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Abstract

This paper argues that Russia’s choice of economic organization, which is based on 
the renewed role of the state, is a response to the existence of severe transaction costs, and 
subsequent mitigation of contractual incompleteness in the absence of a strong proper ty 

-
ness classes in Russia, reducing the necessity for appropriate market infrastructure. This 
also implied that if Russia’s political and economic system had more than one compet-
ing hierarchy, the objective of the elites would not have entailed long-term economic 
growth, as gains from short-term wealth tunneling would have been much larger. As in 

and long-term to maturity, under a weak legal system a new substitute governing mecha-
nism, which took form of the state–private co-partnership system, has arisen in order to 
reduce hold-up costs leading to high levels of underinvestment. 

reserved.
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1. Introduction

A sharp turnaround in laissez-faire policies of the 1990s under the new regime 
in the beginning of the new millennium resulted in a renewed political control 
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2003). Recently emerged political party competition, which thrived under Putin’s 
predecessor’s administration, was reduced to a handful of participants, where 
the central government’s party, United Russia, secured an overwhelmingly domi-

One of the most noteworthy effects of the strengthened role of the central  state 
was its renewed governing presence in major Russian corporations (Chernykh, 

throughout Russia’s long-standing tradition of autocratic rule. For example, 

channelling investment funds to targeted industries towards the end of the 19th 
to early 20th century, when tsarist Russia exhibited a higher degree of economic  

1962). In the absence of vital prerequisites, such as advancement of technology, 

Witte, advocated a policy which focused on direct state intervention (Willis, 

More recently, one can observe the degree of state involvement in Russia’s econo-
my during the last century summarized in Table 1. In period 1 the otherwise revo-

private property and introducing central planning (Ericson, 1991). The strategy 
was somewhat successful in promoting capital and total factor productivity growth 

1), until 

The perestroika (period 2) experimented with market-oriented policies, in order 
-

allowed private ownership in non-strategic economic sectors such as services, 
-

tion proved unsuccessful due to the predatory behavior of local  bureaucrats. As is 

in the de facto ownership of shares by former state enterprise insiders (Alexeev, 

-

 1 

where it considered they were most needed (as predicted by Trotsky, 1925). The regime also set all managerial 
salaries (Leeman, 1963).
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