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The interdependence of cultural and economic change is not widely researched by economists mainly because of the difficulties involved in establishing a clear and unambiguous link between the two. The big challenge is to make a clear link between culture and economy that has explanatory power, predictive value and that can feed policy recommendations.

In the case of Russia there are striking similarities between economic culture nowadays and in Tsarist times. Here we assume that it is not only a question of learning from past generations but also one of reproduction of social practices at the unconscious level. As in any other society, in Russia the formal institutional infrastructure is embedded into an environment of specific belief systems and social practices that are very inert. In Russia this legacy can be traced back to Muscovy where a mental model developed that produced a fear for a regime of rules. There has always been in Tsarist Russia an institutional preference for patrimonial rule. There were no constraints put on autocratic power. Even in times of weakness of autocratic power, the nobility did not demand rights. In Russia an institutional lock-in has been created that prevented a catch up with Western Europe. Modernisation attempts have been relatively short-lived and state led. 

The Bolshevists would borrow many elements from the Tsarist experience, also in the field of economic policy. The revolutionary changes since the late 1980s revealed in many respects continuities, especially in the sphere of value systems and social practices.

The cult of power permeates 
all social and economic relations
When analysing social practices that are relevant for economic life (and that differ from one social group to another and from one region to another) key elements should be identified that have a major impact on other elements of the complex system of social practices. A set of inter-linked social practices that are typical for the Soviet Union and contemporary Russia has been grouped and named the (post)-Soviet socio-psychological syndrome (see fig. 1). Elements of this syndrome are mutually re-enforcing.
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Fig. 1. Russia: the cult of power and related social practices
Conspicuous is the centrality of the question of how power is dealt with. It is maintained that the autocratic legacy of Russia made the exertion of absolutist power, and hence power abuse, a crucial problem in everyday life. The cult of po​wer, i.e. the adoration of absolutist power, gives a clue to the social practices mentioned in fig. 1.

It is maintained here that in the case of Russia the specific nature of authority patterns constitutes a major obstacle for social and economic development. It was the falling away of the communist party that removed the last obstacles for the plunder of the nation’s assets by well placed individuals from the former Nomenk​latura, along with traders and criminal elements. Paradoxically, the communist party not only fulfilled the role of a transmission belt for Soviet leaders, it also fulfilled a role of furthering social cohesion and resolving conflicts at the local level. It coordinated the centrally planned economy at the regional level, solving bottlenecks and imposing discipline upon enterprises. 

The abolishment of the party-state also meant the removal of a major instrument for conflict regulation and cohesion. What appeared was an (formal) institutional vacuum in which the most reckless could attain wealth and power in a very short time. In this situation it was above all informal institutions that shaped the behaviour of economic actors and the functioning of emerging new formal institutions.
Despite a qualitative break with the falling away of the party-state in 1988–1991, the new socio-economic formation developed organically out of the previous one. A reconfiguration of elements from the former economy and society occurred. It was as if with the abolishment of the party-state, a world that was hitherto hidden, came to the fore and imposed its rule over society.

The 1990s showed the unrestrained power of the new elite at all levels rather than an emerging democracy. At the same time the dispersal of power at the highest level led to the threat of disintegration. The ill-conceived transition of Russia led to a virtual institutional landscape in which formal institutions often fulfilled a role contrary to their official design. This was for instance the case with banks, the bankruptcy law and voucher privatisation. Instead of the rule of law, legal nihilism became prevalent, very much in the Russian tradition. Instead of growing more trustful, in the 1990s cheating spread in economic life to such an extent that Russia became one of the world’s most corrupt countries. In this process, informal institutions, i.e. deeply rooted social practices, shaped Russia much more than the institution building efforts of government.

However, market bolshevists assumed that with taking away barriers for the market (i.e. the demolition of the party-state and centrally planned economy) the natural state of the market would automatically establish itself.

