
Chapter 7. 
The Pskov Oblast: the Story of a Failure

Not long ago, M. Prusak proposed to include the Pskov oblast in the Novgorod region. This suggestion was strongly rejected by the authorities of the neighbor oblast. It is not surprising that the Governor of one of the neighbor regions has all reasons to offer his candidature to Pskov residents as a “Viking.” (The legend is that Novgorod residents had invited Vikings to rule their land as princes asserting that “our land is wide and rich, but it lacks order”). These two regions were in absolutely similar position in the early 1990s, when the market reform was launched. While the Novgorod region had some advantages related to its electronic industry (although later this potential proved useless), the Pskov oblast could derive transit rent at its border with Estonia. 

Both Novgorod and Pskov are parts of the North West economic region, and have practically equal advantages in terms of their closeness to European countries. These regions are located between two largest consumer markets of Russia, St. Petersburg and Moscow although in this regard the Novgorod oblast is in a somewhat better position.  
The Pskov and Novgorod are neighbors; they have similar climate conditions and therefore equal opportunities to develop agriculture, similar living conditions. 

The Novgorod and Pskov oblasts are similar in terms of the size of population and territory (see Table 8.1). The only aspect in the Pskov region is worse than in Novgorod – the demographic situation. 

Table 8.1. 

Population and territory of the Novgorod and Pskov oblasts

	Indicator
	Year / date
	Unit of measurement
	Novgorod oblast
	Pskov oblast

	Population
	As on 01.01.1997
	Thous.
	739,3
	827,1

	Territory
	
	Thous. Sq. km.
	55,3
	55,3

	Population density
	As on 01.01.1997
	Residents per sq. km.
	13,4
	15,1

	Share of urban population
	1996
	%
	70,9
	65,3

	Natural increase in population
	1997
	Per 1000
	-9,7
	-11,9

	Number of pensioners
	As on 01.01.1997
	Per 1000
	294,8
	302,9


Source: Goskomstat 
Both regions are not well endowed with natural resources; therefore, they can not specialize in extracting industries. By the start of reforms, the mechanical engineering was the staple industry both in the Novgorod and Pskov regions. However, it is necessary to note that the Novgorod oblast had also the chemical industry, which was in a more favorable position than mechanical engineering in the early 1990s.  

By the start of reforms, the Novgorod and Pskov oblasts were close in terms of indicators of economic development. For instance, in 1990, the amounts of industrial output were practically similar (Rub. 2.5 billion and Rub. 2.4 billion in the Novgorod and Pskov regions respectively). In per capita terms, the Novgorod indicator of industrial output was only 1.165 times higher than in Pskov. Annual rates of growth in industrial output in 1986 through 1990 made 5.1 per cent in the Novgorod oblast and 5.2 per cent in Pskov (i.e. Novgorod had more developed industry, however, Pskov led in terms of the rates of development). 

Table 8.2.

	Indicator
	Year/date
	Unit of measurement
	Novgorod oblast
	Pskov oblast

	INDUSTRIAL OUTPUT
	2000
	Rub. mil.
	18909
	8306

	Agricultural produce
	2000
	Rub. mil..
	4314
	5428

	Gross regional product
	2000
	Rub. mil.
	16409.7
	11548.8

	Number of enterprises privatized in this year
	2000
	
	49
	5

	
	
	
	
	

	Investment in fixed assets
	2000
	Rub. mil.
	5016
	2148

	Per capita investment in fixed assets
	2000
	Rub.
	6972
	2721

	Foreign investment
	2000
	US $ thous.
	94270
	1338

	Cash household incomes
	2000
	Rub. a month
	1689.1
	1293.1

	Balance of profits and losses
	2000
	Rub. mil.
	2826
	813

	Retail trade turnover
	2000
	Rub. mil..
	221.8
	163.5

	Paid services to households
	2000
	Rub. mil.
	2017
	1536

	Credits extended to enterprises, organizations, and individuals
	2000
	Rub. mil.
	1408
	910


 Source: Goskomstat 

Table 8.2. demonstrates the situation existing 10 years later. This picture does not require a special comment. The situation in the Pskov region developed somewhat differently than in the Novgorod oblast. Its present Governor, Ye. E. Mikhailov is the third to hold the office of the head of the regional administration. He is a member of LDPR and was elected as the Governor in late 1997 (at that time he was a State Duma deputy). Mikhailov replaced V. N. Tumanov, who was appointed to the post in May of 1992 and was viewed as a centrist loyal to the President. 

