Privatization in Russia: Preliminary Results
and Socioeconomic Implications

VICTOR SUPYAN

P rivatization in Russia has prompted profound changes in the socioeconomic
life of the country, including fundamental shifts in society, capital, and polit-
ical power. The outcomes of privatization efforts will in many respects determine
socioeconomic and political conditions in Russia not only during the contempo-
rary transitional period but also far into the future.

Russian privatization—which is unprecedented in its economic and human
scale—has entailed complex social and economic consequences. Among them are
the emergence of a new social structure, based mainly on the distribution of for-
mer state-owned property; the formation of a new income structure with much
greater differentiation than under the former regime, with incomes derived from
private capital that never previously existed; the development of a new relation-
ship between employees and management; and changes in work motivation and
managerial practices. Anticipated economic consequences of privatization also
include productivity gains, structural changes in the economy, and investment
growth, which together promise to accelerate the rate of economic expansion. The
principal social goals of the first privatization program included distributing for-
mer state-owned property on a basis of social justice and creating a massive mid-
dle class based on private ownership, which was widely perceived as necessary
for social and political stability.

Ideology, Goals, and Stages of Privatization

The active stage of the privatization process was preceded by harsh polemics
among economists, politicians, trade union leaders, and ordinary citizens con-
cerning the ideology of privatization, its goals, forms, and methods. Three major
approaches—each fundamentally different in concept—dominated the public
debate. The first, most “liberal” approach was based on the proposition that state
property should be sold to anyone who wants to buy it at the market price. That
method of privatization is commonly used in Western countries and Japan when
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a government decides to denationalize a state-owned industry or company. A sim-
ilar approach was also used to some extent in former socialist countries such as
Hungary, Estonia, and Germany.

Leftist political forces and trade unionists, many from the newly established
councils of work collectives, pursued a second approach, which maintained that
it is necessary either to transfer an enterprise’s assets directly to the work collec-
tives or to sell firms to the collectives on an installment plan, using discounted
government loans. Proponents differed on which model of ownership to pursue;
precedents ranged from the Yugoslavian pattern, in which ownership is deper-
sonalized and enterprises remain essentially quasi-state property, to direct own-
ership by workers, similar to employee stock ownership option plans in North
America. In either case, the work collectives gain control over productive capi-
tal, and the collectives attain self-management.

A third approach advocated the free distribution of state-owned enterprises to
the whole of the Russian population. That idea was based on the proposition that
the Russian people had participated in the creation of national wealth, including
all productive assets, during previous decades and therefore were entitled to share
in the nation’s material assets. To achieve citizen ownership, advocates proposed
the creation of privatization accounts or privatization checks or vouchers. After
extensive discussions, the third approach became the basis for Russia’s first pri-
vatization program in 1992.

Obviously, no single approach to privatization is perfect from either a social
or an economic point of view. The first one was unrealistic in the Russia of 1992.
Neither companies, nor individuals, nor even criminal organizations had enough
free capital to purchase state-owned firms at market prices. Nor did such investors
exist abroad. Moreover, that approach failed to address issues of social justice.
Theoretically, the liberal approach was supposed to promote maximum econom-
ic efficiency through responsible ownership of enterprises. For Russia, however,
the approach would have been economically counterproductive because of the
length of time required to make it work.

The second approach also had many shortcomings. Its major economic advan-
tage—a supposed increase in worker motivation (which was not, in fact, obvious
in all cases)—was undermined by the absence of investment capital. Socially, the
approach obviously discriminated against all those not employed in industrial
enterprises (where the greatest assets of the country were accumulated), includ-
ing scientists, teachers, physicians, members of the armed forces, government
employees, retirees, and students.

The principal economic shortcoming of the third, or voucher, approach was
that it did not create any economic incentives for the accumulation of capital and
new investments. Moreover, it was not ideal socially. Even if each citizen for-
mally received an equal share in privatized property in the form of a voucher, no
effective mechanism existed for the use of the vouchers. That situation led to
numerous abuses and mass disappointment among citizens who expected to
receive real ownership, dividends, and a visible improvement in living standards
from their vouchers. Nonetheless, the approach at least made an effort to take
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social factors into consideration in the wholesale distribution of capital, which
seems to be one of the major reasons why the approach was ultimately accepted.

