrug, the opposition is not nearly as divided asit wasin
Ingushetiya. However, not recognizing such palitica nuances, Kazantsev and the generds on his
daff likey will atempt to use the tactics they employed in Ingushetiya again.

In the Central Federd Didrict, Poltavchenko has generdly maintained good ties with the
governors, but the federal government recently supported the candidacy of an FSB genera
againg the incumbent governor of Smolensk, successfully removing him from office.

Federation Council and State Duma

About 35 percent of the members of the Federation Council have no connection to the
regions they represent, and are either Muscovites and/or representatives of big business. The
public often perceives this number to be much larger because of the media's focus on some of
the most egregious cases, such as Kamykiyas Federation Council appointments.

In fact, though, regiona representativesin the upper chamber outweigh those with no
connection to their regions. Thetypica senator gppointed by governorsis a deputy governor,
while the regiond legidatures tend to appoint deputy speakers. Many of these people have
legidative experience, including in the State Duma, and may be able to produce good laws.

Nevertheess, in many cases, the senators are ignoring the regions interests. The most
recent example isthe new federd law on regiona dections requiring that they be conducted
partly on the basis of party lists. During the debate Senator Dmitrii Bednyakov suggested putting
off the vote so that the senators could consults with the regions, but Federation Council
Chairman Serga Mironov pushed through the legidation in one day, regecting the need for such
consultations. Accordingly, the link between the Federation Council and the regions could
become tenuous.

A question of particular interest is whét role the presdential adminigiration and the seven
envoys played in choosing the members of the Federation Council. Formaly, the senators
represent the regiona executive and legidative branches, but in practice they come under
pressure from avariety of groups. They baance regiond interests with those of the presidentia
adminigration, big business, palitical parties and other potentia sources of influence. In the
Urds, Latyshev basicaly had no impact on the various appointments to the Federation Council.
The stuation was smilar in the south. In contrast, Kirienko was very successful in getting his
choicesinto the upper chamber. Many of the senators from the Volga okrug are either from his
daff or big busnesses, with which Kirienko has particularly close relaions.

The regiond lobby is especidly strong in the State Duma. The lower house subgtantiadly
amended nearly dl the federa reform laws that Putin introduced into it in 2000. For example,
the law on firing governorsis nearly impossible to implement in practice. Additiondly, the Unity
party bascdly caved in to the governors in dlowing them to run for third and fourth terms.

Relationswith the Federal Ministries



There are 450,000 federal employeesin Russia and only 30,000 of them work in Moscow.
About 40 federd ministries work in each region. Although the envoys are supposed to
coordinate the actions of these workers, many ministeriad employeesin the regions see the
appearance of the envoys as an encroachment on their territory. In every okrug, the envoys
have set up numerous councils to coordinate with the representatives of federd agencies
working localy. However, these councils seem to have little impact on what the ministries
actudly do. In the Far East, for example, many citizens sent letters of complaint to the envoy's
office during itsfirst year of existence. Since such apped s proved unsuccessful, those with
complaints began addressng Moscow instead.

Many of the presdentia representatives seem to be in conflict with Minigter for
Economic Development and Trade German Gref. Siberids Drachevskii fought with Gref in
drafting the drategic development plan for Siberia. Drachevskii sought to defend regiond
interests by giving them a grester share of the taxes earned in developing natura resources and
providing various benefits to the regions, such as lower energy prices. The government finaly
signed off on the plan on 10 June, apparently favoring Gref over Drachevskii. Gref has dso
played amgor role in defining the economic development strategy of the south.

The Centra Federd Didtrict has not adopted a Strategic plan yet. Nikolai Petrov
described these plans as away for the presidentia representatives to gain control over state
financid flowsin the areathey oversee. If that isthe casg, it is easy to see why powerful
minigerslike Gref would fight the envoys to determine the kind of plan thet ultimately is
adopted.

