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Abazov,	Aniuar1	(with	Timur	Natkhov2):	Cultural	Transmission	
and	Health:	The	Effect	of	Russian	Settlers	on	Life	Expectancy	in	
the	Caucasus	Region	
	
Abstract:	 Across	 countries,	 income	 per	 capita	 is	 highly	 correlated	 with	 health,	 as	
measured	by	 life	expectancy	or	a	number	of	other	 indicators.	Within	countries,	 there	 is	
also	 a	 correlation	 between	 people’s	 health	 and	 income.	 However,	 Russian	 Federation	
presents	an	 interesting	exception	 to	 this	 rule	–	 there	 is	no	 correlation	between	 income	
per	capita	and	life	expectancy	across	83	Russian	regions.	The	lack	of	correlation	is	mainly	
due	to	the	presence	of	several	outliers	–	regions	located	in	the	southern	part	of	European	
Russia	(North	Caucasus)	with	high	life	expectancy	and	low	income	per	capita.	In	a	cross	
section	of	the	North	Caucasus	municipalities	there	is	even	negative	correlation	between	
income	and	life	expectancy	–	poorer	districts	enjoy	much	higher	life	expectancy	than	the	
richer	 ones.	 We	 explain	 this	 puzzle	 by	 historical	 patterns	 of	 cultural	 diffusion	 and	
assimilation.	We	combine	historical	data	on	Russian	settlements,	literacy	of	settlers	and	
indigenous	population	form	1897	census,	and	contemporary	data	on	various	measures	of	
development,	ethnic	composition,	life	expectancy	and	alcohol	consumption.		
	
Introduction	
Across	countries,	 income	per	capita	 is	highly	correlated	with	health,	as	measured	by	
life	 expectancy	 or	 a	 number	 of	 other	 indicators.	 Within	 countries,	 there	 is	 also	 a	
correlation	between	people’s	health	and	income	(Weil,	2014,	Figure	1).		
However,	Russian	Federation	presents	an	interesting	exception	to	this	rule	–	there	is	
no	 correlation	 between	 income	 per	 capita	 and	 life	 expectancy	 across	 83	 Russian	
regions	(Figure	2).	The	lack	of	correlation	is	mainly	due	to	presence	of	several	outliers	
–	 regions	 located	 in	 the	 southern	 part	 of	 European	 Russia	 (North	 Caucasus),	 which	
were	colonized	in	late	19-th	century.	
In	 a	 cross	 section	 of	 the	 North	 Caucasus	 municipalities	 there	 is	 even	 negative	
correlation	between	income	and	life	expectancy	–	poorer	districts	enjoy	much	higher	
life	expectancy	than	the	richer	ones	(Figure	3).		
	
Aim	of	the	Project		
The	main	goal	in	this	research	-	to	explain	this	puzzle	by	cultural	diffusion	of	various	
practices,	 which	 affect	 health	 (mainly	 alcohol	 consumption)	 from	 the	 settlers	 to	
indigenous	population.	Despite	 the	 fact	 that	Russian	settlers	had	higher	 literacy	 rate	
and	higher	human	capital	 at	 the	 time	of	 colonization,	 they	also	brought	with	 them	a	
peculiar	 culture	 of	 strong	 alcohol	 consumption,	 which	 was	 mainly	 absent	 among	
indigenous	population.	The	higher	human	capital	of	settlers	resulted	in	higher	income,	
                                                             
1	National	Research	University	Higher	School	of	Economics,	Department	of	Theoretical	Economics,	
aabazov@hse.ru 	
2	National	Research	University	Higher	School	of	Economics,	timur.natkhov@gmail.com 	
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and	 living	 standards	 among	 indigenous	 population	 in	 the	 regions	 of	 settlement	
(Natkhov,	 2015).	 However,	 the	 peculiar	 culture	 of	 alcohol	 consumption	 was	
transmitted	in	same	package	with	education,	which	resulted	in	the	observed	puzzling	
negative	correlation	between	income	and	life	expectancy.				
	
Methodology	and	Expected	Results	
We	combine	historical	data	on	Russian	settlements,	literacy	of	settlers	and	indigenous	
population	 form	 1897	 census,	 and	 contemporary	 data	 on	 various	 measures	 of	
development,	ethnic	composition	and	life	expectancy	of	the	population.	We	show	that	
across	 195	 municipal	 districts	 (rayons)	 of	 the	 North	 Caucasus	 region,	 places	 with	
higher	 share	 of	 Russian	 settlers	 in	 late	 19-th	 century,	 today	 exhibit	 higher	 level	 of	
education,	 higher	 income,	 but	 also	 lower	 life	 expectancy	 and	 higher	 level	 of	 alcohol	
consumption.	Our	results	a	robust	to	various	specifications.	
	
Related	Researchers	
Our	work	is	related	to	a	growing	body	of	literature	on	the	effects	of	cultural	norms	on	
economic	 behavior.	 In	 particular,	 the	 impact	 of	 cultural	 differences	 on	 long-run	
economic	 development	 (Nunn,	 2012),	 the	 changes	 in	 norms	 as	 a	 result	 of	 external	
treatment	 (Nunn,	 Wantchenkon,	 2011)	 and	 persistence	 of	 norms	 and	 institutions	
(Alesina,	Guiliano,	2016).	

 

Figure	1.	Income	and	life	expectancy	across	countries.	
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Figure	2.	Life	expectancy	and	income	per	capita	in	Russian	regions	

 

Figure	3.	Life	expectancy	and	income	per	capita	in	North	Caucasus	districts	
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Kolosova,	Anna1(with	Viktor	Rudakov2):	The	Impact	of	Job–
Education	Match	on	Graduate	Salaries	and	Job	Satisfaction	
3		
Abstract:	 In	 the	 recent	 decades	 Russia	 has	 experienced	 the	 drastic	 massification	 of	
higher	education:	the	share	of	24-year-olds	possessing	a	university	degree	rose	from	30%	
in	2000	to	80%	in	2015.What	are	the	implications	of	such	a	steep	rise	on	the	graduates’	
labour	 market	 position?	 This	 paper	 seeks	 to	 explore	 whether	 recent	 Russian	 school-
leavers	succeed	to	find	a	job	related	to	their	degree	field	and	what	are	the	outcomes	of	
education-occupation	 field	mismatch	 in	 terms	 of	 salary	 and	 job	 satisfaction.	 Using	 the	
data	 from	 Russian	 Labour	 Force	 Survey	 and	 the	 National	 Survey	 of	 Graduate	
Employment,	 conducted	 in	 2016,	 we	 analyze	 mismatch	 determinants	 and	 effects	 for	
graduates	 received	 their	 degree	 in	 2010-2015.	 Preliminary	 results	 show	 that	 job-
education	 horizontal	 mismatch,	 being	 widespread	 in	 Russia,	 has	 negative	 effects	 on	
graduate	 salaries	 and	 job	 satisfaction	 rates,	 indicating	 inefficiency	 of	 labour-market	
adjustment	 mechanism	 and	 observed	 difficulties	 with	 education-job	 transition	 among	
Russian	graduates.	
	
Introduction		
The	 global	 trend	 towards	 increasing	 prevalence	 of	 higher	 education	 among	 young	
cohorts	 inevitably	 raises	 the	 question	 of	 its	 economic	 feasibility.	Massive	 household	
and	 government	 expenditures	 on	 tertiary	 education	 imply	 subsequent	 utilization	 of	
accumulated	 human	 during	 employment	 period.	 From	 the	 1960-s	 researchers	 have	
been	 actively	 investigating	 the	 impact	 of	 tertiary	 education	 on	 workforce	 labour	
market	 position.	 Applying	 different	 models,	 amongst	 which	 we	 can	 name	 Human	
Capital	Theory	(Becker,	1964;	Mincer,	1974),	Signaling	Theory	(Spence,	1973;	Arrow,	
1973),	 Job	 Competition	 Model	 (Thurow,	 1975),	 Job	 Mismatch	 Theory	 (Jovanovich,	
1979),	and	Assignment	Model	(Sattinger,	1993),	scholars	seek	to	explain	heterogeneity	
between	workers.	Particular	interest	is	payed	to	the	role	of	higher	degree	diploma	and	
its	labour	market	outcomes.		
Empirical	evidence	 indicates	that	at	 least	some	part	of	school-leavers	has	 jobs	which	
are	 not	 properly	 related	 to	 their	 academic	 credentials.	 Most	 of	 the	 research	
investigating	 the	 job-education	match,	 has	 focused	 on	 the	 level	 of	 education	 (Battu,	
Belfield,	 Sloane,	 1999;	 Dolton,	 Vignoles,	 2000;	 Hartog,	 2000;	 Chevalier,	 2003;	 Elias,	
Purcell,	 2004;	Walker,	 Zhu,	 2005;	McGuiness,	 2006;	 Jones,	 Sloane,	 2009;	Green,	 Zhu,	
2010;	 McGuiness,	 Sloane,	 2011;	 Allen,	 Badillo-Amador,	 Velden,	 2013;	 McGuinness,	
Bergin,	 Whelan,	 2018)	 exploring	 the	 phenomena	 of	 over-	 and	 under-education.	
Nevertheless,	 vertical	 mismatch	 is	 not	 the	 only	 way	 to	 investigate	 the	 relevance	 of	
education	 to	 the	 job.	 Workers	 may	 be	 mismatched	 if	 the	 quantity	 of	 schooling	 is	
appropriate,	but	the	degree	field	is	not,	and	in	the	existing	literature	far	less	attention	
                                                             
1 National	Research	University	Higher	School	of	Economics,	Center	for	Institutional	Studies, kolosovaanya@ya.ru  
2 National	Research	University	Higher	School	of	Economics,	Laboratory for Labour Market Studies, Center for 
Institutional Studies, victor.n.rudakov@gmail.com  
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is	 paid	 to	 occupation-education	 field	 job	 mismatch	 (Wolbers,	 2003;	 Grayson	 2004;	
Garcia-Espejo	and	Ibanez	2005;	Robst,	2007;	Boudarbat,	Chernoff,	2012).	
Both	 vertical	 and	 horizontal	 mismatches	 are	 anticipated	 to	 have	 labour	 market	
outcomes.	In	terms	of	wage	effects,	overeducated	workers	are	found	to	earns	less	than	
properly	matched	workers	with	the	same	amount	of	schooling,	 though	this	effects	 in	
absolute	 values	 outweighs	 the	 wage	 penalty	 associated	 with	 the	 undereducation	
(McGuinnes,	2006).	Speaking	about	horizontally	mismatched	workers,	 their	earnings	
penalty	 varies	 through	 degree	 field,	 yielding	 the	 highest	 values	 (up	 to	 33%)	 for	 the	
degree	fields	characterized	by	least	mismatch	incidence,	and	vice	versa	(Robst,	2007).	
Nonetheless	 the	wage	outcomes	are	not	 the	only	dimension	where	mismatch	effects	
can	 be	 manifested.	 Researches	 investigate	 labour-market	 position	 of	 mismatched	
school-leavers	as	well	in	terms	of	their	occupational	status,	job	satisfaction,	job	search	
activity	 and	 participation	 in	 on-the-job	 training	 (Allen,	 van	 Velden,	 2001;	 Wolbers	
2003;	 Jones,	 Sloane,	 2009;	 Green,	 Zhu,	 2010;	 McGuinnes,	 Sloane,	 2011).	 Job	
satisfaction	 represents	 a	 quite	 important	 issue	 affecting	 worker’s	 productivity.	 The	
mechanisms	 of	 influence	 are	 primarily	 through	 increasing	 occurrence	 of	 industrial	
sabotage,	higher	rates	of	absenteeism,	turnover,	and	drug	usage	associated	with	higher	
level	 of	 job	 dissatisfaction	 (Berg,	 1970;	 Quinn	 and	 Shepard,	 1974;	 Mangione	 and	
Quinn,	1975;	Quinn	and	Mandilovitch,	1975).	In	terms	of	explaining	job	satisfaction	by	
job	mismatches,	 previous	 studies	mostly	 focused	 on	 overeducation	 aspect	 revealing	
strong	 connection	 (Tsang,	 Levin,	 1985;	 Allen	 and	 Van	 der	 Velden,	 2001;	 Pollman-
Schult	and	Buchel,	2004;	Maynard	et	al.,	2006;	Vaisey,	2006;	and	Green	and	McIntosh,	
2007).	However,	few	research	papers	investigated	the	relationship	between	horizontal	
mismatch	and	job	satisfaction	(Fricko,	Beehr,	1992;	Wolniak,	Pascarella,	2005).	
The	 Russian	 educational	 system	 is	 characterized	 by	 rather	 narrow	 degree	 fields	
representing	the	legacy	of	the	soviet	period.	In	the	last	decade	it	has	been	undergoing	
huge	 transformation,	 approaching	 the	 international	 educational	 standards,	 which	
involve	widely	 defined	 educational	 fields	 and	 a	wide	 range	 of	 skills	 acquired	within	
such	 fields.	 However,	 it	 can	 be	 still	 described	 as	 one	with	 the	 significant	 imbalance	
between	the	supply	and	the	demand	of	graduates	in	breakdown	by	degree	field,	what,	
along	with	the	massive	government	expenses	on	higher	education,	makes	the	question	
of	effectiveness	of	the	Russian	educational	system	one	of	particular	interest.	The	main	
research	 in	 the	 field	 of	 job	mismatches	 investigates	 the	 extent	 of	 vertical	mismatch	
(Gimpelson	 et	 al.,	 2009;	 Gimpelson	 et	 al.,	 2010);	 though	 the	 latter	 provides	 the	
estimates	of	horizontal	mismatch,	they	refer	only	to	workers	whose	level	of	acquired	
education	 equals	 required	by	 the	 job	one.	Moreover,	 these	 estimates	were	made	 for	
the	 entire	 workforce.	While	 the	 effects	 of	 job-education	mismatch	 are	most	 explicit	
amongst	 recent	graduates,	we	 suppose	 that	 the	 recent	graduates’	 career	 choices	 can	
properly	put	the	modern	Russian	labour	market	in	the	international	context	in	terms	
of	 occupation-education	 field	 mismatch.	 Moreover,	 no	 attempts	 were	 made	 to	
establish	 the	 relationship	 between	 horizontal	 mismatch	 and	 job	 satisfaction	 for	
Russian	graduates.	
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Aim	of	the	Project	
The	project	investigates	the	impact	of	mismatch	between	educational	and	occupational	
fields	 for	 Russian	 graduates	 at	 the	 early	 stage	 of	 their	 careers.	 In	 particular,	 this	
research	project	 seeks	 to	answer	 three	questions:	what	are	 the	determinants	of	 job-
education	 mismatch?	 What	 are	 the	 effects	 of	 job	 mismatches	 on	 the	 salaries	 of	
graduates?	What	are	the	effects	of	job	mismatches	on	job	satisfaction?			
	
Hypotheses	and	Methodology		
On	the	basis	of	the	reviewed	literature	we	can	propose	four	hypotheses:	
H1:	the	probability	of	match	is	higher	for	degree	fields	implying	accumulation	of	more	
specific	human	capital;	
H2:	being	mismatched	implies	wage	penalty;	
H3:	the	higher	the	probability	of	match,	the	less	the	wage	penalty;	
H4:	being	mismatched	results	in	less	job	satisfaction.	
In	 order	 to	 perform	 our	 research,	 we	 analyze	 data	 from	 the	 Russian	 Labour	 Force	
Survey	and	the	National	Survey	of	Graduate	Employment,	both	conducted	in	2016;	the	
consolidated	dataset	contains	vast	information	on	socio-demographic,	educational	and	
employment	 characteristics	 of	 respondents.	 In	 the	 survey	 respondents	 were	 asked	
about	the	relation	of	their	current	work	and	their	first	work	after	graduation	to	their	
degree	field:	they	were	asked	whether	these	jobs	were	related	to	the	major	with	four	
possible	 answers:	 yes,	 rather	 yes,	 rather	 no,	 no.	 The	 former	 two	 and	 the	 latter	 two	
answers	are	combined	with	 the	purpose	 to	 receive	dummy	variable	 indicating	being	
matched.	In	order	to	measure	job	satisfaction	rates	individuals	were	asked	to	answer	
whether	 they	 are	 satisfied	 with	 their	 current	 job	 with	 four	 possible	 answers:	 yes,	
rather	yes,	rather	no,	no.	
To	test	our	hypotheses,	we	apply	regression	analysis.	Firstly,	we	examine	the	influence	
of	various	factors	on	the	probability	of	being	matched	using	logit	regression	(equation	
1).	 Secondly,	 we	 estimate	 the	 effects	 of	 mismatch	 on	 graduate	 salaries	 using	 OLS	
regression	 for	 modified	 Mincerian	 equation,	 controlling	 for	 mismatch	 dummy	 and	
vectors	of	 socio-demographic,	educational	and	employment	characteristics	 (equation	
2).	 Finally,	 we	 analyze	 job-education	 match	 influence	 on	 job	 satisfaction,	 applying	
ordered	 logit	 regression	 holding	 job	 satisfaction	 as	 a	 dependent	 variable	 and	
controlling	 for	mismatch	dummy	and	vectors	 of	 socio-demographic,	 educational	 and	
employment	characteristics	(equation	3).	
Pr#$%&' = 	𝛽+ +𝛽- ∙ 𝐷𝑒𝑚 + 𝛽2 ∙ 𝐸𝑑𝑢𝑐 +	𝛽7 ∙ 𝐸𝑚𝑝 + 𝜀																																											(1)	
ln(wage) = 	𝛽+ +𝛽- ∙ 𝐷𝑒𝑚 + 𝛽2 ∙ 𝐸𝑑𝑢𝑐 +	𝛽7 ∙ 𝐸𝑚𝑝 + 𝛽C ∙ 𝑀𝑎𝑡𝑐ℎ + 𝜀														(2)	
Satisfaction = 	𝛽+ +𝛽- ∙ 𝐷𝑒𝑚 + 𝛽2 ∙ 𝐸𝑑𝑢𝑐 +	𝛽7 ∙ 𝐸𝑚𝑝 + 𝛽C ∙ 𝑀𝑎𝑡𝑐ℎ + 𝜀										(3)	
Where:	
Pr#$%&'	—	probability	of	having	job-education	field	match	
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Satisfaction	—	categorical	variable	indicating	the	degree	of	job	satisfaction		
𝐷𝑒𝑚					—	vector	of	socio-demographic	characteristics	
𝐸𝑑𝑢𝑐				—	vector	of	educational	characteristics	
𝐸𝑚𝑝					—	vector	of	employment	characteristics	
𝑀𝑎𝑡𝑐ℎ		—	dummy	variable	indicating	being	matched	
	
Expected	Results		
This	 paper	 provides	 information	 on	 job-education	 field	mismatch	 determinants	 and	
labour-market	 outcomes	 of	 such	 a	 mismatch	 for	 Russian	 graduates	 in	 their	 early	
careers	 in	 terms	 of	 wage	 and	 job	 satisfaction.	 Our	 results	 are	 in	 line	 with	 foreign	
studies,	 indicating	 higher	 match	 incidence	 among	 specific	 majors	 like	 health	 and	
computer	 sciences	and	 lower	 incidence	 for	majors	providing	general	knowledge	and	
skills	—	social	 sciences,	 agriculture	and	services.	Coincidence	of	 educational	 and	 job	
fields	positively	affects	wages	and	increases	probability	of	being	satisfied	with	the	job	
by	15-17%.	The	results	of	our	research	put	Russian	labour	market	in	the	international	
context	 in	 terms	 of	 horizontal	mismatch	 and	 are	 helpful	 for	 refinement	 government	
policy	in	the	field	of	higher	education.	
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Paquin,	 Johanna1:	 Private	 Sector	 Development	 and	 Informal	
Institutional	 Change	 in	 Post-Communist	 South	 Caucasus	 –	
Comparative	Institutional	Analysis	in	Georgia	and	Armenia	
	
Abstract:	 Institutions	 are	 one	 of	 the	 key	 factors	 that	 influence	 economic	 growth	 and	
development.	The	implication	all	too	often	drawn	from	this	realization	is	that	developing	
countries	only	need	to	adopt	the	right	institutional	framework	in	order	to	embark	on	the	
road	 to	 economic	development.	This,	 however,	has	 failed	 time	and	again,	 showing	 that	
merely	 transplanting	 institutions	 that	 work	 well	 in	 other	 contexts	 is	 ineffective.	 One	
argument	 that	 has	 received	 increased	 attention	 in	 recent	 years	 is	 that	 formal	
institutions,	 their	 effectiveness	 and	 transformation	 are	 critically	 dependent	 on	 the	
informal	 institutions	 in	 a	 given	 context.	 The	 dynamics	 between	 formal	 and	 informal	
institutions	 can	 both	 strengthen	 and	 weaken	 each	 other’s	 outcomes,	 implying	 that	
institutional	reforms	can	only	be	successful	if	this	embeddedness	of	formal	institutions	in	
informal	 rules,	 norms,	 and	 practices	 is	 adequately	 taken	 into	 account.	 The	 research	
project	 outlined	 here	 aims	 at	 providing	 a	 deeper	 understanding	 of	 the	 underlying	
dynamics	 between	 formal	 and	 informal	 institutions	 in	 the	 context	 of	 private	 sector	
development	in	Georgia	and	Armenia.	The	research	project	seeks	to	find	out	how	certain	
constellations	 of	 formal	 and	 informal	 institutions	 affect	 the	 ability	 of	 the	 institutional	
framework	to	support	small	businesses	and	generate	economic	growth	through	private	
sector	development.	
	
Introduction	and	Aim	of	the	Project	
There	is	a	general	consensus	that	institutions	are	one	of	the	key	factors	that	influence	
economic	 development,	 and	 many	 even	 argue	 that	 they	 are	 the	 main	 reason	 for	
differences	 in	 economic	 development	 across	 countries	 (North	 et	 al.	 2013;	 Acemoglu	
and	 Robinson	 2012;	 Olson	 2000).	 	 The	 implication	 all	 too	 often	 drawn	 from	 this	
realization	 is	 that	 developing	 countries	 only	 need	 to	 adopt	 the	 right	 institutional	
framework	 in	 order	 to	 embark	 on	 the	 road	 to	 economic	 development	 (World	 Bank	
2000).	However,	time	and	again	undertakings	that	have	followed	this	logic	have	failed,	
pointing	 to	 the	 fact	 that	merely	 transplanting	 institutions	 that	 work	well	 in	 the	 so-
called	“Western”	or	“industrialized”	countries	is	ineffective.	
One	possible	explanation	that	has	received	increased	attention	in	recent	years	and	that	
is	the	central	part	of	this	research	project	is	that	formal	institutions,	their	effectiveness	
and	 transformation	 are	 critically	 dependent	 on	 the	 informal	 institutions	 in	 a	 given	
context.	 Informal	 institutions	(e.g.	codes	of	conduct,	norms	of	behavior,	conventions)	
can	 shape	 human	 behavior	 as	 much	 as,	 if	 not	 more	 than,	 formal	 institutions	
(Williamson	 2009).	 Furthermore,	 the	 dynamics	 between	 formal	 and	 informal	
institutions	 have	 been	 shown	 to	 be	 able	 to	 strengthen	 and	 weaken	 each	 other’s	
outcomes	 (North	 1997;	 Helmke	 and	 Levitsky	 2004).	 This,	 in	 turn,	 implies	 that	
institutional	reforms	can	only	be	successful	if	this	embeddedness	of	formal	institutions	
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in	 informal	 rules,	 norms,	 and	 practices	 is	 adequately	 taken	 into	 account.	 Various	
arguments	 have	 been	 made	 about	 the	 mutual	 effects	 of	 formal	 and	 informal	
institutions,	 but	 these	 theories	 are	 still	 heavily	 debated,	 and	 the	 relationships	 often	
assumed	rather	than	systematically	tested	(Aliyev	2014).	
The	 research	project	 outlined	here	 aims	 at	 providing	 a	 deeper	understanding	of	 the	
underlying	 dynamics	 between	 formal	 and	 informal	 institutions	 in	 the	 context	 of	
private	sector	development	in	Georgia	and	Armenia.	The	research	project	seeks	to	find	
out	how	certain	constellations	of	formal	and	informal	 institutions	affect	the	ability	of	
the	 institutional	 framework	 to	 support	 small	 businesses	 and	 generate	 economic	
growth	through	private	sector	development.		
	
Research	Question	and	Expected	Results	
The	overall	research	question	that	this	project	tries	to	answer	is	defined	as:	 	
How	 do	 the	 dynamics	 between	 informal	 and	 formal	 institutions	 affect	 private	 sector	
development	in	Georgia	and	Armenia?	
For	the	purpose	of	 the	research,	 the	development	of	 the	private	sector	 figures	as	the	
dependent	variable,	and	the	project	seeks	to	find	out,	whether	the	dynamics	between	
formal	 and	 informal	 institutions	 could	 be	 the	 independent	 variable.	 That	 is,	 private	
sector	 development	 is	 rather	 the	 outcome,	 whereas	 the	 actual	 dependent	 variable	
would	be	something	like	the	configuration	of	the	overall	institutional	framework.	The	
underlying	 assumption	 is	 that	 there	 are	 certain	 institutions	 that	 are	 beneficial	 for	
entrepreneurship	 and	 small	 business	 development,	 and	 thus	 would	 automatically	
facilitate	the	development	of	the	private	sector.	The	dynamics	between	the	formal	and	
informal	 segments	 can	 then	 affect	 the	 quality	 of	 the	 overall	 institutional	 framework	
and	thus	its	ability	to	produce	favorable	conditions	for	private	sector	development.		
The	working	hypothesis	will	therefore	be	defined	accordingly:	
Inconsistencies	 between	 formal	 and	 informal	 institutions	 in	 Armenia	 hinder	 the	
development	 of	 the	 private	 sector,	whereas	 in	Georgia,	 they	 complement	 and	 reinforce	
each	other	to	support	private	sector	development.	
The	 gap	 that	 this	 study	 seeks	 fill	 is	 a	 deeper	 understanding	 of	 what	 these	
inconsistencies	can	look	like	and	how	they	can	play	out	in	practice.	In	order	to	provide	
answers,	 the	 project	 will	 try	 to	 uncover	 some	 of	 the	 dynamics	 between	 formal	 and	
informal	institutions	within	three	dimensions	of	the	institutional	environment	that	are	
generally	considered	crucially	 important	 for	small	businesses	and	entrepreneurs:	(1)	
property	rights,	(2)	loans	and	credit,	and	(3)	the	tax	system.		
Property	 rights	 are	 one	 of	 the	 most	 central	 institutions	 for	 small	 businesses	 and	
entrepreneurs.	 There	 is	 a	wide	 consensus	 that	 secure	 property	 rights	 are	 positively	
correlated	with	growth	and	economic	development	(Williamson	and	Kerekes	2011;	De	
Soto	 2001).	 Protection	 of	 property	 rights	 includes	 freedom	 from	 bribery,	 extortion,	
racketeering	and	corruption	–	conditions	still	faced	in	many	FSU	countries	(Smallbone	
and	Welter	2009).	Previous	research	suggestes	that	formal	property	rights	institutions	
in	many	FSU	countries	are	only	weakly	established	and	enforced	(Tonoyan	et	al.	2010;	
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Smallbone	 and	Welter	 2009).	 	 The	 second	 dimension	 is	 the	 access	 to	 credit.	 This	 is	
often	considered	a	major	constraint	for	businesses	in	developing	countries.	Smallbone	
and	Welter	(2009)	argue,	that	in	many	FSU	countries,	banks	are	not	willing	to	finance	
small	 businesses.	 In	 these	 cases,	 informal	 institutions	 can	 compensate	 for	 the	
deficiencies	in	formal	market	institutions.	The	third	dimension	is	the	tax	system.	Both	
tax	 rates	 and	 the	 administrative	 cost	 of	 tax	 compliance	 are	 often	 identified	 as	 the	
major	 constraints	 for	 businesses	 in	 developing	 countries	 around	 the	 world	 (Bruhn	
2011).	 In	 transition	 countries	 in	 particular,	 “frequent	 changes	 in	 the	 tax	 system,	
combined	with	high	tax	levels,	unpredictable	behavior	of	state	officials	in	applying	tax	
regulations,	and	 inadequate	access	 to	external	capital”	 lead	entrepreneurs	 to	employ	
evasion	 strategies,	 reducing	 profits	 and	 tax	 payments	 to	 protect	 the	 capital	 base	 of	
their	businesses	(Smallbone	and	Welter	2009,	p.	19).		
	
Cases	
During	 the	 transition	 period,	 in	 former	 Soviet	Union	 (FSU)	 countries	 various	 formal	
institutions	 have	 been	 exogenously	 imposed	 within	 a	 short	 time	 frame	 by	 political	
decision.	However,	it	is	often	argued	that	informal	institutions	have	not	changed	at	the	
same	 pace	 to	 match	 the	 new	 formal	 institutional	 framework	 and	 economic	 agents	
often	continue	to	think	in	terms	of	a	previous	economic	logic	(Tridico	2013;	Grzymala-
Busse	2010).	
Georgia	 and	 Armenia	 have	 many	 things	 in	 common	 with	 regard	 to	 their	 history,	
geography,	 and	 culture.	 	 In	 the	 aftermath	 of	 the	 collapse	 of	 the	 Soviet	 Union,	 both	
countries	began	far-reaching	political	and	economic	reforms,	restructuring	institutions	
and	 transforming	 social	 norms.	 More	 recently,	 both	 countries	 have	 adopted	 radical	
strategies	to	transforming	their	institutional	and	regulatory	environment	–	a	strategy	
that	has	been	labelled	the	‘guillotine	approach’	due	to	the	radical	nature	of	centralized	
change	(Chaminade	and	Moskovko	2015).		
Despite	 the	 many	 similarities	 between	 the	 two	 countries,	 as	 well	 as	 similar	 goals	
pursued	 and	 strategies	 adopted,	 Georgia	 has	 had	 significantly	 more	 success	 in	
transforming	 its	 formal	 institutional	 environment	 to	 support	 private	 sector	
development.	 Many	 indices	 and	 studies	 placate	 the	 country	 as	 a	 model	 case	 of	
successful	transformation	that	over	the	past	decade	has	achieved	impressive	growth,	
attracted	 foreign	 direct	 investments,	 and	 improved	 the	 business	 environment.	
Armenia,	 on	 the	 other	 hand	 seems	 to	 have	 trouble	 with	 reforming	 its	 institutional	
framework.	 The	 objective	 of	 strengthening	 the	 rule	 of	 law	 that	 is	 determined	 in	 the	
constitution,	 but	 contrasts	 reality	 in	 which	 the	 executive	 dominates	 the	 country,	
creating	 room	 for	 corruption	 and	 elite	 pacts	 (Bertelsmann	 Stiftung	 2018).	 Powerful	
elites	 and	 oligarchic	 networks	 remain	 in	 control	 of	 the	 commodity-based	 industry	
through	cartels	and	monopolies,	restricting	free	trade	and	market-based	competition	
(ibid.:	19).		
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Methodology	
The	research	project	will	consist	of	a	comparative	case	study	design	using	qualitative	
research	methods.	In	order	to	draw	comparisons,	contexts	with	similar	characteristics	
were	 chosen	 in	 line	with	 Lijphart’s	most	 similar	 system	design	 (Lijphart	 1975).	 The	
case	study	research	design	includes	both	explanatory	and	exploratory	elements	in	the	
sense	 that	 it	 seeks	 to	 explain	 the	 transformation	 processes	 of	 formal	 and	 informal	
institutions	 in	 a	 given	 context	 with	 already	 existing	 theories,	 and	 at	 the	 same	 time	
seeks	to	explore	other	possible	mechanisms	underlying	these	changes.		
The	methods	of	data	collection	will	consist	of	stakeholder	interviews	and	focus	group	
discussions.	 For	 the	 stakeholder	 interviews,	 three	 main	 groups	 of	 stakeholders	 are	
identified.	First,	small	businesses	(business	owners,	managers,	or	entrepreneurs)	are	
the	main	actors	of	concern.	The	interviews	aim	at	understanding	their	use	of	informal	
institutions	 in	 their	 day-to-day	 business	 operations.	 Second,	 in	 order	 to	 provide	
insights	 into	 the	 mechanisms	 through	 which	 informal	 institutions	 affect	 formal	
institutions	 and	 institutional	 change,	 stakeholders	 on	 the	 policy-level	 will	 be	
interviewed.	Relevant	stakeholders	could	be	politicians,	consultants,	or	other	persons	
with	 insights	 into	 the	 formal	 institutional	 framework	 involved	 in	 policy-making	
processes.	And	third,	to	close	possible	gaps	in	issues	addressed,	and	bridge	them	with	
objective	 insights,	 independent	 experts	 will	 be	 interviewed	 as	 a	 third	 group.	 These	
could	be	researchers,	development	practitioners,	or	historians.		
Semi-structured	 interviews	 will	 be	 conducted	 with	 the	 participants,	 roughly	
structured	 by	 the	 questions	 lined	 out	 in	 chapter	 3,	 but	 allowing	 for	 a	 freely	 flowing	
conversation,	the	exploration	of	responses,	and	follow-up	of	spontaneously	emerging	
issues	 (Hammett	 et	 al.	 2015).	 Where	 possible,	 focus	 groups	 will	 be	 used	 to	
complement	the	one-on-one	interviews,	to	gain	group-level,	socially	grounded	insights	
into	business	practices.		
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Vasilenok,	Natalia1	(with	Timur	Naatkhov2):	Technology	Adoption	
in	Agrarian	Societies:	The	Volga	Germans	in	Imperial	Russia	
	
Abstract:	This	paper	examines	the	adoption	of	advanced	agricultural	technology	in	pre-
industrial	 societies.	We	 use	 the	 case	 of	 the	 spatially	 concentrated	 German	minority	 in	
Saratov	 province	 of	 the	 late	 Imperial	 Russia	 as	 an	 empirical	 setting	 to	 test	 the	 “costly	
adoption”	hypothesis,	which	predicts	that	the	adoption	of	different	types	of	technologies	
depends	 on	 the	 associated	 communication	 costs.	 We	 document	 significant	 concentric	
spatial	 pattern	 of	 technology	 adoption	 among	 Russian	 peasants	 regarding	 advanced	
agricultural	 equipment	 (heavy	 ploughs	 and	 fanning	 mills)	 and	 easily	 observable	
techniques	 (wheat	 production)	 in	 the	 areas	 located	 closer	 to	 the	 German	 settlements.	
Moreover,	 we	 show	 a	 significant	 rise	 in	 agricultural	 productivity	 measured	 by	 wheat	
yield	 per	 capita	 associated	 with	 heavy	 plough	 adoption.	 However,	 we	 do	 not	 find	 any	
evidence	 of	 the	 adoption	 of	 “know-how”	 requiring	 the	 transmission	 of	 non-codified	
knowledge	–	 specifically,	 artisanal	 skills.	Our	 findings	 suggest	 that	 the	 failure	 to	adopt	
non-observable	techniques	from	the	technological	frontier	may	be	the	key	to	the	problem	
of	catching-up	economic	growth.	
	