The final version of the realized privatization program' was much more com-
plex than the scheme described above. It was based on a shared interest among
different social forces that sought to gain maximum personal advantages from
privatization, as reflected in the numerous privileges that were accorded to major
participants in the initial stage of the privatization process. Specifically, workers
and managers received the right to obtain—either free or at discounted prices—
a significant portion of an enterprise’s stock, on terms that were advantageous to
top management. Regional and local governmental authorities that were empow-
ered to establish the rules under which municipal property became privatized also
enjoyed substantial advantages. Thus, the greatest portion of income derived from
privatization remained within local and municipal budgets.

Social and political considerations—including efforts to generate support for
privatization among different social strata and groups within the political estab-
lishment—determined the advantages and special conditions of privatization dur-
ing its initial stage. Despite serious differences of opinion between the executive
and legislative branches, a majority of deputies in the Supreme Soviet endorsed
the government privatization program on 11 June 1992. The bill stipulated six
principal objectives:

* The formation of a stratum of private owners who would contribute to the cre-
ation of a socially oriented economy

« Increased enterprise effectiveness

 The promotion of social protection and a new social infrastructure based on
personal income derived from privatization

¢ Enhanced financial stability

e Creation of a market environment through demonopolizing the national
economy

» The attraction of foreign investment

At the same time, the privatization program entailed a number of objectives
that were not readily apparent. One of the undeclared political goals of privati-
zation was to restrict the decision-making rights of ministries and other govern-
mental bodies by transferring much of their previous authority directly to the
enterprises. That had already begun to take place as early as 1988, when work-
ers’ collectives began to lease a number of state-owned enterprises with the right
of buyout. By summer 1992, more than two thousand enterprises had been pri-
vatized in this fashion, primarily to the benefit of upper management.? Hence, one
of the purposes of the government’s first privatization program was to impose a
set of rules on the ongoing process of spontaneous privatization.

Two additional privatization measures were enacted through presidential
decrees on 12 December 1993 and 22 July 1994. The first sought to complete the
voucher privatization stage, which was characterized primarily by the free dis-
tribution of formerly state-owned property.® The purpose of the second measure
was to regulate privatization at its money stage at the conclusion of the voucher
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stage.* Both decrees had among their declared goals the formation of a broad
stratum of private owners, the increased effectiveness of the Russian economy,
the social protection of the population, and the protection of the rights of stock-
holders. The most significant characteristic of the post-voucher privatization pro-
gram, or money stage, was its emphasis on increased economic effectiveness pri-
marily by attracting investment from abroad and by creating a stratum of
“strategic” private owners.

Forms and Methods

Each stage of Russian privatization revealed distinctive features. The 1992 pro-
gram foresaw different methods for privatization according to the size of indi-
vidual companies. Small companies, with fewer than two hundred employees,
were to be sold at voucher auctions or leased by their employees with the right
of complete buyout; companies with more than a thousand employees would be
transformed into public stockholding companies; and medium-sized companies
could choose between employee buyout and public stockholding status. About 30
percent of all companies were not subject to privatization according to normal
procedures. Among them were energy companies and components of the mili-
tary-industrial complex.

Privatization law permitted the following means to create new forms of own-
ership: sale of shares; sale at auctions; sale through commercial bidding; sale
through investment bidding; sale of assets of a bankrupt company; or buyout of
leased assets. Work collectives had a right to choose among three versions of pri-
vatization during the sale of company shares:

Version 1. All members of the work collective received, at no charge, a portion
of 25 percent of the company stock in nonvoting preferred shares—not to exceed
the worth of twenty minimum monthly salaries for each worker. An additional 10
percent of common shares would be available for workers to buy at the nominal
price, but not for more than six minimum salaries for each worker, with a 30 per-
cent discount, on a three-year installment plan. The top management of the enter-
prise, from three to five persons, received an option to buy 5 percent of the stock
in common shares at the nominal price (but not for more than two hundred min-
imum monthly salaries each).