The envoys have d o faled to address many problems that require extensive
government coordination. For example, in the Far East, Pulikovskii has said that he supports the
congtruction of anew hydroe ectric dam to overcome some of the region’s energy problems.
These plans have not been redized. Of course, it would be unfair to blame this problem entirely
on Pulikovskii since such congtruction would require mgor investments for which the
government smply does not have the resources.

Reationswith the Law Enforcement Agencies

The reforms have had some important successes in reasserting federd control over law
enforcement agencies, according to Oklahoma University Professor Brian Taylor. However, he
warns that these successes may be temporary without increased bottom-up control.

Putin's reforms do not create alaw-based sate in which the police amply enforce the
law. In the padt, the governors used the police for political purposes. Now, the presidential
representatives are using the police for a different politica purpose. Taylor argued that there
should be more loca control over the police. People need to fed that the police work for them,
not the politicians, criminds, or corporations. By using the police aspalitical ingruments rather
than as alegd tool to assure the implementation of the law, Putin is leaving the door open for
resource-rich business and crime groups to assert their own control over law enforcement
agencies. Thus, we cannot expect a cleansing of the law enforcement agencies soon.

The Minigtry of Internd Affairs (MVD) opened its seven okrug-leve officesin July
2001, more than a year after the reform began. Although in theory these offices were set up to



work with presidentid envoys, in practice, they seem to function independently of them,
according to Nikolai Petrov. He said that there seemsto be little coordination beyond
exchanging informetion.

There have been other changesin the MVD aswell. After the Stdinist era, police chiefs
often spent their career working in one region. In May, Minigter of Interna Affairs Boris
Gryzlov issued indructions caling for the rotation of police chiefs among regions. Bresking their
tieswith thelocd dite will make the chiefs more loya to the center and less likely to look the
other way when locd leaders bresk the law. Of course, it remains unclear if this rotation will
actually be carried out.

One of the subgroups of the Kozak Commission isworking on law enforcement issues
and its god isto connect budget resources with functions, thereby eiminating the need for
federa policeto rely on financia support from the governors. If successful, this work could be
the commission's most important contribution to the federa reform.

So far, the impact of the reform on the Situation on the ground has been meager. Inthe
Urds okrug, federd officids have initiated many corruption cases againg Minigtry of Internd
Affars officids. However, little has changed as aresult of these cases.

The Federa Security Service (FSB) was the only law enforcement agency that
remained under effective federa control during the 1990s. Y eltsin often turned to this structure
to solve his problems. Explaining the FSB's independence from regiond influences remains
controversd. The FSB may have maintained its independence because it was better funded and
therefore did not require support from the governors. It is dso possble that a specia
organizationd culture within the FSB, whose members are supposedly dedicated to serving the
fatherland, helped maintain itsintegrity. Another possibility for explaining the FSB's
independence from loca officids and the police's dependence on locd officidsis the Soviet
legacy. Under the Soviet system the police were doubly subordinated, while the FSB was not.

While some assume that the FSB has excdllent cadres and andytica capacities, many
observers pointed out that such notions are largely myths. Many of the best FSB members | eft
the service during the 1990s to go into private business. Those who stayed in the system often
devote much of their time to helping their former colleagues now in the private sector. The
police force, in contrast, never suffered such mass defections.

Putin's behavior is partly areflection of the mentality he developed serving the KGB. He
and some of the people around him do not like to work with others because they view the KGB
as an dite that is best served by maintaining its independence.

Fiscal Federalism

Theleve of inequdity among Russian regions is much gregter than it isamong smilar szed EU
regions, according to University of Birmingham Professor Philip Hanson. The income of the
average Muscovite is ten times that of the average resdent of Ingushetiya. The federd
government is the main actor thet can address thisinequdlity, primarily by taxing rich regions and
transferring money to poorer regions.