Introduction		
The	adoption	of	innovative	equipment,	efficient	techniques,	and	superior	“know-how”	
from	 the	 technological	 frontier	 is	 a	 key	 ingredient	 to	 catch-up	 growth.	 In	 the	
discussion	 of	 the	 20th	 century	 industrialization,	 Gerschenkron	 (1962)	 famously	
argued	that	backward	economies	could	achieve	rapid	growth	and	possibly	outperform	
advanced	countries	by	adopting	frontier	technologies.	However,	more	than	a	century	
after	 the	 Second	 Industrial	 revolution,	 there	 is	 no	 evidence	 of	 unconditional	
convergence	for	the	world	as	a	whole	(Jones,	2016).	
The	 explanation	 for	 the	 lack	 of	 convergence	 between	 developed	 and	 developing	
economies	may	lie	in	variation	in	the	adoption	costs	associated	with	different	types	of	
technology.	 As	 put	 by	 Rogers	 (1962),	 technology	 consists	 of	 a	 “hardware”	 and	 a	
“software”	components.	The	hardware	of	technology	is	a	physical	object	or	a	tool.	The	
software	 of	 technology	 represents	 disembodied	 knowledge	 which	 is	 necessary	 to	
produce,	use,	and	maintain	the	“hardware”	part	of	 technology.	Different	technologies	
combine	a	hardware	and	a	software	 in	various	proportions,	which	may	substantially	
affect	the	easiness	of	its	dissemination.		
Whereas	tools	can	be	easily	traded,	the	transfer	of	disembodied	knowledge	is	usually	
associated	with	communication	costs.	These	costs	are	particularly	high	if	knowledge	is	
non-codified	 or	 “tacit”,	 and	 specific	 apprenticeship	 institutions	might	 be	 required	 to	
facilitate	its	transmission	(de	la	Croix	et	al.,	2018).	The	prohibitively	high	costs	of	non-
codified	knowledge	adoption	may	be	a	key	to	the	inability	of	developing	economies	to	
take	full	advantage	of	the	frontier	“know-how”.	This	leads	us	to	the	formulation	of	the	
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“costly	adoption”	hypothesis,	which	predicts	that	success	in	adoption	depends	on	the	
relative	 weights	 of	 the	 “hardware”	 and	 the	 “software”	 components	 of	 a	 technology.	
This	 hypothesis	 is	 especially	 relevant	 for	 pre-industrial	 era	 when	 the	 channels	 of	
technology	 transfer	 were	 limited	 to	 personal	 contacts	 and	 confined	 by	 geographic	
accessibility.	
	
Aim	of	the	Project	
In	 this	 paper,	 we	 examine	 adoption	 of	 agricultural	 technologies	 in	 pre-industrial	
societies.	We	 use	 the	 case	 of	 the	 spatially	 concentrated	German	minority	 in	 Saratov	
province	of	the	late	Imperial	Russia	as	an	empirical	setting	to	test	the	“costly	adoption”	
hypothesis.	 This	 allows	 us	 to	 eliminate	 potential	 spillovers	 that	 might	 occur	 in	 the	
process	 of	 technology	 adoption	 trough	modern	means	 of	 communication.	We	 show	
that	 the	 “hardware”	 of	 technology	 introduced	 by	 advanced	 minority	 was	 indeed	
successfully	 adopted	 by	 relatively	 backward	 majority	 and	 fostered	 a	 rise	 in	 the	
agricultural	 productivity.	 We	 also	 show	 that	 the	 “software”	 of	 technology	 was	 not	
subject	to	adoption.		
We	 focus	our	 analysis	 on	 a	 single	province	of	 the	Russian	Empire	 in	 the	 late	19th	 –	
early	 20th	 2	 centuries.	 Saratov	 province	 was	 located	 in	 the	 south-east	 of	 European	
Russia	on	 the	 right	bank	of	 the	Volga	 river.	Until	 the	 late	18th	century,	 the	province	
was	a	sparsely	populated	frontier	acquired	as	a	result	of	the	southward	expansion	of	
the	Russian	Empire.	By	the	beginning	of	the	20th	century	it	transformed	into	a	densely	
populated	 region,	 part	 of	 the	 large	 black-earth	 area,	 which	 produced	 a	 bulk	 of	
agricultural	output	of	the	Empire.	
Between	1764-1767,	Saratov	province	experienced	a	large	inflow	of	German	migrants	
attracted	 by	 a	 state-sponsored	 settlement	 policy.	 The	German	 colonists	 to	 the	Volga	
region	helped	to	modernize	the	backward	agricultural	sector	by	introducing	numerous	
innovations	regarding	wheat	production	and	flour	milling,	tobacco	culture,	and	small-
scale	manufacturing	(Koch,	2010).	However,	the	colonies	existed	as	German	enclaves	
having	separate	legal	status,	their	own	administration,	churches,	and	schools.	Germans	
tended	 to	minimize	 contacts	with	 Russian	 peasants,	 and	 did	 not	marry	 to	 Russians.	
This	 paper	 shows	 that	 the	 adoption	of	 advanced	 technology	might	 occur	 even	 if	 the	
bearers	 of	 advanced	 technology	 remain	 predominantly	 unassimilated	 and	 maintain	
little	everyday	contact	with	the	surrounding	population.	
	
Hypotheses	and	Methodology	
In	 our	 analysis,	 we	 distinguish	 between	 three	 types	 of	 technology:	 equipment,	
observable	 techniques,	and	non-observable	 techniques.	The	adoption	of	equipment	–	
manufacturing	 output	 –	 is	 realized	 through	 trade,	 and	 of	 observable	 techniques	
through	 imitation.	Thus,	 the	costs	of	 the	adoption	of	both	equipment	and	observable	
techniques	 rise	 in	 geographic	 distance.	 We	 expect	 these	 technologies	 to	 spread	
concentrically	around	the	initial	 location.	In	contrast,	the	adoption	of	non-observable	
techniques	is	a	function	of	communication	costs,	which	beside	geographical	proximity	
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include	such	factors	as	cultural	distance	or	language	differences.	If	these	factors	differ	
sharply	 between	 groups,	 geographic	 proximity	 will	 be	 of	 less	 importance	 to	 the	
adoption	of	technology.	
To	 test	 the	 “costly	 adoption”	 hypothesis,	 we	 constructed	 a	 unique	 dataset	 on	
agricultural	 equipment,	 population	 composition,	 and	economic	prosperity	 in	 Saratov	
province	at	 the	highly	disaggregated	 township	 (volost)	 level	using	various	published	
and	 archival	 sources.	 To	 our	 knowledge,	 the	 sources	 we	 rely	 on	 have	 not	 been	
employed	for	econometric	analysis	before.	Since	our	goal	 is	to	document	variation	in	
the	adoption	of	advanced	technology	among	the	Russian	majority,	we	exclude	German	
townships	 from	 our	 sample.	 Calculating	 distances	 to	 the	 centroid	 of	 the	 German	
colonies	for	each	Russian	township	in	the	sample,	we	can	estimate	the	spatial	pattern	
of	 technology	 adoption	 controlling	 for	 the	widest	 range	of	 geographic,	 development,	
and	population	covariates.	
Our	analysis	takes	advantage	of	three	particularly	appealing	features	of	the	empirical	
setting.	First,	Saratov	province	was	a	relatively	small	and	geographically	homogeneous	
region.	This	allows	as	to	rule	out	almost	all	environmental	factors	that	might	account	
for	the	variation	in	the	outcome	variables.	Second,	in	Saratov	province,	several	ethnic	
and	 religious	 groups	 cohabited	 in	 close	 proximity	 to	 each	 other	 for	 a	 considerable	
amount	 of	 time	 (about	 a	 century	 and	 a	 half)	 and	 displayed	 a	 similar	 occupational	
structure	being	employed	in	the	traditional	agricultural	sector.	This	enables	us	to	hold	
constant	 many	 social	 and	 institutional	 factors	 that	 might	 also	 contribute	 to	 the	
variation	 in	 the	 outcome	 variables.	 Third,	 the	 spatial	 distribution	 of	 the	 German	
population	 in	 the	 Volga	 region	 was	 highly	 persistent.	 There	 was	 no	 population	
movement	of	the	German	colonists	within	Saratov	province:	in	1913,	Germans	resided	
in	the	same	townships	as	in	1769	(Kabuzan,	2003).	This	lets	us	to	consider	the	German	
migration	as	a	“treatment”	in	a	unique	natural	experiment.	
	
Expected	Results		
We	document	 the	 adoption	 of	 advanced	 agricultural	 equipment	 (heavy	 ploughs	 and	
fanning	 mills)	 and	 observable	 techniques	 (wheat	 production)	 in	 the	 areas	 located	
closer	 to	 the	 German	 settlements.	 Moving	 50	 km	 closer	 to	 German	 settlements	
increases	 the	 number	 of	 heavy	 ploughs	 per	 100	 households	 by	 20,	 the	 number	 of	
fanning	 mills	 per	 100	 households	 by	 12,	 and	 the	 percentage	 of	 wheat	 crops	 by	 14	
percentage	 points.	 Moreover,	 we	 show	 a	 significant	 rise	 in	 agricultural	 productivity	
measured	as	wheat	 yield	per	 capita	 associated	with	 the	higher	 rate	of	 heavy	plough	
adoption.	However,	exactly	as	the	“costly	adoption”	hypothesis	predicts,	we	do	not	find	
any	 evidence	 of	 the	 adoption	 of	 non-observable	 technology	 –	 specifically,	 artisanal	
skills	–	among	the	local	population.	
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Feoktistova,	Kseniia	1(with	Zhuravskaya	Tatiana2):	Institute	of	
Private	Land	Ownership:	Effects	of	Privatization	(on	the	Example	
of	the	Implementation	of	the	State	Program	“Far	Eastern	
Hectare”)	
	
Abstract:	 The	 title	 of	 the	 study	 “The	 Institute	 of	 Land	 Property:	 The	 Effects	 of	
Privatization	 on	 the	 example	 of	 the	 implementation	 of	 the	 “FE-Hectar”	 program,	 is	 a	
theoretical	description	of	the	process	of	forming	the	institution	of	land	ownership,	which	
is	 currently	 under	 the	 influence	 of	 the	 DV-Hectar	 state	 program.	 The	 problem	 is	 that	
despite	 the	 large	 number	 of	 works	 on	 land	 privatization,	 the	 DV-Hectar	 program	 is	
virtually	unprecedented	 for	 the	Far	East,	respectively,	and	there	 is	no	understanding	of	
what	 results	 it	 will	 lead	 to.	 The	 main	 research	 question	 is	 how	 does	 the	 method	 of	
obtaining	land	ownership	affect	the	efficiency	of	its	use?	As	a	result,	it	is	planned	to	falsify	
the	hypothesis	that	publicly	available	privatization	(the	only	criterion	for	participation	in	
the	DV-Hectar	program	is	the	citizenship	of	the	Russian	Federation)	is	a	factor	reducing	
the	effectiveness	of	 its	use.	The	 land	gets	 into	use,	and	then	presumably	the	property	of	
people	for	whom	it	does	not	represent	the	greatest	value,	since	the	distribution	does	not	
take	 place	 through	 a	 market	 mechanism.	 In	 an	 empirical	 study,	 a	 survey	 of	 program	
participants	 is	 planned,	 as	 well	 as	 interviews	 with	 recipients	 of	 land	 plots,	 state	
structures,	 mediators	 in	 registration,	 neighbors	 next	 to	 which	 plots	 were	 drawn	 up.	
Analysis	of	 the	relations	arising	 in	the	process	of	privatization	will	allow	us	to	create	a	
complete	picture	of	the	emerging	institution	of	ownership,	which	consists	of	formal	and	
informal	rules	and	the	daily	routines	of	people.	These	methods,	as	well	as	the	assessment	
of	economic	activity	in	the	areas	received,	will	allow	studying	the	motives,	incentives	and	
economic	 behavior	 of	 the	 participants	 of	 the	 DV-Hectar	 program	 and	 answer	 the	
question	posed.	
	
Problem	
The	development	of	the	Far	East	is	a	priority	area	of	Russia,	within	which,	from	2016,	
the	 Far	 Eastern	 Hectare	 program,	 unprecedented	 for	 the	 Russian	 Federation,	 was	
launched.	This	program	is	a	right	of	every	citizen	of	the	Russian	Federation	to	receive	a	
land	plot	up	to	1	hectare	for	free.	The	program	involves	broad	privatization,	which	will	
inevitably	 have	 an	 impact	 on	 the	 formation	 of	 the	 land	 ownership	 institution	 in	 the	
region.	Many	 scientific	 papers	 are	 devoted	 to	 the	 specifics	 of	 privatized	 land	 in	 the	
post-Soviet	space.	However,	the	practical	implementation	of	the	process	of	forming	the	
institution	of	property	 in	modern	contexts,	 taking	 into	account	regional	 features,	has	
not	been	practically	studied.	Thus,	the	problem	that	will	be	covered	in	this	work	is	the	
existing	gaps	of	knowledge,	in	particular	its	economic	aspect.	
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Around	 the	 emerging	 formal	 and	 informal	 property	 relations	 (which	 constitute	 the	
emerging	institution)	many	questions	arise.	For	example,	the	mechanism	of	transfer	of	
property	rights	to	program	participants	is	still	unknown	for	sure,	since	the	stated	five-
year	program	term	has	not	expired,	at	the	end	of	which,	subject	to	certain	conditions,	
the	 land	 must	 be	 transferred	 to	 new	 owners.	 Under	 these	 conditions,	 the	 question	
arises	of	the	(in)efficient	use	of	the	land	granted	for	use.	It	turns	out	that	for	five	years,	
the	participants	must	invest	their	resources	in	the	land	that	does	not	belong	to	them.	
In	 addition,	 the	 very	 fact	 of	 “free”	 contradicts	 the	 basic	 principles	 of	 the	 new	
institutional	 economic	 theory,	 which	 assigns	 an	 important	 role	 to	 the	 state	 in	 the	
specification	of	property	rights.	The	whole	point	of	the	specification	is	to	provide	the	
necessary	 conditions	 for	 the	acquisition	of	property	 rights	by	 those	who	value	 them	
above,	as	well	as	those	who	are	able	to	derive	maximum	benefit	from	them.	In	the	case	
of	“FE-Hectar”,	the	land	falls	into	the	hands	of	those	people	who	is	the	first	managed	to	
fill	out	an	application,	rather	than	those	who	would	derive	maximum	benefit	from	it.	
Thus,	the	problem	of	research:	the	lack	of	scientific	understanding	of	how	privatization	
affects	 the	 formation	 of	 the	 land	 ownership	 institute	 in	 the	 Far	 East.	 (Will	 this	 be	 a	
factor	reducing	the	potential	effectiveness	of	the	use	of	Far	Eastern	land?)	
	
Research	Question	
How	does	 the	way	of	 obtaining	 land	ownership	 (purchase	 /	privatization)	 affect	 the	
efficiency	of	its	use?	
	
Tasks	
1.	Identification	of	the	main	motives	and	incentives	for	applicants	to	participate	in	the	
“FE-Hectar”	program	
2.	Determining	the	degree	of	readiness	of	program	participants	to	invest	in	a	dedicated	
area	 (planned	 (or	 actual)	 construction	 time	 and	 investment	 amount).	 In	 particular,	
only	 those	 land	 plots	 that	 have	 been	 selected	 for	 the	 purpose	 "Individual	 Housing	
Construction"	will	be	considered.	(There	are	4	more,	including	agriculture,	subsistence	
farming,	and	so	on).	
3.	 Comparison	 of	 the	 data	 obtained	 in	 paragraphs	 2	 with	 similar	 indicators	 of	 land	
owners	who	are	not	participating	in	the	program.	(This	is	the	most	difficult	question	I	
cannot	 answer	 yet.	 How	 to	 measure	 land	 use	 efficiency	 for	 "Individual	 Housing	
Construction"?)	
4.	 Assessment	 of	 differences	 in	 the	 efficiency	 of	 land	 use,	 depending	 on	 the	 way	 of	
obtaining	property	rights.	The	study	of	motives	and	incentives	for	the	development	of	
the	 land,	 which	 can	 explain	 the	 data	 obtained	 in	 the	 previous	 paragraph,	 using	
interview	and	case-study	methods.		
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Object:	Far	Eastern	Hectare	Program	
Subject:	 the	 motives	 and	 incentives	 of	 the	 participants	 of	 the	 “FE-Hectar”program,	
which	 characterize	 their	 economic	 behavior	 in	 the	 process	 of	 (un)developing	 the	
acquired	land	plots.	
On	 the	basis	of	personal	communication	with	 those	who	 filled	out	an	application	 for	
receiving	a	hectare,	 the	experience	 shared	on	 the	 Internet	and	 forums,	 as	well	 as	an	
interview	 with	 participants	 in	 the	 “FE-Hectar”	 program,	 the	 following	 hypotheses	
arise:	
Hypothesis	1.	The	incentive	for	a	significant	proportion	of	applicants	to	participate	in	
the	program	 is	 the	unobstructed	at	 first	 glance	possibility	of	obtaining	a	 free	plot	of	
land	(That	is,	prior	to	the	existence	of	the	program,	the	applicants	didn’t	have	any	need	
for	a	land,	its	real	development).	
Hypothesis	 2.	 As	 a	 result	 of	 the	 system	 of	 redistribution	 of	 allocated	municipal	 and	
federal	land	within	the	framework	of	the	“FE-Hectar”	program,	the	land	plots	given	out	
fall	into	use	(with	a	further	potential	transfer	into	ownership)	to	people	for	whom	the	
usefulness	 of	 this	 land	 is	 not	 maximum.	 That	 is,	 the	 existing	 procedure	 for	 the	
allocation	of	 land	does	not	 take	 into	account	 the	degree	of	utility	 to	 the	participants,	
expressed	in	the	willingness	to	pay	for	the	plot.	
Hypothesis	 3.	 Motivation	 for	 the	 development	 of	 program	 participants	 is	 lower	 in	
comparison	 with	 people	 purchasing	 real	 estate	 on	 market	 terms.	 Accordingly,	 this	
creates	 conditions	 of	 the	 lower	 terms	 of	 development	 and	 the	 smaller	 the	 size	 of	
investments.	
To	confirm	or	refute	these	hypotheses,	as	well	as	to	achieve	the	goal	of	the	study,	it	is	
required:	
1.	 Systematization	 of	 the	 foundations	 of	 the	 study	 of	 property	 rights	 and	 the	
effectiveness	of	its	use	in	the	framework	of	the	new	institutional	economic	theory.	
2.	To	analyze	the	federal	law	on	the	Far	Eastern	Hectare	and	the	regulatory	framework	
dedicated	 to	 the	 institutions	 of	 property	 in	 Russia	 in	 order	 to	 find	 answers	 to	
questions	arising	in	the	process	of	program	implementation.	
3.	 To	 conduct	 a	 quantitative	 survey	 of	 applicants	 and	 recipients	 of	 land	 on	 the	 Far	
Eastern	Hectare	program	to	falsify	the	hypotheses	put	forward.	
4.	 To	 study	 the	 motives,	 incentives	 and	 actions	 for	 the	 development	 of	 the	 land	 of	
participants	 in	 the	 “FE-Hectar”	 program	 through	 interviews,	 observation	 or	 case	
studies.	
Namely:	
1.	 Work	 with	 theoretical	 and	 empirical	 texts:	 the	 history	 of	 the	 formation	 of	 land	
ownership	 institutions	 in	 Russia,	 in	 particular	 the	 post-Soviet	 privatization;	
privatization	experience	in	other	countries.	
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2.	 On	 the	 basis	 of	 the	 available	 theoretical	 knowledge	 and	 analysis	 of	 4	 existing	
interviews	 with	 applicants	 and	 participants	 of	 the	 “FE-Hectar”	 program,	 the	
hypothesis	of	the	study	is	proposed.	
3.	Compiling	survey-based	questions	based	on	hypothesis	and	sampling.		
4.	Quantitative	survey	of	applicants	and	recipients	of	land	on	the	program	Far	Eastern	
Hectar	(falsification	of	hypotheses).	
5.	 Interviews	with	a	part	of	 the	 respondents	 for	 a	detailed	 study	of	 the	motives	 and	
incentives	for	the	exploration	of	land	by	the	participants	of	the	“FE-Hectar”	program.	
Selection	of	the	survey:	
For	 the	 survey,	 the	 snowball	method	was	 chosen,	 since	 there	 is	 a	 need	 to	 establish	
contact	 with	 a	 small	 specific	 population.	 Brilliant	 set	 –	 73	 thousand	 people	 (as	 of	
01/02/2019).	The	survey	is	currently	underway.	
7.	Analyze	 the	data,	draw	conclusions	with	possible	 recommendations	 for	 improving	
the	program.	If	necessary,	bring	the	results	to	the	Ministry	of	Development	of	the	Far	
East	 and	 /	 or	 the	 Government.	 As	 a	 result	 of	 the	 study,	 it	 is	 expected	 to	 obtain	 a	
justification	 for	 the	 differences	 in	 the	 economic	 behavior	 of	 people	 mastering	
"Hectare"	and	people	mastering	land	acquired	in	ownership	other	ways.	It	is	planned	
that	 these	 will	 be	 both	 quantitative	 indicators	 (funds	 and	 time	 spent	 on	 the	
development	of	 the	site)	and	qualitative	 (interpretation	of	 the	 interviews	conducted,	
description	of	motives	and	incentives).	
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Kedar,	 Vishnu	 Shankarrao1	 (with	 Alwin	 D’souza	 2):	 What	 Role	
Institutions	Play	 in	Reducing	the	Transaction	Costs	 in	Vegetable	
Market?	Evidence	from	India	
	
Abstract:	Can	we	empirically	estimate	the	magnitude	of	transaction	costs	(TCs)	incurred	
by	farmers	with	participation	in	different	modern	agrifood	retail	chains	(MFRC)	and	how	
the	 institutional	 intervention	 reduce	 the	TCs?	This	 study	 estimates	 the	TCs	 incurred	by	
farmers	 across	 different	 institutional	 arrangement	 of	 MFRC.	 The	 outcome	 variables	
(Information,	 bargaining	 and	 monitoring	 costs,	 TCs	 and	 Net	 Profits)	 were	 estimated	
using	Propensity	Score	Matching	(PCM)	 for	reducing	 the	selection	bias.vWe	 found	that,	
TCs	 are	 significantly	 higher	 for	 MFRC	 farmers	 as	 compared	 to	 Spot	 market.	 TCs	
accounted	 for	 14.5%	 share	 in	 the	 total	 costs	 for	 chili	 and	 13.8%	 for	 tomato	 in	MFRC.	
Second	looking	at	the	breakup	of	TCs;	monitoring	cost	accounted	for	65.0%	followed	by	
negotiation	costs,	28.7%	and	information	costs,	6.3%	respectively.	
	
Introduction	
The	modern	agrifood	retail	chains	(MFRC)	have	recently	attracted	attention	due	to	the	
growth	 in	number	 store	and	 sale	of	F&Vs	 in	 last	 two	decades	 (Reardon	et	 al.	 2005).	
Existing	literature	has,	in	essence,	captured	the	impact	of	participation	of	large	farmers	
in	MFRC.	 The	 studies	 have	 incorporated	 the	 impact	 of	 farmer’s	 characteristics,	 land	
sizes,	 irrigation	 facilities,	 infrastructure	 access,	 credit	 access	 on	 farmers’	 income,	
productivity,	employment	and	welfare	(Schipmann	&	Qaim	2011;	Mishra	et	al.,	2018).	
However,	 the	details	 of	 institutional	 arrangements	between	MFRC	and	 farmers	have	
not	 received	 significant	 attention	 in	 the	 existing	 studies	 (Kedar,	 2018).	 The	
Institutional	 framework	is	responsible	for	creating	an	atmosphere	for	the	emergence	
of	MFRC	in	India.		
	
The	New	 Institutional	 Economics	 (NIE)	 framework	 provides	 a	way	 in	which	market	
failures	related	to	uncertainty;	risk	sharing	and	co-ordination	failure	in	contracting	is	
overcome.	However,	due	to	the	lack	of	a	proper	legal	system,	enforcement	mechanism,	
and	awareness,	institutions	are	not	able	to	play	a	significant	role	in	contract	farming.	
Evidence	 from	 existing	 studies	 reveals	 that	MFRC	 tends	 to	 behave	 opportunistically	
towards	farmers	(Allen,	2017;	Escobal	&	Cavero,	2012).	Farmers	are	exposed	to	risks	
through	 contracts	 mainly	 when	 the	 buyers	 are	 either	 monopsonist	 or	 oligoposolist	
(Sivramkrishna	and	Jyotishi,	2008).	
	
Risks	 of	 an	 incomplete	 contract	 along	with	 the	 lack	 of	 enforcement	 and	 asymmetric	
information	 creates	 an	 environment	 for	 opportunistic	 behavior	 (Williamson,1979;	
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Hobbs,1997).	 On	 the	 other	 hand,	 this	 imposes	 significant	 costs	 on	 the	marginal	 and	
small	 farmers.	 These	 costs	 could	 be	 classified	 as	 information	 costs,	 bargaining	 costs	
and	monitoring	 costs.	 Together	 these	 have	 been	 defined	 as	 TCs.	 According	 to	 Coase	
(1960),	high	TCs	may	result	in	inefficient	allocation	of	resources.	High	TCs	may	make	
contracts	expensive	and	infeasible	for	poor	and	marginal	farmers.	This	may	impact	the	
adoption	 of	 contracts	 under	 MFRC	 and	 may	 explain	 the	 slow	 adoption	 rates	
particularly	for	emerging	economies.	The	NIE	provides	tools	through	which	barriers	to	
fair	contracting	can	be	recognized.		
	
Limited	attempt	made	 in	 the	existing	 literature	 to	measure	 the	TCs	 incur	by	 farmers	
due	to	lack	of	enforcement	in	the	contract.	The	study	attempt	to	see	how	the	reduction	
in	 the	opportunistic	behavior	and	 in	 the	absence	of	asymmetric	 information	 leads	 to	
increase	 in	 farmers’	 income	 or	 reduction	 in	 the	 TCs.	 This	 study	 estimates	 the	 TCs	
incurred	by	farmers	across	different	institutional	arrangement	of	MFRC.	We	consider	
production	contracts	(PCs)	and	marketing	contracts	(MCs)	as	they	are	systematically	
different.	PCs	are	characterized	by	fixed	prices	and	provision	of	input	supply	whereas	
MCs	are	characterized	by	providing	technical	guidance	on	chemical	and	fertilizers	and	
higher	 price	 compared	 to	 the	 traditional	 market.	 This	 study	 further	 measures	 the	
impact	of	TCs	on	profits	and	yield	for	different	forms	of	MFRC	(PCs	and	MCs)	and	on	
TMC.	
	
Objective	
This	 study	empirically	measures	 the	TCs	 incurred	by	 the	 farmers	 across	different	of	
MFRC	arrangement.	This	study	would	help	in	implementing	policies	aimed	at	reducing	
TCs.	 This	 may	 provide	 directions	 to	 design	 a	 more	 favorable	 contract	 in	 order	 to	
increase	 adoption	 rates.	 This	 study	 contributes	 to	 the	 existing	 literature	 in	 the	
following	way,	 first,	 this	 is	 first	 study	 to	 empirically	measure	 the	TCs	 for	 perishable	
crop.	 Second,	 the	 study	 analyzes	 the	 role	 of	 different	 institutional	 arrangement	 for	
reducing	TCs	incurred	by	the	farmers.			
	
Empirical	Framework,	Method	
We	 used	 a	 utility	 maximization	 framework	 of	 growers	 who	 involved	 Chili	 farming.	
Expected	utility	depends	upon	the	profits	from	the	choice	of	the	two	different	types	of	
MFRC	 and	 TMC.	 Hotelling’s	 Lemmma	 is	 used	 for	 deriving	 TCs.	 TCs	 are	 classified	 as	
information	costs	(ICs),	bargaining	costs	(BCs)	and	monitoring	costs	(MCs)	incurred	by	
farmers	with	MFRC	with	PC,	MC,	and	TMC	participation.	TCs	are	 influenced	by	many	
factors	such	as	participation	in	MFRC	,	price	uncertainty,	price	discovery	costs,	product	
quality	 uncertainty,	 rejection	 rate,	 frequency	 of	 sale,	 lack	 of	 information	 on	 the	
reliability	 of	 the	MFRC,	 as	well	 as	 farm,	 and	household	 characteristics.	 The	outcome	
variables	(ICs,	BCs,	MCs,	TCs	and	Net	Profits)	were	estimated	using	PCM.		
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PCM	 compares	 outcomes	 between	 only	 those	 MFRC	 (“Treated”)	 and	 traditional	
(“Control”)	 farmer	 that	 are	 similar	 in	 term	 of	 other	 observable	 characteristic	 (i.e.,	
education,	 age),	 therefore,	 reducing	 the	 selection	 bias	 that	 would	 have	 been	 occur	
otherwise	 when	 the	 two	 groups	 are	 systematically	 different	 (Rao	 et	 al.	 2010).	 The	
study	 applies	 NNM	matching	 estimator	 which	 is	 an	 important	 and	 most	 commonly	
used	method.	The	NNM	method	picks	each	treated	unit	(MFRC	farmers)	and	searches	
for	 the	control	unit	 (TMC	 farmers)	which	has	 the	closest	propensity	matching	score.	
The	main	interesting	feature	of	NNM	is	that	all	the	treated	units	find	a	match	(Mishra	
et	al.,	2018).	
	
Data	Collection	
The	 primary	 survey	 was	 conducted	 in	 2017	 from	 the	 Kolar	 Districts	 of	 Karnataka.	
Kolar	 district	 is	 known	 for	 having	 highest	 number	MFRC	 and	major	 Chili	 producing	
area.	We	interviewed	300	chili	households	with	100	each	under	MFRC	with	PC,	MFRC	
with	MC	 and	 TMC,	 respectively.	 Stratified	 sampling	method	 applied	 for	 selected	 the	
farmers.	The	questionnaires	were	designed	to	obtain	 information	on	a	wide	range	of	
potential	 TCs	 variables	 which	 incur	 due	 to	 opportunistic	 behavior,	 asymmetric	
information	and	asset	specificity	and	price	and	grading	standards	uncertainty.	
 

Preliminary	Results:		
We	found	that,	TCs	are	significantly	higher	for	MFRC	farmers	as	compared	to	TMC.	TCs	
accounted	for	14.5%	share	in	the	total	costs	for	chili	in	the	MFRC	whereas	in	the	TMC,	
the	TCs	were	less	than	5%	in	both	the	commodities.	Most	of	the	existing	studies	have	
neglected	 to	 capture	 the	 TCs	 and	 overestimated	 the	 benefits	 from	 MFRC.	 Second,	
looking	 at	 the	 breakup	 of	 TCs;	 monitoring	 cost	 accounted	 for	 65%	 followed	 by	
negotiation	costs,	28.7%	and	information	costs,	6.3%,	respectively.	Third,	in	relatively	
perfect	 markets,	 in	 the	 absence	 of	 asymmetric	 information,	 the	 TCs	 reduce	
substantially	 by	 around	 50%	 for	 PCs	 relative	 to	 TMC	 and	 22%	 for	 MC.	 Fourth,	 the	
study	found	that	when	the	MFRC	fixed	the	crop	price	in	advance,	the	TCs	reduced	by	
35%.	 Further,	 the	 study	 revealed	 that	 with	 institutional	 intervention,	 and	 proper	
enforcement,	 the	 TCs	 would	 decrease	 by	 32%.	 It	 intends	 to	 guide	 policymakers	 to	
remove	 the	barriers	which	 lead	 to	high	 information	 cost,	monitoring	and	bargaining	
costs.	Removal	of	barriers	is	expected	to	reduce	TCs	and	enhance	marginal	and	small	
famer’s	incomes.	
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Lacaza,	 Rutcher1:	 Patterns	 of	 Transfers	 in	 the	 Philippines:	 An	
Analysis	of	Who	Gives	and	Receives	More	
	
Abstract:	This	paper	will	investigate	the	patterns	of	private	transfers	in	the	Philippines	
using	 the	 Family	 Income	 Expenditure	 Survey	 (FIES)	 2015.	 It	 will	 perform	 descriptive	
analysis	on	net	transfers,	using	the	identified	determinants	for	a	household	to	be	either	a	
net	receiver	or	a	net	giver.	It	will	also	perform	multiple	regression	analysis	on	transfers	
received	 and	 income	 to	 examine	 the	 motives	 for	 giving	 transfers.	 It	 will	 also	 use	 the	
binary	 logistic	 regression	 to	 estimate	 the	 probability	 that	 a	 characteristic	 is	 present	
given	 the	values	of	 explanatory	variables.	This	 study	aims	 to	provide	evidence	whether	
transfers	in	the	Philippines	are	motivated	by	either	altruism	or	strategic	exchange.	It	 is	
important	 to	 understand	 the	 nature	 of	 transfers,	 to	 ensure	 that	 government	 transfer	
programs	are	properly	designed	and	targeted	and	to	prevent	the	duplication	of	private	
safety	nets	already	present	among	the	non-poor.	
	