This method, which was used by approximately 20 percent of all companies,
assumed that not less than 29 percent of the stock would be sold at voucher auc-
tions. Another 10 percent of the stock in version 1 would go to special privatiza-
tion funds for future distribution among the employees. The remaining 21 per-
cent could be reserved by the regional property funds and thereby would belong
to the state.

Version 2. All members of the work collective had the right to buy 51 percent of
the common shares at the nominal price multiplied by a coefficient of 1.7. Not
less than 50 percent of the payment had to be made in vouchers. An additional 5
percent of the stock could be reserved in the company privatization fund. After
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29 percent of the stock was sold at the voucher auctions, the remaining 15 per-
cent was supposed to be reserved by the regional property funds. That version of
privatization proved to be the most popular method and was chosen by about 80
percent of all companies.

Version 3. The third version of privatization assumed that a group of employees
took responsibility for privatization and the future reconstruction and develop-
ment of the company for not less than one year. In this case the group received
the right to buy 20 percent of the stock in common shares at the nominal price.
The work collective could purchase another 20 percent at the nominal price, but
they could not spend more than
twenty minimum salaries for B L
one worker, with a 30 percent * 1he voucher privatization has
discount on a three-year install- obvious shortcomings: it neither
ment plan. Less than 1 percent contributes to the influx of new
of the companies affected used jpyestments nor stimulates the

this version of privatization. . .
P S accumulation of capital.”
In practice, the limits on

employee stock purchases—

twenty minimum salaries and

six ~minimum  salaries—

restricted the portion of freely

distributed or discounted shares. As a result, the actual quantity of freely distrib-

uted shares under version 1 was not 25 percent, as envisaged, but only 13 percent.
Two national enactments in 1992 preceded the implementation of the various

methods of privatization. First, about 150 million privatization vouchers were dis-

tributed: one voucher to a person, with each voucher having a nominal value of

10,000 rubles in 1 January 1992 prices. Second, in July 1992, larger companies

were transformed into stockholding companies through a presidential decree.

Important landmarks during the first stage of privatization included the adoption

in 1992 of a law on bankruptcy and the abolition of restrictions on the sale and

lease of agricultural land. The most significant characteristics of these programs

included the following:

1. Vouchers were used as a principal means of payment in the process of pri-
vatization for both the employees of privatized enterprises and nonemployees
who wished to obtain shares. After July 1993, the minimum portion of shares
intended for exchange for vouchers was increased from 35 percent to 80 percent.

2. Substantial advantages were given to the workers’ collectives, including the
distribution of company stock, the right to sell stock to outside investors not only
for vouchers but also for cash, and the right to reserve company stock for further
distribution among employees in the buyout process.

3. The privatization program (especially that of 1993) allocated to the regions
considerable authority to determine the time, pace, and order of privatization in
many industries under municipal ownership.
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4. The most widespread form of buyout of stock became the so-called closed
subscription, in which shares were distributed proportionally to workers who sub-
mitted applications for them.

5. Voucher auctions became the most important form of distribution of stock
outside enterprises. According to presidential decree, not less than 29 percent of
all stock had to be sold at these auctions.

As mentioned earlier, the voucher privatization has obvious shortcomings: it
neither contributes to the influx of new investments nor stimulates the accumu-
lation of capital. During the initial stage of privatization, it quickly became appar-
ent that many enterprises resisted voucher privatization by outsiders and preferred
instead to sell their shares for cash. That approach clearly revealed that managers
wanted to retain control over company shares, which explains why most enter-
prises chose the second version of privatization, with its provisions allowing man-
agement the opportunity to buy out the controlling shares of stock. To resist this
trend, the government required enterprises to sell not less than 29 percent of all
shares at auction.

Meanwhile, the social goals of the first stage of privatization were imple-
mented quite consistently. Those included providing every citizen a chance to par-
ticipate in privatization while simultaneously taking into account the interests of
the work collectives, top management, and other groups within the political and
economic establishment. At the same time, the government initiated the free pri-
vatization of housing, a measure that proved a major milestone in Russian social
reform during the initial stage of the privatization process.