Over the last three years, the federd authorities have gained a much grester share of the
country's tax revenue. In 2000, the split was 50:50 between the federal government and



regiona shares. In 2001, it widened to 56:44 and in 2002 the numbers are expected to be
62:38. The federd government is dso increasing the amount of money spent on federa
purposes as opposed to regiona matters. The split between federal and regiona expenditures
was 43:57 in 2000, but then shifted to 45:55 in 2001. Federal-regiona budget transfers jumped
from 1.5 percent of GDP in 1999 to 2.5 percent in 2001. In the mid-1990s, comparable figures
for the USA and Canada were 3.0 percent and 4.0 percent.

Since many regions are not able to develop sufficient tax bases to support themselves, it
makes sense to centrdize revenues and then redistribute them. Rich regions naturally complain
about the morey they lose, but there are no good dternatives to this policy.

While many parts of the Russian budget remain opague, most observers believe that the
federd government generaly redlocates money to help poor regions. However, asin any
budgetary process, political factors play arole and it is possble that Putin is usng financid flows
partly asaway of punishing uppity regions.

Role of Business

Big busnessisardativey new player in regiond palitics. Thanks to Russia's recent economic
growth, it has the resources to expand into the regions. Additionaly, Putin's policy of
"equidigancing” himsdlf from the oligarchs has further pushed them in this direction. Generdly in
Russig, businesses cannot operate without political cover. Therefore they have had to expand
tieswith the regiond dite, according to Natdia Zubarevich. In severd regions, such as
Chukotka, Taimyr, and Evenkia where one company controls the local economy, big business
took complete control and inserted its representatives as governors. In other regionsthat are
more complicated, the governor can balance between big businessmen operating in the region
without becoming dependent on just one of them.

During thefirst two years of this process, the seven presidentia envoys played no role.
Generdly, business lobbied the president and ministries to gain access to regions. Now they can
aso work with the presidentia representatives.

This new relationship between business and the seven envoys raises a number of
questions. Firgt, who will the envoys help -- Deputy Presidentia Chief of Staff Aleksandr
Surikov and the Alfa group that backs him or other groups? Second, what interests will the
presidentia envoys pursue? Maximizing investment in their regions or maximizing atemptsto
build a unified economic space, perhaps by offering monopolies to companies like LUK il ?
Third, what are the persond interests of the envoys? Will they take money and resources from
the businesses they work with?

The relationship between business and the presidentid envoysis closed from public
scrutiny and it is very difficult to tell who isworking with whom. In the Southern Federd Okrug,
LUKoil works hard to lobby the presidentia envoy, but there are different relationships with
Gazprom and Unified Energy System. It is very hard to determine the rlaionship with the Alfa
group and MDM.

In the Urds, Latyshev congtantly meets with important businessmen, but hasllittle
influence over business practices. A noticegble trend now is that many Sverdlovsk businesses
are expanding into Chelyabinsk, but Latyshev does not have any influence over this process.



In the Far Eadt, Pulikovskii has very little contact with Roman Abramovich, the magnate
who is governor of Chukotka. Pulikovskii aso playslittle role in the development of Sekhdin
oil. Here Governor Igor Farkhutdinov is the one most concerned about accomplishing thisjob.
However, Pulikovskii has stepped into other battles. For example, he has publicly advocated
connecting the Trans- Siberian railroad to the Korean train system. However, Khabarovsk
Governor Isaev is againg thisidea because he fears that it will kill the business of the portsin his
region.

Courts

Putin's reforms have reduced the power of the regions over the courts, according to University
of Toronto Professor Peter Solomon. Until recently, the regions have had extensive control over
the courts since the 1996 federa law on the courts gave the regions an effective veto over
judicid appointments. During the 1990s, the courts were aways underfunded, and the Stuation
deteriorated even further in 1996-97. Regiona governments and businesses gained leverage
over the courts by providing some of the necessary financing to support their operations.