Introduction	
Private	 transfers	 are	 an	 important	 source	 of	 funds	 for	 households,	 especially	 in	
developing	countries.	They	can	 transmit	patterns	of	 inequality	across	generations	as	
public	transfers	do.	According	to	The	World	Bank,	private	transfers	 involve	transfers	
or	 exchanges	 between	 households	 of	 cash,	 food,	 clothing,	 informal	 loans,	 and	
assistance	 with	 work	 or	 child-care.	 	 Depending	 on	 their	 size,	 private	 transfers	 can	
affect	household	income	and	consumption,	investments	in	human	capital,	fertility	rate,	
and	an	individuals'	savings	and	wealth.		
Private	 transfers	 are	 usually	 extended	 because	 of	 either	 altruism	 or	 exchange.	 The	
altruistic	 explanation	 says	 and	 as	 postulated	 by	 Becker	 in	 his	 “Theory	 of	 Social	
Interactions”	that	households	engage	in	transfer	activities	because	they	are	inherently	
benevolent.	 Donors	 derive	 utility	 from	 helping	 others.	 The	 greater	 is	 the	 recipient’s	
welfare	shortfall,	the	more	transfers	he	extends.	A	rise	in	the	recipient’s	welfare	level,	
on	the	other	hand,	means	a	decrease	in	the	transfers	that	he	receives.	In	other	words,	
the	donor	correspondingly	decreases	the	amount	of	transfers	he	gives	for	every	rise	in	
the	 recipient’s	 wellbeing.	 That	 is,	 the	 increase	 recipient’s	 welfare	 crowds-out	 the	
transfers	he	is	supposed	to	receive.		
On	 the	 other	 side,	 exchange	motivated	 transfers	 predict	 a	 positive	 relation	 between	
private	 transfers	 and	 the	 recipient’s	 welfare.	 Because	 donors	 expect	 something	 in	
return	 (Bernheim,	 Shleifer	 and	 Summers,	 1985),	 the	 donor	 is	 willing	 to	 give	 more	
when	 he	 sees	 that	 the	 recipient	 has	 greater	 capacity	 to	 give	 in	 return.	 Hence,	 no	
occurrence	of	crowding	out.	
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Aim	of	the	Project	
Studying	 private	 transfers	 is	 important	 for	 safety-net	 policies	 because	 it	 provides	
economic	 benefits	 as	 public	 services	 do.	 This	 paper	 will	 investigate	 the	 patterns	 of	
private	transfers	in	the	Philippines	using	the	latest	Family	Income	Expenditure	Survey	
(FIES)	2015.	Moreover,	it	will	seek	to	identify	the	determinants	for	a	household	to	be	
either	 a	 net	 receiver	 or	 a	 net	 giver.	 It	 will	 also	 determine	 the	 motives	 for	 giving	
transfers	in	the	Philippines,	whether	altruistically	motivated	or	not.	It	is	important	to	
understand	 the	 nature	 of	 transfers,	 to	 ensure	 that	 public	 transfer	 programs	 are	
sufficient,	properly	targeted	and	minimizes	adverse	behavior	such	as	crowding	out	of	
private	transfers.	If	effective,	public	transfers	can	play	an	important	role	in	addressing	
current	income	disparities	as	well	as	intergenerational	transmission	of	inequities.	
	
Methodology	
This	study	will	use	the	 latest	(2015)	Family	 Income	and	Expenditures	Survey	(FIES),	
conducted	by	the	Philippine	government’s	National	Statistics	Office	(NSO).	FIES	is	the	
country’s	main	 source	of	detailed	 income	and	expenditure	data	of	 families	 including	
transfers	both	in	kind	and	in	cash,	conducted	every	three	years.	
The	variables	net	 receiver	 and	net	 giver	–	 subject	 of	 this	 study	–	 are	determined	by	
computing	the	net	transfer	(subtracting	total	gifts	from	total	receipts).	The	receipts	are	
defined	as	the	sum	of	cash	received	from	abroad,	cash	received	from	domestic	sources,	
total	gifts	received	and	inheritance.	While	gifts	are	defined	as	the	sum	of	contributions	
and	donations	to	church	and	other	religious	institutions,	contributions	and	donations	
to	 other	 institutions,	 gifts	 and	 contributions	 to	 others,	 and	 gifts	 and	 assistance	 to	
private	 individuals	 outside	 the	 family.	 Both	 in	 kind	 and	 in	 cash	 transfers	 are	
considered	 in	 the	analysis.	 If	 a	household’s	 receipts	 is	greater	 than	 its	gifts	 (positive	
net	transfer),	 then	that	household	is	a	net	receiver.	 If	 the	household’s	receipts	 is	 less	
than	 its	 gifts	 (negative	 net	 transfer)	 then	 that	 household	 is	 a	 net	 giver.	 Households	
who	have	net	 transfer	equal	 to	zero	such	as	households	whose	gifts	and	receipts	are	
equal	and	those	households	who	never	give	and	receive	transfers	are	not	included	in	
the	analysis.		
Using	the	FIES,	this	paper	will	perform	descriptive	analysis	on	net	transfers	received,	
using	 the	 following	 correlates:	 age,	 sex,	 marital	 status,	 employment	 status	 and	
educational	 attainment	 of	 the	 household	 head,	 and	 also	 size,	 location,	 pre-transfer	
income	and	the	number	of	employed	members	of	household.	This	paper	will	also	use	
multiple	 regression	 to	 know	 the	 motives	 for	 transfers	 by	 using	 gross	 transfers	
received	 as	 the	 dependent	 variable.	 Finally,	 this	 paper	 used	 the	 binary	 logistic	
regression	to	estimate	the	probability	that	a	characteristic	is	present	given	the	values	
of	 explanatory	 variables.	 The	 response	 variable	 is	 whether	 a	 household	 is	 a	 net	
receiver	or	a	net	giver.	
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Hypotheses	Testing	
H0:	 The	 odds	 of	 a	 household	 being	 a	 net	 receiver	 does	 not	 depend	 on	 the	 following	

households	head’s	characteristics	such	as	his/her:	
a. age;		
b. sex;		
c. marital	status;		
d. employment	status	
e. educational	attainment	of	the	household	heads,		

H0:	 The	 odds	 of	 a	 household	 being	 a	 net	 receiver	 does	 not	 depend	 on	 the	 following	
household’s	characteristics	such	as:	
a. size;	
b. location;	
c. pre-transfer	income;	and	the		
d. number	of	employed	members	of	the	households.		

H0:	 There	 is	 no	 significant	 relationship	 between	 gross	 receipts	 and	 the	 pre-transfer	
income	of	households.	

	
Expected	Results		
This	 paper	 is	 expected	 to	 provide	 the	 proportion	 of	 households	 in	 the	 Philippines	
involved	 in	private	 transfers	as	well	 as	 their	biggest	 sources	of	 receipts	and	gifts.	 In	
addition,	this	study	will	determine	households	that	are	net	receivers	and	net	givers.	It	
will	also	identify	household	characteristics	which	can	significantly	determine	the	odds	
of	 a	 household	 to	 be	 either	 a	 net	 receiver	 or	 net	 giver.	 Initially,	 the	 household	
characteristics	 considered	 are	 the	 following:	 age,	 sex,	 marital	 status,	 employment	
status	and	educational	attainment	of	the	household	heads,	as	well	as	size,	location,	pre-
transfer	income	and	the	number	of	employed	members	of	the	households.	The	results	
will	 be	 supported	 by	 the	 results	 of	 the	 previous	 studies.	 In	 addition,	 by	 regressing	
gross	 receipts	 on	 (pre-transfer)	 income	 across	 income	 groups	 while	 controlling	 for	
other	household	characteristics,	this	paper	will	provide	evidence	whether	transfers	in	
the	 Philippines	 are	 motivated	 by	 either	 altruism	 or	 strategic	 exchange	 (giving	
conditional	on	 receiving).	 If	 they	are	a	decreasing	 function	of	 income	or	wealth,	 this	
would	 suggest	 that	 transfers	 are	 motivated	 by	 altruism.	 Altruism	 means	 private	
transfers	can	help	equalize	the	distribution	of	income.	Households	with	lower	income	
give	less	but	receive	more,	while	those	with	higher	income	give	more	but	receive	less	
from	the	other	households.	
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Li,	Jing1:	Look	Up	or	Down	With	or	Without	“A	Finger	On”:	The	
Effect	of	Degree	of	Democracy	on	Fiscal	Management	in	
Grassroots	China	
	
Abstract:	 The	 study	 of	 how	 fiscal	 management	 is	 affected	 by	 degree	 of	 grassroots	
democracy	in	authoritarian	regime	has	received	relatively	little	scholarly	attention	yet	is	
important	 for	 understanding	 interactions	 between	 politics	 and	 economics.	 With	 data	
from	a	national	survey	of	communities,	households	and	 individuals	 in	China,	 it	 is	 found	
that	 villages	 without	 upper	 authorities’	 “fingers	 (approving	 lists	 of	 candidates	 for	
elections)	 on”	 are	more	 likely	 to	 raise/get	 less	 fiscal	 revenue,	whereas	 spend	more	 via	
more	 borrowing.	 Specifically,	 they	 get	 less	 transfer	 payment	 from	 above	 and	 levy	 less	
from	 villagers.	 However	 they	 provide	 more	 money	 for	 public	 service	 and	 economic	
investment,	 and	 are	 more	 exposed	 to	 potential	 debt	 crisis.	 Also	 they	 intervene	 less	 in	
households’	income.	More	support	for	productive	investment	and	less	intervention	means	
more	 pro-market	 economy.	 Instrumental	 variable	 and	 Difference-in-Difference	 will	 be	
designed	to	address	endogeneity	concern.	Incentives	to	get	support	from	“up”	or	“down”	
and	 visibility	 of	 fiscal	 arrangements	 for	 different	 supporters	 is	 suggested	 as	 potential	
causal	 mechanisms.	 Robustness	 checks	 will	 be	 done	 employing	 data	 for	 elections	 and	
political	 participations,	 attitudes	 towards	 government	 and	 social	 issues,	 and	 some	
economic	choices.	This	research	will	also	contribute	to	the	literature	on	determinants	of	
public	goods	provision	and	levies.	
	
Introduction	
This	project	takes	advantage	of	grassroots	democracy	in	China	as	a	natural	experiment	
seeking	to	explore	relationship	of	politics	(specifically	degree	of	democracy)	with	fiscal	
management	and	resource	allocation,	and	to	develop	theory	for	potential	mechanisms,	
using	a	national	survey	data	of	communities,	households	and	individuals.	
Since	 late	1980s	China	has	 introduced	elections	at	 the	village	 level.	 In	1998	Law	 for	
Organization	of	Village	Committee	was	enacted.	Until	2010,	when	a	revised	version	of	
the	rural	election	 law	was	written,	almost	all	villages	started	elections.	 Interestingly,	
there	are	still	differences	in	elections	among	villages.	The	one	I	am	interested	in	here	is	
the	degree	of	democracy,	i.e.	how	much	the	election	is	interfered	by	upper	government	
(supervised	 democracy).	 In	 the	 survey	 it	 is	 represented	 by	 the	 question	 “In	 the	 last	
election,	did	the	list	of	director	candidates	need	to	be	approved	by	higher	authorities”.	
As	 is	 put	 by	 Huntington:	 “The	most	 important	 political	 distinction	 among	 countries	
concerns	not	their	 form	of	government	but	their	degree	of	government	(1968,	p.	1)”,	
degree	of	grassroots	democracy	can	be	a	blessed	variation	within	the	same	culture	to	
study	interactions	between	political	pattern	and	economic	behavior.	Foremost,	public	
financial	management	 is	 in	 the	core	of	economic	 reactions.	How	elected	government	
(committee)	arranges	 finance	and	allocates	resource	exemplifies	 its	accountability	 to	
some	specific	groups	grounded	on	 its	 incentive	 for	winning	politics.	And	 this	 in	 turn	
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will	 cause	 according	 economic	 outcomes.	 Furthermore,	 following	Mani	 and	Mukand	
(2007),	“visibility	effect”	matters	for	governmental	resource	allocation.	In	this	sense,	it	
is	 necessary	 to	 distinguish	 between	 “visible”	 and	 “invisible”	 resource	 allocation	 to	 a	
specific	 group	 the	 government	 is	 accountable	 towards.	 The	 fiscal	 management	
variables	include:	total	fiscal	revenue,	fiscal	revenue	from	villagers,	village’s	collective	
economy	 revenue,	 land/housing	 rental	 revenue,	 land	 requisition	 revenue,	 transfer	
payment,	family	planning	fines,	other	revenue,	total	fiscal	expenditure,	administration	
expenditure,	 the	 amount	 distributed	 to	 villagers,	 public	 service	 spending,	 education	
investment,	productive	investment,	collective	economy	investment,	other	expenditure	
and	total	debt.	
				This	 research	 will	 present	 that	 villages	 with	 supervised	 democracy	 are	 more	
accountable	 towards	 upper	 authorities	 than	 their	 counterparts.	 So	 supervised	
democracy	has	a	positive	and	large	effect	on	financial	choices	that	are	friendly	visible	
for	upper	authorities—such	as	less	debt	and	education	investment,	and	unfriendly	for	
villagers—such	 as	 more	 administration	 expenditure,	 less	 public	 service	 and	
productive	 investments,	 and	 moreover	 more	 intervention	 in	 individual	 economy—
charging	 and	 distributing	more	 to	 villagers.	 These	may	 imply	 that	 higher	 degree	 of	
democracy	 under	 authoritarian	 regime	 unconsciously	 leads	 to	 more	 pro-market	
economy.	
				Contributions	 may	 be	 fourfold.	 First,	 this	 project	 establishes	 formal	 relationship	
between	 degree	 of	 grassroots	 democracy	 and	 fiscal	 management,	 which	 has	 not	
received	 adequate	 attention.	 There	 has	 been	 a	 large	 literature	 on	 effects	 of	 specific	
aspects	of	local	democratic	governance	across	countries	(Bravo,	Miquel,	Qian	and	Yao,	
2007).	 Also	 recent	 years	 witnessed	 the	 burgeoning	 emerging	 of	 study	 on	 the	
introduction	 of	 direct	 election	 at	 the	 village	 level	 in	 China,	 as	 well	 as	 public	 goods	
provision	 and	 financial	 revenue.	 However,	 no	 attention	 has	 been	 paid	 to	 degree	 of	
democracy	 nested	 inside	 the	 election	 process,	 let	 alone	 interaction	 between	 it	 and	
fiscal	management.		
				Second,	as	implied	above	already,	this	project	will	complement	the	body	of	research	
on	factors	affecting	public	goods	provision	and	levies.		
				Third,	 exploration	 into	 interactions	 between	 degree	 of	 democracy	 and	 public	
resource	arrangement	may	shed	faint	light	on	politics-economics	nexus	beyond	scope	
within	 one	 country	 or	 one	 single	 culture.	 It	 can	 show	 strengths	 and	 weaknesses	 of	
democracy	with	higher	or	lower	degree.	
				Fourth,	this	research	will	improve	upon	previous	empirical	research	by	utilizing	new	
data	 and	 more	 thorough	 checks	 for	 potential	 mechanisms.	 To	 my	 knowledge,	 the	
existing	studies	about	grassroots	democracy	in	China	mostly	rely	on	data	before	2010,	
when	 the	 democratic	 procedures	 were	 far	 from	 formal	 or	 transparent.	 This	 new	
national	data	is	in	year	2014,	and	more	checks	can	be	done	for	years	2010,	2012	and	
2016	currently,	with	year	2018	and	2022	 in	expectation.	With	 this	data,	 I	am	able	 to	
guard	 estimate	 of	 degree	 of	 democracy	 against	 potential	 biases	 coming	 from	
unobservable	or	blurry	facts	about	informal	and	non-standard	election	systems.	
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Aim	of	the	Project	
This	Project	aims	to	show	that	different	ways	of	organizing	governments	like	degrees	
of	democracy	is	an	important	determinant	of	governments’	resources	organizing	ways	
and	economic	behavior	patterns,	such	as	public	financial	arrangements.	And	it	can	be	
further	 shown	 to	 be	 due	 to	 different	 incentives	 and	 visibilities	 of	 specific	 fiscal	
arrangements.	
	
Hypotheses	and	Methodology		
General	 Hypothesis	 1:	 Village	 Committee	 with	 supervised	 democracy	 is	 more	
accountable	to	upper	authority	(looking	up).	
General	Hypothesis	2:	Village	Committee	chooses	fiscal	arrangement	plans	according	to	
the	visibility	of	a	specific	arrangement	for	whom	it	is	accountable	to.	
Synthetic	Hypothesis	1:	Village	Committee	with	supervised	democracy	is	more	likely	to	
get	more	fiscal	revenue	through	transfer	payment	from	above	and	levy	from	villagers,	
to	 be	 more	 careful	 with	 debt	 and	 expenditures	 that	 are	 more	 visible	 for	 upper	
authority,	and	less	willing	to	cut	administration	budget	that	is	more	visible	for	voters	
than	upper	authority.		
Synthetic	Hypothesis	2:	Village	Committee	without	supervised	democracy	is	more	likely	
to	get	less	fiscal	revenue	due	to	lacking	in	both	transfer	payment	and	levies,	whereas	
more	 tempted	 to	 borrow	 money	 to	 invest	 in	 areas	 that	 help	 local	 production	 and	
welfare,	which	 are	more	 visible	 for	 voters.	 But	 this	 contains	more	 serious	 potential	
debt	 crisis	 issue.	 Also	 the	 committee	 makes	 more	 efforts	 to	 cut	 administration	
expenditure,	but	not	so	much	as	the	existing	literature	show.	
Complementary	 Hypothesis	 1:	 Village	 Committee	 with	 supervised	 democracy	
intervened	economy	more	directly.	
Complementary	Hypothesis	 2:	 Villagers	 in	 villages	without	 supervised	democracy	 are	
likely	to	be	more	politically	and	economically	active	and	satisfied.	
Methodology:	
This	 is	 an	 empirical	 research.	 Basic	 data	 is	 cross-sectional.	 OLS	 is	 used	 for	 baseline	
regressions.	
Considering	possibilities	that	more	developed	economy	or	stronger	fiscal	capacity	may	
result	 in	 tighter	 connection	 with	 upper	 authority,	 or	 special	 unobserved	
characteristics	 at	 the	 village	 level	 may	 lead	 to	 both	 pro-market	 style	 of	 fiscal	
management	and	more	democratic	elections—such	as	 local	 tradition	of	 liberalism	or	
higher	level	of	entrepreneurship	of	local	leaders	etc.,	concern	about	endogeneity	has	to	
be	 addressed.	 I	 will	 employ	 geographical	 characteristics	 that	 affect	 decision	 of	
controlling	villages	by	upper	authorities	as	instrumental	variables.	Also,	at	the	end	of	
2018,	 latest	 version	of	 election	 law	extended	 term	of	 office	 from	3	 years	 to	5	 years.	
This	will	 affect	 the	 two	groups	of	democracies	distinctly.	With	expected	data	of	next	
rounds	in	2018	and	2022	(every	four	years	for	community	level	survey	and	two	years	
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for	households	and	 individuals),	DID	design	can	be	 implemented	 to	prove	 the	causal	
relationship	more	convictively.	
Panel	 data	 of	 communities	 combined	 with	 households	 and	 individuals	 will	 be	
employed	to	further	reveal	potential	mechanisms	and	do	robustness	checks.	Promising	
variables	include	those	related	to	politics	participation,	attitudes	towards	government	
and	social	issues,	and	some	economic	choices	etc.		
	
Expected	Results	
Dependent	variables	 (on	a	per	 capita	basis)	with	positive	 coefficients	of	 explanatory	
variable	(1	for	with	supervised	democracy,	and	0	for	the	opposite):	total	fiscal	revenue,	
share	 of	 total	 fiscal	 revenue	 in	 GDP,	 (share	 of)	 fiscal	 revenue	 from	 villagers,	 land	
requisition	 revenue,	 village’s	 collective	 economy	 revenue,	 land/housing	 rental	
revenue,	(share	of)	transfer	payment,	(share	of)	family	planning	fines,	(share	of)	other	
revenue,	 total	 fiscal	 expenditure,	 administration	 expenditure,	 amount	 distributed	 to	
villagers,	education	investment,	and	other	expenditure.	
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Markhaichuk,	Maria1:	Intellectual	Capital	as	a	Basis	for	Innovative	
Development		
	
Abstract:	 The	 purpose	 of	 this	 project	 is	 to	 investigate	 the	 link	 between	 intellectual	
capital	and	innovative	development	on	the	example	of	Russian	regions.	The	study	is	based	
on	 the	 data	 on	 85	 Russian	 regions	 for	 the	 2013-2016	 years	 from	 Unified	
Interdepartmental	 Information	 and	 Statistical	 System	 (EMISS)	 and	 Federal	 State	
Statistics	 Service	 of	 the	Russian	 Federation.	We	 plan	 to	 employ	 panel	 regressions	with	
random	 or	 fixed	 effects	 to	 estimate	 impact	 of	 intellectual	 capital,	 VAIC	 and	 their	
components	 on	 the	 indicators	 of	 regional	 innovative	 development.	 We	 expect,	 that	
regression	analysis	will	confirm	the	significant	and	positive	impact	of	intellectual	capital,	
VAIC,	 and	 their	 components	 on	 the	 indicators	 of	 innovative	 development	 of	 Russian	
regions.	 The	 study	 results	 can	 be	 used	 by	 state	 bodies	 in	 the	 formation	 of	 innovative	
development	strategies	for	future	periods	and	in	the	development	of	measures	to	achieve	
the	targets	of	the	current	strategy.	
	
Introduction	
In	 the	 light	of	 the	recent	external	political	challenges,	an	 increase	 in	 the	efficiency	of	
Russia’s	 innovative	 activity	 is	 one	 of	 the	 necessary	 conditions	 to	 transit	 to	 a	 new	
economic	 policy	 focused	 on	 accelerating	 socio-economic	 development,	 on	
technological	renovation	and	knowledge	economy	(Fedotova	et	al.,	2016).	
There	 is	 a	 demand	 to	 develop	 and	 implement	 new	 methods	 for	 the	 formation	 of	
innovative	 strategies	 and	 the	management	 of	 the	 innovative	 process	 (Kudryavtseva	
and	Shinkevich,	2015).	
The	maintenance	of	the	efficient	transition	to	the	knowledge-based	economy	is	stated	
in	the	Concept	of	the	long-term	socio-economic	development	of	the	Russian	Federation	
until	 2020,	 while	 the	 transfer	 of	 the	 Russian	 economy	 to	 the	 innovative	 path	 of	
development	 is	 the	 goal	 of	 the	 Strategy	 of	 innovative	 development	 of	 the	 Russian	
Federation	 until	 2020.	 However,	 the	 researchers	 note	 the	 impossibility	 of	 achieving	
the	goals	of	the	Strategy	in	the	appropriate	time	(Rudakov	and	Akhmetova,	2017).	
Since	 innovations	 essentially	 draw	 upon	 deployed	 knowledge,	 finding	 association	
between	innovation	on	the	one	hand	and	various	aspects	of	intellectual	capital	(IC)	and	
knowledge	flows	on	the	other	hand	is	interesting	(Nguyen,	2018).	
Recent	studies	are	devoted	to	the	measurement	of	regional	IC	(Nitkiewicz	et	al.,	2014,	
Trequattrini	et	al.,	2018),	including	regional	IC	in	the	Russian	Federation	(Kireeva	and	
Galiakhmetov,	2015,	Kotenkova	and	Korablev,	2014,	Markhaichuk	and	Zhuckovskaya,	
2019,	 Tsertseil	 and	Ordov,	 2017),	 as	well	 as	 to	 the	 investigation	 of	 the	 relationship	
between	 IC,	 its	 components	 and	 innovative	 activity,	 potential	 and	 development	
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(Fedotova	 et	 al.,	 2016,	 Echebarria	 and	 Barrutia,	 2013,	 Leitner,	 2015,	 Panshin	 and	
Tobien,	2016,	Santos-Rodrigues	et	al.,	2015).	
However,	in	general,	in	all	regions	of	the	Russian	Federation,	the	relationship	between	
IC	and	innovative	development	has	not	yet	been	studied.		
	
Aim	of	the	Project	
The	 aim	 of	 this	 project	 is	 to	 investigate	 the	 link	 between	 intellectual	 capital	 and	
innovative	development	on	the	example	of	Russian	regions.	
	
Hypotheses	and	Methodology	
The	following	hypotheses	are	to	be	tested:	
H1:	IC	and	its	components	have	positive	impact	on	innovative	development	of	Russian	
regions.	
H2:	 VAIC	 and	 its	 components	 have	 positive	 impact	 on	 innovative	 development	 of	
Russian	regions.	
H3:	IC	and	its	components	have	positive	impact	on	VAIC	and	its	components.	
The	framework	of	this	study	was	developed	based	on	the	three-component	IC	model	
(human,	structural	and	relational	capital)	and	the	VAIC	model	(Fig.	1).	We	included	the	
VAIC	model	 in	 our	 study	 to	 complete	 the	whole	 picture	 of	 RIC	 on	 the	 other	 level	 –	
organizations.	 The	 VAIC	model	 is	 used	mainly	 for	 direct	 evaluation	 of	 IC	 of	 specific	
companies,	 but	 it	 can	 be	 applied	 to	 study	 the	 value	 added	 of	 organizations	 at	 the	
regional	level	and	assess	its	impact	on	the	innovative	development	of	regions.	
Fig.	1:	Theoretical	framework	

	
Source:	author’s	elaboration	
Based	on	 available	 statistical	 data	 for	Russian	 regions	we	 formed	a	 set	 of	 indicators	
characterizing	 the	 IC.	 The	 resulting	 set	 of	 indicators	 for	 assessing	 IC	 is	 presented	 in	
Table	1.	
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Tab.	1:	Intellectual	capital	indicators	within	three-component	IC	model	
IC	

components	 Variable	 Variable	description	

Human	
capital	(HC)	

HC1	 Funding	of	higher	education	institutions	

HC2	
The	 share	 of	 the	 employed	 population	 aged	 from	25	 to	 64	
years,	 who	 has	 higher	 education	 in	 the	 total	 number	 of	
employed	population	of	this	age	group	

HC3	 Share	of	highly	skilled	workers	in	the	total	number	of	skilled	
workers	

HC4	 Graduation	from	postgraduate	school	with	thesis	defense	

HC5	 Employment	rate	
HC6	 GRP	per	capita	

HC7	 Labor	productivity	index	

HC8	 The	growth	of	high-performance	workplaces	

Structural	
capital	(SC)	

SC1	 Domestic	costs	of	R&D	

SC2	 Share	 of	 domestic	 expenditures	 on	R&D,	 as	 a	 percentage	 of	
gross	regional	product	

SC3	 Investments	of	organizations	in	technological	innovations	
SC4	 Special	costs	associated	with	environmental	innovation	

SC5	 The	cost	of	technological	innovation	of	small	enterprises	

SC6	
Submission	 of	 applications	 by	 Russian	 applicants	 for	 state	
registration	 of	 intellectual	 activity	 results	 and	 means	 of	
individualization		

SC7	 Issue	 of	 patents	 and	 certificates	 for	 results	 of	 intellectual	
activity,	means	of	individualization	

SC8	 Use	of	intellectual	property	

Relational	
capital	(RC)	

RC1	 Investments	 from	 abroad	 in	 fixed	 assets,	 including	
intellectual	property	and	ICT	

RC2	 Number	of	export	agreements	
RC3	 Number	of	import	agreements	

RC4	

Technology	 export	 receipts	 under	 agreements	with	 foreign	
countries	 (receipts	 from	 engineering	 services,	 R&D,	 know-
how,	patents	for	 invention,	utility	models,	 industrial	design,	
trademarks	etc.)	

Source:	author’s	elaboration	
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The	Value	Added	 Intellectual	 Coefficient	 estimation	procedure	 is	 given	below	 (Pulic,	
2004):	

VAIC	=	ICE	+CEE	 	 	 (1)	
ICE	–	intellectual	capital	efficiency	is	obtained	by	adding	up	the	partial	efficiencies	of	
human	and	structural	capital:	ICE=HCE+SCE;	
HCE	–	human	capital	efficiency:	HCE	=	VA/HC;	
SCE	–	structural	capital	efficiency:	SCE	=	SC/VA;	
CEE	–	capital	employed	efficiency:	CEE	=	VA/CE;	
VA	–	value	added	is	calculated	as	the	difference	between	total	sales	(OUT)	and	material	
costs	(INPUT);	
SC	–	structural	capital:	SC=	VA	–	HC;	
CE	–	capital	employed:	book	value	of	the	net	assets.	
According	to	Strategy	of	innovative	development	of	the	Russian	Federation	until	2020	
monitored	 target	 indicators	 of	 innovation	 development	 that	 can	 be	 assessed	 at	 the	
regional	level	are:	
1.	Volume	of	innovative	goods,	works,	services.	
2.	 Share	 of	 innovative	 goods,	 works,	 services	 in	 the	 total	 volume	 of	 goods	 shipped,	
works	performed,	services	provided	by	industrial	production	organizations.	
3.	Share	of	organizations	implementing	technological	innovations	in	the	total	number	
of	organizations	surveyed.	
4.	Share	of	organizations	implementing	technological	innovations	in	the	total	number	
of	industrial	production	organizations.	
We	will	use	them	as	dependent	variables	Y1,	Y2,	Y3	and	Y4	respectively.	
We	have	collected	data	on	85	Russian	regions	 for	 the	2013-2016	years	 from	Unified	
Interdepartmental	 Information	 and	 Statistical	 System	 (EMISS)	 and	 Federal	 State	
Statistics	 Service	 of	 the	Russian	 Federation.	 Panel	 regressions	with	 random	or	 fixed	
effects	 will	 be	 employed	 to	 estimate	 impact	 of	 intellectual	 capital,	 VAIC	 and	 their	
components	on	the	indicators	of	regional	innovative	development.	
	
Results	 	
We	 expect	 that	 regression	 analysis	 will	 confirm	 significant	 and	 positive	 impact	 of	
intellectual	 capital,	 VAIC,	 and	 their	 components	 on	 the	 indicators	 of	 innovative	
development	 of	 Russian	 regions.	 Also,	 we	 expect	 to	 find	 out	 which	 components	 of	
intellectual	 capital	 and	 VAIC	 have	 the	 most	 significant	 influence	 on	 the	 innovative	
development	of	Russian	regions.		
If	 the	 hypotheses	 1-3	 will	 be	 confirmed,	 it	 can	 be	 argued	 that	 the	 focus	 on	 the	
development	 of	 IC	 will	 accelerate	 the	 innovative	 development	 of	 the	 regions	 of	 the	
Russian	Federation.	
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The	 study	 results	 can	 be	 used	 by	 state	 bodies	 in	 the	 formation	 of	 innovative	
development	 strategies	 for	 future	 periods	 and	 in	 the	 development	 of	 measures	 to	
achieve	the	targets	of	the	current	strategy.	
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Pushkareva,	Natalia	1:	Losing	Control:	International	Taxation	in	
Era	of	Globalization	
	
Abstract:	The	Organization	for	Economic	Coordination	and	Development	estimates	tax	
revenue	losses	associated	with	aggressive	tax	planning	by	multinationals	at	USD	100-240	
billion	 annually	 which	 equals	 to	 4-10%	 of	 global	 corporate	 income	 tax	 revenues.	 The	
OECD	has	been	working	on	this	problem	for	a	number	of	years,	however,	to	these	day	the	
organization	seems	to	fail	to	address	the	fundamental	problem	underlining	the	issue:	the	
international	 tax	 system	 being	 based	 on	 a	 paradigm	 of	 competition	 rather	 than	
cooperation.	 Such	 competition	 led	 to	 a	 “race	 to	 the	 bottom”	 in	 effective	 corporate	 tax	
rates,	as	a	result	of	which	many	governments	have	problems	with	funding	public	services	
due	 to	 tax	 revenues	 shortages.	 In	 my	 research	 project	 I	 analyze	 opportunities	 for	
replacing	the	competition	paradigm	underlying	international	taxation	with	cooperation,	
which	 would	 reduce	 social-economic	 insecurities	 resulting	 from	 aggressive	 tax	
minimization.	 I	 study	motivation	 of	 the	 actors	 involved	 and	 look	 at	 how	differences	 in	
motivation	 preclude	 actors	 of	 the	 international	 tax	 field	 from	 effective	 cooperation	 in	
fighting	aggressive	 tax	planning	practices	 of	multinational	 corporations.	 I	 also	 explore	
alternative	ways	of	 funding	 services	 traditionally	 considered	as	 “public”,	given	 the	new	
welfare	settlement.	
	