Under the new program of privatization, adopted on 22 July 1994 by Presi-
dential Decree 1535, practically the same forms of privatization were envis-
aged—sale of shares to an open stockholding society, to company employees, at
auctions, or through commercial or investment bidding; sale of assets of bank-
rupt companies; buyout of leased assets, and so on. Unlike the previous version,
the second program had no expiration date.

The main difference between the two programs was that the second one
reduced significantly the advantages previously accorded the work collectives, as
follows:

Version 1. Formally, the basic advantages for the employees remained the same.
Twenty-five percent of the company stock in nonvoting preferred shares was still
distributed free of charge. Ten percent, but not more than the worth of six mini-
mum salaries for each worker with a 30 percent discount, could be sold to the
employees at the nominal price. But the instaliment plan was restricted to three
months, not three years, as before. Second, and most important, the nominal price
began to approach the market price as a result of re-evaluation of assets. In addi-
tion, the initial payment was not to be less than 50 percent. Additional advantages
were given to top management. They could now buy 5 percent of the stock (as
they could before), but the stock could be worth more than two thousand mini-
mum salaries for each person (compared with two hundred minimum salaries pre-
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viously). There was no other reservation of shares in any funds; whatever
remained was to be sold at auction. Thirty-seven percent of companies used this
version of privatization in 1995.

Version 2. Employees had the opportunity to buy 51 percent of the stock with no
other advantages at new prices. The remaining 49 percent would be sold at auc-
tion. This version was chosen by 48 percent of all enterprises.

Version 3. This version allowed for purchase of 30 percent of the stock at the
nominal price (compared with 20 percent previously). An additional 20 percent
of the stock could be bought by all employees but not more than the worth of
twenty minimum salaries for each employee, with a 30 percent discount on a
three-month installment plan. The initial payment could not be less than 20 per-
cent of the cost of the shares. Again, as in the other two versions, there was no
reservation of stock. Everything left after in-company distribution was to be sold
atauction or through investment bidding. In 1995 this version was used by 4 per-
cent of all companies.’

Although the new program was announced in summer 1994, it really started in
summer 1995. The following distinctive features characterized the new program:

* Privatization would be conducted only for actual money and at real prices

* The prevailing mode of privatization would be by auction and by investment
bidding. Fifty-one percent of the income derived from privatization would be
allocated to the companies and could be used only for new investments, while
the rest was divided between federal and regional budgets

* Workers’ collectives received fewer advantages in comparison with the previ-
ous program

* The land on which enterprises are situated could be privatized

* Privatization would affect new industries, including those in the military-indus-
trial complex

* The government could retain 51 percent of the stock for a period of three years,
commencing with the start of privatization, in such sectors as communications,
utilities, pipelines, alcohol production, atomic machinery, the space program,
and the military

Only enumeration of goals, versions, and characteristics of the new stage of
privatization shows its significant distinctions from the stage of voucher priva-
tization, especially in social aspects. Despite formal declarations in 1995 law
affirming the protection of stockholders’ rights, the primary emphasis was on the
economic goals. The reduction in advantages to the work collectives and an end
to the free distribution of ownership confirm that social goals have assumed a
subordinate status in the new program. Like the first program, the new one paid
absolutely no attention to worker motivation, the implementation of economic
democracy, or participatory management. From my perspective these omissions
constitute serious flaws in the privatization process. Substantive criticism has
also been directed at irregularities in investment bidding, the improper manage-
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ment of state-owned shares, bankruptcy procedures, and numerous personal and
institutional abuses of privatization. At the opposite end of the ideological spec-
trum, some traditionalists have even demanded full or partial renationalization
of enterprises.

