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Abstract

This article examines the results of market transformation of the agrarian sector in Russia 1990s-
2000s, as well as social risks of human development. The author defines social risks as possible
negative consequences of social policies that represent a threat to human development. Among
them author refers to the lack of resources required for the reproduction of human capital; low
public spending on health, education and recreational services not compensated for the lack of in-
dividual investments in human capital development; excessive social stratification of society, not
conducive to economic growth and social development; low share of the middle class as a support
and the driving force of innovation development and social progress; lack of an economic base for
the expansion of the middle class. By summarizing, the author concludes that the lack of resources
for human development makes illusory hopes for breakthrough innovation in the development of
the agro-food complex in rural areas.
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1. Introduction

In the current era of global challenges, there is no alternative to an innovation and knowledge-based develop-
ment scenario. It implies the development of human potential as a key element of national wealth and a major
driving force of economic growth, which is much more important than natural resources or accumulated wealth.
This means that an individual is not only viewed as an object of social policy, but also as its actor, who takes a
proactive stance with regard to his/her health, education, and professional activities. However, the low standards
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of living of a large majority of the population prevent from individual investments in health, education, and cul-
ture at a level that would be sufficient for developing human potential. In this context, public investment in hu-
man capital through the development of health, education, culture, and sports plays an increasingly important
role. The task of business is to provide their employees with good working conditions and adequate remunera-
tion for the use of physical and intellectual resources. Particularly these acute problems manifest themselves in
the agricultural sector as a result of market transformation.

2. Results of Market Transformation Russia’s Agrarian Sector

The agrarian reforms during the 1990s were intended to radically transform Russia’s agrarian sector. These in-
cluded a reorganization of collective owned farms (kolkhozes and sovkhozes), land reforms, and support for
private sector development in the agrarian economy. The reforms were aimed at increasing social and economic
activity amongst the rural population. Labor collectives were given the right to determine how they would be
managed and workers had the option to leave their collective farms. Land was divided among agricultural work-
ers and a number of other groups. Land and property shares formed the basis of start-up capital for business de-
velopment on a cooperative or individual basis.

In the course of this, new forms of management became increasingly institutionalized, resulting in a mixed
agrarian economy [1]-[6]. These measures were supposed to foster the competition between goods producers in
the agrarian market. The various types of management made it possible to take advantage of both large- and
small-scale production, combining the capabilities of large-scale agricultural production and individual entre-
preneurial initiative. These radical changes in ownership patterns were assumed to lead to an efficient allocation
of land and other means of production. In the future, it will promote the development of private entrepreneurship
in agriculture and in services. Administrative restrictions on developing household plots® were lifted. Relying on
the ‘invisible hand’ of the market, the state significantly reduced agricultural subsidies, so that in 1999 agricul-
tural subsidies amounted to only 0.17% of the GDP, as compared with 0.52% in 1995 and 8.8% in 1990 [7].

While the initial stages of reforms were intended to create the institutional and legal conditions which were
believed to be necessary for a fair and effective development of land management, the results were unexpected
(for reformers) . This was evident, for example, in the expansion of small-scale production, inefficient allocation
of resources, decreasing motivation amongst farm workers, rural poverty, the degradation of social services in
rural areas, and the emergence of Institutional traps: the small farm trap, the trap of permanent unprofitability
and the trap of lowering wages and poverty amongst the rural population. Institutional trap is, in my opinion,
due to the institutional innovations of the stable existence of inefficient behaviors, which in turn support the
sustainable existence of inefficiency of public institutions [8].

Russian reformers’ expectations associated with the invisible hand of the market have failed to materialize.
The emergence of numerous institutional traps, due to inconsistent and contradictory reforms has resulted in a
number of negative developments in the agricultural sector. Negative effects are in particular reduced overall
productivity, a drastic reduction of agricultural output, and, correspondingly, a significant increase in imports of
agricultural products. Agricultural production in 1998 reached its lowest level and was 56% from 1990 levels,
while the number of unprofitable agricultural enterprises increased from 3% to 88% [9].

Since 2000, Russia’s agricultural policies were aimed at reducing the institutional traps. In the early 2000s,
changes were made to the financial and institutional support given to rural producers, such as improving access
to financial loans. The core national project for the development of the agricultural sector consisted of three
main areas: an increase in livestock production, the promotion of small-scale farming (household plots and pri-
vate farms), and realization of the program building affordable housing for rural professionals (doctors, teachers,
agronomists, etc.), which are sorely lacking in rural areas [10]. While these measures had a positive impact on
the activities of the agricultural sector, they were unable to solve all its problems.