Introduction	
The	international	tax	system	in	place	until	recently	was	created	almost	80	years	ago,	in	
times	when	the	economy	was	 industrial	and	 immobile.	The	 international	 tax	rules	of	
that	time	reflected	that,	and	then	stayed	in	place	for	good	eighty	years,	being	applied	to	
completely	different	economic	reality.	It	took	several	international	scandals,	dozens	of	
resonant	press	publications	and	even	street	protests	for	a	change	to	happen.		
Attention	of	 the	 international	 community	was	drawn	 to	 shockingly	 small	 tax	bills	 of	
multinational	enterprises	(MNEs)	and	to	the	fact	that	they,	without	breaking	any	laws	
at	 all,	 were	 capable	 to	 use	 “aggressive	 tax	 planning”	 techniques,	 structuring	 their	
business	in	a	way	that	attracted	less	tax	burden	globally.	To	do	so,	they	use	differences	
in	 tax	 regimes	 of	 different	 jurisdictions	 to	 their	 advantage,	maximizing	 available	 tax	
benefits	and	minimizing	their	total	tax	liability.		
The	 Organization	 for	 Economic	 Coordination	 and	 Development	 (OECD)	 calls	 these	
practices	 used	 by	MNEs	 Base	 Erosion	 and	 Profit	 Shifting	 (BEPS)	 and	 conservatively	
estimates	 tax	 revenue	 losses	 associated	with	 them	 at	 USD	 100-240	 billion	 annually	
which	 equals	 to	 4-10%	 of	 global	 corporate	 income	 tax	 revenues	 [0].	 The	 OECD	 has	
been	working	on	this	problem	for	a	number	of	years,	and	in	2013	it	started	the	BEPS	
project	aiming	to	prevent	MNEs	from	tax	dodging	via	implementation	of	the	15	BEPS	
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Actions	 adjusting	 existing	 international	 tax	 system	 to	 the	 digital	 economy.	 The	 final	
reports	 for	 all	 the	 actions	were	 delivered	 in	 2015,	 and	 although	 they	 definitely	 had	
positive	implications1,	many	researchers	criticized	the	OECD	for	failing	to	address	the	
fundamental	problem	underlining	 the	BEPS	 issue:	 the	 international	 tax	system	being	
based	on	a	paradigm	of	competition	rather	than	cooperation	[0].		
There	 is	 research	 proving	 that	 countries’	 tax	 policy	 choices	 are	 affected	 by	 other	
countries’	 decisions:	 for	 example,	 in	 2008	 article	 “Do	 Countries	 Compete	 Over	
Corporate	 Tax	 Rates?”	 Devereux	 et	 al.	 provide	 empirical	 evidence	 that	 the	 OECD	
member	states	set	corporate	tax	rates	in	response	to	each	other	[0].	Heinemann	et	al.	
in	 their	 2010	 paper	 “Rate-Cutting	 Tax	 Reforms	 and	 Corporate	 Tax	 Competition	 in	
Europe”	 demonstrate	 that	 when	 a	 neighboring	 country	 decreases	 its	 corporate	 tax	
rate,	European	countries	tend	to	drop	their	own	rates	even	more	[0].	This	competition	
resulted	 in	 a	 race	 to	 the	 bottom,	 and	 subsequently	 in	many	 European	 governments	
having	issues	with	funding	public	services	due	to	tax	revenues	shortages.	
In	a	situation	where	some	countries	are	clearly	winning	and	others	are	clearly	losing	
because	 of	 the	 BEPS,	 international	 cooperation	 on	 the	 issue	 is	 extremely	 hard	 to	
ensure,	 especially	 taking	 sovereignty	 concerns	 into	 account.	 However,	 such	
cooperation	is	a	prerequisite	for	fighting	international	tax	evasion	effectively:	as	long	
as	 there	exist	 jurisdictions	offering	generous	 tax	privileges	 to	 international	business,	
many	 companies	 would	 just	 move	 there,	 decreasing	 the	 tax	 revenues	 collected	
worldwide.	 The	 BEPS	 project	 was	 promoted	 by	 the	 OECD,	 an	 organization	 unifying	
“rich”	 developed	 countries	 that	 suffer	 from	 the	 BEPS	 problem	 most.	 However,	
cooperation	 of	 low-tax	 jurisdiction	 is	 absolutely	 necessary	 for	 project’s	 success,	
otherwise	its	effect	will	stay	rather	limited2.	Data	seems	to	prove	limited	success	of	the	
BEPS	 project:	 only	 Amazon	 earned	 $11.4	 bln	 profits	 in	 the	 US	 last	 year	 and	 paid	 0	
(zero)	tax	on	it	[0].	
In	 my	 research	 project	 I	 will	 take	 a	 closer	 look	 at	 how	 decisions	 concerning	
international	 tax	 are	made.	 International	 tax	 policy	making	 involves	multiple	 actors	
such	 as	 national	 administrations,	 civil	 servants,	 MNEs,	 international	 organizations,	
public	 policy	 advisors	 and	 more.	 I	 will	 examine	 how	 different	 factors	 (reputation,	
structure	of	remuneration,	political	concerns,	etc.)	 impact	willingness	of	 these	actors	
to	 cooperate	 and	 their	 decision	making.	 In	 addition,	 I	 examine	 a	 possibility	 of	 using	
game	theory	mechanisms	to	align	 interests	of	 the	actors	and	make	their	cooperation	
more	effective	as	well	as	other	ways	to	nudge	countries	into	collaboration.	While	the	
existing	 literature	mentions	necessity	of	 cooperation	 in	 international	 taxation	and	 in	
some	cases	 tries	 to	apply	game	theory	 to	 illustrate	 interaction	between	the	actors,	 it	
does	not	take	specificity	of	communication	and	actor’s	motivation	in	public	policy	field	
into	 account	 [0].	 The	 ultimate	 question	 of	 my	 research	 is	 whether	 building	 such	
cooperation	 is	 feasible,	 and	 if	 not	 what	 alternative	 ways	 of	 funding	 public	 services	
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could	 be	 available.	 The	 hypothesis	 is	 that	 differences	 in	 motivation	 of	 actors	 and	
thinking	 short-term	 preclude	 countries	 from	 fighting	 tax	 avoidance	 by	 MNEs	
successfully.		For	carrying	out	the	project	I	plan	to	analyze	available	literature	and	data	
as	well	 as	 interview	 actors	 involved	 in	 tax	 policy	making.	 I	 also	 plan	 to	 apply	 game	
theory	analysis	to	international	tax	competition.	
In	 December	 2018	 Pascal	 Saint-Amans,	 a	 Director	 of	 the	 OECD	 Tax	 Administration	
Unit,	 admitted	 that	 the	 BEPS	 project	was	 a	 “patchwork	 on	 leaking	 international	 tax	
system”	and	that	the	real	work	on	fundamental	international	tax	challenges	is	to	start	
now	 [0]1.	 	 It	 gives	me	hope	 that	my	 research	will	 is	well-timed	and	may	have	a	 real	
impact.		
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Akhmetbekov,	Dias1:	Effect of Political Repressions on Trust in 
Russia	
	
Abstract:	 Between	 1930	 and	 1960	 tens	 of	millions	 of	 people	were	 forcibly	 sent	 to	 the	
Stalinist	camps.	In	the	social	sciences	this	historical	event	can	be	considered	as	a	natural	
experiment.	In	our	opinion,	the	social	norms	of	prison	life	like	“Do	not	trust,	do	not	fear,	
do	 not	 ask”	 could	 spread	 to	 the	 next	 generations	 living	 in	 those	 regions	 in	 which	 the	
Gulag	 camps	 were	 located	 and	 it	 could	 be	 reflected	 in	 a	 lower	 level	 of	 trust	 in	 local	
authorities	and	the	government	generally.	
	
Introduction	
Between	1930	and	1960	tens	of	millions	of	people	were	 forcibly	sent	 to	 the	Stalinist	
camps.	 In	 the	 social	 sciences	 this	 historical	 event	 can	 be	 considered	 as	 a	 natural	
experiment.	 In	 our	opinion,	 the	 social	 norms	of	 prison	 life	 like	 “Do	not	 trust,	 do	not	
fear,	do	not	ask”	could	spread	to	the	next	generations	living	in	those	regions	in	which	
the	Gulag	camps	were	located	and	it	could	be	reflected	in	a	lower	level	of	trust	in	local	
authorities	and	the	government	generally.		
	
Aim	of	the	Project	
Consequently,	the	main	goal	of	our	study	is	to	test	the	hypothesis	that	in	the	territory	
where	the	Gulag	camps	used	to	be	there	was	a	transmission	of	such	cultural	values	as	
distrust	to	the	state	from	one	generation	to	another.		
	
Hypotheses	and	Methodology	
In	order	to	test	the	hypothesis	about	the	influence	of	the	Gulag	on	the	current	level	of	
trust	in	the	regions,	we	should,	first	of	all,	sort	and	analyze	all	the	available	data	that	
are	 in	 the	 Archives	 of	 the	 history	 of	 the	 Gulag	 (The	 international	 historical,	
educational,	 charitable	 and	 human	 rights	 society	 “Memorial”)	 and	 also	 in	 the	 State	
Archives	of	the	Russian	Federation.	In	addition,	the	main	sources	of	information	on	the	
level	 of	 trust	 and	 control	 variables	 are	 such	 databases	 as	 Life	 in	 Transition	 Survey,	
World	 Values	 Survey,	 European	 Social	 Survey,	 and	 Russian	 Longitudinal	Monitoring	
Survey.	
An	approximate	econometric	model	specification	is	as	follows:	

ln 𝑅𝑒𝑝𝑟𝑒𝑠𝑠𝑒𝑑R =𝑍R𝛼 + 𝑅R𝛽 + 𝑋R𝛾 + 𝜀R,	
𝑇𝑟𝑢𝑠𝑡R = ln 𝑅𝑒𝑝𝑟𝑒𝑠𝑠𝑒𝑑R𝛿 + 𝑅R𝜃 + 𝑋R𝜇 + 𝜖R,	
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where	Repressedi	is	the	number	of	repressed	in	region	i,	Zi	is	the	instrumental	variable,	
𝑅R	 is	 the	dummy	 for	 region	 i,	𝑋R	 is	 the	vector	of	 covariates	 (for	example,	 the	 level	of	
economic	development),	𝑇𝑟𝑢𝑠𝑡R	is		the	level	of	trust	in	region	i.		
In	order	to	obtain	the	first	results	in	this	study	(not	necessarily	interpreted	causally),	it	
will	be	assumed	 that	 it	matters	 	only	where	 the	 repressed	were	 sent	and	not	where	
they	 lived	before	 the	 forced	migration.	Also,	given	that	 the	majority	of	 the	repressed	
remained	to	work	after	being	released	in	the	same	regions	due	to	the	strict	regulation	
of	migration	 by	 the	 Soviet	 authorities,	 I	will	 assume	 that	 the	 prisoners	 remained	 in	
those	regions	where	they	served	their	sentences.	
	
Expected	Results	
As	it	was	said	earlier	I	expect	that	the	regions	where	Gulag	camps	were	located	show	
less	trust	to	local	authorities	and	the	state.	The	main	mechanism	of	transmission	is	the	
descendants	of	 repressed	who	were	most	 likely	brought	up	with	 the	 conviction	 that	
the	state	machine	is	an	absolute	evil.	Also,	the	possible	mechanism	can	be	the	natives	
of	the	settlements	where	the	camps	were	located.		
As	far	as	I	know	serious	empirical	research	explaining	the	long-term	consequences	of	
repression	 in	 the	 countries	 of	 the	 former	 Soviet	 Union	 and	 interpreting	 the	 results	
causally	does	not	exist.	In	my	opinion,	this	work	has	a	great	practical	value	and	can	be	
very	useful,	first	of	all,	for	economic	policy	specialists	since	the	problems	of	trust	and	
social	capital	as	 it	was	shown	by	many	researchers	in	the	social	sciences	are	directly	
related	to	economic	and	social	issues	of	development	of	the	region.	
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Comincini,	Laura1:	Central	Bank	Independence	and	Political	
Pressure	–	How	to	Design	Institutions	to	Deter	Political	Pressure?	
	
Abstract:	 I	model	 a	 game	 between	 the	 government	 and	 the	 central	 bank.	 The	 central	
bank	decides	between	two	states,	has	a	preference	for	the	low-inflation	state,	but	could	
be	pressured	into	the	high-inflation	state	by	the	government.	This	simple	model	provides	
insights	 on	 the	mechanisms	of	 political	 pressure,	 and	on	how	 the	design	of	 institutions	
might	be	used	to	deter	political	pressure	itself.	Preliminary	results	indicate	that	a	central	
bank	 is	 less	 likely	 to	 be	 pressured	 by	 the	 government	 if	 applying	 pressure	 becomes	
costlier,	e.g.	higher	transparency	and	a	free	press.	The	central	bank	is	less	likely	to	give	in	
to	pressure	if	resisting	to	pressure	becomes	cheaper,	e.g.	higher	political	isolation.	Finally,	
there	might	be	a	benefit	in	appointing	a	central	banker	who	assigns	a	positive	weight	on	
output,	 as	 that	 would	 reduce	 the	 instances	 of	 disagreement	 between	 government	 and	
central	bank.	
	
Introduction	
Alesina	 and	 Rosenthal	 (1995)	 reprise	 Grilli,	 Masciandaro,	 and	 Tabellini	 (1991)	 in	
distinguishing	 between	 two	 aspects	 of	 CBI:	 political	 and	 economic	 independence.	
Political	 independence	 is	 the	 ability	 of	 the	 central	 bank	 to	 set	 its	 policy	 objective	
without	any	interference	from	the	government.	Economic	independence	is	the	ability	
of	the	central	bank	to	use	instruments	of	monetary	policy	without	restrictions.	While	
most	central	banks	now	have	legal	economic	independence,	political	independence	is	
in	 most	 cases	 partial.	 Important	 things	 to	 consider	 in	 looking	 at	 the	 political	
independence	 of	 a	 central	 bank	 are	 whether	 the	 appointment	 of	 governor	 and/or	
board	 is	 controlled	 by	 the	 government,	 whether	 the	 participation	 of	 government	
officials	is	mandatory	or	government	approval	is	required,	or	whether	the	role	of	the	
central	bank	is	explicitly	stated	in	the	constitution	(Grilli	et	al.,	1991).		
Nowadays	most	 central	 banks	 have	 economic	 independence.	 Political	 independence,	
however,	varies	and	is	in	general	only	partial.	The	fact	that	political	CBI	is	not	absolute	
clearly	 leaves	 the	 door	 open	 to	 political	 pressure:	 central	 banks	 are	 not	 perfectly	
isolated	from	governments.	When	their	objectives	clash,	the	government	might	try	to	
sway	the	central	bank	to	act	in	accordance	with	political	preferences.	
In	 recent	 months	 we	 have	 been	 observing	 repeated	 instances	 of	 President	 Trump	
pressuring	 the	 Federal	 Reserve.	 Trump	 has	 been	 very	 vocal	 in	 criticising	 the	 Fed	
interest	rate	hikes,	to	the	point	of	describing	the	Fed	as	his	“biggest	threat”,	the	biggest	
and	 only	 problem	 for	 the	 U.S.	 economy,	 and	 saying	 it	 does	 not	 have	 a	 feel	 for	 the	
markets.	The	Trump-Fed	 feud	 is	amply	discussed	 in	 the	press	 (Wells,	2018;	Condon,	
2018b;	Elliott,	2018;	Fleming,	2018;	Rushe,	2018;	Mayeda	and	Dorning,	2018;	Mohsin,	
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2019;	Fleming,	2019a;	Fleming,	2019b;	and	Cassidy,	2019).	Even	the	governor	of	 the	
ECB	 is	 openly	worried	 about	 President	 Trump	 pressuring	 the	 Fed:	 “Draghi,	 in	 Rare	
Move,	Sounds	Concern	Over	Feds	Independence"	by	Look	and	Argitis	(2019).	
This	 is	 not	 an	 isolated	 incident.	 The	 Fed	 was	 pressured	 before:	 President	 Nixon	
pressured	Governor	Burns	to	lower	interest	rates	in	1970–1972	in	an	effort	to	lower	
unemployment	 and	 get	 re-elected	 (Abrams,	 2006).	 It	 is	 not	 an	 American-only	 issue	
either:	 the	central	banks	of	 India,	Turkey,	Russia,	Nigeria,	South	Africa,	and	Thailand	
have	all	been	pressure	in	recent	times	(Condon,	2018a).	At	Davos	2018	the	President	
of	 Argentina	Macri	 was	 questioned	 on	 whether	 he	 had	 been	 pressuring	 the	 central	
bank	 to	 lower	 interest	 rates	 (Mander,	 2018).	 The	 Governor	 of	 the	 Reserve	 Bank	 of	
India	 resigned	 in	 December	 2018	 after	 being	 pressured	 from	 the	 BJP	 government	
(Nag,	 2018).	 The	 Italian	 populist-rightwing	 coalition	 government	 recently	 criticised	
the	Bank	of	 Italy	 for	 its	 involvement	 in	 the	banking	crisis.	The	move	was	extensively	
seen	as	a	threat	to	the	Bank's	independence	(Johnson,	2019).	
Economics	 commentators	 have	 been	 vocal	 in	 ringing	 bells	 about	 the	 global	 trend	 of	
political	 pressure	 and	 the	 risks	 for	 central	 bank	 independence	 (El-Erian,	 2016;	
Münchau,	2016;	Münchau,	2017;	Dizard,	2019;	and	Ward,	2019).	
Empirical	 evidence	 provides	 some	 patterns	 when	 it	 comes	 to	 politically	 pressured	
central	banks.	Governments	seem	to	have	a	preference	for	an	ease	in	monetary	policy.	
This	is	certainly	true	for	the	U.S.	(Havrilesky,	1988	and	Froyen,	Havrilesky,	and	Waud,	
1997),	but	Binder	(2018)	shows	that	it	holds	true	for	central	banks	at	different	levels	
of	independence	and	from	a	very	diverse	set	of	countries.	Binder	(2018)	also	finds	that	
political	pressure	is	more	likely	to	come	from	governments	with	left-wing/nationalist	
executives,	 few	checks	and	balances,	or	weak	electoral	competition.	Pressure	coming	
from	 a	 left-wing	 government	 is	 in	 line	 with	 a	 preference	 for	 an	 ease	 in	 monetary	
policy,	as	that	would	match	the	party’s	political	bias.		
Fry	 (1998)	notes	 that,	 for	his	sample	of	developing	countries,	 it	 is	not	 independence	
alone	 that	 protects	 a	 central	 bank	 from	 political	 pressure,	 but	 rather	 independence	
alongside	 competence.	 The	 two,	 in	 fact,	 are	 probably	 intertwined:	 Fry	 argues	 that	
“independence	 is	 gained	 in	 large	 part	 through	 competence	 and	 the	 ability	 to	
demonstrate	it”	(Fry,	1998;	p.	525).		
It	 is	not	only	 the	perceived	 reliability	and	expertise	of	 a	 central	bank	 that	 isolates	 it	
from	political	pressure.	As	Grilli	 et	 al.	 (1991)	 imply,	 institutions	play	a	key	 role.	The	
way	a	central	bank	is	designed,	and	the	laws	that	regulate	it,	determine	its	quality,	and	
how	easy	it	is	for	the	government	to	politically	pressure	the	central	bank.	Many	central	
banks	get	their	mandate	directly	from	the	government	(e.g.	the	Fed);	some	even	need	
the	 government	 to	 ratify	 their	 decisions	 (e.g.	 the	 Bank	 of	 Italy	 in	 pre-euro	 times).	
Again,	 like	 Binder	 (2018)	 finds,	 a	 central	 bank	 designed	 to	 have	 few	 checks	 and	
balances	will	see	an	increase	in	the	likelihood	of	being	pressured.		
	
	
	



   

  

58 
 

The	Model		
Stochastic,	two-period	game	with	imperfect	information.	Elections	are	held	at	the	end	
of	the	first	period.	The	new	period	starts	when	the	new	government	is	in	power.	The	
government	has	the	choice	to	pressure	the	central	bank	(to	create	an	inflation	surprise	
that	will	boost	output)	or	to	do	nothing.	The	central	bank	normally	prefers	a	policy	of	
low	 inflation,	 but	 might	 be	 induced	 to	 switch	 to	 higher	 inflation	 if	 sufficiently	
pressured	by	the	government.	
This	model	follows	the	early	literature	on	the	interaction	between	the	political	system	
and	 the	monetary	 authority,	 as	 described	 in	 the	 literature	 section.	 Specially,	 it	 joins	
elements	 from	 different	 political	 economics	models.	 The	 government	 is	modelled	 to	
have	a	partisan	bias,	like	in	Alesina's	work	(1987,	1988).	The	central	bank	follows	the	
style	 of	 Barro	 and	 Gordon	 (1983),	 Persson	 and	 Tabellini	 (1990)	 or	 Gärtner	 (2000):	
choosing	policy	to	minimise	costs,	subject	to	the	behaviour	of	the	private	sector.	Even	
when	 voters	 expect	 the	 central	 bank	 to	 create	 an	 inflationary	 surprise,	 the	 fact	 that	
wage	 contracts	 are	 signed	 before	 the	 election	 and	 that	 election	 results	 are	 always	
uncertain	guarantees	that	the	surprise	is	successful	in	boosting	output.		
Pressuring	 the	 central	 bank	 to	 deviate	 from	 their	 optimal	 policy	 is	 costly	 for	 the	
government.	 The	 cost	 represents	 the	 cost	 of	 effort,	 and/or	 the	 opportunity	 cost	 of	
pressuring	the	central	bank	rather	than	engaging	in	different	activities.	For	example,	a	
government	might	be	called	out	from	the	media	for	their	behaviour,	like	it	is	currently	
happening	to	Trump’s	administration	in	the	U.S.	or	it	happened	to	Argentina’s	Macri	at	
Davos	2018.	
The	central	bank	faces	a	cost	as	well.	When	resisting	pressure,	the	central	bank	faces	
the	 opportunity	 cost	 of	 having	 to	 spend	 time	 on	 signalling	 its	 resistance	 to	 the	
government,	 rather	 than	 engaging	 in	 its	 regular	 activities.	 We	 can	 see	 a	 concrete	
example	 of	 this	 in	 the	 Federal	 Reserve	 sending	 rather	 strong	 signals	 in	 response	 to	
President	Trump’s	pressure	(e.g.	Guida,	2018).		
I	find	that	political	pressure	generates	a	positive	inflation	bias.	There	is	no	successful	
political	pressure	when	 the	 government’s	 costs	 are	high,	 or	when	 the	 central	 bank’s	
costs	are	low.		
	
Discussion		
Successful	political	pressure	undoes	 the	benefits	of	 central	bank	 independence.	Over	
two	decades	ago	the	literature	showed	that	leaving	monetary	policy	to	the	government	
was	 creating	 an	 inflationary	 bias,	 and	 advocated	 for	 independent	 central	 banks.	 An	
independent	 central	 bank,	 with	 its	 credibility	 and	 its	 ability	 to	 commit	 to	 the	
announced	monetary	policy,	would	achieve	lower	inflation	with	no	repercussions	for	
real	growth	or	employment	 in	the	 long	run.	Now	political	pressure	reintroduces	that	
inflationary	bias	that	CBI	had	eliminated.	
Political	pressure	also	makes	the	central	bank	less	credible.	To	prove	its	commitment	
to	low	inflation	the	central	bank	has	to	show	it	is	even	willing	to	create	a	recession	to	
achieve	its	goal.	We	can	see	an	example	of	this	in	the	recession	the	U.S.	experienced	in	
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the	early	1980s:	after	President	Nixon	pressured	Burns	to	lower	interest	rates,	Volcker	
was	forced	to	increase	interest	rates	to	slow	down	inflation.	The	economy	contracted.	
Political	pressure	is	ultimately	bad	for	the	economy.	As	my	model	argues	that	there	is	
no	 successful	 political	 pressure	when	 the	 government’s	 costs	 are	 high,	 or	when	 the	
central	 bank’s	 costs	 are	 low,	 the	 next	 step	 is	 to	 make	 it	 more	 expensive	 for	 the	
government	to	pressure,	and	cheaper	for	the	central	bank	to	resist.	
How	 to	 make	 it	 more	 expensive	 for	 the	 government	 to	 pressure?	 By	 holding	 them	
accountable	 for	 it.	 A	 central	 bank	 transparent	 about	 being	 pressured	 and	 press	
inquisitive	 about	 political	 pressure	 attempts	 would	 make	 it	 more	 expensive	 for	 a	
government	to	pressure	the	central	bank.	
How	to	make	it	cheaper	for	the	central	bank	to	resist?	I	believe	the	answer	lies	in	how	
the	institution	is	designed.	Specifically:	
1.	 The	 central	 bank	 should	 be	 accountable	 for	 monetary	 policy	 in	 front	 of	 the	
government,	but	the	government	cannot	be	asked	to	ratify	the	central	bank's	decisions.	
2.	 The	 role	 of	 the	 central	 bank	 should	 be	 explicitly	 stated	 in	 the	 constitution,	 not	
dictated	by	the	government.	
3.	Governors	should	not	be	elected	by	members	of	a	political	party,	and	should	have	no	
political	affiliations	themselves.	
4.	 Central	 bank	 should	 improve	 transparency	 by	 publishing	 the	 minutes	 of	 their	
meetings.	
I	will	discuss	these	more	in	depth	with	a	number	of	case	studies.	
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Kuletskaya,	Lada1:	Spatial	Modelling	of	Voting	Preferences	in	
Russian	Federation	
	
Abstract:	This	paper	is	dedicated	to	determine	the	set	of	economic	and	political	factors	
that	affected	Russian	State	Duma	and	presidential	election	outcomes	and	offers	 spatial	
approach	to	model	voting	results	at	two	data	levels:	for	territorial	election	commissions	
and	for	regional	election	commissions.	Based	on	our	preliminary	data	analysis,	we	found	
that	 there	 are	 dependencies	 and	 patterns	 in	 voting	 for	 Vladimir	 Putin	 and	 Ksenia	
Sobchak	in	neighboring	regions	and,	what	is	more,	this	dependency	is	stronger	for	voting	
in	 favor	 of	 Ksenia	 Sobchak.	 Our	 next	 steps	 will	 be	 compiling	 a	 set	 of	 economic	 and	
political	factors	based	on	Russian	and	foreign	literature,	then	estimating	spatial	models	
on	two	data	sets	mentioned	above,	and	present	the	results	in	scientific	journal,	like	Post-
Soviet	affairs,	Regional	studies,	Electoral	Studies.	
	
Introduction	
In	this	study	we	are	going	to	consider	and	estimate	economic	and	political	factors	that	
had	possible	influence	on	the	vote	results	in	the	Russian	State	Duma	and	presidential	
elections	 in	 the	period	 from	2004	 to	2018	years.	Our	 aim	 is	 to	 find	out	 connections	
among	 enterprise	 activities,	 durations	 in	 inflation,	 unemployment	 rate,	 opposition	
movements,	etc.	and	preferences	in	voting,	turnout	in	Russia	at	regional	level.	
From	the	preliminary	analysis,	we	suppose	that	mentioned	below	factors	had	possible	
impact	on	the	elections	in	Russia:	
¾ GRP	per	 capita,	 the	 level	of	wages,	unemployment	 rate:	 the	higher	 the	GRP	 is,	
wages	in	the	region	are	and	the	lower	the	unemployment	rate	is,	the	more	voters	will	
positively	evaluate	 the	actions	of	 the	 current	government	and	 the	head	of	 state,	 and	
the	more	they	will	believe	in	justice	of	past	presidential	/	parliamentary	elections,	that	
in	 turn	will	 reflect	 on	 turnout	 and	 votes	 for	 president	 /	 political	 party	 currently	 in	
power;	
¾ The	 level	 of	 government’s	 subsidies	 to	 the	 regions:	 subsidies	 can	 be	 proxy	
variable	for	state	programs	for	increasing	the	level	of	wellbeing	in	the	region,	thus,	the	
more	 the	 level	 of	 subsides	 is,	 the	 more	 positively	 the	 voters	 evaluate	 the	 current	
government	and	elections;	
¾ Inflation	 rate:	 a	 high	 inflation	 rate	 is	 often	 associated	 by	 voters	 as	 a	 negative	
fact,	 that	 the	 policy	 of	 the	 Central	 Bank	 of	 the	 country	 does	 not	 work	 effectively	
enough,	consequently	it	can	influence	on	votes	for	president	/	political	party	currently	
in	power;	
¾ The	presence	of	opposition	headquarters	and	protest	movements	in	the	region:	
the	effect	of	increasing	protest	movements,	in	our	opinion,	may	be	twofold:	on	the	one	
hand,	 their	 growth	 of	 them	may	 indicate	 a	 political	 freedom	 of	 citizens,	 and	 on	 the	
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other	hand,	may	indicate	dissatisfaction	of	citizens	with	the	system	of	power	including	
electoral	system.	
In	our	research	we	are	going	to	check	our	suggestions	on	two	data	levels:	for	territorial	
election	commissions	and	for	regional	election	commissions.	The	level	of	territorial	
election	commissions	is	smaller	than	regional	level	and	we	assume	that	such	analysis	
at	micro	level	will	significantly	expand	the	practical	application	of	spatial	modeling	
and	opportunities	to	highlight	correct	directions	of	possible	influence	factors.	In	
addition,	considering	application	of	spatial	modeling	to	the	data,	we	are	going	to	
analyze	how	the	factors	in	neighboring	regions	/	territorial	commissions	influence	to	
each	other.	
It	is	expected	that	this	study	will	help	to	better	understand	how	exactly	the	choice	of	a	
candidate	in	elections	proceeds	in	the	regions,	how	economic	or	political	decisions	and	
activities	in	any	region	will	affect	the	results	of	voting	in	neighboring	territorial	
election	commissions	and	regions.	

	
Literature	Review	
In	the	scientific	literature,	there	are	many	articles	devoted	to	voting	preferences	and	
analysis	of	election	results.	Commonly,	authors	focus	their	analysis	on	new,	unusual	
data	or	on	the	methods	used,	sometimes	simultaneously	on	both.	
For	example,	authors	of	the	article	(Cutts,	Webber,	Widdop,	Johnston,	&	Pattie,	2014)	
confirmed	the	hypothesis	about	the	existence	of	spatial	dependence	of	the	regions:	if	
the	financing	of	the	political	campaign	takes	place	in	some	region	i,	it	allows	to	attract	
a	large	number	of	voters	in	the	neighboring	with	i	regions.		
Authors	of	the	next	article	(Kim,	Elliott,	&	Wang,	2003)	found	that	the	higher	the	
unemployment	rate	is	in	the	region	(at	a	given	level	of	income),	the	more	people	in	the	
region	support	Democrats	than	Republicans.	At	the	same	time,	the	opposite	conclusion	
was	made	regarding	the	level	of	income:	the	higher	the	level	of	income	is	in	the	region	
(at	a	given	level	of	unemployment),	the	more	voters	in	this	region	support	the	
Republicans.	
The	subject	of	the	article	(Coleman,	2018)	were	the	results	of	the	Russian	Duma	
elections	from	1993	to	2016	years.	The	authors	considered	the	psychological	theory	
that	people	in	their	preferences	and	actions	are	subject	to	public	opinion,	the	authors	
called	it	"social	conformity".	As	a	result,	social	conformity	is	increasingly	affecting	the	
results	of	the	vote,	not	only	on	parliamentary,	but	also	on	presidential	elections	in	
Russia.	
We	would	like	to	highlight	the	articles	where	the	method	of	spatial	discontinuity	
design	was	used	to	solve	research	questions	about	voting	results	and	preferences.	We	
offer	to	focus	on	the	paper	(Keele	&	Titiunik,	2014),	because	the	topic	of	this	study	is	
most	similar	to	ours.	The	authors	described	spatial	discontinuity	design	as	a	new	
approach	to	conduct	the	experiment,	in	which	all	regions	are	divided	into	control	and	
experimental	groups.	This	work	helped	a	lot	for	the	active	development	of	the	spatial	
discontinuity	design	method,	for	example	authors	of	the	paper	(Skovron	&	Titiunik,	
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2015)	described	in	detail	the	analysis	and	interpretation	of	this	approach,	its	usage	in	
Stata	and	R.		
Based	on	the	literature	review,	we	would	like	to	note	a	relatively	small	number	of	
studies	about	Russian	data	analysis	and,	what	is	more,	advanced	methods	of	spatial	
econometrics	have	been	applied	mainly	to	foreign	election	data.	In	our	study,	we	
would	like	to	analyze	in	detail	the	impact	of	economic	and	political	factors	on	Russian	
elections,	to	determine	which	factors	influenced	stronger.		
	
Data	and	Methodology	
Firstly,	we	are	going	to	collect	data	from	the	website	of	the	Central	Election	
Commission	(http://www.cikrf.ru,	http://www.vybory.izbirkom.ru),	about	the	results	
of	the	State	Duma	(in	2016,	2011,	2007)	and	presidential	elections	(in	2018,	2012,	
2008,	2004).	The	data	contains	information	about	the	proportion	of	votes	for	the	
nominated	candidates	and	turnout	at	the	level	of	territorial	election	commissions	
(hereinafter	–	TECs),	and	regional	election	commissions	(hereinafter	–	RECs)	in	each	of	
these	years.	
As	for	economic	and	political	factors,	the	data	for	economic	factors	can	be	gathered	
from	Federal	State	Statistics	Service	(www.gks.ru)	at	the	regional	level	for	almost	all	
mentioned	in	Introduction	factors.	As	for	TECs	level,	we	can	collect	data	for	big	
enterprises	from	SPARK	database	and	data	for	accommodation	prices,	that	can	be	
proxy	variables	for	economic	factors.	From	SPARK	several	criteria	can	be	chosen	for	
estimation:	the	number	of	employees	(the	larger	the	enterprise,	the	easier	it	is	to	exert	
influence	through	it),	the	presence	of	a	share	of	state	ownership	(we	imply	that	this	
can	be	a	pressure	channel	for	the	current	government)	and	financial	success	of	the	
enterprise	(as	well	as	accommodation	prices)	can	be	a	proxy	for	economic	
environment	in	the	markets.	
Moreover,	currently	we	are	in	process	of	connecting	TECs	with	the	municipalities.	
After	matching,	for	almost	all	mentioned	in	Introduction	economic	factors	can	be	
collected	from	the	gks	site	for	TECs	too.	
As	for	political	factors,	at	this	moment	we	considering	Navalny	opposition	movements	
as	the	most	influencing	opposition	party	at	the	last	elections,	the	data	of	headquarters	
can	be	gathered	from	his	official	site.	We	plan	to	analyze	past	opposition	movements	
and	add	them	in	the	spatial	modeling.	
In	accordance	with	our	research	goal,	we	are	going	to	spatial	models	for	two	data	sets:	
first	is	where	TEC	is	the	unit	of	observation	and	the	second	is	where	REC	is	the	unit	of	
observation.	The	model	be	constructed	as	follows	below:	
𝑌 = 𝑋𝛽 +𝑊𝑋𝜃 + 	𝜀,	
where	Y	–	%	of	votes	for	a	specific	candidate	or	turnout,	𝑋 = 𝑋-, 	𝑋2	–	economic	and	
political	characteristics	of	specific	TEC	/	region	i,	W𝑋𝜃	-	economic	and	political	
characteristics	of	neighboring	TECs/	regions	in	relation	to	the	TEC	/	region	i,	W	is	a	
neighborhood	matrix	between	TECs	/	regions.	
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As	a	result,	we	will	achieve	direct	(_`a
_ba
)	and	indirect	(_`a

_bc
)	effects	of	political	and	

economic	factors	of	the	TEC	/	region	i,	j	on	the	voting	results	in	the	TEC	/	region	i.	
	