Social and Economic Results

The quantitative results of privatization seem to be highly impressive. By the end
of 1999 more than 140,000 former state-owned enterprises (out of a total of
267,000 nonagricultural enterprises) had become privately owned or stock cor-
porations. This group included more than 25,000 large enterprises, each employ-
ing thousands of workers. Especially impressive is what is termed “small priva-
tization” in the service industry, where the private sector exceeded 80 percent.
The privatized enterprises use more than 60 percent of the productive capital in
manufacturing, produce 75 percent of the Russian GDP, and employ about 80 per-
cent of the national labor force.® About 40 million Russian citizens have become
stockholders in privatized enterprises—more than in any other country of the
world. Nearly one million people are owners of small private companies, millions
of which were established primarily in the retail trade, consulting services, the
repair industry, construction, and food-producing industries. In addition, millions
of apartments and houses were privatized by mid-decade. Taking into account that
the mass privatization started in Russia only in the middle of 1992, the figures
demonstrate the unprecedented scale and pace of the privatization process.
Although the figures are unquestionably impressive, they provide few insights
into the economic and social consequences of privatization, nor do they tell us
whether the expectations of the citizens and the government have been fulfilled.
Let us look in detail at the economic and social consequences of Russian pri-
vatization. As was already mentioned, the declared goals—increased economic
effectiveness, financial stabilization, a competitive environment, attraction of for-
eign investments—were mostly not reached. Those goals could not be realized
because the mechanism of voucher privatization did not include a real increase
in capital or real investments. No serious changes occurred in worker motivation
or in the organizational and managerial structures of most enterprises. The trans-
formation of enterprises into stockholding companies no doubt creates a basis for
market mechanisms in the future, as well as for an increase in worker motivation,
provided other factors, including an influx of new investment and a transforma-
tion of the managerial model, are present. Thus, practically no real economic ben-
efits ensued from the first stage of privatization. There were some exceptions in
small and medium-sized enterprises, where management changes took place, the
bureaucratic staff was reduced, and new motivational incentives were introduced.
The money stage of privatization, started practically a year after the official
beginning of the process, did not give many reasons for optimism. The second
stage seemed to be more oriented toward an influx of investments and the for-
mation of so-called strategic owners, who would have a deep interest in an
increase in economic effectiveness. The actual results, however, are modest. Since
the beginning of the second stage of privatization, about 20,000 enterprises have
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been privatized—compared with 122,000 between 1992 and 1994. Approxi-
mately 88 percent of all companies privatized in 1995 have fewer than two hun-
dred employees. These companies account for 38 percent of total output of all
companies privatized that year. Fifty-six percent of the privatized companies
operate in the trade and service sectors.

A presidential decree of 31 August 1995 authorized the sale of federal shares
in twenty-three of the largest stockholding companies. Among them were the
giants of Russian industry, including Luckoil, Norilsky Nickel, and Jukos. The
federal government came under fire for its alleged favoring of certain commer-
cial banks during the process, but the cases that reached the Federal Arbitration
Court were adjudicated in the government’s favor.

Contracts between the government and commercial banks expired on 1 Sep-
tember 1996. Nonetheless, the government and the Security Council imposed
some limits on the future sales of the shares. The sale of shares in the most impor-
tant companies was prohibited, and the amount of stock that could be held by for-
eign investors in any single enterprise was limited to 15 percent.’

The transition to the new stage of privatization entailed significant changes in
the attitudes of workers toward privatization options. During the voucher stage,
nearly 80 percent of the enterprises chose the second privatization option (which
allowed the workers’ collectives to obtain a majority of shares), compared with
only 48 percent in 1995. The number of enterprises choosing the first option
jumped from 28 percent in 1994 to 37 percent in 1995. The third option was cho-
sen by 4 percent of firms. Approximately 8 percent of the new stockholding enter-
prises were created through the purchase of leased companies. These changes are
associated with the new rules of privatization and the absence of investment
opportunities in most companies.