Russian neo-patrimonialism 
and the cult of power
The peculiarities of Russia’s neo-patrimonialism as it has consolidated under President Putin reveal the centrality of the quest for power (see table 1).

Associated with Russian neo-patrimonialism are an absence of long term planning, an excessively high share of gross profits in GDP and a strong reluctance to invest capital on a long-term basis.

Most of the above mentioned features of Russian neo-patrimonialism are directly related to the cult of power. It explains the legal nihilism, the contempt for transparent procedures, the personalisation of power, deep rooted corruption etceteras. All the features mentioned above are inter-related and they constitute together an organic whole. The emerging Russian capitalism functions in the context of this neo-patrimonialism.

	Table 1.
	Features of Russian neo-patrimonialism


	The state
	State
	- State dominated economy/society; over-powerful state,
    from point of view of citizens and enterprises.

- Inefficient and weak state, not able to implement deci-
   sions.  

-  Dispersal of power within the state.

- No rule of law, rule of exceptions, no transparency in 
    laws, legal nihilism, rule by uncertainty, much regulated 
    by decrees. No separation of powers.

- Parasitic state, Predatory state.

- High degree of state capture by business oligarchy. This 
   prevents the emergence of a developmental and facilita-
   tive state.

- Secret service is crucial in maintaining cohesion of the 
   polity (among others through the mechanism of blackmail 
   state)

	
	Role of bureaucracy
	-  The public serves the civil servant.

-  An independent political force, rule maker.

-  Bureaucratic semi-feudalism. Clientelistic networks do-
     minate state bureaucracy.

-  Overlapping competencies within bureaucracy.

-  Control mania.

-  Merging of bureaucratic and criminal networks.

-  Corrupt officials erect barriers to entry for new businesses

	
	Role of government
	-  Government acting as fire brigade. Tendency to improvise.

-  Command and control reflexes to crisis situations.

-  Rule by uncertainty

	
	Polity
	-  Deep society-state divide. Polity is not reflecting adequa-
    tely societal interests. 

-  No culture of compromise. No developed sense of comple-
    xity of social-political processes.

-  Marginal role for parliament, though it is important for 
    oligarchs.

-  Emergence of a strong ‘party of power’. 

-  Emergence of corporatist institutions

	The economy
	
	-  Property rights not well protected.

-  Prevalence of oligopoly/monopoly over competition.

-  Small SME sector.

-  Low level of organisational capital.

-  Centre-periphery dynamics.

-  Large black economy

	Society
	
	-  Atomised society.

-  High levels of inequality.

-  Weakness of conflict regulating and value generating insti-
    tutions


Power in Russia is still very much dissipated, although less than under President Yeltsin. Apart from the regional and local power centres there are also the oligarchs who control whole sectors of the economy, especially the most profitable ones. With their fortunes they can buy political influence.

In Russia a neo-patrimonial polity and society emerged in which there is a close match between generally accepted social practices and the modus operandi of the political, economic and social systems. Political power is primordial and it can easily be converted into wealth, but vice versa has become more difficult as the recent history of Russia shows. Oligarchs are allowed to accumulate wealth under the precondition of loyalty to the political authority. 

In contemporary Russia there is a multi-layered policy making body in which various branches of government and bureaucracy produce a huge amount of legislative and quasi-legislative documents, which are poorly coordinated and often not published. The multitude of laws and decrees is frequently contradictory and can often be interpreted in different ways. Diffusion of authority weakens the system of governance in Russia.

Given the enormous weight and influence of the bureaucratic apparatus, one can not treat this machinery as a «dead weight» in the political process. In the neo-patrimonial polity the bureaucracy emerged as an independent political force and it strengthened its position in the post-Soviet transition. It even expanded enormously in size. The bureaucracy has become a maker of the rules of the game and not a «rule-follower». Decrees often function to overrule laws. The bureaucrats are masters in creating exceptions to general rules.