Agricultural policies during this period were aimed at achieving a sustainable development of the agricultural
sector and in rural areas more generally. The main aims were: a sustainable socio-economic development in ru-
ral areas, an increase in agricultural output, more efficient agricultural production systems, sustainable land use,
and improving rural livelihoods. The policies succeeded in terms of increasing agricultural output, reducing the
number of unprofitable agricultural enterprises, increasing profitability and reducing the share of non-profit
family farms (households) in agricultural production.

*Private households plots—a form of informal non-entrepreneurial activity for the production and processing of agricultural products.
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In 2002, Russia passed a law allowing the free sale of land. During this period, agricultural businesses were a
potentially attractive investment. The state encouraged the arrival of large-scale investors in the agricultural
sector and the subsidy system favored large-scale enterprises. In the early 2000s, 1.4% of the largest farms re-
ceived 22.5% of all subsidies [11].

State agricultural policy during the 2000s advantaged large-scale agricultural enterprises, making investments
into agriculture particularly attractive to large-scale investors. Contrary to what might be expected, this devel-
opment did not lead to an updating of technologies, techniques and managerial approaches and, ultimately, in-
creased productivity in the agricultural sector. Instead, it resulted in a sharp increase in unemployment, thus
contributing to increased economic inequality and social tensions in rural areas. Competition for land, skilled
labor and state support increased. Thus, the local modernization gave local economic effect, but caused negative
social consequences. The measures were not a holistic approach to agribusiness development and focused insuf-
ficiently on the sector’s future development and on attempts to solve problems which reduce the relevance and
effectiveness of the measures.

The global financial and economic crisis of 2008/2009 initiated further institutional reforms directed at the
agri-food complex. Russia’s grain production increased dynamically. Gross grain output increased from 65.5
million tons to 108.2 million tons between 2000 and 2008, with an average annual growth of 3.8%. This, in turn,
made cereals an important export, increasing from 1.3 million tons in 2000 (2% of the gross grain harvest) to
18.2 million tons in 2008 (16.8% gross yield), making Russia the third biggest exporter of cereals after the
United States and the European Union [12]. Overall, agricultural output grew 10.8% between 2008 and 2009,
which is especially relevant considering the 1.2% decline in other sectors [13]. Dynamics of agricultural produc-
tion in Russia in 1990-2013 years is presented in Figure 1.

3. Social Risks of Rural Development

Risk Society—it’s essentially a new paradigm is replaced by the concept of community production and distribu-
tion of wealth. “In developed countries, the modern world production of wealth is always accompanied by pub-
lic production risks” [14]. Obvious sense of this statement Ulrich Beck is that as with modernization of the pro-
ductive forces increase the threat to the survival and human development. In contrast to the dangers caused by
natural disasters, social risks are the inevitable product of decision-making. Social risks, in our context are

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011

160 1 1 1 1 1 1 1 1 1 1000
140 - g 900
- 800
120 b
- 700
100 L 600
80 ~ 500
60 - 400
- 300
40
- 200
20 1 - 100
VO O 0N OO DAL OIS OO DO 0D
9 DD DD D DD QTLTLTL LT QL QY
TR RDT R RDTRTRDT ART AT AR AT AR AR AR AR AT AR AT AP
—e— Farms of all categories —e— Agricaltural enterprises
Non-profit family farms —¢— Private farms

Figure 1. The volume index of agricultural production by types of farms in 1992-2011 (at con-
stant prices, 1990 = 100—Ieft scale, for private farms 1992 = 100—right scale), % Calculated by

[15].



Z.1. Kalugina

the probable negative consequences of social policy pursued by that threaten human development. Actors (pro-
ducers) risk may be policy, businesspersons, social groups. “Consumers”, objects of social risk or risk groups
are social groups, communities and individuals who have been affected decisions taken risk subjects. According
to Giddens’ concept of the existing institutional environment sets standardized behaviors of individuals and ge-
nerates so collective risks. In addition, each form of social life in a certain period of time has its own “portfolio”
or set of risks [16].
Try to determine a portfolio of social risks and threats to rural development in post-Soviet Russia. These, in
our view, include:
o lack of resources required for the reproduction of human capital in the aggravated crisis;
o low social expenditures state, not compensate for the lack of individual investments in human capital devel-
opment;
o excessive social stratification of society, is not conducive to economic growth and social development;
e low share of the middle class as a support and the driving force of innovation development and social
progress;
o lack of an economic base for the expansion of the middle class.