The Kozak commission on judicid reform (not to be confused with the Kozak
commission working on dividing respongbilities between different levels of government) sought
to make judges less corrupt. In December 2001, the regions lost their veto power over judges.
The reform aso gave the judges salary increases, and added money for things like repairing
buildings, providing saff, and acquiring new computers. The changes dso diminated the system
of perks under which judges could accept gpartments from regiona authorities. Now theideais
to give the judges interest-free loans, which are forgivable if the judge stays on the bench for 10
years. In thisway, the judge gains access to comfortable housing without becoming dependent
on regiond authorities.

In 2000, there was broad discussion of theidea of creating administrative courtsin
which citizens could bring regiond officids, including governors, to account for specific failures.
This plan was never enacted, however. Many jurists thought that the draft law on the
adminigrative courts was of very poor quality. Also it was clear that the numerous provisions of
the judicid reform would be expensive, S0 it was deemed better to hold off on establishing the
adminigrative courts until more resources were available. Such ideas are il floating around,
but it will be three years a the earliest before they are implemented.

Adminigtrative courts would operate in 21 okrugs covering Russias 89 regions so they
would not be dependent on any one region or governor. The arbitration courts, where business
disputes are resolved, aready function with such a system where the lowest standing court has
responsibility for severd regions.

Solomon described the court reform as being well balanced. Many judges are unhappy
with the reforms and those who displease loca authorities may il be vulnerable to substantial
pressure. But the courts are getting better. Now it isimportant to improve public opinion about
them. The public is poorly informed about how far the courts have come, so it would be useful
to spread the word about these changes.



L ocal Government

So far, Putin has generdly been willing to sacrifice the powers of loca governments to regiond
governmentsin order to win the passage of his overal federa reforms. The Kozak Commission,
which was supposed to issueits report on 1 June but is running far behind schedule, may make
consderable changesin the status quo and greetly strengthen the power of local government.
Such a plan could gtart a pendulum swing away from the current policies of centrdization in
favor of decentraization. However, such hopes are nothing more than speculation &t the
moment and the red impact of Putin's reforms on loca government to date has been negetive.

Putin's federa reforms have undercut local government inditutiondly by giving
governors the power to fire most mayors. Moreover, the Kozak Commission is expected to
end the practice of unfunded mandates, trying to match the respongbilities of different levels of
government with the amount of funding they actualy receive. In practice, as aresult of this
reform, local government will have fewer responsbilities and fewer resources. Saratov
Governor Dmitrii Ayatskov seemed to sum up the main thrust of the reform when he suggested
that mayors should serve as janitors and garbage collectors, according to Tomila Lankina, a
researcher at Humboldt University in Berlin.

During the last two years, municipdities have lost an estimated 15-20 percent of their
revenues. Control over financid flows now gts a the regiond, rather than locd, levd. Such a
transfer of responsbility makes the governor much more powerful in hisregion.

Political Parties

A drong party system will form in Russawhen candidates find it useful to join parties,
according to Indiana Universty Professor Henry Hale. With party list voting, candidates have an
obvious reason to join a party, but in single-member digtrict eections, they can choose between
joining a party or going it done. Parties provide candidates with numerous services.
organization, materia resources, reputation, connections, campaign know-how, recourse (for
example, protesting decisionsin court), mediaexposure, and "focal status’ (attracting people
who want to be associated with awinner). In the regions, there are currently other political
organizations that can provide these services better than parties. governors politica machines
and financid-industria groups (or PFIGs -- padliticized financid-industria groups, asHae
dubbed them).

During thefirgt haf of the 1990s, parties had bad reputations and few resources. In the
1995 State Duma dections, parties were better organized and were able to provide redl help to
candidates. However in the 1999 parliamentary eections, party influence actualy declined from
the level it had reached in 1995. Two things changed during this period. Between 1995 and
1999, governors were elected for the firgt time, giving them more political experience and
meaking them better able to compete with party organizations. The FIGs aso became paliticized.
These party substitutes became much more powerful than the parties.