In 1991, A. Dobryakov, a deputy of the local Soviet, was appointed as the head of the regional administration. He was dismissed in May of 1992. He was replaced by Vladislav Tumanov, the former vice-mayor of the city of Pskov. The political situation in the region was rather stable in 1992 through 1996.  Tumanov maintained the image of a centrist and practical economist. In fact, the regional administration did nothing. On the one hand, this policy did not infringe on the interests of influential pressure groups, on the other hand, it did not facilitate economic growth. In the situation existing in the Pskov oblast, where light mechanical engineering, food, and light industries constituted the industrial base, a Governor actively engaged in the improvement of the investment climate would be very useful, as is confirmed by the example of the neighbor Novgorod oblast, which is practically similar to the Pskov region. (By the way, both the population and elite of the Pskov oblast envy Novgorod). At the same time, Tumanov did not have any significant administrative resource in Moscow, and therefore could not “shake” money out of the federal government. On the other hand, both Tumanov and his administration were not very corrupted (at least, the only accusation of corruption was voiced in the course of the election campaign of 1996 – allegedly, Tumanov was bribed to transfer the investment due to the Pskov region to Novgorod (!) but no evidence was presented). The Tumanov’s administration did not “pressure” businesses, did not introduce administrative barriers, and did not organize the extortion of money for various “extra-budgetary” funds. Initially, when the opposition was rather weak and comprised only former party leaders and some “red directors,” who could not propose any alternative economic policy, Tumanov felt rather comfortably. In 1993, he was rather easily elected to the Federation Council (more than 50 per cent of the vote). However, the continuing economic recession and the difficult to explain electoral phenomenon of Zhirinovsky (he was especially popular in the region from 1991 till the last Presidential elections; in 1991, he received 12 per cent of the vote, in 1993 LDPR had 40 per cent of the vote, what is the national record figure for LDPR) started to undermine his position. This was demonstrated in the course of the elections of 1996. While Tumanov concentrated his efforts for struggle with a representative of the old party nomenclature V. Pushkarev (former chairman of the regional Soviet supported by Communists), and V. Sidorenko, the successful director of the agro-firm “Cherskaya,” a young State Duma deputy from LDPR, Ye. Mikhailov became the second participant of the second election round. CPRF and the majority of other candidates unexpectedly supported the young Moscow “Viking.” In spite of the fact that Tumanov won the first round (31 per cent and 20.71 per cent of the vote respectively), Mikhailov decisively won the second round (36.8 per cent and 56.46 per cent respectively). 

In this way, Yevgeniy Eduardovich Mikhailov, born in 1963 in the town of Velikiye Luki, was elected as the Governor of the Pskov region. He graduated from a vocational school, served in the army, and later was a construction at a small construction organization. In 1986, he was admitted to the History faculty of the Moscow State University (the department of CPSU history). In 1991, Mikhailov graduated from the University. In 1990, Democratic Russia supported his election as a deputy of the Moscow City Soviet. In 1991, Mikhailov joined LDPR and works as an editor of the party newspapers (“Sokol Zhirinovskogo,” “Liberal,” etc.). In 1993, he won the State Duma elections, mostly due to the huge success of the LDPR ticket (over 40 per cent). However, already in 1995 he was defeated by A. Nevzorov (the regional vote for LDPR fell to 14.5 per cent, and later was even less in the course of the Presidential elections of 1996 – 10.2 per cent. However, LDPR is still supported in the region more than in Russia at large). Mikhailov participated in the Governor election campaign of 1996. His main weapon was promises to bring in the region the “party money,” nationalist rhetoric (based on the fact that Estonia claimed a part of the territory of the region), and promotion of the image of a young energetic specialist who is able to overcome the crisis situation in the region. Zhirinovsky personally supported Mikhailov and financed his campaign. Another large contributor was MDM bank (some of its shareholders were at that moment close to LDPR). Mikhailov is a nationalist believing in a “firm hand.” He supports state regulation of the economy. 