Preliminary	Results	
In	our	research	proposal,	we	want	to	discuss	several	findings	from	the	analysis	of	the	
data	set,	where	the	unit	of	observation	is	TEC.		
While	we	are	collecting	data	from	SPARK	and	gks,	we	estimated	model	simple	model		
𝑌 = 𝑊𝑌𝛾 + 	𝜀	in	order	to	understand	are	there	some	dependences	in	voting	
preferences	and	turnout	among	regions	or	not.	Thus,	we	took	Moscow	region	and	
neighboring	regions	for	analysis.	
Firstly,	we	created	several	neighborhood	matrixes	of	TECs:	

¾ matrix	W1:	Moscow	region’s	TECs	and	neighboring	TECs	from	other	regions	
¾ matrix	W2:	Moscow	region’s	TECs	and	neighboring	TECs	from	Moscow	
¾ matrix	W3:	Moscow	region’s	TECs	only	
Next,	we	calculated	Spearman	coefficients	for:	

¾ Votes	for	Putin,	%	in	2018	and	W1/W2/W3	*Votes	for	Putin,%		
¾ Votes	for	Sobchak,	%	in	2018	and	W1/W2/W3	*Votes	for	Sobchak,%	
as	we	supposed	that	Vladimir	Putin	presents	current	policy	regime	and	Ksenia	
Sobchak	presents	opposition.	
The	results	are	shown	in	Tables	1	and	2.	The	coefficients	are	significant	at	least	at	5%	
of	significance,	and	for	Ksenia	Sobchak	the	linear	dependence	between	two	variables	is	
stronger	(for	all	matrixes).	This	means	that	there	are	strong	linear	dependences	
among	neighboring	TECs,	and	votes	for	Vladimir	Putin	and	Ksenia	Sobchak	are	
correlated	among	neighboring	TECs.	
Table	1.	Spearman	coefficients	between	Votes	for	Putin,	%	in	2018	and	W1/W2/W3	
*Votes	for	Putin,%	(Standard	errors	in	parentheses	***	p<0,01	**	p<0,05	*	p	<0,1)	
	

Coeff.	
Votes	for	Putin,	%	in	2018	and	W1	*Votes	for	
Putin,%	

0,2196*	

Votes	for	Putin,	%	in	2018	and	W2	*Votes	for	
Putin,%	

0,2655**	

Votes	for	Putin,	%	in	2018	and	W3	*Votes	for	
Putin,%	

0,2829**	
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Table	2.	Spearman	coefficients	between	Votes	for	Sobchak,	%	in	2018	and	W1/W2/W3	
*Votes	for	Sobchak,%	(Standard	errors	in	parentheses	***	p<0,01	**	p<0,05	*	p	<0,1)	

	
Coeff.	

Votes	for	Sobchak,	%	in	2018	and	W1	*Votes	for	
Sobchak,%	 0,679***	

Votes	for	Sobchak,	%	in	2018	and	W2	*Votes	for	
Sobchak,%	 0,6381***	

Votes	for	Sobchak,	%	in	2018	and	W3	*Votes	for	
Sobchak,%	 0,6381***	

	
We	also	calculated	Spearman	coefficients	between	Turnout	in	20181,	%	and	
W1/W2/W3	*Turnout	in	2018	,%	and	found	no	linear	dependency	in	turnout	among	
regions,	as	shown	in	Table	3.	
	
Table	3.	Spearman	coefficients	between	Turnout	in	2018,	%	and	W1/W2/W3	*Turnout	
in	2018	,%	(Standard	errors	in	parentheses	***	p<0,01	**	p<0,05	*	p	<0,1)	

	
Coeff.	

Turnout	in	2018,	%	and	W1	*Turnout	in	2018	,%	 -0,086	

Turnout	in	2018,	%	and	W2	*Turnout	in	2018	,%	 -0,057	

Turnout	in	2018,	%	and	W3	*Turnout	in	2018	,%	 0,446	
	
In	addition,	we	took	a	glimpse	at	distribution	and	number	of	Navalny	headquarters	in	
the	period	of	2018	presidential	elections	and	found	that	they	located	across	all	
country,	however	most	part	of	them	were	in	the	eastern	part	of	Russia,	as	presented	in	
Picture	1.	
	
	
	
	
	
	
	
	

                                                             
1 Voter turnout (y) = Number of valid ballots / Number of voters on the electoral roll 
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Picture	1.	Map	of	Navalny	headquarters	1	created	in	a	period	of	presidential	elections	
in	2018	

	
What	is	more,	if	we	take	a	look	at	scatter	graph	between	variables	Votes	for	Putin,	%	in	
2018	and	W1	*Votes	for	Putin,%	with	marking	of	TEC	with	Navalny	headquarter,	we	
found	that	votes	for	Vladimir	Putin	were	quite	low	in	this	particular	TEC	in	
comparison	with	the	majority	of	TECs,	as	presented	in	Graph	1.	
	
Graph	1.	Linear	spatial	dependence	between	Votes	for	Putin,	%	in	2018	and	W1	*Votes	
for	Putin,%	

	
	
	

                                                             
1 Data source: https://shtab.navalny.com/ 
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Conclusion	
As	a	result,	it	can	be	said	that	there	are	strong	linear	dependences	and	patterns	in	
voting	among	neighboring	regions.	In	our	research	we	will	focus	on	two	data	sets	that	
were	mentioned	above	and	try	to	highlight	several	sets	of	economic	and	political	
factors	that	influenced	votes	on	two	different	regional	levels.	We	also	will	use	the	data	
of	opposition	parties	and	activities,	prices	for	accommodation	and	data	of	large	
enterprises	to	identify	how	these	aspects	affected	on	elections.	As	a	result,	we	will	
recognize	what	factors	influenced	more,	define	direct	and	indirect	effects	and	confirm	
(or	reject)	hypothesis	about	spatial	dependency	in	voting	behavior	for	regions.	
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Samkov,	Aleksei	1	(with	Elena	Podkolzina2	and	Michele	Valsecchi3):	
Electoral	 Accountability	 of	 Local	 Politicians	 and	 Corruption	 in	
Public	Procurement:	Evidence	from	the	Russian	Federation	
	
Abstract:	This	paper	estimates	the	effect	of	presence	of	popular	mayoral	elections	in	207	
largest	cities	of	the	Russian	Federation	on	corruption	in	procurement	procedures	set	by	
administrations	of	these	cities.	We	assume	that	when	a	head	of	municipality	is	popularly	
elected	(as	opposed	to	elections	by	a	local	council	of	deputies),	he	has	more	incentives	to	
fight	corrupt	activities.	The	latter	is	represented	in	indirect	signals	of	corruption,	such	as	
lack	of	competitiveness	of	procurement	procedures,	which	we	measure	by	the	number	of	
bidders	 per	 lot	 and	 the	 price	 rebate.	 We	 expect	 to	 see	 a	 significant	 positive	 effect	 of	
presence	of	an	elected	mayor	on	number	of	bidders	per	lot	and	price	rebate	in	procedures	
set	by	 local	administrations.	 In	addition,	we	expect	that	the	presence	of	a	city-manager	
(head	of	 local	administration)	as	a	different	person	will	mitigate	this	effect.	This	paper	
underscores	 the	 importance	 of	 popular	 elections	 in	 reducing	 corruption	 in	 public	
procurement.	
	
Introduction	
Since	 the	 municipal	 reform	 in	 the	 Russian	 Federation	 came	 into	 force	 in	 2006,	 the	
number	of	large	cities	with	directly	elected	mayors	started	to	decrease	dramatically:	it	
fell	 about	 4	 times	 by	 2018	 [1].	 Citizens	 mostly	 oppose	 decisions	 of	 regional	
governments	 to	 cancel	 popular	 elections.	 For	 instance,	 when	 popular	 mayoral	
elections	were	cancelled	in	Yekaterinburg	in	2018,	about	10’000	people	gathered	on	a	
meeting	with	 a	 claim	 to	 keep	 them,	 yet	 their	 demands	were	 ignored	 [2].	 People	 are	
used	to	think	that	local	elections	are	associated	with	representation	and	balancing	the	
power,	which	explains	their	desire	to	elect	mayors.		
There	are	several	 theories	why	elections	are	held	 in	authoritarian	countries,	 such	as	
Russia,	and	what	are	determining	factors	of	their	introduction	or	cancellation.	Reuter	
et	al.	(2016)	[1]	proposed	that	the	main	reason	why	local	elections	take	place	in	a	non-
democratic	state	is	the	possibility	of	cooptation	of	subnational	elites	who	have	access	
to	political	resources	by	allowing	them	to	strengthen	their	power	bases.	However,	our	
paper	 studies	 not	 the	 causes	 of	 popular	 elections	 in	 Russia,	 but	 their	 effects	 on	
corruption.	 It	 is	 a	 common	wisdom	 in	 political	 science	 that	 elections,	 as	 a	 basis	 for	
democracy,	is	one	of	the	instruments	for	maintaining	the	rule	of	law	(Olson	1993	[3]).	
In	 line	 with	 this	 statement,	 we	 believe	 that	 local	 elections	 promote	 anti-corrupt	
activities,	in	particular	those	related	to	public	procurement.	Mayors	who	are	popularly	
elected	have	reelection	incentives	(Ferraz	and	Finan	2011	[4],	Valsecchi	2016	[5])	and	
greater	 overall	 responsibility	 for	 representation.	 Therefore,	we	 analyze	 the	 effect	 of	

                                                             
1Joint Undergraduate Program between the New Economic School and National Research University Higher School of 
Economics, asamkov@nes.ru  
2National Research University Higher School of Economics, Center for Institutional Studies and Department of Applied 
Economics, epodkolzina@hse.ru, 
3New Economic School,  Department of Economics, mvalsecchi@nes.ru 



   

  

70 
 

having	popular	elections	on	competitiveness	of	those	public	procurement	procedures	
where	administrations	of	respective	cities	served	as	customers.	The	idea	of	measuring	
corruption	by	indirect	signals,	such	as	number	of	bidders	per	lot	and	price	rebate,	was	
used	in	Coviello	and	Gagliarducci	(2010)	[6],	who	linked	political	savvy	of	mayors	with	
greater	tenure	period	to	lower	auction	competitiveness	in	Italy.	
We	 use	 a	 unique	 dataset	 on	 220	 largest	 cities	 of	 the	 Russian	 Federation	 (with	 the	
population	more	than	75000	people,	according	to	2010	Census),	which	were	analyzed	
by	Reuter	et	al.	(2016),	combining	data	from	this	paper	with	data	from	Central	Election	
Commission	website	 and	 other	 sources.	 For	 procurement,	 we	 use	 official	 data	 from	
zakupki.gov.ru	website,	collect	data	on	contracts	for	administrations	of	these	cities	and	
transform	it	to	the	contract-procedure	level.	Therefore,	we	assign	each	contract	with	a	
mayor	who	was	in	power	when	the	contract	was	signed,	analyzing	the	effect	of	having	
this	mayor	been	elected	on	number	of	bidders	per	lot	and	price	rebate.	We	expect	that	
this	effect	will	be	positive	for	both	dependent	variables.	
	
Aim	of	the	Project	
The	objective	of	this	paper	is	to	analyze	the	effect	of	presence	of	popular	elections	in	
Russian	 cities	 on	 corruption	 in	 procurement	 procedures	 set	 by	 administrations	 of	
corresponding	cities.	We	believe	that	popularly	elected	mayors	are	associated	with	the	
lower	level	of	corruption,	which	is	measured	by	several	indicators	of	competitiveness	
of	procurement	procedures.	
	
Hypothesis	and	Methodology	
We	 test	 the	hypothesis	 that	 popularly	 elected	heads	of	municipalities	 are	 associated	
with	 the	 lower	 level	 of	 corruption	 than	 those	who	were	 elected	by	 a	 commission	of	
local	deputies.	More	formally,	
There	 is	a	statistically	significant	positive	effect	of	having	a	popularly	elected	mayor	at	
the	time	of	contract	signing	on	the	number	of	bidders	per	lot	and	the	price	rebate	for	the	
winning	 lot	 in	 a	 corresponding	 procurement	 procedure	 of	 a	 tender	 set	 by	 a	 local	
administration	of	one	of	the	analyzed	cities.	
	
Price	rebate	is	calculated	as:	

𝑝𝑟𝑖𝑐𝑒	𝑟𝑒𝑏𝑎𝑡𝑒 ≡
𝑖𝑛𝑖𝑡𝑖𝑎𝑙	𝑝𝑟𝑖𝑐𝑒 − 𝑓𝑖𝑛𝑎𝑙	𝑝𝑟𝑖𝑐𝑒

𝑖𝑛𝑖𝑡𝑖𝑎𝑙	𝑝𝑟𝑖𝑐𝑒 	

The	basic	regression	is	the	simple	time-FE	model	on	the	contract-level:	
𝑦Rlm = 𝛽+𝑒𝑙𝑒𝑐𝑡𝑒𝑑lm + 𝑋Rlmn 𝛽- + 𝜙m + 𝜀Rlm,	

where	𝑦Rlm	 is	one	of	either	number	of	bidders	or	price	rebate,	𝑒𝑙𝑒𝑐𝑡𝑒𝑑lm	 is	a	dummy	
variable	 indicating	 whether	 the	 head	 of	 municipality	 𝑚	 who	 was	 in	 office	 at	 the	
moment	 of	 contract	 signing	 𝑡	 was	 elected	 popularly,	 𝑋Rmn 	 are	 mayors-specific	 and	
contract-specific	 observable	 controls	 and	 𝜙m	 are	 time-fixed	 effects.	 The	 number	 of	
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observations	is	the	total	number	of	procurement	contracts	signed	by	administrations	
of	cities	from	2011	to	2018.	However,	in	additional	regressions	I	am	going	to	separate	
data	 by	 cities	 where	 the	 city-manager	 is	 a	 different	 person	 from	 mayor	 and	 those	
where	mayor	also	serves	as	a	head	of	administration.		
The	main	drawback	of	this	approach	is	an	endogeneity	issue.	The	presence	of	elections	
is	not	assigned	randomly	among	municipalities;	therefore,	the	dependent	variable	may	
be	 explained	 by	 some	 unobserved	 characteristics	 that	 differ	 in	 municipalities	 with	
popular	elections	and	without	them,	which,	in	its	turn,	may	result	in	potential	omitted	
variable	bias.		
Since	 regions	 (subjects)	 in	 Russia	 are	 quite	 heterogeneous,	 corruption	 may	 be	
explained	 by	 some	 unobservable	 characteristics,	 such	 as	 the	 composition	 of	 local	
council	 or	 the	 level	 of	 electoral	 fraud	 in	 the	 region.	 These	 characteristics	 may	 also	
affect	 the	 presence	 of	 local	 elections.	 Therefore,	 it	 may	 be	 helpful	 to	 introduce	 the	
region-level/city-level	observables	and	city-fixed	effects:	

𝑦Rm = 𝛽+𝑒𝑙𝑒𝑐𝑡𝑒𝑑lm + 𝑋Rlmn 𝛽- + 𝑍lmn 𝛽2 + 𝜆l + 𝜙m + 𝜀Rlm,	
It	 is	worth	noting	 that	𝑒𝑙𝑒𝑐𝑡𝑒𝑑lqm	 is	 not	 influenced	by	 characteristics	 of	 the	present	
mayor;	 it	 might	 be	 affected	 by	 characteristics	 of	 the	 previous	 mayor.	 However,	 we	
cannot	 control	 directly	 for	 the	 main	 variable	 that	 affects	 the	 presence	 of	 elections,	
which	is	mayor’s	margin	of	victory	because	it	does	not	make	any	sense	if	that	mayor	
was	not	popularly	elected.	
Another	possible	way	to	handle	potential	OVB	is	to	introduce	the	2SLS	model,	where	
𝑒𝑙𝑒𝑐𝑡𝑒𝑑lm	 is	instrumented	with	previous	mayor’s	margin	of	victory.	Since	we	assume	
that	current	level	of	corruption	does	not	affect	the	outcomes	of	elections	for	previous	
mayor,	and	his	margin	of	victory	explains	the	cancellation	of	popular	elections	(shown	
in	Reuter	al.	(2016)),	this	variable	is	a	valid	instrument.	Hence,	we	restrict	the	sample	
for	 municipalities	 which	 had	 popular	 elections	 for	 the	 previous	 mayor.	 First-stage	
regression	is:	

𝑒𝑙𝑒𝑐𝑡𝑒𝑑lm = 𝛼+𝑝𝑟𝑒𝑣𝑚𝑎𝑟𝑔𝑖𝑛l(mtC) + 𝑀l(mtC)
n 𝛼- + 𝜇lm,	

And	the	second-stage	regression	is:	

𝑦Rm = 𝛽+𝑒𝑙𝑒𝑐𝑡𝑒𝑑lmu +𝑋Rlmn 𝛽- + 𝑍lmn 𝛽2 + 𝜆l + 𝜙m + 𝜀Rlm.	
	
Expected	Results	
We	 expect	 to	 have	 a	 statistically	 significant	 positive	 effect	 of	 presence	 of	 popular	
elections	 on	 the	 number	 of	 bidders	 per	 lot	 and	 price	 rebate	 in	 procurement	
procedures.	 This	 effect	 should	 be	 more	 pronounced	 for	 cities	 where	 mayor	 is	
responsible	for	managing	procurement	for	local	administrations	(i.e.,	where	there	is	no	
city-manager).		
Therefore,	 if	 our	 results	 satisfy	 our	 expectations,	 we	 will	 provide	 an	 empirical	
evidence	 for	 advantages	 of	 popular	 mayoral	 elections	 in	 reducing	 the	 level	 of	
corruption	in	local	procurement.	
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Serebrennikov,	 Dmitrii1:	 Forced	 Digitalization:	 Sociological	
Analysis	 of	 the	 Work	 of	 the	 Coordination	 System	 of	 Russian	
Emergency	Services	“Security	City”	
	
Abstract:	The	work	is	devoted	to	the	study	of	the	centers	of	monitoring	and	coordination	
of	emergency	services	of	the	“Security	City”	system	in	the	municipalities	of	Russia.	For	a	
number	 of	 reasons,	 municipal	 authorities	 are	 engaged	 in	 the	 construction	 of	 centers	
without	 legislative	 financial	 support	 from	the	region	or	 the	 federal	center.	At	 the	same	
time,	the	centers	are	involved	in	coordinating	the	actions	of	all	emergency	services	of	the	
city,	and	also	(ideally)	are	engaged	in	monitoring	the	widespread	security	infrastructure	
in	the	city	(using	the	CCTV	and	various	sensors).	Despite	its	important	“Security	City”	is	a	
“black	box”	and	a	space	of	unclear	goals,	which	are	determined	directly	at	the	level	of	the	
municipality.	To	understand	how	the	centers	work,	research	is	supposed	to	be	conducted	
in	 four	 cities	 using	 qualitative	methods.	 Centers	will	 be	 investigated	 from	 the	 point	 of	
view	 of	 the	 institutional	 structure	 in	 the	 paradigm	 of	 new	 institutionalism,	which	will	
allow	understanding	 the	 general	 structure	 of	 their	work	 and	 finding	 out	 the	 causes	 of	
local	 features	 in	 each	 case.	 The	 study	 is	 at	 the	 stage	 of	 collecting	 and	 analyzing	 the	
collected	material.	
	
Introduction		
In	 1960	 the	 police	 of	 London	 installed	 the	 first	 public	 order	 observation	 camera	 in	
Trafalgar	Square.	Henceforward	the	countries	of	Western	Europe	and	North	America	
brought	different	technical	security	systems	into	play	by	law	enforcers.	Since	the	end	
of	 the	 1990s,	 due	 to	 the	 development	 of	 the	 Internet	 and	 laptop	 computers,	 this	
growth	 has	 become	 truly	 rapid.	 Nevertheless,	 the	 effectiveness	 of	 such	 systems	 still	
raises	questions	in	the	criminological	literature	(eg.	Willis	et	al.	2017)	
In	the	second	half	of	the	2000s,	such	systems	began	to	appear	in	Russian	regions.	The	
discourse	 of	 digitalization	 and	 modernization	 was	 popular	 during	 the	 term	 of	 D.	
Medvedev.	 It	 created	 confidence	 among	 regional	 actors	 that	 such	 programs	 would	
receive	support	from	the	federal	budget.	
As	 a	 result,	 in	 2014	 the	 Russian	 government	 approved	 the	 governmental	 decree	 of	
construction	and	development	of	 the	hardware	and	software	complex	"Security	city"	
(SC).	 Monitoring	 centers	 were	 envisaged	 as	 the	 main	 link	 in	 these	 systems.	 The	
monitoring	center	 in	 the	study	refers	 to	an	 institution	which	 is	 to	observe	CCTV	and	
various	 detectors	 in	 the	 city	 and	 coordinate	 the	 actions	 of	 all	 the	 main	 emergency	
services	 of	 the	 municipality	 (firefighters,	 police,	 ambulance,	 gas	 services,	 rescue	
services,	maintenance	crews,	etc.).	This	study	will	analyze	only	the	work	of	the	centers	
with	CCTV	because	video	surveillance	systems	are	one	of	the	main	elements	of	the	SC	
systems	in	different	cities.	
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According	 to	 the	 governmental	 decree	 and	 other	 documents,	 municipalities	 had	 to	
implement	 the	program	at	 their	 own	budget	 by	2018.	The	passing	of	 the	 regulatory	
legal	 act	was	 accompanied	by	 conflicts	 of	 interests	 among	various	 federal	ministers,	
which	delayed	the	process	of	creating	common	standards	for	the	system.	Regardless,	
municipalities	remained	in	charge	of	 its	construction,	and	financial	 investment	in	the	
development	 of	 SC	 has	 steadily	 increased	 in	 recent	 years1.	 The	 explanation	 for	 this	
growth	 can	 serve	 as	 a	 confirmation	 of	 the	 theory	 of	 optimum	 enforcement	 of	 laws	
developed	by	Gary	Becker.	According	to	the	theory,	an	improvement	in	the	technology	
of	 catching	 a	 criminal	 leads	 to	 an	 increase	 in	 the	 optimal	 value	of	 the	probability	 of	
catching	a	criminal	and	a	decrease	in	the	optimal	value	of	the	severity	of	punishment	
for	a	crime.	(Becker,	1968).	Such	systems	seemed	effective	because	they	could	reduce	
transaction	costs	 in	 the	 interaction	between	 the	municipality	 (to	which	 they	belong)	
and	emergency	services.	
But	the	short	deadline	for	implementation	and	poor	supervision	by	the	federal	center	
resulted	in	a	diversity	of	models	developed	by	the	municipal	monitoring	centers.	From	
the	preliminary	study,	 two	main	models	can	be	extracted:	private	 (in	 this	case,	SC	 is	
outsourced	 to	private	security	companies	or	private	emergency	control	 centers)	and	
municipal	(by	adopting	existing	emergency	control	centers	 in	the	municipality	to	the	
needs	of	SC	centers).	In	practice	the	choice	between	the	two	models	was	often	made	on	
the	 spot	 and	 depended	 on	 municipal	 budget	 constraints.	 If	 such	 systems	 are	 to	 be	
developed	in	the	future,	a	clear	estimate	of	the	effectiveness	of	various	models	would	
be	 required.	However,	 in	 the	absence	of	 sufficient	data	 it	 is	difficult	 to	develop	clear	
criteria	 for	choosing	between	different	models,	a	problem	that	 is	exacerbated	by	 the	
lack	of	studies	on	the	economics	of	security	and	law	enforcement	on	Russian	material	
(the	exception	is	eg.	Vasilenok,	Yarkin,	2018).	
	
The	Aim	of	the	Project	
Although	 the	 manifest	 goal	 of	 SC	 work	 is	 the	 provision	 of	 security	 and	 law	
enforcement,	de	facto	it	is	a	field	of	uncertainty	in	which	the	municipality	as	a	principal	
has	to	conclude	the	most	advantageous	contract	with	an	agent	in	order	to	create	and	
implement	the	system.	Due	to	the	wide	variety	of	models	for	constructing	SC	and	the	
lack	of	data,	it	is	not	clear	whether	municipalities	are	achieving	the	stated	objective	of	
providing	security	as	a	valued	public	good.	
The	 purpose	 of	 the	 study	 is	 to	 answer	 two	 questions:	 which	 model	 works	 more	
effectively	to	ensure	security	and	how	we	can	evaluate	the	efficacy	of	these	centers	in	
general?	The	study	 is	 in	an	exploratory	stage	 in	view	of	 the	absence	of	 research	and	
data.	Therefore,	 such	a	broad	statement	of	 the	question	seems	 legitimate	(Paneyakh,	
Titaev,		Shklyaruk,	2018,	451).	
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Hypotheses	
Hypothesis	1:	According	to	expert	estimates,	the	private	model	is	more	effective	than	
the	public	 (municipal)	 one	because	 the	 cost	 of	 outsourcing	 is	 lower	 than	 the	 cost	 of	
maintaining	such	centers	at	municipal	expense.	
Hypothesis	2:	The	efficiency	of	the	SC	is	higher	in	those	municipalities	where	various	
systems	of	municipal	security	existed	before	its	construction.	
Hypothesis	 3:	 In	 cases	where,	 for	 some	 reason,	 the	 centers	 have	 links	with	 regional	
rather	than	municipal	authorities	they	will	be	more	efficient	(it	is	worth	saying	that	SC	
is	 often	 linked	 with	 another	 system	 –	 “Number-112”,	 which	 has	 a	 under	 the	
jurisdiction	of	regional	authority).	
	
Methodology	 	
The	 study	 began	 in	 September	 2018	 and	 is	 ongoing.	 Despite	 the	 virtual	 absence	 of	
literature	on	measuring	 the	effectiveness	of	a	bureaucratic	organization	 in	providing	
security,	 there	 are	 a	 number	 of	 studies	 analyzing	 municipal	 monitoring	 centers	 in	
organizational	 studies	 and	 the	 new	 sociological	 institutionalism.	 Important	 work	 is	
devoted	 to	 the	 management	 and	 operation	 of	 smart	 cities	 in	 general	 and	 crime	
monitoring	centers	in	particular	(Batty	2015,	Monahan	2007).	Sarah	Brayne	's	article	
describes	 the	 results	 of	 her	 overt	 observation	 project	 at	 one	 of	 the	most	 technically	
advanced	 police	 monitoring	 centers	 in	 America.	 It	 shows	 how	 the	 FBI	 and	 CIA	
technologies	 penetrate	 the	 work	 of	 the	 lower-level	 police,	 intensify	 discrimination	
against	 the	 poorest	 people	 and	 incentivizing	 new	 commercial	 stakeholders	 (Brayne	
2017).	At	the	same	time,	the	author	failed	to	find	works	that	investigate	such	centers	
from	 an	 institutional	 point	 of	 view.	 Although	 Russian	 monitoring	 centers	 are	 an	
interesting	 case	 for	 such	 an	 analysis,	 particularly	 because	 they	 in	 charge	 of	
coordinating	 the	activities	of	other	organizations,	 institutional	weakness	 forces	 them	
to	adapt	their	organizational	structure	to	external	actors.	
In	the	absence	the	research	and	data,	this	study	relies	on	a	qualitative	approach.	The	
effectiveness	of	centers	 is	assessed	on	 the	basis	of	observable	positive	effects	on	 the	
public	 good,	 resulting	 from	 the	 routinization	 of	 best	 practices	 implemented	 by	 a	
center`s	workers.	
The	study	was	conducted	in	the	frame	of	a	multiple	case-study	in	the	municipalities	in	
the	Leningrad	 region.	The	 sample	 is	based	on	 two	 criteria:	1)	Whether	 the	 center	 is	
managed	 by	 a	 private	 firm	 or	 the	municipality	 itself;	 2)	 In	 the	 case	 of	municipality	
managed	 centers,	 whether	 the	 center	 is	 directly	 subjected	 to	 the	municipality	 or	 to	
regional	authority.	Based	on	these	criteria,	I	develop	a	tripartite	typology	of	cases.	
The	 research	 is	 based	 on	 semi-structured	 interviews	 that	 address	 specific	 blocs	 of	
topics,	 and	 selective	 observation	 in	monitoring	 centers.	 Expert	 interviews	were	 also	
held	 with	 members	 of	 the	 IT	 community	 who	 participated	 in	 the	 construction	 of	
security	 systems.	 Additional	 material	 obtained	 from	 external	 sources	 enable	 me	 to	
assess	 several	 more	 cases.	 Finally,	 the	 author	 investigated	 regulatory	 documents	
pertaining	to	the	security	systems	in	question.	
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Preliminary	Results	
Currently,	 three	 cases	 have	 been	 investigated	 (one	 private,	 one	 municipal,	 and	 one	
associated	with	regional	authorities).		Twenty	interviews	were	conducted	with	a	total	
of	twenty-five	informants.	Direct	observation	was	carried	out	in	the	rooms	where	the	
center	operators	work	(two	sessions	with	a	cumulative	observation	time	of	2.5	hours).	
A	 large	 amount	 of	 internal	 documentation	 of	 the	 centers	was	 collected	 as	well	 as	 a	
large	number	of	other	sources.	
From	the	point	of	view	of	police	law	enforcement,	the	centers	proved	ineffective,	albeit	
for	various	reasons.	Neither	in	the	private	nor	in	the	regional	center,	the	CCTV	was	not	
actually	 used	 (the	 difference	 was	 only	 in	 their	 cost).	 Despite	 the	 lower	 cost	 of	
outsourcing	 to	 private	 firms,	 the	 municipality	 nevertheless	 lacked	 the	 resources	 to	
control	 its	 work.	 In	 the	 regional-controlled	 public	 municipal	 center,	 managers	
considered	the	costs	excessive	and	unjustified.	At	 the	same	time,	hypothesis	2	which	
predicted	that	efficiency	would	be	greater	where	municipal	security	systems	were	 in	
place	before	SC	implementation,	was	not	confirmed.	Such	systems	existed	in	both	the	
private	and	municipally	owned	SC	cases,	but	did	not	affect	the	outcome	in	either	one.		
However,	 one	 municipal	 center	 in	 particular,	 adapted	 the	 monitoring	 system	 to	
provide	another	kind	of	public	good,	not	predicted	by	the	creators	of	SC:	the	systems	
was	used	to	maintain	a	comfortable	public	environment	(control	over	the	cleaning	of	
streets,	garbage	disposal,	and	maintaining	basic	order	with	the	help	of	cameras).	Data	
from	other	municipal	centers	confirm	that	this	kind	of	organizational	adaptation	is	not	
unique.	
The	answer	to	the	question	of	why	such	goal	displacement	occurs	(from	the	detection	
and	 reduction	 of	 crimes	 with	 the	 help	 of	 new	 technical	 systems	 to	 providing	 a	
comfortable	 public	 space)	 should	 be	 sought	 in	 institutionalized	 “security”	 myths	
(Meyer	&	Rowan,	1977)	and	institutional	isomorphism	(DiMaggio	&	Powell,	1983).	In	
all	cases,	the	leadership	and	managers	of	the	SC	centers	are	former	military	men	who	
seek	to	build	the	SC	work	in	a	military	fashion	(discipline,	order	enforcement,	and	so	
on).	Where	centers	are	closely	related	to	municipalities	(not	subordinated	to	regional	
authorities	or	hostage	to	business	interests),	a	special	system	of	incentives	(primarily	
status	ones	for	former	military	men)	helps	promote	the	public	good	(the	creation	of	a	
safe	public	space	that	can	also	reduce	crime)	(Wilson	&	Kelling,	1982).	
In	 summary,	 preliminary	 results	 show	 that	 an	 attempt	 to	 use	 SC	 for	 police	 law	
enforcement	has	been	unsuccessful	thus	far,	but	that	it	has	nevertheless	had	positive	
effects	for	the	public.	However,	these	results	need	to	be	thoroughly	checked	with	the	
help	of	both	qualitative	and	quantitative	studies.	
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Shagbazian,	 Gegam1	 (with	 Paola	 Valbonesi2	 and	 Riccardo	
Camboni3):	The	Effect	of	Set-Aside	Auctions	on	Firm's	Growth	
	
Abstract:	Small	and	Medium	Enterprises	(SMEs)	play	a	main	role	in	most	economies,and	
supporting	SMEs	is	an	important	aim	of	modern	governments.	In	different	countries,	one	
way	to	support	SMEs	has	been	to	organize	preferential	treatment	in	the	form	of	set-aside	
auctions	 in	 public	 	 procurement.	 Since	 2006,	 a	 SMEs’	 preferential	 program	 has	 been	
implemented	in	the	Russian	Federation.	Such	a	program	was	recently	updated	in	2013:	
accordingly,	all	public	buyers	have	to	award	at	least	15	percent	of	their	annual	contracts	
(in	 monetary	 terms)	 to	 small	 business	 (SB)	 suppliers	 through	 set-aside	 auctions	 (SA).	
Only	SBs	can	participate	in	such	auctions.		In	this	paper	I	address	the	following	question:	
What	are	the	effects	on	a	firm’s	growth	by	set-aside	auctions	supporting	small	businesses	
entry	 in	 public	 procurement?	 For	 the	 analysis	 I	 will	 exploit	 an	 original	 database	 of		
sealed-bid	and	e-auctions	 for	granulated	 sugar	 in	Russia,	 awarded	 in	 the	period	2011-
2013.	The	database	contains	information	about	38,245	contracts,	and	it	is	matched	with	
a	firm-level	database	which	contains	financial	information	of	2,017	winners.	
	