The seven presidentia envoys have formed another form of party subgtitute and now the
Kremlin has a stronger mechanism for intervening in dections. The envoys will further reduce the
demand for parties because they can provide foca status and attract FIG money, Hale argued.

The new law on voter rightswill introduce the use of party liststo eect hdf of al seetsin
regiond legidatures. It is not aforegone conclusion that this change will strengthen the center's
hand over regiond palitics, as many andysts have asserted. While the Kremlin may be able to
use the parties to secure more support for its policiesin regiond legidatures, the new legislaion
may aso force the governorsinto nationd parties, giving them the potentia to start coordinating
their activities. The governors could even use new parties to start working together on federa
issues in oppodtion to the Kremlin. Currently, there is little coordineation among governors.

Hae argued that Russian society is OVER-inditutionalized, not under-indtitutiondized as
many assume. Russias parties are not appearing in a vacuum, but againgt a background of
numerous existing networks and inditutions.

Y edinnaya Rossyais very smilar to the Communist Party of the Soviet Unionin that it
is essentidly amachine for holding on to power. This new party is highly centralized and
controlled. But the party isweskly represented in many regions such as Siberia. Putin has yet to
associate himsdf formally with the party. If he did o, the party organization might gart to
replace the presidentid administration, according to Petr Kozma. Accordingly, many in the
presidentia administration are skeptical about further developing the party.

Kozmasad that Y edinnaya Rossya functions basicaly by the presdentia
adminigration asking Duma deputies to vote a certain way in exchange for funding directed
toward their digrict. It is entirdy practical, with no ideologica content. Zubarevich described it
as a quasi- party that was similar to the governors political machines. It functions as alobbyist
for both central and regiond interests, effectively serving as aplace for cooperation between
federa and regiond authorities.

Alongside Y edinnaya Rossya, severd individuas have sarted a variety of other parties
that seem to have officia support: Sdeznev has set up Rossya; Federation Council Speaker
Sergel Mironov recently launched the Party of Life; Novgorod Governor Mikhail Prusak
recently launched the Democratic Party of Russa; Soyuz brings together many military people,
while Gennadii Raikov has the Peopl€'s Party. It is not clear how dl these parties will fit together
or what purposethey dl serve.

Overall Assessment

The main reason for establishing the seven okurgs was to scare the regiond dlite, atask that has
been carried out. Putting the governors on the defensive made it possible to implement other
federd reforms. However, beyond acting as a heavy, the envoys have played little role in the
further evolution of federd reforms. In this sense, they serve as a stick to keep regiond
authorities in line rather than an indtitution that can fine tune federd policies asthey are
implemented across the country. - Robert Orttung

CENTER-PERIPHERY RELATIONS



NEW PROCURATOR IN BASHKORTOSTAN SERVES REPUBLICAN
INTERESTS. President Putin and the regiona authorities are battling each other to assert
control over Russas law enforcement agencies. This battle aso affects the procurators even
though the Condtitution subordinates this office exclusvely to the federd authorities. Last month,
Bashkortostan scored a significant victory in this struggle with the remova of afeisty federd
officid.

On 16 May the Bashkortostan legidature confirmed a new republican procurator after
the former procurator, Y avdat Turumtaev, unexpectedly resgned. Neither Turumtaev nor the
republican leadership explained his departure.

Bashkortostani officials were not happy with Turumtaev's work because, a the urging
of the Russan procurator generd and the VVolga Federa Okrug procuracy, he had tried to bring
republican legidation in line with federd norms. In hisadmost two years on the job, he protested
more than 4,000 republican executive and legidétive acts. Most importantly, he began to
contest republican lawsin the courts and his success there particularly angered the
Bashkortostani authorities. The find straw for the republican authorities was Turumtaev's ability
to secure court rulings that parts of the republican condtitution violated federa law and needed
to be replaced.