As soon as Mikhailov was elected as the Governor, he let down his key coalition partners – the Communists. Mikhailov refused to appoint V. Pushkarev, former chairman of the regional Soviet, and D. Malyshev, former head of the regional office of the Interior Ministry, to offices promised to them alleging that in this case Moscow would not finance the region. However, initially Mikhailov maintained rather good relations with Communists, promoted their common “popular and patriotic” views, regularly consulted with V. S. Nikitin, the former fist secretary of the regional CPSU committee, and the present first secretary of CPRF regional organization. V. L. Vasenkin (an NDR activist) retained his office of the first vice-governor. Vasenkin was a key (alongside B. Polozov) deputy governor under Tumanov (dismissed in mid-1999). Yu. Demyanenko, the vice-governor for social issues, also retained his post. Soon after the election two groups arrived in the region: Mikhailov’s friends form the University (M. Gavunas, Ye. Elfimov, D. Shakhov) and various LDPR functionaries (vice governor V. Kapustyansky, former head of the Orel office of the Interior Ministry, V. Ivchenko, former vice-governor, S. Salonov, etc.). The arrival of “Vikings” from Moscow and the beginning of the massive redistribution of property gave rise to a rather strong opposition to Mikhailov. The appointment of S. Bigovchy, an infamous nationalist, as the Governor’s press secretary and the support of openly nationalist newspaper “Pskovsky Kuryer” on the part of the Governor, and his attempts to unify the ideological life in the region on the base of the LDPR ideology were among other factors behind the rise of the opposition. For instance, Mikhailov revoked broadcasting licenses of a number of independent radio stations (for instance, “North West”). A. Prokofiev, former Pskov mayor, and “democratic community” represented by local organizations of Yabloko, NDR, DVR, etc. were the first to oppose the Governor. S. Shadrin, head of the regional office of the Ministry of The Interior, and V. Fedorov, head of FSDO, accused the Governor and his “right hand” M. Gavunas of participation in financial schemes and attempts to use state agencies for commercial purposes. S. F. Shadrin arrested some businessmen and officials close to the Governor and requested that Mikhailov was interrogated. Therefore, when the Governor could persuade the Presidential administration to dismiss Shadrin in August of 1998, he considered this development as a huge success. In late 1999, Mikhailov ordered to prevent his another opponent, the head of the regional FSFO (former FUDN) office V. N. Fedorov, to enter his office. According to Fedorov, it was the result of his refusal to bankrupt alcohol, wine, and vodka factories competing with “Pskovalko.” Therefore, at present the Governor’s opponents rally around the structures of the Pskov mayor office, and to a lesser degree, the regional prosecutor office. 

The elections of the Governor were held on November 12, 2000. Mikhailov was supported by Yedinstvo, and regional mass media, he could dispose of financial resources of unitary enterprises, however, the image of his entourage was against him. The incumbent Governor was challenged by M. Kuznetsov, a deputy of the State Duma, who severely criticized Mikhailov. Kuznetsov conducted an active campaign in the region. Kuznetsov was the most dangerous contender, since he was supported by the huge financial resources of MDM bank and a promotion campaign in mass media. Kuznetsov was well known in the region and was able to attract a part of the regional elite, still loyal to Mikhailov. Besides, Kuznetsov was not responsible for economic failures and criminalization of the region, he was actively engaged in charity activities. 

The Governor managed to persuade the regional Duma to amend the Regional Charter to the effect that the second round of elections was abolished and only one round of elections should be organized. The new election procedure was favorable for the incumbent Governor. 94347 voters out of 723000 regional constituents voted for the Governor (28.06 per cent of the vote). Victor Bibikov, an opposition businessman was second with 15.12 per cent of the vote. Mikhail Kuznetsov was the third with 15.06 per cent of the vote. Vladimir Nikitin (CPRF) was the fourth with 14.48 per cent of the vote. Therefore, in case Mikhailov lost another 3 per cent of the vote, he would have been defeated, since less than one fourth of constituents voted for him. Taking into account the fact that his opponents were ready to team their forces for the second round, it becomes apparent that the Governor lost the public support. 

M. Gavunas was dismissed, however, he was replaced by Dmitry Dervoyed, former head of “Pskovprod” and former head of the regional property management committee, who was accused of several crimes. 