It is the personalized, patrimonial character of the state that creates personalized and patrimonial rules in the economy. Government often has an interest in resisting an institutionalization of rules that will restrict their political power and advantages in gaining wealth. In the patrimonial state, law does not exist to enforce justice but to maintain order. The judiciary is de facto often treated as a part of the state bureaucracy and subordinate to the Kremlin (or regional and local bosses). The state is not subject to legal constraints.

No polity has been created that is a reflection of society and that could adapt political structures to changing social needs, creating preconditions for evolutionary institutional change. The continuing deep divide between the state and society can be considered as one of the major causes of failed modernisation attempts.
Russia from the perspective 
of the experience of western economies
When comparing Russia’s predicament from the perspective of what made developed market economies successful, the nature of authority patterns comes again to the fore as a crucial factor.

Economic transformation of western developed market economies can be analysed in terms of problem solving capacities. Russians learned during ages of despotic rule to live with problems while not solving them. Conflict and problem sol-ving mechanisms are weakly developed. Developed market economies on the other hand entail a search for most efficient solutions at the micro-level involving a social engineering that is largely absent in Russia. Western societies are learning societies. However, collective learning, by trial and error, has been made very difficult in Russia.

Generally, if looking at developed market economies, one can say that each of these economies has, apart from an important market sector (autonomous economic system) a strong state that is able to impose the rule of law (hierarchy) as well as a strong society, where norms of reciprocity are prevalent (networking). 

The problem with Russia is that in each of these three crucial spheres there are major and deeply rooted deficiencies. Russia is not only faced with market failure, but also with hierarchy failure and network failure. The roots lay in a blocked society. At the core of this blockade is the inability to limit the power of the boss, on all levels, through establishing transparent procedures for conflict management. In the West conflict resolution mechanisms on all levels contributed to social and economic progress.

In developed capitalism, a new socio-technological-organisational paradigm is gaining ground, characterized by a complex organisational and governance pluralism. In Russia, the emergence of such a paradigm is hindered by the general lack of trust in society, the lack of co-operative attitudes among enterprises and organisations and the obstructive attitude of the state towards non-state organisations. It seems that Russia is actually moving away from above-mentioned paradigm. 

Russian-style networking contrasts sharply with the emerging «network society» in the developed capitalist world. The peculiarity of Russian society is that anti-modern network capital predominates while organisational capital, strong in successful economies, is very weak. The lack of rules governing social relations and relations between institutions, resulting in high barriers to cooperation, in all sphe​res, can be considered as one of the major obstacles to social and economic develo​pment in present-day Russia.

Networks that are often localised and rather closed provide the context in which business transactions attain some degree of predictability. It is extremely difficult for an outsider to get accepted by these networks and a precondition is the acceptance of the in-group morals. Transactions between networks are very difficult. Russia can be seen as a complex amalgam of local economic networks (business groups) with localised and personified relationships. Often, a bureaucrat plays a crucial role in these business groups. This bureaucrat opens the way to the coope​ration of the state. 

In all successful economies, both markets and competition are embedded into co-operative networks that act as uncertainty reduction devices, and as buffers to both instability and to predatory practices. The lack of horizontal co-operation and the closed character of clientele networks in Russia inhibit the diffusion of innovations. It is related to a lack of trust in Russian society. Russia always has been a low trust society. According to Winiecki [Winiecki, 2004] trust is a consequence of a long tradition of civil society, the ability and willingness of citizens to organise themselves for the joint pursuit of various common activities.

Typical for Russia is the lack of organisational differentiation and clear demarcation of competencies and borders between and within organisations, characteristic for Western economies. This lack of horizontal differentiation is related to the aversion towards transparency and clear procedures in the guidance of economic life. In Russia there is a preference for mores over laws and a disdain for procedural rationality.