Bashkortostan President Murtaza Rakhimov discussed Turumtaev's activities with
Procurator Generd Vladimir Ustinov and gpparently convinced Ustinov of the need to remove
Turumtaev. Moreover Ustinov accepted Rakhimov's proposed replacement, Florid Baikov, one
of Turumtaev's deputies. Baikov is consdered a professiond, though one who isloya to the
Bashkortostan authorities. The members of the republican parliament unanimoudy confirmed his
candidacy.

In discussing candidates to serve as republican procurator, it became clear that under
Turumtaev, the republican authorities ability to influence the federd procurator and courts was
deteriorating. As Baikov took his new office, the republican legidators advised him not to sue
the republican legidature because republican laws do not conform with federal standards, but
rather to enter into a " condructive didlogue’ at the beginning of the law drafting process.

Bakov agreed with these proposals and announced that the problem of bringing
Bashkortostani law into line with federa normsis not so difficult that it needs to be solved
through the courts. He claims that, in essence, republican laws do not contradict federal laws,
but that specific incond stencies between them reflect technica and Stylistic errorsthat crop up in
the legidative process.

Bakov preferred to distance himsdlf publicly from the "destructive’ postions of his
predecessor in regard to the clause on state sovereignty in the republican congtitution that the
Russian Condtitutiond Court has specificaly declared uncongtitutiona. He diplomaticaly
declined to provide alega commentary on these passages and said that asthe republican
procurator, he would respect them aslong asthey are part of the republican congtitution.

Having carried out a"rotation” of the republican procuracy, the republican authorities
have sgnificantly strengthened their position within this federd structure. - Igor Rabinovich in
Ufa



TVER GOVERNOR FIRESALL HISDEPUTIESFOLLOWING FEDERAL AUDIT.
On 22 May Tver Governor Vladimir Platov fired dl of his deputy governors. He asked al but
four to stay in office until he could replace them. The purge affected many key members of his
adminidration, including Y urii Krasnov, who seemed mogt likely to succeed Platov, Anatolii
Polyakov, who supervised the use of oblast property, and Aleksandr Zatvan, who wasin
charge of housing issues (Veche Tveri, 24 May).

The governor decided to make these radical personnel changesin reaction to an audit
conducted by Audit Chamber of Russia and the Monitoring Department of the presidentia
representative in the Central Federa Okrug (Poltavchenko). In arecent interview, Platov said
that the audit did not identify any serious violaionsin hiswork, but did reved shortcomingsin
the work of severd deputy governors (Tverskaya zhizn, 31 May). Platov is currently half way
through his second term.

The biggest surprise in Platov's actions was the remova of Krasnov, who was
considered to be Platov's chosen successor. Platov claimed that Krasnov spent too much of his
working time resolving "persona problems™

By making these personne changes, Platov won a certain amount of favor within the
presidential adminigtration. However, it isaso clear that Krasnov remains one of the most
popular politicians in the region and plansto remain in the politica arena. He does not consider
his sacking legd, pointing out that it must be confirmed by the regiond legidature. Krasnov aso
points out that Polyakov, who handled the oblast's property holdings, can only be removed
from his pogtion by the federd property ministry or the deputy prime minister responsible for
thisminidry.

Patov has radicaly changed the political Stuation in the oblast. Only time will tell how
successful will be his attempt to rehabilitate himself in the eyes of the presdentid adminigtration
and remove a potentid rival. - Boris Gubman in Tver

BUSINESS AND REGIONAL ELECTIONS

ALFA GROUP, CHUBAIS + KIRIENKO DETERMINE SARATOV LEGISLATIVE
ELECTIONS. Theinfluence of the Alfa Group and the federd authorities working in
conjunction with Russias dectricity monopoly will most likely decide the outcome of the
Saratov's 8 September |egidative eections. However, to understand the situation surrounding
the dections, it is best to first look at the oblast's recent politica history.