The Governor pursues the following financial policy: state unitary enterprises are created on the base of regional property, or bankrupt enterprises. Later, all competitors of these enterprises are removed from the market. Although unitary enterprises officially demonstrate rather modest results, they transfer money to the Governor’s team via classical intermediary schemes. Until 1998, the tax payments of these enterprises were mainly offset. The following firms (accused of various offences by law enforcement agencies) shall be mentioned in this relation: state unitary enterprise (SUE) Pskovalko, SUE Pskovtorf, SUE Pskov – obllesprom, close joint stock company “Pskovpishcheprom,” close joint stock company “Laguna” (two latter are engaged in production of alcoholic beverages). The alcohol producing enterprises of the “SUE Empire” are often involved in scandals related to unlawful utilization of confiscated property, fraudulent exports, inferior quality of their products in comparison with similar goods produced in St. Petersburg or Novgorod. In 1999, these enterprises paid children allowances in kind (vodka “Skobar”). “Pskovalko,” which was assisted to become the monopolist on the market of alcoholic beverages, has a special importance (other enterprises related to the administration also are SUEs). Alcoholic beverages are sold at low prices, therefore, according to the statistical data, the wholesale sales of alcoholic beverages in Pskov increased 300 times
.  

The classical “privatization scheme a la Pskov” is organized as follows. The assets of an enterprise, which has debts to the regional budget, are withdrawn (in accordance with the amount of the debt). On the base of these assets, a SUE is created. Further, it is transformed in a joint stock company, where the state owns the controlling interest (51 per cent). Later, the assets are transferred to a close joint stock company, or the company issues new shares, thus avoiding the enforcement of creditors’ claims. The SUE Pskovalko mentioned above was created in accordance with this scheme. 

Since recently, V. V. Blank, a vice-governor, becomes more and more influential figure in the Governor’s team. V. Blank left Moscow, where he was accused of tax dodging amounting to Rub. 2.8 million, for Pskov. V. Shakhov, the head of the Governor’s administrative office, also is an influential figure. G. Podznoyev (at present, a deputy of the regional Duma), and, since recently, I. Dines, a regional Duma deputy from Yedinstvo, a representative of “Generation of Freedom” movement, the Governor’s classmate in the University, are also figures from the Governor’s inner circle. 

The regional Duma. Elected in 2002. Comprises 27 deputies. The chairman – Yuri Shmatov, who is close to CPRF and loyal to the Governor. The majority of deputies are also loyal to the Governor. 

Mikhail Khoronen, former vice-mayor, was elected as the Pskov mayor in March of 2000 (over 71 per cent of the vote in the second round). His chief opponent, V. Yevdokimenkov, the director of Pskovkabel plant, supported by the Governor, could receive only 20 per cent of the vote. A. Prokofiev, former Pskov mayor, had 14.4 per cent of the vote in the first round of election and failed to participate in the second round (Yevdokimenkov received 14.64 per cent and Khronen – 36 per cent of the vote in the first round). The defeat of Prokofiev was expected, since he had no team behind him (in 1996, he was also opposed by his deputy Ivanov), and his excessive involvement in public and political projects. In many aspects, Khoronen pursued the same policies as his predecessor. He defended Pskov interests in the course of the redistribution conflict with the oblast. Khronen, who initially maintained political neutrality, is becoming more and more critical of the Governor. 

The Pskov electorate demonstrates the stable anti-reform attitude, which was only slightly dented in the course of the last Presidential elections in 2000. (Putin won rather easily with 70.3 per cent, Zyuganov received only 25.65 per cent of the vote, almost two times less than in 1996). In 1993, 33.9 per cent of Pskov constituents voted for Zhirinovsky, i.e. almost all those who voted for candidates promoting the state interference in the economy in 1991 (20.6 per cent of all registered voters). At that time, the radical left opposition was still weak after it was defeated by democratic forces in the late 1980s – early 1990s. In Pskov, Communists and APR together received only 10.1 per cent of the vote (6.1 per cent of all registered voters). In 1995, Communists, LDPR, and Agrarian Party were the leaders of the parliamentary elections. In 1996, Zyuganov won in the second round (48.1 per cent and 45.2 per cent for Yeltsin respectively). In 1999, as before, all liberal parties suffered a shattering defeat. In terms of party tickets, Yedinstvo won with 38.28 per cent of the vote. CPRF received 23.46 per cent, Zhirinovsky bloc – 6.98 per cent, OVR – 5.13 per cent, SPS – 4.97 per cent, Yabloko – 3.24 per cent. 