Introduction	
In	 the	 USA,	 the	 first	 affirmative	 actions	 to	 support	 small	 businesses	 (SBs)	 were	
adopted	in	1953.	The	Small	Business	Act	of	July	30,	1953,	states	to	"aid,	counsel,	assist	
and	protect,	insofar	as	is	possible,	the	interests	of	small	business	concerns".	One	of	the	
targets	of	the	Act	was	to	provide	SBs	a	"fair	proportion"	of	government	contracts.	More	
recently,	 in	 the	 United	 States,	 the	 federal	 government	 aims	 to	 allocate	 at	 least	 23	
percent	 of	 its	 roughly	 $500	 billion	 in	 annual	 contracts	 to	 SBs	 (Athey	 et	 al.,	 2013).	
Similarly,	50.1	percent	of	government	contracts	was	targeted	to	SMEs	in	2007	in	Japan	
(Nakabayashi,	 2013).	Developing	 countries	 are	no	 exception.	 Similar	programs	were	
enacted	in	South	Africa,	Brazil,	India,	and	in	the	Russian	Federation	(RF).	In	the	RF,	a	
first	program	was	implemented	in	2006	and	prescribed	to	place	from	10	to	20	percent	
of	public	procurement	contracts	on	set-aside	auctions	(SA)	for	SBs.	This	requirement	
was	 specified	 in	 the	 Federal	 Law	 94FZ	 (in	 use	 from	 2006	 to	 2013).	 	 This	 rule	 was	
changed	in	2014:	since	then,	at	 least	15	percent	of	government	purchases	have	to	be	
reserved	for	SBs.		
Despite	 the	 importance	 of	 such	 programs,	 the	 analysis	 on	 their	 impact	 on	 firms	
dynamic	 is	 lacking.	 Mainly,	 empirical	 literature	 has	 focused	 on	 potential	 losses	 or	
benefits	of	preferential	programs	for	government.		
Nakabayashi	 (2013),	 exploiting	 a	 data	 set	 of	 15020	 procurement	 contracts	 of	 civil	
engineering	projects	from	2007	to	2009	in	Japan,	 found	that	without	the	presence	of	
set-aside	program,	about	40	percent	of	 SBs	would	 leave	 the	market.	He	developed	a	
model	 of	 auction	with	 entry	 based	 on	 a	 two-stage	 game.	 In	 the	 first-stage,	 potential	
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bidders	take	the	decision	to	entry	the	auction,	and	in	the	second	stage	the	contract	is	
awarded	using	a	first-score	auction.	The	game	relies	on	the	assumptions	that	entry	is	
sequential,	 each	 potential	 bidder	 has	 a	 unit	 capacity	 constraint,	 and	 every	 potential	
bidder	must	pay	a	fixed	entry	costs.	The	empirical		analysis	consists	of	three	steps.	At	
the	first	step,	the	bidders’	conductivities	was	identified	from	the	observed	scoring	bids	
using	 a	 nonparametric	 estimation.	 Then,	 the	 quantitative	 relationship	 between	 firm	
size	and	exante	expected	payoffs	in	the	auction	was	identified.		Finally,	the	relationship	
between	 expected	 payoffs	 and	 firm	 size	 was	 used	 to	 extrapolate	 the	 payoffs	 from	
procurement	contracts	within	the	framework	of	the	theoretical	entry	model.	The	entry	
model	predicts	how	many	SBs	would	drop	out	of	the	market	if	set-aside	program	will	
be	closed.	 In	such	a	situation,	SBs	will	encounter	extra	competition	 from	large	 firms,	
and	40	percent	of	SBs	will	leave	the	market.	
A	 similar	 research	 question	 was	 explored	 by	 Ferraz,	 Finan	 and	 	 Szerman	 	 (2016).	
These	authors	estimate	 the	effect	of	public	contracts	awarding	on	SMEs’	growth.	For	
this	 purpose,	 they	 use	 a	 large	 data	 set	 that	 brings	 together	 matched	 employer-
employee	 data	 for	 all	 formal	 firms	 in	 Brazil	 with	 the	 complete	 database	 of	 federal	
government	 procurement	 contracts	 for	 the	 period	 of	 2005	 to	 2010.	As	 a	 variable	 to	
measure	firm	growth,	they	used	changes	in	the	number	of	employees	over	the	quarter.		
Dealing	with	the	endogeneity	problem,	they	develop	a	new	research	design	where	they	
use	 firms	 that	 lose	 a	 "close	 auction"	 as	 a	 counterfactual	 for	 firms	 that	 win	 a	 close	
auction.	Their	main	findings	is	that	winning	at	least	one	public	procurement	contract	
in	a	given	quarter	 increases	 firm	growth	by	a	2.2	percent	over	the	quarter,	and	such	
recorded	growth	is	faster	for	younger	firms.	
Similarly	 to	 Ferraz	 et	 al	 (2016),	 I	 aim	 to	 analyse	 firms’	 growth	 as	 related	 to	 their	
participation	and	winning	 in	procurement	auctions.	Differently	 from	them,	 I	move	to	
specifically	investigate	the	effect	of	a	preferential	program	in	the	form	of	set-aside	(SA)	
public	 procurement	 auction	 on	 firms’	 growth.	 The	 previous	 study	 by	 Ferraz	 et	 al.	
(2016)	 analyzed	 the	 effect	 of	 the	 aggregate	 demand	 shock	 that	 comes	 from	 the	
government	 on	 firm	 growth,	 while	 I	 focus	 on	 the	 impact	 of	 the	 demand	 allocated	
through	SA	auctions	exclusively	for	SBs	on	a	large	dataset	on	public	procurement	for	
granulated	sugar	in	the	Russian	Federation.	
	
Aim	of	the	Project	
To	 investigate	 the	 effects	 on	 a	 firm’s	 growth	 by	 set-aside	 auctions	 supporting	 small	
businesses	 entry	 in	 public	 procurement.	 More	 particularly,	 the	 question	 can	 be	
addressed	as	follows:	Whether	SA	is	an	effective	tool	to	foster	SMEs’	growth?	
	
Hypotheses	and	Methodology	
I	assume	that	 the	reduced-form	equation	 for	 the	growth	of	 firms	can	be	represented	
as:	
																		yit	=	β0	+	β1SAit	+	β2Git	+	Xitγ	+	εit																																(1)																
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where	y	is	the	firm	growth	in	period	t,	SAit	is	the	demand	faced	by	the	firm	winning	one	
or	more	 set-aside	auctions	 in	period	 t,	 i.e.	 	 the	 log	of	 sales	 from	SA	 ;	Git	 is	 the	 log	of	
contracts	from	government	in	monetary	terms	awarded	through	not	set-aside	in	year	
t;	Xit	 is	 the	matrix	of	 firm	specific	 control	variables	 that	 includes	age,	 location,	 log	of	
sales	to	the	private	sector;	the	error	term	εit	is	composed	of	a	fixed	firm-level	and	time	
changing	unobservable	characteristics,	regional	fixed-effects,	and	unobservable	shock	
to	firm	growth.	
In	this	setting,	the	OLS	estimator	will	yield	biased	and	inconsistent	results.	This	could	
be	 	because,	 first,	 the	winning	of	an	auction	can	be	correlated	with	the	unobservable	
characteristics	of	the	firm.		For	instance,	it	is	plausible	to	assume	that	more	productive	
firms	are	more	 likely	 to	win	auctions.	The	next	source	of	endogeneity	 is	 the	demand	
from	 the	 private	 sector,	 as	 it	 was	 described	 in	 the	 paper	 by	 Ferraz	 et	 al.(2016).	 If	
private	 sector	 demand	 has	 a	 positive	 dynamic,	 then	 it	will	 displace	 public	 contracts	
and,vice	 versa,	 if	 there	 is	 a	 negative	 demand	 shocks	 then	 it	 will	 induce	 firms	 to	
participate	more	in	government	auctions.	
To	deal	with	endogeneity	 I	propose	 	 an	 	 econometric	 	model	 	 using	an	 instrumental	
variable,	and,	a	selection	model.	
	
Expected	Results	
Demand	 from	 the	 set-aside	 auctions	 can	 positively	 affect	 SBs	 through	 different	
channels.	First,	SBs	have	additional	demand	allocated	through	SA.	Second,	young	firms	
may	 use	 SA	 as	 a	 tool	 to	 enter	 into	 the	 market	 and	 build	 reputation.	 Finally,	 firms	
winning	a	SA	will	gain	experience	and	will	benefit	from	learning	mechanisms,	i.e.	they	
will	 better	 understand	 the	 auction	 procedure,	 bidding	 behaviour,	 and	 the	 product	
demand.	The	overall	effect	 is	expected	 to	 foster	 firm’s	growth	and	 to	be	different	by	
the	 firms’	 age	 and	 performance.	 It	 is	 reasonable	 to	 assume	 that	 for	 young	 firms	 the	
effect	 will	 be	 more	 pronounced,	 as	 well	 as	 for	 firms	 with	 the	 lowest	 financial	
indicators.	
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Abalmasova,	 Ekaterina1	 (with	 Tommaso	 Agasisti2,	 Ekaterina	
Shibanova3,	Aleksei	Egorov4):	Introduction	of	Performance-Based	
Funding	in	Higher	Education:	You	Win	a	Few,	You	Lose	a	Few	
	
Abstract:	 In	 most	 countries	 experiencing	 the	 structural	 transformation	 of	 higher	
education	 system	 one	 of	 the	 crucial	 goals	 is	 to	 tie	 up	 the	 amount	 of	 public	 funding	 of	
universities	with	 their	 performance.	The	aim	of	 this	 research	 is	 to	 analyze	 the	Russian	
context	of	performance-based	 funding	reform	and	to	verify	how	the	 introduction	of	 the	
new	funding	mechanism	affects	the	redistribution	of	the	public	higher	education	funding.	
The	data	comes	 from	the	Monitoring	 for	HEIs	performance	and	covers	 the	period	 from	
2012/2013	 to	 2016/2017	 academic	 years.	 Applying	 time	 series	 correlation-based	
clustering	 algorithm	 and	 providing	 ANOVA-tests,	 groups	 of	 universities	 with	 different	
patterns	 of	 public	 funding	 were	 distinguished	 and	 qualitatively	 described	 in	 terms	 of	
performance.	 As	 a	 result,	 the	 group	 of	 universities	 who	 started	 obtaining	more	 public	
funding	 was	 proved	 to	 demonstrate	 higher	 performance	 rather	 than	 other	 groups	 of	
universities.	At	the	same	time,	those	universities	who	started	getting	less	money	from	the	
government	 do	 not	 differ	 significantly	 in	 terms	 of	 performance	 from	 the	 universities	
whose	public	funding	did	not	change	during	4	years.	
	
Introduction	and	Research	Question	
Over	 the	 last	 decades	 in	 most	 countries	 experiencing	 structural	 transformation	 of	
higher	 education	 system	 one	 of	 the	 crucial	 goals	 is	 to	 tie	 up	 the	 amount	 of	 public	
funding	 of	 universities	 with	 their	 performance	 (Jongbloed	 &	 Vossensteyn,	 2016;	
Jongbloed	et	al.,	2018;	Lepori,	et	al.,	2007).	In	Russia	implementation	of	performance-
based	 funding	mechanisms	 to	 universities	 under	Ministry	 of	 Education	 and	 Science	
(MoES)	 authority	 started	 in	2015.	 Since	 then,	 largest	part	of	public	 funding	 (at	 least	
60%;	 35,5%	 of	 total	 funding	 of	 public	 universities)	 is	 defined	 with	 accordance	 to	
number	 of	 publicly	 funded	 places	 and	 standard	 cost	 per	 publicly	 funded	 place	 in	
previous	 periods.	 Both	 of	 them	 are	 determined	 by	 multi-factor	 formulas	 which	 is	
based	on	performance	indicators:	
¾ Average	national	entrance	exam	score	(average	USE	score);	

¾ Number	of	publications	 in	 journals	 indexed	by	Web	of	Science	and	Scopus	per	
100	units	of	academic	staff;	

¾ R&D	 incomes	 from	 extra-budgetary	 sources,	 total	 R&D	 incomes	 and	 total	
incomes	per	1	unit	of	academic	staff;	
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¾ Share	of	foreign	students	(in	full-time	equivalent);	

¾ The	ratio	of	the	average	monthly	salary	of	the	university‘s	academic	staff	to	the	
regional	average	monthly	salary.	
Given	the	 fact	 that	overall	net	public	 funding	of	universities	has	been	diminishing	by	
26,9	 percent	 during	 last	 5	 years	 universities	 have	 to	 compete	 for	 scarce	 financial	
resources	by	 improving	performance	 indicators.	As	 a	 result,	 after	 implementation	of	
the	 new	 financing	 distribution	 mechanism	 some	 universities	 “won”	 and	 started	
gaining	more	money	from	the	government	while	others	–	“lost”.	
The	aim	 of	 the	 study	 is	 to	 analyze	 the	 resource	 effect:	 how	does	 the	 increase	 in	 the	
amount	of	funds	distributed	based	on	the	performance	of	the	universities	affect	their	
performance	 in	 subsequent	 periods?	 It's	 also	 crucial	 to	 distinguish	 groups	 of	
universities	with	different	trends	of	public	funding	and	qualitatively	describe	them	in	
terms	of	performance.	
The	basic	hypothesis	is	that	obtaining	more	money	from	government	positively	affects	
performance	of	universities	 and	 results	 in	higher	 growth	 rates	of	main	performance	
indicators	used	in	formula.		
	
Data	and	Methodology	
The	 data	 on	 performance	 indicators	 of	 universities	 comes	 from	 the	 monitoring	 for	
HEIs’	 performance	 and	 covers	 the	 period	 from	 2014/2015	 to	 2017/2018	 academic	
years1.	We	base	our	 analysis	 on	 the	performance	 indicators	 as	 the	 government	uses	
them	 within	 the	 performance-based	 funding	 formula.	 The	 information	 on	 public	
funding	 from	 2015	 to	 2018	 financial	 years	 is	 available	 only	 for	 the	 universities	
governed	by	 the	Ministry	of	Education	and	Science	 (MoES),	 thus,	our	 sample	will	be	
limited	 to	 214	 universities,	 but	 nevertheless,	 it	 will	 be	 representative	 in	 terms	 of	
Russian	 higher	 education	 system	 because	 it	 covers	 almost	 60%	 of	 student	 body	 in	
Russia.	
Research	 design	 can	 be	 divided	 into	 two	 stages.	 First	 step	 is	 devoted	 to	 distinguish	
groups	 of	 universities	with	 accordance	 to	 their	 performance-based	 funding	 trend.	 If	
since	 2015	 a	 university	 started	 gaining	more	 public	 funding	 from	 year	 to	 year	 it	 is	
considered	 as	 a	winner.	 On	 the	 contrary,	 if	 a	 university	 obtained	 less	 performance-
based	funding	than	in	previous	periods	it	 is	called	a	 loser.	There	are	also	universities	
with	 unstable	 funding	 trend	 called	 “no	 trend”	 universities.	 Differentiating	 between	
funding	 trends	 is	 provided	 by	 the	 use	 of	 time	 series	 cluster	 analysis	 (Vilar	 and	
Montero,	 2014).	 The	 idea	 of	 this	 technique	 is	 to	 estimate	 dissimilarity	measures	 of	
each	two	universities’	trends	and	then	apply	k-means	clustering	algorithm	to	them.		
As	 a	 second	 step,	 resource	 effect	 is	 estimated.	 Under	 assumption,	 that	 policy	
intervention	 is	 gaining	 more	 money	 from	 the	 government	 from	 year	 to	 year	 i.e.	
treatment	 of	 interest	 is	 being	 a	 winner,	 difference-in-differences	 approach	 is	
implemented.	According	to	the	graphical	analysis,	trends	of	performance	indicators	of	
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our	 interest	 were	 parallel	 before	 introduction	 the	 reform,	 but	 became	 unparalleled	
after.	 Assuming	 that	 in	 the	 absence	 of	 treatment	 the	 outcome	 variables	would	 have	
followed	 the	 same	 trend	 in	 treated	 and	 control	 groups,	 difference-in-difference	
estimation	 might	 be	 provided.	 However,	 since	 selection	 for	 the	 treatment	 is	 non-
random	 and	 determined	 by	 absolute	 values	 of	 performance	 indicators	 in	 pre-
treatment	 period	 (performance-based	 multi-factor	 formulas),	 common	 trend	
assumption	does	not	hold.	To	obtain	unbiased	estimate	of	average	treatment	effect	on	
treated	 (ATT),	 semiparametric	 difference-in-differences	 estimator	 developed	 by	
Abadie	 (2005)	 is	 used.	 This	 technique	 firstly	 weights	 changes	 of	 outcome	 variables	
between	 baseline	 and	 follow-ups	 based	 on	 their	 propensity	 scores	 which	 are	
approximated	 semiparametrically	 by	 the	 use	 of	 series	 logit	 estimator	 (Hirano	 et	 al.,	
2003)	 and	 secondly	 compare	 these	 weighted	 changes	 across	 treated	 and	 control	
groups.	An	attempt	to	take	into	account	the	fact	that	treatment	effect	might	varies	with	
share	 of	 performance-based	 funding	 (indicating	 level	 of	 dependence	 from	 the	
government)	through	controlling	for	performance-based	funding	share	was	also	made.	
	
Preliminary	Results	and	Discussion	
Cluster	 analysis	 of	 public	 funding	 patterns	 allows	 to	 distinguish	 three	 groups	 of	
universities.	 The	 first	 group	 of	 universities	 demonstrates	 positive	 trends	 in	 public	
financing	 after	 performance-based	 funding	 reform	 happened	 and	 positive	 growth	
rates	 in	2018	with	 response	 to	2015.	That	 is	why	 the	name	of	 the	group	 is	winners.	
This	group	consists	of	60	universities,	most	of	which	are	with	high	ratio	of	engineering	
and	 technical	 sciences	 in	 the	 portfolio	 of	 universities’	 educational	 programs.	 The	
second	group	in	contrast	shows	diminishing	trends	and	negative	growth	rates	and	is	
called	losers.	It	contains	96	universities.	Share	of	universities	with	high	ratio	of	social	
sciences	 in	 the	portfolio	of	universities’	educational	programs	 in	 losers	 is	 the	highest	
among	three	groups.	There	is	also	the	third	group	of	58	universities	without	significant	
dynamics	in	public	funding	during	2015-2018	called	others.	ANOVA	tests	after	cluster	
analysis	show	statistical	significant	difference	between	performance	indicators'	means	
of	the	first	group	(winners)	and	other	two	groups	(losers	and	others).	In	other	words,	
Average	performance	of	winners	 significantly	higher	 from	performance	of	 losers	 and	
others,	 while	 there	 is	 no	 significant	 difference	 in	 average	 performance	 of	 losers	 and	
others.	
The	DID	estimation	shows	that	the	introduction	of	performance-based	funding	scheme	
had	 positive	 effects	 on	 almost	 all	 performance	 indicators	 included	 in	 performance-
based	 funding	 formula.	Thus,	 despite	 initially	 the	 reform	was	 aimed	at	 increasing	of	
accountability	 and	 transparency	 in	 public	 funds	 allocation,	 it	 led	 to	 performance	
improvements	as	well.	The	design	of	the	reform	formed	competitive	environment	and	
additional	incentives	for	universities	to	improve	their	performance	indicators,	because	
amount	 of	 public	 funding	 was	 tied	 to	 performance	 indicators.	 However,	 the	
mechanism	 behind	 this	 effect	 may	 lead	 to	 negative	 side	 effects.	 Particularly,	 the	
redistribution	 of	 public	 funding	 across	 universities	 may	 consequently	 led	 to	 the	
polarization	 of	 higher	 education	 system	 in	 terms	 of	 performance	 level.	 Universities	
with	higher	performance	obtain	more	money	and	thus,	more	resources	to	manage	and	
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to	 convert	 it	 into	 greater	 outputs.	 Low-performing	 universities,	 on	 the	 contrary,	
receive	 less	 resources	 and	 may	 have	 no	 chance	 to	 invest	 in	 the	 development	 and	
improve	performance	in	the	future	periods.	
The	results	also	suggest	 that	average	 treatment	effect	decreases	with	 the	 increase	of	
performance-based	 funding	 share	 in	 total	 income	 of	 the	 university.	 The	 possible	
explanation	behind	 this	 finding	 is	 that	 share	 of	 non-public	 funding,	 i.e.	 the	 ability	 of	
university	to	attract	external	 funding,	can	be	considered	as	a	proxy	for	the	quality	of	
universities’	 management.	 On	 average,	 the	 share	 of	 non-public	 funding	 in	 leading	
Russian	universities	is	2-3	times	higher	than	the	average	across	all	public	universities.	
Additional	 amount	 of	 public	 money	 given	 to	 the	 university	 with	 high-quality	
management	(university	with	high	share	of	money	from	non-public	sources)	may	lead	
to	greater	increase	in	output	level	because	of	more	efficient	use	of	this	money.	
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Avdeev,	 Stanislav1:	 Spatial	 Analysis	 of	 International	
Collaborations	in	Higher	Education	Research	
	
Abstract:	This	paper	acknowledges	there	is	a	growing	trend	of	joint	publications	within	
the	 field	 of	 higher	 education.	 In	 particular,	 we	 focus	 on	 patterns	 of	 scientific	
collaborations	 between	 and	 within	 different	 regions.	 This	 study	 combines	 a	 spatial	
analysis	 and	 metrics	 of	 social	 network	 analysis	 to	 observe	 changing	 patterns	 of	
geographical	 and	 linguistical	 proximity	 of	 countries.	 The	 purpose	 of	 this	 study	 is	 to	
explore	how	collaborative	patterns	are	changing	in	higher	education	core	journals	across	
different	 countries.	 In	 this	 study,	 spatial	 scientometrics	 is	 applied	 as	 a	 framework	 to	
explore	 the	 changing	 geographical	 patterns	 in	 higher	 education	 research.	 This	 study	
identifies	 key	 patterns	 of	 international	 collaborations	 within	 the	 higher	 education	
community.	
	
Introduction		
This	paper	acknowledges	 there	 is	a	growing	 trend	of	 joint	 international	publications	
across	disciplines	and	among	countries	(Adams	2012,	Adams	2013).	Joint	publication	
is	 a	 paper	 coauthored	 by	 two	 or	 more	 authors	 from	 different	 countries.	 There	 are	
many	 reasons	 to	 seek	 international	 collaborators:	 exchange	 research	 ideas	 and	
competencies,	 share	 data	 and	 methods	 (as	 well	 as	 high	 costs	 of	 equipment).	
Nevertheless,	 collaboration	 is	 seen	 as	 a	 social	 interaction	 driven	 by	 institutional	
factors	 rather	 than	 pure	 rational	 strategy	 of	 maximizing	 research	 productivity	
(Bozeman	et	al.	2001).	Geographical	distance	is	an	important	factor	of	the	formation	of	
research	teams	from	different	countries	(Hoekman	2010).	
The	field	of	higher	education	research	is	a	fragmented	community	of	researchers	from	
various	 disciplines	 with	 different	 types	 of	 undergraduate	 degrees,	 theoretical	
approaches	and	methodologies	they	use	(Yokoyama	2016).	Higher	education	journals	
are	mostly	considered	to	be	the	peak	achievement	and	final	word	in	the	community	of	
higher	 education	 researchers.	 Peer-reviewed	 journals	 are	 the	 essential	 collaboration	
and	 communication	 platforms	 for	 scientists,	 policy	makers	 and	 professionals	where	
research	and	significant	findings	can	be	presented.	Therefore,	using	bibliometric	data	
from	journals	allow	us	to	evaluate	research	activities	of	higher	education	scientists.	
This	study	combines	a	spatial	analysis	and	social	network	analysis	to	observe	changing	
patterns	 of	 geographical	 and	 linguistical	 proximity	 of	 countries.	 The	 purpose	 of	 this	
study	 is	 to	explore	how	collaborative	patterns	are	changing	 in	higher	education	core	
journals	 across	 different	 countries.	 In	 particular,	 we	 focus	 on	 patterns	 of	 scientific	
collaborations	between	and	within	different	regions.	It	is	highlighting	the	importance	
of	relationships	in	research	production	and	especially	those	between	researchers	from	
established	and	emerging	higher	education	communities.	
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Data	and	Methodology	
In	 this	 study	 spatial	 scientometrics	 is	 applied	 as	 a	 framework	 to	 explore	 the	
geographical	patterns	in	higher	education	research	(Hoekman	2010).	The	overall	data	
set	covers	1414	articles	and	reviews	from	24	selected	journals	from	Scopus	from	the	
period	1978	–	2017	which	have	at	least	two	coauthors	from	different	countries.	Data	
analysis	was	performed	using	the	R	language	and	RStudio	software.	
To	explore	international	collaborations	the	spatial	structure	of	research	collaboration	
is	 modelled	 in	 analogy	 to	 Newton’s	 law	 of	 universal	 gravitation	 (Tinbergen	 1962,	
Hoekman	2010).	The	model	states	that	the	gravitational	force	between	two	entities	is	
dependent	on	their	masses	and	the	distance	between	them:	

𝐼Rx =
𝑀𝐴𝑆𝑆R2𝑀𝐴𝑆𝑆x2

𝐷𝐼𝑆𝑇𝐴𝑁𝐶𝐸RxC
	

Taking	 a	 double	 log	 of	 the	 given	 gravity	 model	 it	 can	 be	 estimated	 using	 linear	
regression:	

ln 𝐼Rx = 𝑎- + 𝑎2 ln𝑀𝐴𝑆𝑆R + 𝑎7 ln𝑀𝐴𝑆𝑆x + 𝑎C ln𝐷𝐼𝑆𝑇𝐴𝑁𝐶𝐸Rx	

	𝑎2, 𝑎7 > 0;	𝑎C < 0	
We	include	a	dummy	for	the	countries	that	are	members	of	the	European	Union	to	test	
whether	 these	countries	are	more	 inclined	to	collaborate	with	each	other.	Moreover,	
we	include	a	dummy	for	the	countries	that	share	a	common	language:	
ln 𝐼Rx = 𝑎- + 𝑎2 ln𝑀𝐴𝑆𝑆R + 𝑎7 ln𝑀𝐴𝑆𝑆x + 𝑎C ln𝐷𝐼𝑆𝑇𝐴𝑁𝐶𝐸Rx + 𝑎�𝐶𝑂𝑀𝐿𝐴𝑁𝐺Rx + 𝑎�𝐸𝑈Rx

+ 𝜀	
Hypothesis:	 Affinities	 between	 countries	 in	 terms	 of	 geography	 and	 language	 have	 a	
strong	 association	with	 the	 configuration	 of	 international	 scientific	 collaborations	 in	
the	field	of	higher	education.	
	
Preliminary	Findings	
The	preliminary	findings	indicate	that	the	percentage	of	articles	produced	by	a	single	
author	 is	decreasing	across	all	 countries,	while	certain	 journals	remain	preferable	 to	
publishing	 “home	 grown”	 papers	 (more	 often	US-oriented	 journals).	 As	 a	 result,	 the	
proportion	of	joint	papers	has	grown	dramatically	from	27%	in	1978	to	74%	in	2017.	
The	results	of	the	analysis	reveal	a	slight	rise	of	international	collaborations	over	the	
past	 40	 years.	 In	 1978,	 the	 share	 of	 output	 in	 international	 collaborations	 was	
approximately	4%,	increasing	to	14%	in	2017.	The	rise	in	total	annual	output	for	each	
country	 is	 due	 to	 domestic	 collaborations.	 However,	 the	 percentage	 of	 publications	
with	 international	 co-authorship	 for	Northern	 and	Western	 Europe,	 Hong	 Kong	 and	
China	(and	to	a	lesser	extent	the	US,	UK	and	Australia)	has	significantly	increased	over	
the	last	40	years.	
Using	 spatial	 scientometrics	 and	 network	 analysis	 key	 communities	 of	 higher	
education	 researchers	 are	 identified.	 In	 particular,	Northern	 and	Western	Europe	 as	
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well	as	North	America	and	Australasia	are	found	to	produce	the	majority	of	all	papers,	
including	those	with	international	co-authorship.	
This	 study	 shows	 that	 international	 collaborations	 occur	 mostly	 within	 groups	 of	
countries,	 such	 as	 Western	 Europe,	 North	 America,	 Australasia,	 as	 well	 as	 a	 small	
number	 of	 Asian	 countries.	 As	 a	 result	 of	 regionalization	 of	 the	 higher	 education	
community,	 the	 field	remains	national-oriented	with	 few	international	collaborations	
between	and	within	world	regions.	
	
Significance	
This	 study	 identifies	 key	 patterns	 of	 collaborations	 within	 the	 higher	 education	
community.	 The	 study	 comprehensively	 examines	 the	 output	 of	 leading	 higher	
education	journals	and	identifies	significant	differences	and	recent	changes	in	the	field	
of	higher	education.	
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Ghasemi,	Mojtaba1(with	Mohammad	Roshan2):	Academic	
Promotion	at	Iranian	Universities:	An	Economic	Approach	
	
Abstract:	 	 The	 compensation	 and	 academic	 reappointment	 and	 promotion	 of	 faculty	
members	at	universities,	as	the	most	important	input	in	both	education	and	research,	has	
always	been	a	central	issue	at	universities	worldwide.	Likewise,	Iranian	universities	have	
their	own	academic	promotion	guidelines	publicized	by	Ministry	of	Science,	Researches	
and	Technology.	The	last	version	of	this	guidelines	was	publicized	in	2016.	Assuming	that	
faculty	 members	 are	 rational	 agents,	 they	 respond	 to	 incentives	 structure	 of	 this	
guidelines.	An	economic	analysis	of	their	behavior	indicates	that	they	don’t	have	enough	
incentive	to	publish	their	own	research	in	refereed	internationally	recognized	journals	or	
present	it	at	well-known	international	conferences	even	if	they	are	capable	to	do	such	a	
research.	 Furthermore,	 ceteris	 paribus,	 they	 prefer	 not	 to	 teach	 to	 undergraduate	
students.	 Rather,	 in	 a	 corner	 solution	 they	 prefer	 to	 publish	 in	 Persian	 journals	
nationwide,	 to	 participate	 in	 national	 conferences	 and	 to	 invest	 more	 in	 teaching	 at	
graduate	levels.	This	can	decrease	the	quality	of	teaching	to	undergraduates	and	has	also	
excluded	 Iranian	 scholars	 from	 international	 academic	 atmosphere.	 At	 the	 same	 time,	
implicit	 requirement	 of	 having	 international	 publication	 by	 promotion	 committees	 at	
universities	and	little	common	knowledge	about	internationally	referred	journals	by	both	
promotion	committee	and	faculty	members,	has	made	Iranian	scholars	a	very	attractive	
target	for	predatory	journals.		
	