Upon coming to power in 1996, Governor Dmitrii Ayatskov immediately opened
Saratov Oblast up to Moscow-based big business (SBS-Agro, Alfa-Bank, Rossiskii Kredit).
Ayatskov played on the differences between these companies, securing large credits and
sgnificant concessions to the oblast adminidration from them, often by threatening to back the
interests of their competitors.

Ayatskov's tactics ultimately provoked the anger of the business groups, who
demanded the repayment of the credits they had offered, which amounted to more than 1 billion
rubles. The 1998 default effectively saved Ayatskov, making it possible for him to wipe out the
oblagt's debt. Since the region had no exportable resources, however, it temporarily dropped
out of thefield of interest for big business.



Under Ydtsin, Ayatskov had a strong position with the federa authorities and was
better able to control which companies worked in hisregion. Ayatskov's influence quickly
evaporated with the dection of Putin, however, making it possble for Russan financid-indudtrid
groups to operate more fredy in Saratov. Therefore, seeking new spheres of influence, they
returned to region and further property transfers are expected to take place.

Who will be the main playersin Saratov? It is clear that the group of companies
associated with Y eltain's Family will not play arole. These companies include Sibneft, Russan
Aluminum, the Urd Mining and Metdlurgy Company, Y evrazkholding, and MDM Bank, none
of which have sgnificant financid interests in the oblast. None of these companiesisinterested in
Ayaskov or in financing his campaign.

Because of hisweegk and deteriorating position in the oblast, Ayatskov has temporarily
dlied with Vyachedav Volodin, the leeder of the Otechestvo-Vsya Rossiya bloc in the State
Dumaand an obviousriva to Ayatskov in future dections. Volodin helped Ayatskov replace
the anti- Ayatskov chair of the Saratov legidature, Aleksandr Kharitonov, but, as aresult,
Volodin was able to name one of hisalies (VIadimir Churikov) to replace Kharitonov. This
gppointment shows that Ayatskov will likely have little influence over the upcoming eections and
is becoming increasingly margindized.

On the other hand, other players are gppearing on the political sage. These include the
Alfagroup (represented in Saratov by Alfa-Bank and the Tyumen Oil Company, TNK),
Anatolii Chubais Unified Energy System, and LUK ail.

Until Ayatskov's rise to power, Vladimir Potanin's SIDANKO was the largest of the
M oscow- based big businesses operating in the region, with anumber of holdingsin the energy
sector. But Potanin and his associates lost much of their influence during Ayatskov's rule,
forfeiting control over the Khimvolokno and Nitron enterprises. After Alfa's TNK bought
SIDANKO, Alfa became the dominant group in the region, adding the energy firmsto its
holdings of Saratovsteklo, Zhirkombinat, the VVolskii Cement Factory, and others. Additiondly,
Lyubov Sliska, once the deputy chairwoman of the oblast government and now the first deputy
speaker of the State Duma, represents Alfas interests.

Chubais and EES dso have mgjor interests in Saratov. The oblast generates one quarter
of the dectricity produced in the Volga Federd Okrug, giving it congderable politica
importance. Chubais began taking control of the regiona eectricity sector by sacking
Saratovenergo Generd Director Sergel Samsonov, an Ayatskov dly. Additionaly in November
2001, management functions of Saratovenergo were transferred to the Middle Volga
Interregiona Energy Management Company (SMUEK), located in Samara and under Chubais
dly Vladimir Avetisyan.

Chubias colleague in the Union of Right-Wing Forces, Presdential Representative to
the Volga Federa Okrug Sergel Kirienko, represents the "party of federds,” whichisfriendly to
Chubais. This group convinced the oblast legidature to gppoint Chubais first deputy Vaentin
Zavadnikov as its representative to the Federation Council. This appointment sgnded the
formation of an anti- Ayatskov codition in the regiond legidature under Kharitonov and Chief
Federd Inspector Rinat Khdikov. This group temporarily controlled amgority in the oblast
legidature with 18 of 35 seats. As noted above, Ayaskov retdiated by joining with Volodinin
February 2002 to form a Y edinnaya Rossya faction in the legidature, which attracted 23



deputies. Having taken the mgority, Ayatskov removed Kharitonov from the speakership on 20
March, but VVolodin named his dly to the seat Kharitonov vacated.