A number of political and economic factors have contributed to the slowdown
in privatization and low levels of investment, including political instability
(frightening both foreign and national investors), faulty legislation, general eco-
nomic slowdown, and relatively high inflation during most of the 1990s. In con-
trast to the declared goals, the government’s efforts concentrated primarily on
short-term measures designed to reduce budget deficits at the expense of privati-
zation rather than pursue a strategic vision of economic transformation. But even
these efforts proved to be insufficient. In 1995 the income from privatization
accounted for 3.8 trillion rubles—only half as much as originally envisaged.® The
securities auctions conducted in 1995 earned an additional 4 trillion rubles. Near-
ly all privatization revenues came from the sale of shares of stockholding soci-
eties; an additional 20 percent was derived from the sale of shares of leased prop-
erty, 15 percent from the sale of real estate, and 9 percent from the sale of
liquidated companies. In 1996 revenue from privatization was 3.2 trillion rubles.?
In 1999 privatization revenues accounted for 8.3 billion (devalued) rubles, which
was dramatically less than the 1998 revenues of 17.8 trillion.!°

In 1996 the Accounting Office of the Russian parliament concluded that
income from privatization that year was about 280 times less than it could have
been; if it were properly implemented, privatization could bring about 70 trillion
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additional rubles to the budget, they said.'! These conclusions were made after
analysis of many investment bids and auctions that were considered inefficient.
The findings confirm that the legislative basis of a new stage of privatization was
not sufficiently elaborated as to either forms or methods.

The social results of privatization are controversial at best. Formally speaking,
each citizen received a right to purchase a share of formerly state-owned property,
meaning that the goal of fair and equal distribution of this property was supposed-
ly fulfilled. Realistically, however, the principle of social justice was hardly real-
ized. Perhaps the only significant social achievement of privatization on a national
level was the privatization of housing, which was accomplished practically free of
charge and applied to all Rus-
sian people. Nonetheless, only
“The major role in the ongoing about 14 million apartments
privatization will be played not by (39 percent of all municipal
individuals but by companies—large ~ housing) were privatized by the

. 4. . beginning of 1999. Such a low
banks and financial-industrial groups

already in existence in Russia.” l.evd can be explained by pub-
y = lic concern that privatization

would result in a significant

increase in property taxes.'?
Other social results and
consequences have had limited
effect and reflect mostly the principle of distribution “by force” rather than “by
justice.” Thus, significant parts of the companies’ assets were transferred to the
possession of the workers’ collectives free of charge or for nominal prices. With-
in the workers’ collectives, a relatively large portion of the ownership was allo-
cated by the top management. The rank-and-file workers in most cases own their
shares only on paper; they do not participate in decision-making processes and
very often do not receive dividends. Moreover, outside investors have increased
their ownership of company stock while the percentage held by the insiders has
declined (see table 1). The data presented in table 1 are based on surveys con-
ducted by World Bank experts. Other estimates correspond with these findings:
As the 1999 edition of the Survey of the Russian Economy revealed, the inside
owners have reduced their share to 56.3 percent of company stock on average.'3
Approximately 75 percent of workers employed primarily in small firms and
the public sector invested their vouchers in voucher investment funds. These
funds played a major role in some of the voucher auctions. In 1994, 640 vouch-
er funds were officially registered—150 operating in Moscow alone. Through
May 1994, the funds invested 29.8 million of the 151 million vouchers that had
been distributed among individual citizens. Many investment funds sought to
increase their holdings in companies, although the managers of such companies
resisted because they feared losing control. Rules were established to restrict an
investment fund’s ownership to no more than 25 percent of stock in a company.
These limits prompted many investment funds to switch from long-term invest-

ments to short-term financial speculations.'*
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TABLE 1
Ownership of Stock in Privatized Companies
in Russia, 1993-1996 (in percentages)

1993 1994 1996
Company management 19 20 16
Company workers 48 45 42
Outside investors 13 23 33
Government 20 12 9

Source: Survey of the Russian Economy (Moscow, 1998), 163.

A significant number of these funds have declared bankruptcy, and as a result,
investors have lost their shares. Those funds still functioning have practically
ceased paying dividends. In practice, privatization by force has led to a marked
increase in inequality in income distribution. The money stage of privatization
has exacerbated this trend. Very few ordinary people can afford to invest money
in companies. Therefore it is predictable that the major role in the ongoing pri-
vatization will be played not by individuals but by companies—Ilarge banks and
financial-industrial groups already in existence in Russia. These groups and banks
are the real basis for the modern accumulation of capital in today’s Russia. Ana-
lyzing the formation of the new Russian elite, O. Krystanovskaya emphasized
that “the economic elite in current Russia is a closed group of people who con-
trol most capital and industries with the permission of the government.”!?