As concerns legislative measures aimed at the attraction of investment in the region, the Pskov oblast was late by several years as compared with the Novgorod region. Only in March of 1998, the Pskov oblast adopted the regional law “On attraction of investment in the economy of the Pskov oblast.” In accordance with the law, domestic and foreign investors shall have equal rights and equal access to legal protection. The regional administration and the heads of town and district administrations vested with respective powers are guarantors of investors’ rights. For the same purpose, pledge investment funds are established at the regional and municipal levels. The law permits to set up free economic zones in order to enhance the investment attractiveness of the region. Investors may be granted tax benefits related to taxes due to the territorial budget. As concerns the profit tax (with regard to the regional share in this tax) the benefit for investors is set at 50 per cent of its rate and granted for three years. New law replaced the law referred to above (law No. 146 OZ of July 26, 2001, “On state support of investment activities in the Pskov oblast.”). This law is primarily based on the respective Novgorod legislation. 

Many documents adopted by the regional authorities in order to stimulate investment were of inferior quality. For instance, resolution of the Pskov City Duma No. 201 of May 28, 1997, “On the procedure governing the granting of privileges related to rent payments by citizens, enterprises, and organizations” was aimed to determine benefit eligibility criteria with regard to rent payments of enterprises. The aim is set wrongly. Item 1.10.2 stipulates that “changes in the amount of rent payments for non-residential premises occupied by enterprises and organizations are effected by resolutions of the city administration, which shall be in force since the date of publication. However, the financial standing of enterprises and organizations and the state of the city budget shall be taken into account.” I.e., even you are eligible for rent benefits, an official may “take into account the state of the city budget” and reject the respective application, or grant the benefit in case you “stimulate” this official. The eligibility criteria are extremely vague. For instance, item 1.8: “Organizations of all forms of ownership engaged in the rendering of social and psychological assistance to the population.” This criterion may be applied to any entity. However, even in the case we refer to the eligibility criteria for enterprises as stipulated in item 1: “those utilizing own or borrowed funds for implementation of concrete investment projects at newly commissioned premises” the enterprise still shall wait for the expert evaluation by the expert council under the administration. (By the way, this evaluation is not required for “social and psychological assistance”). 

It is possible that the Pskov authorities put their hopes on the federal targeted “Program of social and economic development of the Pskov oblast in 1996 through 1998” which still remains in force. By the way, this program was supported by RF government resolutions extending the financing until year 2001. The program is a classic example of “fixing the holes” attitude: the federal financing was allocated for the reconstruction of a concrete village sewage system, construction of additional premises in a concrete school, etc. It was planned to spend more than Rub. 1 trillion for such purposes. However, the oblast fails to demonstrate any results of its implementation associated with the economic development of the region. It shall be noted that the Novgorod regional authorities are displeased with such documents, since they are considered as a “discouraging” factor (the logic is that if you do not work and live in poverty, the federal government will provide necessary aid).  Governor Mikhailov does not even attempt to mask this attitude: “What are the revenues of the federal budget? Oil and natural gas sales, - says Mikhailov. Therefore, the Pskov oblast is equally entitled its fair share of these revenues. Therefore, we are not going to decrease our dependency on the federal budget.
” 
It may be referred to the evaluation given by S. N. Samoilov, former head of the territorial department of the Presidential administration, to the present head of the Pskov regional administration: “The Governor sincerely wants to govern the region. However, the objective conditions for this are nearly lacking. The region has its elite, this elite has its pluses and minuses, but it must not be ignored. At the same time, Yevgeniy Mikhailov has kind of fallen from above and as yet failed to form a serious team. Moreover, the population begins to think that he is not independent in his decision making.” And from another interview: “there are regions, where the Governor forms the team only on approval of the party regional committee (I mean CPRF): people have to wait for approval from the CPRF bureau, or its first secretary… These facts are also somewhat typical for the Pskov region.”    

The economic failures of the Pskov region may be generalized in institutional terms: 

· Stable anti-reformist electorate; 

· Lack of radical reforms in the early 1990s; 
· Weakness of the regional elite and its disunity until 1996; 
· Continuing conflict between the Governor, the Pskov mayor and the regional offices of federal structures, hence, political instability; 
· Scandalous reputation of the Governor, after the elections of 2000, his low legitimacy (Mikhailov was elected by the smallest percentage among all governors elected in 2000 and 2001); 
· Focus on the policy aimed to redistribute property in stead of create new property; 
· Late and unsound entry of the region on the investment attraction market. 
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