Introduction	
Faculty	 members	 are	 the	 most	 important	 input	 in	 both	 teaching	 and	 research	 at	
universities.	 Thus,	 their	 recruitment,	 reappointment	 and	 promotion	 have	 been	 a	
central	 and	 important	 policy	 issue	 at	 universities	 worldwide.	 Indeed,	 there	 are	
publicized	 guidelines	 at	 universities	 applicable	 to	 recruitment,	 reappointment	 and	
promotion	which	are	indeed	institutions	that	indicate	the	rule	of	the	game	in	Douglas	
North’s	 jargon.	Likewise,	 there	are	such	institutions	at	 Iranian	universities.	However,	
in	 this	 paper,	we	 only	 focus	 on	 academic	 promotion	 process	 at	 Iranian	Universities.	
Basically,	the	analysis	of	promotion	behavior	of	Iranian	scholars	is	at	the	center	of	this	
study.	
Let’s	start	with	the	guideline	itself.	There	are	some	features	in	academic	promotion	at	
Iranian	 universities	 which	 seems	 to	 be	 both	 exceptional	 and	 odd	 in	 comparison	 to	
other	 countries.	 First,	 the	 promotion	 process	 is	 regulated	 by	 a	 central	 planner,	 the	
Ministry	 of	 Science,	 Research	 and	 Technology.	 In	 other	 words,	 there	 is	 a	 unique	
promotion	guideline	applicable	 to	all	universities	and	 research	 institutes	nationwide	
for	 promotion	 evaluation	 of	 their	 faculty	members.	 Second,	 surprisingly	 all	 fields	 of	
study	 from	 different	 fields	 of	 engineering	 to	 chemistry,	 art,	 Economics,	 law	 and	 etc.	
Surprisingly,	all	of	them	are	evaluated	by	the	same	guidelines.	Thus	it	can	be	claimed	
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that	 there	 is	 comparatively	 an	 extremely	 concentrated	 system	 of	 evaluation	 for	
academic	 promotion	 at	 Iranian	 universities.	 Indeed,	 there	 isn’t	 any	 kind	 of	
independence	 for	 faculties	and	departments	 in	promotion	evaluation	process.	This	 is	
the	 central	 planner	 who	 indicates	 the	 rules	 of	 the	 game,	 “promotion	 game”.	
Universities	only	enforce	the	rules	through	committees	including	their	own	advanced	
faculty	members.		
Beside	above-mentioned	features,	back	to	content	of	this	guideline,	there	is	still	some	
other	odd	aspects	which	are	worthy	to	mention.	The	guideline	includes	different	parts	
which	 indicate	 score	 to	different	 activities	 that	 a	 faculty	member	 expects	 to	do.	 In	 a	
nutshell,	 teaching	and	 research	are	 two	main	activities	 that	have	been	bolded	 in	 the	
guideline.	 As	 a	 matter	 of	 fact,	 a	 considerable	 part	 of	 publicized	 guideline	 has	 been	
devoted	to	the	regulating	research	from	paper	and	book	publication	to	attendance	in	
conferences.	 For	 instance,	 the	 regulator	 has	 given	 score	 to	 paper	 publication	which	
functions	like	a	price	by	sending	signal	to	scholars	for	their	scared	resource	allocation	
similar	to	production	behavior	of	firms	and	their	reaction	to	prices.	From	this	point	of	
view,	 this	 guideline	 can	 be	 considered	 as	 a	 system	 of	 prices.	 Regarding	 the	 central	
planning	 feature	 of	 promotion	 evaluation,	 here	 the	 market	 structure	 looks	 like	 a	
monopsony	 with	 numerous	 suppliers	 (faculty	 members)	 and	 a	 single	 buyer	 (the	
Ministry	 of	 science	 who	 has	 indicated	 the	 price	 and	 features	 of	 the	 goods	 that	 she	
wants	to	have.		
The	most	 important	and	oddest	aspect	of	 this	part	of	guideline	 is	the	scores	given	to	
paper	 publication	 in	 different	 journals.	 Surprisingly,	 the	 maximum	 given	 score	 to	 a	
paper	 published	 in	 the	 internationally	 very	 well-known	 journals	 (e.g.	 American	
Economic	Review	in	Economics	or	Harvard	Law	Review	in	Law)	is	7	while	publishing	a	
paper	in	a	domestic	journal	which	its	instruction	language	is	Persian	can	bring	5	score	
for	 the	 author.	 From	microeconomic	 theories,	we	 know	 that	 economic	 agents	 (Here	
faculty	 members)	 are	 rational	 and	 what	 is	 important	 in	 their	 own	 scarce	 resource	
allocation	 is	 relative	 prices	 (here	 relative	 scores)	 not	 absolute	 ones.	 For	 promoting	
from	 assistant	 professorship	 to	 associate	 professorship	 it	 is	 required	 to	 have	 120	
scores	that	most	of	it	must	collect	from	doing	research.		
During	almost	last	decade,	it	has	been	implicitly	emphasized	by	promotion	committees	
for	that	getting	higher	ranks	is	required	to	publish	in	internationally	referred	journals.	
A	 mix	 of	 relatively	 very	 low	 price	 for	 publication	 in	 internationally	 well-known	
journals	 and	 few	 common	 knowledge	 concerning	 these	 journals	 has	 made	 Iranian	
scholars	 a	 very	 attractive	 target	 for	 predatory	 journals.	 This	 seems	 one	 of	 the	
unintended	 consequences	 of	 this	 guideline	 that	 we	 try	 to	 delve	more	 into	 it	 in	 this	
study.	
	
Aim	of	the	Project	
This	 paper	 purports	 to	 analyze	 the	 promotion	 behavior	 of	 faculty	 members	 using	
microeconomic	tools	to	shed	light	on	the	effects	of	 the	above-mentioned	guideline	 in	
both	micro	 and	macro	 levels.	 Considering	 that	 faculty	members	 are	 rational	 agents	
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with	 scarce	 resources	 who	 try	 to	 promote	 as	 fast	 as	 it’s	 possible,	 we	 apply	
microeconomic	models	to	delve	into	the	following	questions:		
¾ How	 will	 faculty	 members	 react	 to	 the	 incentive	 structure	 of	 the	 promotion	
guideline?		
¾ What	will	be	the	equilibrium	of	optimization	behavior	of	faculty	members?		
¾ [	What	are	 the	effects	of	 these	optimized	behaviors	on	macro	 level?	Are	 there	
any	unintended	consequences?		

	
Hypotheses	and	Methodology		
As	 mentioned,	 we	 apply	 microeconomic	 tools	 to	 show	 how	 the	 incentive	 structure	
given	in	guideline	will	affect	faculties’	promotion	behavior.	After	giving	an	explanation	
concerning	 promotion	 behavior	 and	 prediction	 about	 resource	 allocation	 in	 this	
process,	 we	 will	 document	 our	 results	 by	 collecting	 data	 through	 referring	 to	 the	
curriculums	 of	 some	 selected	 sample	 of	 faculty	 members	 in	 Iranian	 universities,	
specifically	 from	 social	 sciences,	 arts	 and	 humanities	 faculties	 to	 see	 how	 our	
predictions	 fit	 with	 real	 data.	 The	 collected	 data	 will	 be	 analyzed	 by	 econometric	
methods	for	testing	some	of	the	following	hypotheses.		
	Regarding	given	scores	 (prices)	 in	 the	guideline	 for	both	 teaching	 in	different	 levels	
(undergraduate	and	graduate)	and	doing	research,	we	have	following	hypothesis:	

¾ Considering	 the	 costs	 and	 benefits	 (given	 scores	 in	 the	 guideline)	 of	 doing	 a	
remarkable	research	which	 is	publishable	 in	 internationally	well-recognized	 journals	
and	presentable	at	international	conferences,	it	is	non-optimal	to	allocate	resources	for	
doing	 such	 a	 research	 even	 if	 there	 is	 capability	 for	 doing	 such	 a	 research.	 Indeed,	
there	 is	 a	 corner	 solution	 in	 research	 behavior	 towards	 publishing	 in	 domestic	
journals	and	attendance	in	domestic	conferences	in	optimal	promotion	behavior.	This	
has	enlarged	the	market	for	domestic	journals	and	conferences.	Then,	one	unintended	
consequence	is	that	Iranian	scholars	have	been	excluded	from	international	academic	
atmosphere	which	sounds	to	be	a	big	miss	in	such	an	easily	and	cheaply	communicable	
world.	(the	Exclusion	Hypothesis)	
¾ Everything	 to	 be	 the	 same,	 there	 is	 less	 incentive	 to	 give	 lecture	 at	
undergraduate	level	in	promotion	optimization	process.	Considering	expected	benefits	
(scores)	 of	 teaching	 at	 graduate	 levels,	 advanced	 faculty	 members	 prefer	 to	 give	
lectures	at	this	level.	Indeed,	teaching	at	graduate	level	not	only	have	higher	scores	in	
the	guideline	(direct	effect)	but	also	increases	the	likelihood	of	mentoring	students	and	
having	publication	with	 their	collaboration	which	 is	very	common	 in	 Iranian	style	of	
scholarship	(indirect	effect).	If	so,	this	will	have	detrimental	effects	on	teaching	quality	
at	 undergraduate	 level	 and	 will	 restrain	 university	 from	 reaching	 to	 creation	 an	
acceptable	 level	 of	 human	 capital	 formation	 that	 is	 vital	 factor	 in	 economic	
development.	(Cheap	Lecture	Hypothesis)	
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Expected	(Preliminary)	Results		
Based	on	collected	data	from	official	webpage	of	more	than	500	Iranian	scholars	from	
different	universities	(Social	Sciences	and	Humanities	faculties)	we	found	that:	

¾ A	remarkable	part	of	their	curriculums	have	been	devoted	to	the	publication	in	
domestic	 journals	 (Persian	 Journals)	 and	 attendance	 in	 domestic	 conferences.	
Publication	in	an	internationally	well-recognized	journal	is	an	exception	if	there	is	any	
at	all.	This	confirms	the	anticipated	corner	solution	and	the	exclusion	hypothesis.		
¾ Based	on	empirical	results,	there	is	a	significantly	negative	relationship	between	
ranks	of	 faculty	members	with	 their	 teaching	 load	at	undergraduate	 level.	High	rank	
professors	 tend	 to	 give	 lecture	 at	 graduate	 level.	 This	 tendency	 is	 even	 higher	 for	
associate	 professors	who	 are	 attempting	 to	 promote	 to	 full	 professorship	 rank.	 This	
finding	 also	 confirms	 the	 cheap	 lecture	 hypothesis	 and	 detrimental	 effects	 of	 the	
guideline	on	the	quality	of	teaching	at	Iranian	universities.		
¾ A	 survey	 of	 10	 predatory	 journals	 shows	 that	 Iranian	 scholars	 are	 among	
attractive	 targets	 for	 predatory	 journals.	 One-third	 of	 published	 papers	 in	 these	
journals	belongs	to	Iranian	scholars.		
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Nasekina,	Elvira1:	The	Structure	and	Dynamics	of	the	Incentive	
Contract	in	Academia	
	
Abstract:	 The	 article	 discusses	 the	 concept	 of	 incentive	 contract	 and	 features	 of	 the	
contract	 design	 in	 Russian	 higher	 education	 institutions	 (HEIs)	 during	 the	 current	
reforms	 in	 academia.	 According	 to	 the	 goal	 of	 the	 increase	 of	 competitiveness	 of	
education	 and	 science	 in	 Russia,	 it	 is	 necessary	 to	 develop	 efficient	 schemes	 of	 faculty	
remuneration	 because	 they	 may	 create	 proper	 incentives	 for	 research	 productivity.	
According	 to	 the	previous	studies	and	the	data	of	 the	Monitoring	of	education	markets	
and	organizations,	structural	differences	in	the	salary	structure	in	universities	of	various	
types	(NRUs,	‘5-100’	and	other)	are	explored	both	in	statics	and	dynamics.	
	
Introduction	
The	higher	education	system	in	Russia	is	included	in	the	process	of	transformation	to	a	
knowledge	 economy	 as	 a	 response	 to	 global	 trends	 of	 globalization	 and	
internationalization	 of	 higher	 education	 throughout	 the	 world.	 The	 main	 players	
(agents)	of	 this	 transformation	are	universities	and	university	professors	 involved	 in	
global	scientific	networks.	The	quality	of	research	and	teaching	directly	contribute	to	
the	 educational	 and	economic	 growth	 through	 the	 increase	 in	 research	productivity.	
One	 of	 the	 mechanisms	 of	 achieving	 such	 goals	 is	 the	 establishment	 of	 efficient	
schemes	of	the	incentives	and	remuneration	for	university	professors	and	researchers.	
In	 the	 last	 decade	 the	 Russian	 higher	 education	 sector	 is	 expanding	 major	 reforms	
aimed	at	the	increase	in	the	research	productivity.	For	example,	since	2008,	a	number	
of	 Russian	 universities	 have	 received	 the	 status	 of	 National	 Research	 Universities	
(NRU)	 in	 order	 to	 combine	 high	 standards	 of	 teaching	 and	 research.	 In	 addition,	 in	
2012	the	Ministry	of	Education	and	Science	of	Russia	launched	the	Russian	Excellence	
Academic	Project	‘5-100’,	aimed	at	maintaining	the	competitiveness	of	leading	Russian	
universities	among	the	world’s	largest	research	centers.	Moreover,	another	purpose	of	
this	program	is	to	increase	the	prestige	of	Russian	higher	education.	
Such	 institutional	 transformation	 of	 the	 Russian	 higher	 education	 system	 is	 linked	
with	 the	 enhancement	 of	 human	 resources	 in	 the	 academic	 sector.	Maintaining	 this	
goal	is	not	possible	without	introduction	of	incentive	mechanisms	at	the	faculty	level.	
These	mechanisms	which	 influence	 the	motivation	 of	 academic	 staff	 can	 be	 divided	
into	 non-financial	 (reputational)	 and	 financial	 (various	 incentive	 schemes	 of	
remuneration,	 merit	 pay).	 In	 this	 paper	 we	 analyze	 financial	 mechanisms	 (reward	
schemes)	 which	 are	 used	 in	 the	 design	 of	 incentive	 contract	 in	 the	 Russian	 higher	
education,	and	their	impact	on	the	academic	productivity	of	university	staff.	
An	 incentive	 contract	 is	 a	 contract	 which	 determines	 the	 level	 of	 remuneration	
depending	 on	 the	 target	 indicators	 of	 the	 institution.	 According	 to	 agency	 theory	
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(Baker	1992;	Weitzman	1980),	an	incentive	contract	aimed	at	solving	the	problem	of	
opportunistic	or	unfair	behavior	of	an	agent	arising	from	the	difference	in	the	goals	of	
the	employee	(agent)	and	the	head	of	the	organization	(principal).	The	introduction	of	
incentive	 contracts	 in	 universities	with	 special	 status	 (NRU)	 and	without	 status	was	
employed	 approximately	 at	 the	 same	 time,	 but	 there	 are	 differences	 in	 the	 contract	
structure.	 Therefore	 it	 is	 necessary	 to	 determine	 how	 this	 structure	 changes	 in	
dynamics	and	how	this	affects	 the	productivity	of	 teaching	staff	and	 the	efficiency	of	
universities.	
The	paper	is	organized	as	follows.	In	the	first	section	the	incentive	contract	is	defined	
as	 an	 institutional	 mechanism	 to	 struggle	 with	 the	 opportunistic	 behavior	 in	 the	
context	 of	 information	 asymmetry.	 After,	 the	 features	 and	 schemes	 of	 the	 incentive	
contract	 in	higher	education	are	analyzed	within	 the	current	Russian	reforms.	 In	 the	
second	 section	 according	 to	 the	 previous	 studies	 and	 the	 data	 of	 the	Monitoring	 of	
education	 markets	 and	 organizations,	 an	 analytical	 model	 of	 the	 distribution,	
structure,	 features	 and	 schemes	 of	 the	 incentive	 contract	 by	 type	 of	 university	
developed.	 In	 the	 third	 section	 we	make	 conclusion	 by	 discussing	 the	 results,	 their	
implications,	and	directions	for	further	research.	
	
The	Aim	of	This	Study	is	to	analyze	incentive	schemes	of	remuneration	for	university	
staff	in	different	types	of	HEIs	in	Russia.	
	
Methodology	and	Hypotheses	
An	 analytical	 model	 of	 differences	 in	 the	 structure	 of	 the	 incentive	 contract	 in	
universities	of	various	 types	(with	a	special	 status	and	with	no	status)	 in	statics	and	
dynamics	will	be	developed	based	on	the	data	of	the	Monitoring	of	education	markets	
and	organizations.	According	to	the	previous	studies	and	the	data	from	the	results	of	
surveys	 of	 heads	 of	 the	 Russian	 HEIs	 and	 teaching	 staff	 a	 hypothesis	 about	 the	
variability	of	incentive	reward	schemes	was	formulated:	an	incentive	contract	is	most	
common	 in	 universities	 with	 a	 special	 status,	 where	 publication	 activity	 and	 the	
number	of	 articles	 in	high-quality	 international	 scientific	 journals	are	one	of	 the	key	
indicators	 of	 academic	 productivity	 of	 teaching	 stuff.	 At	 the	 same	 time,	 reward	
schemes	in	universities	with	no	status,	although	solving	local	tasks	of	the	increase	of	
faculty	pay,	do	not	pursue	a	global	aim	of	 the	 increase	of	 the	competitiveness	of	 the	
Russian	academic	sector.	
	
Expected	Results	
The	 analytical	 model	 of	 the	 distribution,	 structure,	 features	 and	 schemes	 of	 the	
incentive	 contract	 by	 type	 of	 university	 will	 lead	 to	 the	 conclusion	 about	
implementation	of	the	incentive	contract	and	an	impact	of	different	incentive	schemes	
on	the	research	productivity	and	academic	salary.	
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Eeckhout,	Tom1(with	Koen	Schoors2,	Leonid	Polishchuk3,	Timur	
Natkhov4,	Kevin	Hoefman5):	An	Analysis	of	Corruption	Based	on	
Administrative	Data	
	
Abstract:	By	 studying	 the	 issuance	of	 license	plates	 in	an	administrative	data,	we	 find	
evidence	 and	 measures	 of	 corruption.	 After	 constructing	 a	 regional	 corruption	 index	
based	 on	 these	measures	we	 examine	 the	 effect	 on	 economic	 outcomes	 such	 economic	
growth	or	 human	 capital.	 The	advantages	 of	 these	 new	 corruption	measures	 are:	 they	
are	based	on	objective	measurement;	they	use	large	amounts	of	data,	which	means	new	
dimensions	can	effectively	be	studied.	
	
State	of	the	Art	
An	estimate	by	the	World	Economic	Forum	(2012)	puts	the	global	cost	of	corruption	at	
2.6	trillion	dollar,	which	accounts	for	5%	of	the	world	GDP.	This	figure	is	even	bigger	
for	Russia,	where	in	2005	the	cost	of	corruption	was	estimated	to	be	about	300	billion	
dollars,	or	nearly	a	third	of	Russian	GDP	(Financial	Times,	2005).	Unfortunately,	Russia	
is	not	an	exception,	since	a	majority	of	the	global	population	lives	in	a	country	with	a	
serious	corruption	problem	(Transparency	International,	2016).	
In	 fact,	 these	 three	 figures	 belie	 the	 ease	 of	 estimating	 the	 impact	 and	 scope	 of	
corruption.	 Corruption,	 commonly	 defined	 as	 the	misuse	 of	 public	 office	 for	 private	
gain	 (The	World	Bank,	1997),	 is	of	an	 illicit	nature	and	 therefore	rarely	shows	up	 in	
official	figures.	Additionally,	definitions	of	corruption	vary	greatly.	Correspondingly,	a	
great	variety	of	methods	to	measure	corruption	exists.	
The	most	 commonly	 used	methods	 to	measure	 corruption	 are	 flawed	 (Urra,	 2007).	
These	 methods	 are	 (1)	 surveys,	 (2)	 expert	 assessments	 and	 (3)	 media	 coverage	 of	
corruption	scandals	(Sampford,	2006).	Corruption	measurement	flaws	are	grouped	by	
Urra	(2007)	in	three	classes:	the	Perception	Problem,	the	Error	Problem	and	the	Utility	
Problem.		
To	 counter	 some	 of	 these	 problems,	 researchers	 have	 recently	 started	 employing	
administrative	 data	 to	 establish	 objective	measures	 of	 corruption.	A	 first	 example	 is	
the	 study	by	 Fisman	 and	Miguel	 (2007),	who	 analyzed	parking	 tickets	 of	 diplomatic	
license	plates	in	New	York	to	link	corruption	to	cultural	norms	in	the	country	of	origin	
and	enforcement	 in	 the	 country	of	 residence	 (the	US).	A	 second	example	 is	Mironov	
and	 Zhuravskaya	 (2011),	who	 use	 banking	 transactions	 data	 to	 show	 links	 between	
public	procurement	corruption	and	shadow	campaign	financing	in	Russia.	
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We	 build	 on	 this	 rather	 new	 method	 of	 measuring	 corruption	 objectively	 by	 using	
administrative	data	from	the	Russian	traffic	police.	
Due	to	the	pervasiveness	of	corruption	in	developing	countries,	its	effects	on	economic	
outcomes	has	been	studied	extensively	 (Mauro,	1995);	 (Mo,	2001)	and	 (Shleifer	and	
Vishny,1993).	 The	 two	main	 directions	 are:	 (1)	 greasing	 the	wheels	 of	 bureaucracy	
and	 (2)	 comparably	 negative	 effects	 as	 a	 tax	 or	 worse;	 see	 for	 example	 Méon	 and	
Khalid	(2005).	Channels	 for	a	negative	 impact	of	corruption	often	run	through	 lower	
FDI,	human	capital	 accumulation	and	provision	of	public	goods.	Finally,	 the	negative	
impact	 of	 corruption	 on	 road	 safety	 is	 also	 of	 interest	 for	 this	 research	 proposal	
(Anbarci	et	al.,	2006).	
	
Aim	
1. Construct	 an	 objective	 measure	 of	 corruption	 by	 using	 one	 specific	 case	 of	
corruption.	 Identify	 the	 variation	 in	 willingness	 to	 engage	 in	 bribery	 among	 the	
regional	administrations.	
2. Estimate	 the	economic	costs	of	corruption	by	using	 these	novel	measures.	The	
direct	costs	of	police	corruption	include	detrimental	effects	on	road	safety	and	crime,	
higher	car	insurance	premiums	and	lower	trust	of	citizens	in	the	police.	Since	police	in	
Russia	is	organized	at	the	regional	level,	the	police	corruption	measures	could	reflect	
general	 corruption	 attitudes	 of	 the	 regional	 administrations.	 Therefore	 we	 will	
estimate	the	effect	of	police	corruption,	using	it	as	a	proxy	of	general	corruption	of	the	
regional	 administration,	 on	 broader	 potential	 economic	 costs	 of	 corruption	 such	 as	
lower	 FDI,	 human	 capital	 accumulation,	 schooling	 performance	 and	 GDP	 per	 capita	
growth.	
	
Methodology	
Setting	
In	 countless	 countries	 around	 the	 world,	 there	 are	 people	 who	 prefer	 to	 have	 a	
personalized	 license	 plate.	 In	 quite	 a	 few	 of	 these	 countries,	 such	 as	 the	 UK,	 these	
plates	are	sold	for	raising	extra	tax	revenue.	In	Russia	as	well,	special	license	plates	are	
popular.	They	became	very	frequent	during	the	’90’s	when	(western)	cars	also	became	
a	very	 important	status	symbol.	 In	spite	of	 the	demand	for	special	 license	plates,	 the	
Russian	government	did	not	organize	a	 legal	way	of	acquiring	special	plates.	So	 they	
became	a	source	of	bribes	for	police	officers.	These	plates	follow	the	standard	pattern	
of	 letters	 and	 digits	 of	 license	 plates	 ‘LDDDLL-region	 code’,	 but	 the	 specific	
combination	of	characters	is	somehow	valuable	to	the	car	owner.	Examples	of	popular	
combinations	 are	 ‘E001KX-77’	 or	 ‘K777KK-77’.	 In	 2013,	 transfers	 of	 plates	 between	
citizens	 were	 made	 indirectly	 possible	 (Russian	 Interior	 Ministry,	 2013).	 These	
exchanges	 created	 a	 secondary	market	 in	 vanity	 plates	 and	provide	 us	 now	with	 an	
idea	of	the	size	of	the	market	for	vanity	plates	in	Russia.	To	conclude,	officially	Russian	
license	 plates	 follow	 a	 uniform	 distribution,	 but	 in	 fact	 special	 combinations	 of	
characters	are	acquired	by	bribing	police	officers.	



   

  

100 
 

Therefore,	corruption	is	defined	here	as	the	probable	incidence	of	bribery	in	acquiring	
a	vanity	plate.	
	
Model	
The	 empirical	 approach	 is	 motivated	 by	 a	 simple	 observation	 one	 can	 make	 in	
everyday	Moscow	 traffic:	 vanity	plates	are	 frequent	but	 concentrated	within	a	 set	of	
western	luxury	cars.	An	illustration	of	this	phenomenon	is	shown	in	Figure	1.	We	see	
two	main	reasons	 for	 this:	 (1)	 the	cost	of	a	plate	relative	 to	your	wealth	and	(2)	 the	
limited	signaling	quality	of	the	plate	by	itself.	People	that	observe	a	cheap	car	with	a	
vanity	 plate	 are	 likely	 to	 assume	 that	 the	 plate	 was	 acquired	 by	 random	 allocation	
instead	of	spending	wealth,	hence	the	limited	quality	of	the	signal.	A	luxurious	car	will	
then	complement	and	enforce	the	wealth	signal	of	the	vanity	plate.	See	also	Eeckhout	
(2017)	 for	a	basic	 theoretical	model	 for	 this	signal	quality	channel.	Obviously,	 in	 the	
absence	of	corruption,	no	different	plate	number	distribution	should	exist	 for	 luxury	
cars.	As	a	consequence,	the	study	of	vanity	plate	corruption	is	done	by	focusing	on	its	
correlation	with	luxury	cars.	

	

																																plate	numbers	 		plate	numbers	
Figure	1:	Frequencies	of	plate	numbers	form	a	relatively	uniform	distribution	for	non-
luxury	 car	 brands	 (Renault),	 but	 special	 plates	 are	much	more	 prevalent	 for	 luxury	
brands	(Mercedes).	
	
Main	Dataset:	License	Plates	Data	
The	main	dataset	 is	 a	 collection	 of	 administrative	 transaction	databases	 of	 the	Main	
Directorate	 for	Road	Safety	of	 the	Ministry	of	 Internal	Affairs	of	Russia	 (abbreviated	
GIBDD).	The	 registration	data	 covers	44	Russian	 regions,	 ranges	 from	1990	 to	2012	
and	 contains	 over	 90	million	 unique	 observations.	 A	 second	 dataset	 contains	 traffic	
violations	and	traffic	accidents	(also	from	GIBDD).		
	
Estimations	
The	 main	 variables	 in	 this	 project	 are	 the	 variables	 capturing	 luxury	 cars	 (lux)	 or	
capturing	vanity	plates	 (van).	 lux	 is	defined	 in	 three	different	ways:	 (1)	By	using	 the	
European	car	 class	 segmentation,	 (2)	by	using	an	official	 list	of	 luxury	cars	 from	 the	
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Russian	government	and	(3)	by	using	the	brand	names	of	western	luxury	cars.	The	van	
variable	is	defined	as	a	license	plate	of	which	the	numbers	qualify	as	vanity	numbers.	
Vanity	numbers	by	itself	are	defined	in	two	ways:	(1)	By	using	the	price	 information	
from	the	on-line	secondary	market	in	vanity	plates	that	started	after	the	2013	change	
in	law.	(2)	By	comparing	group	statistics	like	mean	engine	power	or	mean	weight	for	
groups	with	 equal	 plate	 numbers.	 In	 all	 regressions	 below:	 luxi	=	 1	 if	 i	 relates	 to	 a	
luxury	car	and	=	0	otherwise;	vani	=	1	if	i	relates	to	a	vanity	plate	and	=	0	otherwise.	
WP1:	Objectively	measuring	corruption	
Description:	Measuring	police	 corruption:	 The	 extra	 probability	 luxury	 car	 owners	
have	 of	 receiving	 a	 vanity	 plate	 is	 a	 ’flow’	 measure	 of	 the	 selling	 of	 vanity	 plates.	
Therefore,	 by	 interacting	 the	 luxury	 variable	 with	 regional	 dummies	 represent	
regional	flow	estimates.	These	flows	are	a	result	of	both	demand	and	supply	for	these	
plates.	 In	 order	 to	 distill	 supply	 from	 these	 regional	 flow	 measures	 we	 control	 for	
regional	 drivers	 of	 demand.	 Important	 drivers	 should	 be	 (i)	 regional	 income	 per	
capita,	 (ii)	 regional	 inequality	 and	 (iii)	 regional	 taste	 for	 vanity.	 Since	 some	 letter	
combinations	of	plates	are	associated	with	political	connections,	plate	letters	dummies	
are	included.	To	control	for	time	trends,	time	effects	are	also	included.		
Expected	 Results:	We	 expect	 the	 coefficients	 to	 relate	 to	 regional	 police	 corruption	
levels	and	will	use	these	coefficients	in	the	next	stages.	
WP2:	Estimating	the	costs	of	corruption	
Description:	Estimating	costs	of	police	corruption:	The	estimates	from	WP1	measure	
local	 police	 corruption.	 Regions	with	more	 police	 corruption	 theoretically	 have	 less	
enforcement	 of	 the	 traffic	 code	 and	 therefore	 have	 worse	 traffic	 outcomes.	We	 use	
aggregate	regional	 traffic	outcome	data	 from	Rosstat	 to	 test	 this	hypothesis.	Another	
possibility	is	to	use	car	insurance	premiums.	Important	controls	such	as	road	quality	
and	population	density	are	included.	
Expected	Results:	Regions	with	more	police	corruption	should	experience	worse	traffic	
outcomes.	
Description:	 Estimating	 costs	 of	 administrative	 corruption:	 Russian	 police	 is	
organized	 to	 a	 large	 ex-tent	 at	 the	 regional	 level,	 as	 well	 as	 large	 parts	 of	 the	
administration.	Since	regional	governments	control	corruption	in	both,	regional	police	
corruption	might	 be	 a	 good	proxy	 for	 regional	 corruption	 of	 the	 administration.	We	
will	 test	 this	 by	 estimating	 the	 effects	 of	 our	 earlier	 constructed	 police	 corruption	
measures	on	several	regional	socio-economic	outcomes.	
Expected	Results:	Regions	with	more	administrative	corruption	should	experience	less	
FDI,	investment,	human	capital	and	potentially	less	regional	GDP	growth.	
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Kashin,	Dmitrii1(with	 Elena	 Shadrina2):	Public	Procurement	 as	 a	
Mechanism	of	SME	Support	
	
Abstract:	 The	 study	 aims	 to	 analyze	 the	 efficiency	 of	 small	 and	 medium	 enterprises	
(SME’s)	state	support	through	the	public	procurement	system	of	the	Russian	Federation.	
We	 consider	a	 continuous	 sample	 of	 720	 contracting	authorities	 (CA)	 from	40	Russian	
regions	in	2017	(44-FL	and	223-FL).	We	try	to	identify	and	evaluate	the	determinants	of	
CA’s	economy	–	the	difference	between	the	 initial	(maximum)	price	of	 the	contract	and	
the	actual	price.	As	a	result	we	prove	that	carrying	out	special	procurement	procedures	
only	for	SME’s	increases	the	economy	of	CA’s	in	comparison	with	the	procedures	in	which	
all	 other	 types	 of	 companies	 participate.	 This	 research	 can	 be	 used	 to	 adjust	 the	
implementation	 of	 state	 policy	 and	 to	 improve	 the	 system	 of	 public	 procurement	 in	
Russia.	
	
Introduction	
Small	 and	medium	enterprises	 (SME’s)	play	an	essential	 role	 in	 social	 and	economic	
development	of	any	country.	SME’s	perform	the	most	crucial	functions	for	the	national	
economies:	it	supports	the	competitive	environment,	creates	jobs,	opposes	monopoly	
and	 introduces	 innovations.	 Nowadays	 Russia	 has	 more	 than	 6	 million	 small	 and	
medium	enterprises,	whose	activities	account	for	25%	of	the	country's	GDP	(in	Europe	
this	contribution	into	GDP	by	SMEs	is	50-60%).	
In	modern	Russia	small	and	medium	enterprises	support	has	become	one	of	the	most	
pivotal	 areas	 of	 economic	 policy.	 State	 support	 programmes	 for	 small	 and	 medium	
enterprises	include	measures	aimed	at	limiting	administrative	pressure	and	reducing	
fiscal	 burdens	 on	 SME’s,	 simplifying	 the	 registration	 and	 licensing,	 concessional	
lending	 and	 improving	 access	 of	 small	 business	 to	 procurement	 of	 goods,	 works,	
services	 for	 public	 and	 municipal	 needs	 and	 to	 procurement	 for	 the	 needs	 of	
companies	with	state	participation.	Today,	the	public	procurement	system	is	estimated	
at	around	7.08	trillion	roubles	(97	billion	euros),	which	accounts	for	7.6%	of	the	GDP	
of	 the	 Russian	 Federation.	 The	 volume	 of	 the	 procurement	 market	 of	 enterprises	
working	under	223-FL	is	estimated	at	27.03	trillion	roubles	(370	billion	euros),	which	
is	 29.3%	 of	 the	 Russian	 Federation's	 GDP.	 All	 the	 facts	 described	 indicate	 that	 the	
public	procurement	system	is	an	important	tool	 for	developing	the	potential	of	small	
and	medium	enterprises.	
In	 modern	 Russia,	 government	 decrees	 are	 issued	 annually,	 SME	 preferences	 are	
changing	 rapidly	and	 the	degree	of	 involvement	of	 small	 and	medium	enterprises	 in	
the	 country's	 economic	processes	 is	 growing	every	day.	There	arises	 the	problem	of	
assessing	the	appropriateness	(efficiency)	of	the	state	policy.	Does	the	introduction	of	
these	measures	(procedures	designed	only	 for	SME’s	participation)	 improve	position	
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of	SME’s	in	the	Russian	Federation	and	accelerates	the	growth	rate	of	the	economy	by	
attracting	 new	players	 to	 the	 public	 procurement	market?	 Is	 the	 number	 of	 current	
and	 planned	 preferences	 for	 SME’s	 sufficient	 to	 achieve	 the	 stated	 objectives	 of	 the	
government?	 Is	 the	 "quota	 for	participation"	 for	 SME’s	 a	 restriction	or	 a	mechanism	
that	stimulates	competition?	This	study	will	try	to	answer	the	questions	posed.	
	