Privatization in Russia has not yet created a large, stable middle class. Private
ownership is spread too thin, and control of financial resources remains central-
ized in the hands of a narrow group of top managers and government officials.
Equally regrettable, mass employee ownership has had practically no impact on
the development of economic democracy in Russia. As was the case during the
previous era of state domination of the economy, workers remain alienated from
participation in decision-making processes on the enterprise level—in contrast
to their counterparts in, for example, Germany and Sweden, as well as in some
U.S. companies.

Despite the uneven social consequences of privatization, excessive pessimism
is not warranted. First of all, when one considers Russia’s overall economic and
social situation and its prevailing balance of power, it was unreasonable to expect
a better plan of privatization or better results. That does not preclude increased
economic and social effectiveness of privatization in the future. Such aspirations
can be realized through post-privatization reforms of the Russian companies,
especially the introduction of different forms and methods of economic democ-
racy. More autonomy of workers in the production process, their participation in
management, and the dissemination of information on the enterprise level would
be desirable trends in the development of productive forces—that is, short of the
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creation of a new technological paradigm. In addition, the development of eco-
nomic democracy can promote a new partnership between capital and labor, of
the type that has developed in the West during the last decade.

Economic democracy cannot be unlimited; it is unrealistic to expect effective
results in a modern economy if all strategic economic decisions are made by vot-
ing. A different approach would be the active participation of workers in deci-
sion-making processes at the workplace, on the low and middle levels, and the
representation of employees on company boards. The maximum delegation of
power from top to bottom and broad worker autonomy would positively affect
both economic performance and social climate in the company.

Any prognosis on employee ownership in Russia must take into account the
macroeconomic mechanism of the market economy. The principal characteristic
of such an economy is the free flow of capital and labor from less-profitable
industries and companies to those that are more profitable. In the case of the own-
ership and control of stock by the workers’ collectives, these advantages can be
significantly limited, decreasing macroeconomic efficiency. Such negative trends
can occur even in successful enterprises at the microeconomic level. This theo-
retical proposition, as well as the actual experience of many industrialized coun-
tries, allows us to suppose that there is probably some threshold level of effective
employee ownership beyond which the negative macroeconomic effect can
emerge. Although employee ownership can assuredly occupy an important niche
in a market economy, it must not oppose macro- and microeconomic develop-
mental imperatives inherent in such an economy.

It is also necessary to remember—and this is confirmed by the experience of
advanced countries, first of all the United States—that employee ownership leads
to positive social and economic benefits only when combined with other forms
of economic democracy. This is underscored by many surveys, including a
detailed survey of employee stock ownership companies in Ohio made by John
Logue and colleagues.'¢

The trend toward decreasing employee stock ownership will obviously con-
tinue in the foreseeable future, as determined by the need for new investments,
which, under present conditions, can be supplied only by outside investors,
domestic or foreign. In this situation it is unrealistic to project the maintenance
of employee ownership at today’s scale. More important is promoting all other
forms of economic democracy, which combined with effective employee owner-
ship can bring positive economic and social results. In this connection it is essen-
tial to adopt new legislation that would provide for the development of workplace
democracy, increased motivation of workers, diffusion of information about new
methods of management and industrial democracy in other countries, and the
attainment of a new culture embracing both worker-management relations and
the rights and obligations of stockholders.

To promote maximum positive social effects of privatization, the government
must also protect citizens from damage caused by abuses of privatization,
swindlers, and financial pyramid schemes, creating mechanisms for compensa-
tion in such cases. Given the present transitional state of the Russian economy,
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the establishment of a socially oriented process and responsible private capital
requires a reasonable and sophisticated government policy. The institutionaliza-
tion of private property in Russia is not only an economic process but a social
and political one as well, and it will determine the character of Russian society
well into the twenty-first century.
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