Inlight of this set back, Kirienko's group will not be able to determine the outcome of
the September dections to the Saratov legidature. Kirienko and his dlies suffer from alack of
resources, a shortage of appropriate personnd, and limited finances. However, the fact that the
federd group'sinterestsin the region are Smilar to those of EES may help the okrug authorities
increase thair palitica clout.

LUKail is Alfals main competitor in the region, though it isin ardatively week postion
locally. Alfacontrols 100 of the 300 local gas stations, while LUKoil controls no more than 40.
Ayatskov tried to use LUK il againg SIDANCO three years ago in his efforts to reduce
SIDANCO'sinfluence. Alfaremembers that unpleasant period and is now restructuring
SIDANCO to prevent asimilar attack.

LUKail is continuing to invest in the region and has taken over Nitron, which once
belonged to SIDANCO. However, these investments are relatively small and Saratov isnot a
drategic priority for LUKoil. Neverthdess, LUK il remains paliticaly active in the region and
LUKoil-Saratov Genera Director Semen Glozman has announced that he will seek another
term in the oblast legidature (he won his current term with Ayatskov's support).

Having forced the resignation of the legidature's spesker, Ayatskov is now devoting
much of his energy to removing Saratov Mayor Y urii Aksenenko. The governor has publicly
asked the mayor to resign, but Aksenenko shows no signs of doing so. In fact, heis gathering all
of the anti- Ayatskov politiciansin the region under his wing to continue the fight against the
governor.

Mog likely the influence of the Alfa Group and Kirienko's okrug officids will be
decisive for the oblast eections. Probably, the two will divide between them the most profitable
parts of the oblagt, leaving the mogt difficult areas to Volodin and other less visble politicians. -
YuliyaYéelissevain Saratov
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REGIONAL ELECTIONS

DAGESTAN'SMAGOMEDOV CONTINUESIN POWER, POSTPONESETHNIC
POWER-SHARING. Dagestan's incumbent leader Magomedai Magomedov won another
term as head of the republic's State Council on 25 June. Maintaining stability in the republic,
which borders on Chechnya, is an extremely important part of Moscow's North Caucasus
srategy and Magomedov has been aloyad dly. The 72-year-old leader, who rose from serving
asdirector of arurd school to republican leader, is doing everything possible to maintain the
politica status quo in the republic. Assuring such stability in the multi-ethnic Dagestan is no easy
task. The republic's political stability has come at the cost of economic stagnation and the
abolition of afree press. Many professionals are leaving the republic to seek opportunities
elsawhere.

Magomedov was the only viable candidate for the post and 228 of 242 members of the
republican Condtitutiona Assembly voted for him. The other candidate, republican Audit
Chamber head Atai Aliev, only ran so that the elections could not be overturned on the grounds
that there was no dternative candidate. Aliev won just 4 votes. The eection took placein
conditions of high security following the deadly terrorist exploson on 9 May in Kaspiisk.

Dagedtan isthe only Russian region that eects its president indirectly. According to the
republican condtitution, the Condtitutional Assembly sdlects the leader once every four years.
The Assembly aso chooses the 14 members of the State Council, which effectively servesasa
collective presdent for the republic (Magomedov is one of these 14). Each of the 14 members
represents one of the main ethnic groups in the republic. The Assembly includes the 121
members of the Dagestani parliament and 121 representatives of rurd raion and city
adminigrations. These officids are generdly loya to Magomedov and the dections proceeded
quickly and without conflict. Dagestani voters have rgjected proposas to e ect a Dagestani
president directly three times 