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“Original Sin, Good Works, and Property Rights in Russia: Survey Evidence from
Economic Elites and from the Mass Public”

Are property rights obtained through legally dubious means forever tainted with original sin or can rightholders make their ill-gotten gains legitimate by doing good works?  Answers to these questions have ramifications well beyond academic debate.  Based on the expectation that private ownership generates stronger incentives to produce, policymakers and international financial institutions have advised governments from Asia to Africa to transfer state-owned assets to private hands.  Indeed, privatization has become a central component of economic transformation in developing and transition countries.

Property rights created through privatization are often treated as unproblematic. Having received legal title, rightholders are expected to put those assets to their most productive use.  However, the transfer of rights from state to private hands is only a first step in encouraging rightholders to use their assets well.  The state, through its monopoly on the use of coercion, retains its ability to redraw property rights in a variety of ways, from expropriation and renationalization to changes in regulation and tax policy.  Rightholders who expect the state to alter their rights in the future have weak incentives to use their assets productively today.  As recent events in Russia, Ukraine, Venezuala and elsewhere suggests, the threat that an “illegitimate” privatization may be reversed can loom large well into the future.  Many studies examine the institutional, political, and social roots of property rights, but these works rarely examine how the manner in which property was obtained or the actions of rightholders influence the legitimacy of these rights.    This essay takes up this task.
I use a survey of 660 business elites in Russia conducted in January 2005 and a survey of 1600 residents of Russia conducted in October 2006 to examine these issues.  An experiment embedded in these surveys asks whether the severity of violations of the Law on Privatization shapes perceptions of the legitimacy of property rights. This “original sin” argument suggests that property rights transferred via major violations of the law retain their illegitimacy.  It also asks whether recipients of privatized assets can increase the legitimacy of their property rights by investing in their firm or by providing public goods for the region.  This argument suggests that businesspeople can make their ill-gotten gains more legitimate by doing “good works.”  The essay also examines what measures – renationalization, reprivatization or large fines – the public prefers to redress these wrongs.     

I find that the original sin of an illegal privatization is difficult to expunge.  Contrary to a “Coasian” view of privatization, property rights transferred through a legally questionable privatization are seen as illegitimate long after privatization.  Businesspeople, however, can improve the legitimacy of property rights by doing good works, such as providing public goods and using their assets well.  These findings do not appear to be driven solely by attitudes toward state property or economic inequality more generally.  In addition, there is evidence that firms that provide public goods for the region also invest at higher rates suggesting that they may be using public goods to try to polish their image and make their privatized property more legitimate and secure.   The survey also suggests that politicians have a variety of means to address concerns about the legitimacy of privatization, including reprivatization, fines, or encouraging public good provision.  Although the Russian public is very unhappy with the outcome of industrial privatization, only about one-third of respondents favored renationalization.  These findings have implications for studies of privatization, property rights, and business-state relations in transitions and developing countries.