Theoretical	Background	
Questions	 about	 development	 and	 functioning	 of	 small	 and	 medium	 enterprises	 in	
various	 economic	 conditions	 were	 investigated	 by	 Russian	 and	 foreign	 authors.	 A	
small	 enterprise	 is	 not	 like	 as	 the	 large	 one.	 On	 the	 contrary,	 it	 is	 an	 independent	
economic	 subject	 with	 certain	 advantages	 and	 disadvantages	 [Evalenko,	 2003].	
Moreover,	 in	the	modern	economy,	SME’s	are	one	of	 the	most	 important	elements	of	
market	economic	system.	
According	 to	 the	 Federal	 Law	 No.	 209-FL	 "The	 Development	 of	 Small	 and	 Medium	
Enterprises	 in	 the	 Russian	 Federation",	which	was	 issued	 on	 January	 1,	 2008,	 small	
and	medium	enterprises	are	companies	in	which	the	average	number	of	employees	for	
the	past	year	does	not	exceed	250	people	[Federal	Law	No.	209-FL].	In	literature	there	
is	 a	 large	 number	 of	 disputes	 regarding	 the	 values	 of	 this	 indicator,	which	 can	 vary	
depending	on	the	region,	industry,	employee	system	in	different	companies	[Balsevich,	
Pivovarova,	 2012].	 Nevertheless,	 many	 researchers	 consider	 this	 criterion	 to	 be	
objective	 and	 attribute	 to	 it	 some	 advantages,	 such	 as	 transparency	 (complexity	 in	
manipulation),	inflationary	independence	and	accessibility	[Kutenkov,	2010].	
In	 this	 study	 small	 and	medium	companies	are	examined	 through	 the	mechanism	of	
public	procurement,	which	makes	it	necessary	to	describe	this	system	in	RF.	Current	
laws	in	the	public	procurement	system	of	the	Russian	Federation	are	divided	into	two	
parts:	 laws	 related	 to	 procurement	 for	 state	 and	municipal	 organisations	 and	 laws,	
regulating	the	procurement	of	certain	types	of	legal	entities.	In	the	first	part	the	main	
law	 is	 the	 Federal	 Law	 No.	 44-FL	 "On	 the	 Contract	 System	 in	 the	 Procurement	 of	
Goods,	Works,	Services	for	the	Provision	of	State	and	Municipal	Needs".	44-FL	includes	
the	requirement	 that	small	business	should	be	given	a	 "quota"	 (purchases	only	 from	
the	SME’s)	not	less	than	15%	of	the	total	annual	volume	of	the	CA’s	purchases	[Federal	
Law	No.	44-FL].	The	second	part	of	public	procurement	system	in	Russia	is	regulated	
by	the	Federal	Law	No.	223-FL	"On	Procurement	of	Goods,	Works,	Services	by	Certain	
Types	of	Legal	Entities".	It	determines	that	the	annual	volume	of	purchases	from	SME’s	
should	 not	 be	 less	 than	 10%	 of	 the	 aggregate	 annual	 volume	 of	 contracts		
[Federal	Law	No.	223-FL].		
We	need	to	mention	that	the	mechanisms	of	small	and	medium	enterprises	support	do	
not	change	depending	on	the	 law,	but	remain	 identical:	1)	procedures	 involving	only	
small	 and	 medium	 companies	 and	 2)	 involving	 SME’s	 as	 subcontractors.	 The	 main	
difference	between	two	laws	(44-FL	and	223-FL)	in	terms	of	SME	support	is	the	size	of	
the	quota	(in	223-FL	it	 is	at	 least	10%;	in	44-FL	it	 is	at	 least	15%).	To	determine	the	
appropriateness	 of	 this	 type	 of	 preferences,	we	need	 to	 turn	 to	 the	data	description	
and	quantitative	methods	of	analysis.	
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Methodology	
State	policy	aimed	to	support	small	and	medium	enterprises	can	be	investigated	both	
from	the	position	of	contracting	authorities	and	from	the	position	of	suppliers.	In	this	
study,	the	policy	is	evaluated	from	the	position	of	contracting	authorities	both	for	44-
FL	and	223-FL	using	economic	and	mathematical	methods.	
In	this	research	we	will	use	the	indicator	of	"savings"	of	contracting	authorities	when	
they	carry	out	different	procurement	procedures.	This	savings	may	be	represented	as	
the	difference	between	the	initial	price	of	the	contract	and	the	actual	price,	expressed	
in	percentages:	

																					Rebateij=
Reserve	priceij	-	Actual	priceij

Reserve	priceij
*100,	 	 							(1)	

where:	 												Rebateij	 –	 the	 economy	 for	 the	 i-th	 contracting	 authority	 in	 the	 j-th		
bidding	procedure;	
																											Reserve	priceij	–	the	initial	(maximum)	price	of	the	contract,	set	by	the	i-
th	contracting	authority	in	the	j-th	procurement	procedure;	
																											Actual	priceij	 –	 the	 actual	 price	 that	 was	 obtained	 in	 the	 procurement	
procedure	by	i-th	supplier	in	the	j-th	procedure.	
Having	calculated	this	parameter	for	CA’s,	it	will	be	possible	to	evaluate	their	benefits	
from	constructing	procedures	only	for	SME’s.	If	the	economy	from	the	procedures	for	
SME’s	exceed	the	savings	from	all	other	procedures,	it	will	be	possible	to	conclude	that	
the	current	policy	of	small	and	medium	enterprises	support	is	efficient:	

																																																									RebateSA	≥	RebateNSA,																																								(2)	
where:	 RebateSA	–	 savings	 for	 CA’s	 in	 procedures	 only	 for	 small	 and	 medium	
companies;	
																RebateNSA	–	savings	for	CA’s	in	other	procedures	(RebateNSA	=	1	-	RebateSA).	
We	should	mention	that	the	savings	of	CA’s	could	depend	on	a	large	number	of	factors	
(in	addition	to	the	variable	that	controls	preferences	for	SME’s).	The	economic	model	
will	be	as:	

																						Rebate	=	f	(Regional	factors,	CA	factors,	Contract	factors),														(3)	
where:	Regional	factors	–	characteristics	of	RF	regions;	
														CA	factors	−	characteristics	of	CA's;	
														Contract	factors	–	characteristics	of	bidding	procedures.		
We	 will	 consider	 a	 continuous	 sample	 of	 720	 contracting	 authorities	 (CA)	 from	 40	
Russian	 regions	 in	 2017	 (44-FL	 and	 223-FL).	 Evaluating	 this	model	 by	 econometric	
methods	we	may	answer	if	the	state	support	policy	is	efficient	or	it	is	needed	to	change	
preferences	for	SME’s.		
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Expected	Results	of	the	Research	
Summarizing	 the	 preceding	 facts,	we	 should	 note	 that	 current	 policy	 of	 the	 Russian	
Government	 aimed	 at	 supporting	 small	 and	medium	 enterprises	 through	 the	 public	
procurement	 mechanisms	 should	 be	 efficient	 under	 both	 44-FL	 and	 223-FL.	 This	
assertion	will	be	verified	by	mathematical	and	statistical	methods	during	the	research.		
This	research	can	be	used	by	both	contracting	authorities	and	suppliers,	as	well	as	by	
other	organizations	in	the	public	procurement	market.	CA’s	will	be	able	to	assess	their	
own	benefits	and	costs	of	conducting	procedures	for	SME’s	and	adjust	their	purchasing	
policies.	Suppliers,	 in	particular	small	and	medium	enterprises,	will	be	able	to	assess	
the	 level	 of	 competition	 in	 procurement	 procedures	 in	 which	 they	 participate	 and	
evaluate	 their	 internal	 capabilities,	 taking	 into	 account	 the	 identified	 factors	 in	 the	
research.	 The	 results	 can	 also	 be	 used	 to	 adjust	 the	 policy	 implementation	 and	 to	
improve	the	framework	of	public	procurement,	both	in	the	sphere	of	regulation	of	44-
FL	and	223-FL.		
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Koroleva,	Polina	1:	Vertical	Relations	in	Search	Markets	
	
Abstract:	The	competition	in	market	where	consumer	search	costs	are	important	is	well	
understood	 and	 explained	 by	models	 that	 have	 been	 proved	 empirically.	 However,	 the	
situation	of	price	discrimination	 in	markets	with	 search	 frictions	 is	poorly	 studied.	The	
price	 discrimination	 on	 the	wholesale	 level	 of	 vertical	 relations	 can	 be	 found	 on	many	
markets.	It	is	therefore	important	to	provide	a	working	model	for	the	prompt	provision	of	
convincing	 advice	 to	 the	 government	 on	 support	 and	 legislation	 in	 such	 markets.A	
possible	problem	that	may	arise	 is	 the	widespread	assumption	of	models	 in	 the	 field	of	
research	 of	 vertical	 relations	 in	 search	 markets	 about	 out-of-equilibrium	 consumer	
beliefs.	The	present	work	is	devoted	to	the	studying	of	vertical	relations	in	markets	where	
search	 is	 important.	The	present	paper	 is	going	to	compare	 two	extreme	cases:	passive	
beliefs	 and	 symmetric	 beliefs.	We	also	 derive	 results	 for	 the	 case	 of	 passive	 beliefs,	 but	
when	consumers	blame	only	high-cost	retailer	on	deviation	from	equilibrium	prices.	We	
expect	higher	competition	among	retailers	compared	to	the	case	of	passive	beliefs,	when	
consumers	blame	on	deviation	the	closest	retailer.	Higher	competition	leads	to	increasing	
profit	of	manufacturer,	worsening	the	welfare	of	consumers.	
	
Introduction	
The	 competition	 in	 market	 where	 consumer	 search	 costs	 are	 important	 is	 well	
understood	and	explained	by	models	that	have	been	proved	empirically.	For	example,	
competition	 between	 gasoline	 stations	 or	 supermarkets	 is	 extremely	 dependent	 on	
consumer	search	costs.	However,	the	situation	of	price	discrimination	in	markets	with	
search	frictions	is	poorly	studied.	Garcia	and	Janssen	(2017)	explain	the	popularity	of	
retail	 price	 discrimination	 in	markets	with	 costly	 consumer	 search	with	 the	 help	 of	
their	model.	 They	 prove	 a	 very	 strong	 result	 that	 even	 in	 the	 case	 of	 homogeneous	
retailers	 ex-ante	 the	 monopoly	 manufacturer	 has	 incentives	 to	 discriminate	 among	
them	for	encouraging	competition	in	the	final	market.	Indeed,	the	price	discrimination	
at	 this	 level	 of	 vertical	 relations	 can	 be	 found	 in	 many	 markets	 (electronics,	 for	
example).	 It	 is	 therefore	 important	 to	 provide	 a	 working	 model	 for	 the	 prompt	
provision	of	 convincing	advice	 to	 the	government	on	support	and	 legislation	 in	 such	
markets.	For	example,	 Janssen	and	Reshidi	 (2018)	show	that	 there	can	be	situations	
that	 legislations	 aiming	 to	 protect	 consumers	 can	 reduce	 the	 consumer	 surplus	 and	
total	welfare	 in	 such	markets.	 A	 possible	 problem	 that	may	 arise	 is	 the	widespread	
assumption	 inherent	 to	 consumer	 search	models	about	out-of-equilibrium	consumer	
beliefs.	
The	present	work	considers	vertical	 relations	 in	markets	where	search	 is	 important.	
First	of	all,	we	conduct	a	fairly	complete	review	of	literature	in	this	field	of	study	as	a	
first	part	of	the	paper.	This	gives	us	a	basis	for	developing	the	theoretical	framework	
focusing	 on	 the	 price	 discrimination	 in	 the	 wholesale	 markets.	 Wholesale	 price	
discrimination	can	be	profitable	for	manufacturer	if	he	can	commit	himself.	This	result	
                                                             
1National	Research	University	Higher	School	of	Economics,	Department	of	Theoretical	Economics,	
pakoroleva96@gmail.com;	pkoroleva@hse.ru	



   

  

108 
 

is	 shown	 for	 passive	 beliefs	 assumption:	 when	 consumers	 blame	 retailers	 for	
deviations	 from	 expected	 equilibrium	 prices	 [8].	 Moreover,	 Janssen	 and	 Reshidi	
(2018)	 [6]	 specify	 the	 beliefs	 such	 that	 consumers	 blame	 for	 deviation	 the	 closest	
retailer	when	see	the	unexpected	price.	 In	our	work	we	derive	results	for	the	case	of	
passive	beliefs,	but	when	consumers	blame	only	high-cost	retailer	on	deviation	 from	
equilibrium	prices.	These	assumptions	about	beliefs	make	sense,	because	by	reducing	
price	high-cost	retailer	can	save	more	consumers	with	low	search	costs.	Moreover,	in	a	
behavioral	sense,	when	we	see	a	price	that	we	did	not	expect,	we	most	likely	think	that	
the	seller	who	was	unlucky	enough	to	have	high	wholesale	prices	is	to	blame.	Thus,	we	
argue	that	these	beliefs	reflect	reality	more	than	those	considered	by	the	authors	[6].	
We	 consider	 the	 case,	 when	 manufacturer	 can	 credibly	 commit	 himself	 for	
discrimination,	as	it	is	proved	in	the	basic	paper	[6]	that	without	commitment	there	is	
no	 equilibrium	 with	 different	 wholesale	 prices.	 We	 provide	 the	 comparison	 of	 the	
results	 for	 these	 two	 out-of-equilibrium	 beliefs	 analytically	 for	 search	 costs	 close	 to	
zero	 and	 numerically	 for	 other	 search	 costs.	 We	 expect	 higher	 competition	 among	
retailers	compared	to	the	case	of	passive	beliefs,	when	consumers	blame	on	deviation	
the	 closest	 retailer.	 Higher	 competition	 leads	 to	 increasing	 profit	 of	 manufacturer,	
worsening	the	welfare	of	consumers.	
	
Question:	How	the	equilibrium	depends	on	alternative	beliefs?	
All	conclusions	in	the	articles	on	vertical	relations	in	the	search	markets	are	based	on	
the	same	assumption	about	the	customers’	out-of-equilibrium	beliefs,	with	the	caveats	
that	there	may	be	other	options	for	beliefs.	Why	is	it	important?	Since	wholesale	trade	
between	 a	 producer	 and	his	 retailers	 is	 generally	 not	 observed	 for	 consumers,	 their	
beliefs	concerning	who	should	be	accused	of	deviating	from	expected	prices	are	crucial	
in	determining	wholesale	and	retail	prices.	A	common	assumption	in	the	literature	is	
that	 consumers	 blame	 only	 an	 individual	 retailer	 for	 a	 deviation	 from	 the	 expected	
equilibrium	price.	In	the	paper	“Beliefs	and	Consumer	Search	in	a	Vertical	Industry”	by	
Janssen	and	Shelegia	(2017)	authors	explain	that	the	behavior	of	firms	in	markets	with	
vertical	relations	cardinally	depends	on	the	consumers’	out-of-equilibrium	beliefs.	And	
predictions	 based	 on	 the	 assumption	 in	 the	 context	 of	 vertical	 relationships	 are	 not	
robust	 in	 this	 sense.	And	because	beliefs	can	have	a	profound	effect	on	outcomes,	 in	
our	work	we	would	like	to	consider	the	out-of-equilibrium	beliefs	that	can	take	place	
in	life.	We	compare	the	results	with	standard	beliefs	in	this	field.	
	
Objectives	of	the	Research	

¾ Study	basic	literature	on	consumer	search	in	vertical	industries:	give	a	thorough	
review	of	key	results.	
¾ Provide	relevance	and	practical	usefulness	of	this	study.	
¾ Describe	 the	 model	 of	 wholesale	 price	 discrimination.	 Point	 out	 where	 the	
beliefs	assumption	is	crucial.	
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¾ Describe	the	equilibrium	for	alternative	beliefs	described	above.	Present	closed-
form	solution	for	search	costs	close	to	zero.	Numerically	show	comparative	statics	for	
uniform	distribution	of	search	costs	and	linear	demand.	
¾ Describe	the	equilibrium	for	alternative	passive	beliefs:	with	blaming	only	high-
cost	 retailer	 on	 deviation.	 Decide,	 how	 many	 retailers	 to	 consider	 (assume	𝑁 = 3).		
Present	 closed-form	 solution	 for	 search	 costs	 close	 to	 zero.	 Numerically	 show	
comparative	statics	for	uniform	distribution	of	search	costs	and	linear	demand.	
¾ Compare	 with	 the	 case	 of	 passive	 beliefs	 when	 consumers	 blame	 the	 closest	
retailer	for	deviation.	Highlight	main	results:	similarities	and	differences.	
	
Hypotheses	and	Methodology	
We	 consider	 one	manufacturer	with	 zero	 costs	 of	 production	who	 charges	 high	 and	
low	wholesale	prices	(𝑤�, 𝑤�)	to	𝑁	identical	retailers.	One	retailer	gets	high	price	while	
𝑁 − 1	 retailer	 gets	 low	 wholesale	 price1.	 In	 turn,	 retailers	 set	 final	 prices	 (𝑝�, 𝑝�)	
according	 to	 their	 costs,	 expected	 costs	 of	 neighbors	 and	 consumers	 demand.	 We	
assume	that	 there	are	no	other	costs	of	production	except	payment	to	manufacturer.	
There	is	a	unit	mass	of	consumers	with	different	search	costs	𝑠	~	𝐺(𝑠)	𝑖𝑛	[0; �̅�],	where	
𝐺(0) = 0,	 𝑔(𝑠) > 0	∀	𝑠	𝑖𝑛	[0; �̅�]	–	density	 of	 search	 cost	 distribution.	 There	 is	 finite	
𝑀:	 − 𝑀 < 𝑔′(𝑠) < 𝑀.	Each	consumer	demands	𝐷(𝑝)	units	of	good	if	they	bye	at	price	
𝑝.	Demand	function	is	well	behaved	(see	[6]	p.	5-6).	For	numerical	examples	the	search	
cost	 distribution	 is	 uniform	and	 the	demand	 function	of	 consumers	 is	 linear	𝐷(𝑝) =
1 − 𝑝.	 Consumers	 do	 not	 know	 retail	 prices	 before	 searching,	 equal	 share	 of	
consumers	visit	each	retailer	at	 the	 first	search.	For	given	expected	wholesale	prices	
consumers	search	for	retail	prices.		
We	 define	 out-of-equilibrium	 beliefs:	 consumers	 would	 always	 blame	 a	 high	 cost	
retailer	for	having	deviated:	if	see	𝑝�	=>	update	beliefs	=>	all	other	𝑝�∗.	Old	beliefs	(OB)	
from	Janssen	and	Reshidi	(2018):	consumers	blame	the	closest	retailer	for	deviation.		
The	model	with	profits	of	 all	market	participants	and	 the	 rule	of	decision-making	of	
buyers	can	be	found	in	[6].	The	model	is	solved	by	the	method	of	backward	induction:	
first,	 the	 rule	 for	 consumers	 is	 determined	when	moving	 from	one	 store	 to	 another.	
Then	we	maximize	the	profits	of	retailers	who	decide	to	deviate	from	the	equilibrium	
price	in	the	point	of	exact	equilibrium	prices.	We	get	the	reaction	functions	of	retailers	
to	each	other.	We	solve	 the	system	and	get	 the	reaction	of	retailers	 to	 the	wholesale	
prices	of	the	manufacturer.	The	manufacturer	maximizes	its	profit.	In	equilibrium	with	
discrimination,	 it	 is	 really	 beneficial	 for	 him	 to	 assign	 different	 prices	 even	 to	 the	
similar	retailers.	Due	to	the	complexity	of	the	model,	a	general	analytical	solution	can	
be	obtained	only	 for	 the	upper	boundary	of	 the	distribution	of	 search	 costs	 close	 to	
zero.	The	numerical	analysis	for	graphs	is	performed	in	the	program	Matlab.	
Hypothesis	1:	 In	 the	case	of	blaming	only	high-cost	 retailer	 for	deviation	and	passive	
beliefs	higher	competition	among	retailers	is	expected	compared	to	old	beliefs.		

                                                             
1 The question of whether it is profitable to assign more than two different prices remains for further research. 
Moreover, it is advantageous to assign only one high price to maximize profits (see [8]). 
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We	assume	this	is	because	with	such	beliefs,	buyers	will	go	shopping	more	than	before.	
So	 retailers	 lose	 their	market	 power	 and	 gets	 lower	margins.	 Probably	 lower	 retail	
prices	 leads	 to	 higher	 demand	 of	 consumers,	 which	 is	 profitable	 for	 monopolistic	
manufacturer.	Market	power	is	transferred	to	the	manufacturer,	which	gives	him	the	
opportunity	 to	raise	wholesale	prices,	which	 in	 turn	 leads	 to	higher	retail	prices	and	
lower	consumer	surplus.	
Hypothesis	2:	The	manufacturer	will	get	higher	profit	and	consumers	are	worse	off.		
This	result	 is	 important	because	the	consumers'	beliefs	are	committed	to	meaning	to	
some	extent.	
	
Expected	results	
We	 provide	 an	 analytical	 solution1	 for	 the	 alternative	 passive	 beliefs	 and	 compare	
results	with	the	old	beliefs	for	close	to	zero	search	costs.		

	
Figure	 1	 Profit	 	 of	manufacturer	with	 old	 beliefs	 (OB)	 and	 new	 beliefs	 for	 different	
values	of	s_bar	
What	is	intriguing,	we	found	that	there	is	higher	price	dispersion	of	retail	prices	with	
our	out-of	equilibrium	beliefs	than	with	the	assumption	of	blaming	the	closest	retailer	
for	 deviation.	 This	 phenomenon	 has	 yet	 to	 be	 explained.	 However,	 both	 types	 of	
                                                             
1 Proofs in the full text of the work, on request. 
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retailers	 get	 lower	 margins	 and,	 the	 manufacturer	 earns	 more	 profit.	 Thus,	 the	
hypothesis	1	and	2	(partly)	are	confirmed	analytically	and	numerically	(Figure	1,	2).	As	
for	consumers,	we	expect	to	show	numerically	that	they	are	worse	off.		

	
Figure	 2	 Prices	 of	 manufacturer	 and	 retailers	 for	 old	 beliefs	 (OB)	 and	 alternative	
beliefs	
With	our	beliefs	a	monopolist	manufacturer	gets	more	profit.	Thus,	the	conclusions	of	
this	 work	 emphasize	 the	 interest	 of	 Antimonopoly	 committees	 to	 such	 market	
structures.	The	anticipated	recommendation	to	the	government	is	to	take	into	account	
the	features	of	vertical	relations	in	search	markets	while	issuing	decrees.	
The	 studies	 of	 vertical	 relations	 in	 markets	 where	 the	 search	 cost	 of	 consumers	 is	
important	 form	 a	 new	 and	 emerging	 field	 in	 economic	 theory.	 The	 present	 paper	
focuses	on	the	way	consumer	beliefs	affect	the	equilibrium	outcome	if	discrimination	
at	the	manufacturer	level	is	allowed.	This	work	contributes	to	understanding	how	such	
markets	work	for	better	control	and	increasing	efficiency	in	the	economy.	
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Sidorova,	Elena1:	Efficiency	of	the	Russian	System	of	Commercial	
Courts	in	Challenging	Administrative	Decisions	
	
Abstract:	 What	 influences	 institutional	 effectiveness	 of	 administrative	 law	
implementation	 considering	 tax,	 customs	 and	 antitrust	 law?	 This	 issue	 is	 of	 special	
importance	 for	 controversial	 cases	 considered	 in	 commercial	 courts.	 The	 process	 of	
administrative	 law	 implementation	 includes	 several	 stages	 and	 agents	 involved	 in	
making	 a	 final	 decision	 on	 a	 particular	 case.	 The	 system	 is	 highly	 influenced	 by	 the	
efficiency	 of	 application	 of	 legal	 and	 economic	 methodology	 by	 a	 judge	 during	 the	
judicial	discussion.	We	measure	the	efficiency	of	the	Russian	system	of	commercial	courts	
in	challenging	administrative	decisions.	This	paper	investigates	the	factors,	affecting	the	
efficiency	of	judges’	performance	while	considering	administrative	cases.	Using	a	unique	
dataset	of	commercial	courts’	decisions	from	2008-2015	this	paper	empirically	examines	
the	 determinants	 influencing	 the	 quality	 of	 judicial	 enforcement	 in	 administrative	 law	
investigations	 against	 Russian	 companies.	 The	 study	 reveals	 that	 the	 Russian	 judicial	
system,	 traditionally	 referring	 to	 countries	 of	 transitional	 stage	 of	 institutional	
development,	has	a	number	of	features	that	distinguish	it	among	other	countries	from	a	
similar	 group.	 The	 evidence	 supports	 the	 conclusion	 that	 explanation	 of	 the	 quality	 of	
decision-making	of	judges	is	complex	but	refutes	the	widespread	belief	in	the	inability	of	
judges	to	promote	rule	of	law	in	transition	economies.	
	
Introduction		
Administrative	 authorities’	 decisions	 are	 a	 part	 of	 institutional	 environment	 of	
markets,	having	a	significant	economic	impact	on	the	strategies	of	companies	accused	
of	 breaking	 the	 administrative	 law.	 In	 Russia	 decisions	 on	 the	 violation	 of	 key	
legislation	 connected	with	 business	 processes	 are	made	by	 the	 following	 authorized	
administrative	bodies:	 the	Federal	Tax	 Service,	 the	Federal	 Customs	Service	 and	 the	
Federal	Antimonopoly	Service.	The	results	of	challenging	such	decisions	in	commercial	
courts2	 have	 a	 significant	 impact	 on	 the	 business	 practices	 of	 companies	 and	
demonstrate	the	presence	of	potential	errors	of	state	bodies.	
Effectiveness	 of	 the	 organization	 of	 the	 Russian	 system	 of	 commercial	 courts	 in	
challenging	 administrative	 decisions	 is	 determined	 by	 several	 factors.	 Those	
parameters	 include	costs	of	 the	court	proceedings;	a	number	of	 instances	 in	which	a	
case	was	considered;	the	dynamics	of	changes	in	the	performance	results	of	the	courts	
of	first	instance;	influence	of	the	decisions	of	the	Supreme	Court	on	the	final	decisions	
of	the	courts	of	first	instance	(including	their	quality	and	the	analysis	provided	by	the	
state	bodies).	
There	 are	 several	 peculiarities	 of	 the	 Russian	 judicial	 system	 in	 general	 and	
commercial	 courts	 in	particular.	First	of	all,	 the	access	 for	 judiciary	 in	Russia	 is	easy	
                                                             
1	 National	 Research	 University	 Higher	 School	 of	 Economics,	 Institute for Industrial and Market, Laboratory of 
competitive and antitrust policy, esidorova@hse.ru 		
2 ‘arbitrazh’ courts (in Russian) or arbitration courts 
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and	 cheap.	 The	 database	 of	 commercial	 courts’	 decisions	 contains	 a	 fairly	
representative	 sample	 of	 administrative	 proceedings	 for	 any	 period.	 For	 example,	
there	are	over	7.3	million	commercial	decisions	for	the	period	of	2008-20151.	At	the	
same	time,	low	access	costs	are	combined	with	the	wide	capabilities	of	the	parties	to	
provide	 the	 court	 with	 additional	 evidence	 that	 was	 not	 considered	 in	 the	
administrative	 process	 previously.	 Secondly,	 the	 judges	 considering	 claims	 to	
administrative	 bodies	 are	 not	 specialized	 in	 certain	 branches	 of	 law.	 It	 is	 also	
important	 that	 decisions	 of	 the	 highest	 court	 do	 not	 form	 mandatory	 rules	 for	 the	
application	of	legislation	for	lower	courts.	At	the	same	time,	the	system	of	motivation	
of	judges	forms	incentives	for	making	decisions	as	quickly	as	possible.	
The	issue	of	assessing	the	quality	of	the	institution	of	 judicial	control	of	public	policy	
norms	 still	 remains	 insufficiently	 studied	and	 is	particularly	 relevant	 for	Russia	 as	 a	
country	 with	 a	 transitional	 stage	 of	 institutional	 development	 in	 the	 context	 of	
intensive	modernization	of	the	legal	environment.	The	issue	of	revising	administrative	
decisions	in	commercial	courts	is	especially	relevant,	since	the	judicial	system	affects:	
standards	for	the	implementation	of	administrative	legislation;	
costs	of	the	law	implementation;	
costs	of	resolving	disputes	concerning	administrative	legal	rules;	
the	behavior	of	administrative	bodies	and	strategies	of	companies.	
Decision-making	 of	 judges	 is	 one	 of	 the	most	 important	 research	 questions	 in	 legal	
studies.	Studies	show	that	the	decision	of	the	judge	in	each	individual	case	depends	on	
a	variety	of	factors	beyond	the	limits	of	legal	norms,	including	the	career	incentives	of	
a	judge	and	variations	of	individual	characteristics	of	the	parties	of	the	proceeding.		
This	research	contributes	to	the	existing	methodology	pertaining	to	the	measurement	
of	 the	 national	 customs,	 tax	 and	 competition	 policy	 implementation.	 Since	 Russia	 is	
likely	to	adopt	a	wide	range	of	regulatory	standards	now	and	in	the	nearest	future,	the	
methodology	requires	modification	and	improvement	in	aspects	of	regulation.		
	
Aim	of	the	Project	
The	aim	of	this	study	is	to	assess	the	institutional	effectiveness	of	the	Russian	system	
of	 commercial	 courts	 in	 the	 context	 of	 judicial	 decision-making	 process	 when	
challenging	administrative	decisions.	
Therefore,	 we	 concentrate	 on	 providing	 a	 theoretical	 model	 of	 decision-making	 by	
judges	 in	 the	 courts	 of	 first	 instance,	 forming	 a	 database	 of	 decisions	 of	 Russian	
commercial	 courts	 in	 relation	 to	 court	 proceedings	 concerning	 violation	 of	 customs,	
tax	and	antitrust	legislation;	estimation	of	an	empirical	model	based	on	the	predictions	
of	 a	 theoretical	 one	 explaining	 the	 effectiveness	 of	 the	 organization	 of	 the	 Russian	
system	 of	 commercial	 courts	 in	 challenging	 administrative	 decisions;	 explaining	 the	
key	 features	 of	 the	 judicial	 decision-making	 process	 in	 relation	 to	 the	 practice	 of	

                                                             
1 Source: kad.arbitr.ru 
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forming	standards	of	evidence	and	show	their	impact	on	the	effectiveness	of	the	case	
consideration	by	judges.	
	
Hypotheses	and	Methodology	
The	 empirical	 part	 of	 the	 research	 is	 concerned	 with	 structural	 analysis	 of	
administrative	court	cases	concerning	tax,	customs	and	antitrust	law.			
Sources	of	data	for	empirical	analysis	are:	
Database	 derived	 from	 the	 Card	 File	 of	 commercial	 cases	 of	 the	 Federal	 Arbitration	
Court	of	the	Russian	Federation	for	the	period	2008-20181.	
Database	of	 judges’	 biographies	 created	on	 the	basis	of	 information	about	 judges	on	
the	official	websites	of	regional	offices	of	commercial	courts.	
Database	 systems	of	professional	 analysis	of	markets	and	companies	SPARK	/	FIRA-
PRO	as	sources	of	information	about	the	business	activity	of	the	accused	companies.	
Rating	 agency	 EXPERT	 RA	 (raexpert.ru)	 as	 a	 source	 of	 data	 on	 the	 investment	
attractiveness	of	regions	and	an	assessment	of	their	institutional	potential.	
A	 database	 is	 created	 for	 the	 purposes	 of	 the	 research	 and	 based	 on	 the	 sources	
described	above	by	parsing	of	web	pages	and	factor	analysis.	
As	 part	 of	 the	 empirical	 analysis,	 two	 types	 of	models	 are	 used.	 The	 first	 one	 is	 the	
basic	binary	choice	model,	where	the	dependent	variable	is	the	quality	indicator	of	the	
court	decision.	The	second	one	is	the	two-step	method	for	evaluating	the	binary	choice	
of	 the	 probit	model	with	 the	 instrumental	 variable	 of	 the	 costs	 of	 the	 first	 instance,	
taking	 intro	 account	 regional,	 industrial	 and	 dynamic	 effects.	 From	 an	 econometric	
point	 of	 view,	 this	 leads	 to	 a	 higher	 quality	 of	 results	 from	both	 the	 theoretical	 and	
mathematical	background	of	the	model.	
A	preliminary	list	of	empirical	hypotheses	to	be	tested	is	as	follows:	
1.	 Judges'	 career	 incentives	 and	 their	 professional	 characteristics	 determine	 the	
effectiveness	of	decision	making.	
2.	 The	 complexity	 of	 the	 approach	 required	 to	 the	 analysis	 of	 an	 antitrust	 case	
increases	the	probability	of	a	legal	error.	
3.	Sanctions	imposed	are	a	signal	of	parties’	incentives.	The	more	difficult	it	is	for	the	
accused	 party	 to	 prove	 its	 position	 in	 a	 court,	 and	 the	 heavier	 the	 punishment,	 the	
higher	the	probability	of	a	legal	error.	
4.	There	 is	a	“learning-by-doing	effect”,	determining	the	 incentives	of	the	parties	and	
the	quality	of	the	proceedings.	
	
	
	
                                                             
1 Official website: kad.arbitr.ru 
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Expected	Results		
The	results	obtained	during	the	current	study	are	expected	to	be	divided	into	several	
groups	in	accordance	with	the	theoretical	assumptions.	
We	 assume	 that	 with	 the	 previously	 revealed	 researches,	 the	 decisions	 of	 judges	
whose	specialization	measured	as	the	experience	of	dealing	with	cases	of	violations	of	
a	certain	type	of	 law,	significantly	differs	 from	the	decisions	made	by	 judges	without	
that	 specialization.	 Moreover,	 we	 are	 going	 to	 estimate	 the	 effect	 of	 judicial	 career	
incentives	on	her/his	performance.	At	 the	 same	 time,	we	are	going	 to	 show	 that	 the	
consideration	 of	more	 complex	 cases	 has	 a	more	 significant	 impact	 on	 reducing	 the	
probability	 of	 a	 legal	 error	 and,	 consequently,	 the	 effectiveness	 of	 the	 institution	 of	
judicial	settlement	of	antitrust	disputes.	An	empirical	strategy	of	 the	research	 is	also	
aimed	at	 testing	 the	hypothesis	 that	 the	parties’	 experience	 in	 the	 commercial	 court	
processes’	participation	increases	the	efficiency	of	the	judicial	system	in	the	context	of	
customs,	 tax	and	antitrust	policy	enforcement.	The	expected	result	 is	 that	 the	higher	
the	potential	effect	of	imposed	sanctions,	the	higher	the	incentives	of	the	accused	party	
to	increase	the	resources	spent	on	providing	standards	of	evidence.		
Thus,	our	additional	task	is	to	show	that	the	Russian	judicial	system	in	the	context	of	
the	application	of	customs,	tax	and	antitrust	policy,	traditionally	referring	to	countries	
with	 a	 transitional	 stage	 of	 institutions,	 has	 a	 number	 of	 features	 that	 distinguish	 it	
from	other	countries	from	a	similar	group.		
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