The success of most developed economies does not lay in an unrestrained free market but in institutions combining competition with cooperation. Within the firm sustained social bonding and common organizational culture sustain cooperation. In a learning economy modalities of cooperation within firms also affect relations between firms. Forms of cooperation are often rooted in cultures that often predate capitalism and are often alien to capitalism. According to Hodgson [Hodgson, 1999, p. 68] «capitalism has survived because it has combined, in different ways and with different degrees of success the fluidity and incentives of property exchange with different social cohesion and moral obligation to keep the contract system going in a complex environment». Looking from this perspective to the Russian economy there is the lack of cooperative traditions and trust. This complicates the build up of organisational capital which is not just a question of transferring codified know-ledge but also involves the transfer of tacit knowledge.

Russia from the perspective 
of patrimonial societies
Instead of looking at the experience of Western developed market economies it is in many respects more fruitful to look at the examples of successful neo-pat​ri​mo​​nial societies. 

All patrimonial societies that successfully industrialised did so with the help of a developmental state that usually had authoritarian features. It seems, however, that crucial ingredients for a developmental state are missing or weakly developed in contemporary Russia. Evans [Evans, 1995] has shown that state institutions should be embedded in a dense network of ties that bind them to societal allies with transformational goals. Also, the state and its bureaucracy should have a certain le​vel of autonomy. The political elites should share a common sense of purpose and direction. The state should be crucial in bringing about stability, trust and creating a physical and regulatory infrastructure for development. 

What actually happened in Russia was that the state, at least in the 1990s, contributed to de-development. Instead of a minimal state Russia needed state-led development while introducing markets. The state actually furthered rent-seeking by not creating a stable economic and social environment and also as a result of the absence of a functioning capital market that could further the efficient allocation of resources. The absence of a law- governed economy creates a high degree of uncertainty in economic life and imposes a short time perspective. Getting richer is easer by cultivating good relations with corrupt bureaucrats and politicians who can open venues for expanding business empires and securing markets rather than investing in productive outlays and innovation. Also, the state allows and even stimulates businessmen to put their money in foreign bank accounts rather than investing in Russia. Instead of using government budget surpluses for improving the country’s crippling infrastructure it is potting up money. Government should also have participated in investment projects. However, an industrial policy was totally absent.

Countries within the same cultural-behavorial region provide interesting material for comparison. In Ukraine, the Orange Revolution and its aftermath revealed the strengths and weaknesses of the Russian variety of neo-patrimonialism that is dominant in Eastern Ukraine. This part of Ukraine belonged to the Soviet heartlands and is heavily russified and sovietised. Just before the Orange Revolution (end 2004) Ukraine drifted in the direction of non-competitive authoritarianism and one clan rule. The clan from Donetsk (eastern Ukraine) became increasingly powerful and many feared that the Donetsk model, very much akin to Russian-type patrimonialism, would prevail in Ukraine. The Orange Revolution showed first the weaknesses of this model. Later, especially after Viktor Yanukovitch, who was defeated during the revolution, came back in 2006 as prime minister, the strengths of the Donetsk model became visible. It appeared that in Southern and Eastern Ukraine the Orange Revolution had not affected very much the dominant neo-patrimonialism while the mode of governance at the national level did not see much change. At the national level the Donetsk model re-asserted itself and the Donetsk clan expanded its influence across Ukraine. It shows that Russian style neo-patrimonialism is not necessarily doomed if faced with attempts to dismantle it. 

Both in Ukraine and Russia power is located in places other than it should be according to constitutional rules. This situation happens quite often across the world. In many East and South Asian parliamentary democracies there is a separation between form and substance of authority. More often than not, the formal structure of authority is completely fictitious. Therefore, the virtual democracy of most post-Soviet countries is far from unique. But one would assume that in patrimonial societies authority patterns should be clear and concentrated if the polity has to function smoothly. However, this is not always so. Japan, although having gone through a fast modernisation process, retained many elements of traditional society and it is far from the Weberian conception of modernity. Japan has a similar party of power as Russia and this party has also used «administrative resources» to stay in power. Japan also knows «decorative opposition parties». 

Peculiar for Japan is the fact that there is no clear centre of power. But Japan has known political stability for a long time. Power is shared by big enterprises, bureaucracy and government. There is no focal point in the polity. However, unlike Russia, there is a strong consensus among the political and business elite about what policies to pursue. There are also strong consensus building mechanisms. A shame culture supports behaviour that conforms to societal expectations.

Whereas it seems that in Ukraine and Russia strong leadership is only possible if power is concentrated in the hand of a strong leader and power sharing is problematic, in Japan strong leadership is guaranteed by the institutionalized consensus building mechanism. 

China has developed an impressive set of informal institutions that support the same kind of dynamic activity (entrepreneurship, market entry and exit) and competitive markets that underlie innovation economies in the OECD area. In Russia it is still typical for markets to be captured by a few incumbent firms, likely in coope​ration with regional and local officials, who receive quasi-fiscal services from larger firms on their territories. This creates a natural bias against outside competition.

In China, the decentralization of considerable autonomy to the provincial level of government has been critical for allowing China to develop the market dynamism needed for an innovation economy even in the absence of strong formal market institutions. However, in Russia decentralization initiatives have been stifled.

Whereas in Russia the bureaucratic apparatus expanded enormously during transition, China laid off civil servants.

Whereas the share of private consumption in GDP in China is rather low (44 per cent, 2003), like in Russia (49,1 per cent during 1998–2005), the share of private consumption plus capital investments together is in China much higher compared to Russia (86 per cent – 2003 versus 66,1 per cent). 

A comparative analysis with China showed that China liberalised markets first and privatisation occurred later and at a slower pace and was moreover much more limited, compared to Russia [Bhaumik, Estrin, 2005]. In China enterprises, including state owned enterprises, were much more responsive to market signals than in Russia. In China new enterprises were encouraged while discouraged in Russia. While in Russia a severe de-capitalisation occurred during the period of investigation (1995–1999) the real capital stock of Chinese companies grew substantially. Gene-rally, in the late 1990s economic factors had a much greater impact on enterprise performance in China compared to Russia. Unlike in China, markets in Russia remain geographically and institutionally fragmented. 

The Chinese case confirms that market incentives are sufficient to ensure some degree of efficiency in enterprise activity without immediate full privatisation. Bhaumik and Estrin [Bhaumik, Estrin, 2005] conclude that neither «big bang» reform policies nor early privatisation, such as occurred in Russia, are the sine qua non of successful transition. In China the state-society divide is less deep than in Russia. According to a survey (2003–2005) only 37 per cent of polled Russian entrepreneurs trust government against 82 per cent of polled Chinese entrepreneurs [Chen et al, 2007]. According to other survey results the sum of positive answers on a survey questions «can a majority of people be trusted» was in Russia 37,9 per cent while in China 64,3 per cent’ [(Yasin, 2007, p. 39].

It seems that in any positive scenario, given current dominant Russian social practices and belief systems, Russia requires strong political leadership as a prere-quisite for a gradual transition to a rule-based society and economy. The state has an important role to play in bringing about trust and predictability in social and economic life. This is of course only feasible if the state apparatus is thoroughly reformed and the state bureaucracy purged. This can, in principle, be accomplished with the help of a vigorous civil society as a countervailing power for the state. This might occur if pressure from society forces the state to increase the space for independent social activity. At the same time the state has to fulfil an important role in furthering the cohesion of society. 

In the current situation of rampant rent-seeking in the private sector, it seems very important that the state develops a physical infrastructure while ensuring the reproduction of basic services like education and health care and protecting the country from predatory behaviour, which implies certain forms of import protection and control on international financial exchanges. A corporatist, state-led model of development that takes into account the deeply rooted social practices, attitudes and belief systems, while at the same time acknowledging the need to transform these, can allow Russia to start a catch up process with the leading nations in the world economy. 
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