3.1. Conditions for the Reproduction of Human Potential

According to calculations made by the National Living Standards Center, the minimum consumer budget, which
is equal to approximately two living wages (LWs) in monetary terms, allows people to satisfy their minimal nu-
tritional needs and to purchase some nonfood items and fee based services and thus guarantees a minimum level
of consumption providing a simple reproduction of human capital. Being sufficient to satisfy the rational physi-
cal and intellectual needs of the population, a high-income (by modern standards, average) budget, which is
equal to about six and more LWSs, secures a developmental pattern of consumption [17]. In other words, con-
sumers’ budgets reflect the consumption patterns of social groups with different levels of material prosperity.
The incomes of poor people allow them to make ends meet, but also force them to produce some food and
clothing for themselves and widely rely on their work at home. With an income increase, better-off groups of the
population tend to reduce their household work, give up own production, and, in a longer term, purchase the re-
quired goods and services. The qualitative changes in the consumer behavior of groups with higher incomes are
reflected in their quest for better education and healthcare beyond free public services. That is, these groups’ in-
comes allow them to spend more on education, professional growth, and development [18].

Comparison of wage with a living wage showed that in Russian Federation, in 2011, only employees of the
financial sector and mining industries had developmental budgets. The earnings of employees in other sectors
provided simple reproduction of human potential. The wages of agricultural workers were below the minimum
consumer budget and thus prevented them from restoring their human potential at a very basic level (Figure 2).

In other words, everyone who heals, teaches, feeds, and serves the population does not have sufficient re-
sources to improve their educational level and qualifications or have required levels of rest. Representatives of
these social groups are more pressured to find additional sources of income to support their families. The reality
is that the majority of doctors and teachers and employees of many other service industries tend to work 150 or
200% of the norm. At the same time, the quality of human capital of both the working population and younger
generation depends on the work of these particular professionals.

According to our calculations based on the data obtained from a sample survey of household budgets, in the
fourth quarter of 2012, nearly 42% of urban and 65% of rural residents of the Russian Federation had per capita
incomes below the minimum consumer budget (13410 rubles)? and thus could not even restore their human po-
tential because of a lack of required resources. The same ratio for per capita disposable resources was 38% and
59% [19]. This situation is due to the fact that nearly half of total income is concentrated in the fifth (and the
wealthiest) group of population, while the same amount of funding is spread among all other groups.

If the private sector is an area of corporate responsibility, the public sector is an area of state responsibility.
The state has in its disposal a powerful instrument for income regulation, namely, social policy. Overall, the
earnings of only 3% of employees ensured them a growing type of consumption, while the earnings of the abso-
lute majority of employees only allowed them to recover their performance capacity. Agricultural workers, who

%In the fourth quarter of 2012, the minimum consumer budget in the Russian Federation was 6705 rubles for the entire population, 7263
rubles for the working population, 5281 rubles for pensioners, and 6432 rubles for children.



Z.1. Kalugina

are always outside the wage scale, did not even have these resources. Despite some positive trends in recent
years, the wages of agricultural workers are still below the minimum consumer budget; the latter provides the
reproduction of labor force at a recovery level and stands at nearly 53% of the average wage in the entire econ-
omy. Over the past ten years the average nominal wage of an employee in the national economy has grown con-
siderably. However, it had no significant impact on the conditions of human potential reproduction as per capita
personal income is approximately 0.9 times below the wage level. The negative implications of this situation are
clear (Figure 3).

The expenditure structure of the rural population’s consumption is marked with a high share of food spending
and a low share of recreation and cultural activities costs (37.7% and 4.4%, respectively, vs. 26.1% and 6.2% in
urban areas), which indicates the impoverishment level of the rural population. The spending on education was
0.5% and 1.0%, respectively [19].

According to the outcome of the national poll “Our Values and Interests Today” (the sixth round), conducted
by the Center for Social and Cultural Changes, Institute of Philosophy, Russian Academy of Sciences, the prob-
lem of access to high-quality healthcare is associated with long queues, the shortage of professionally qualified
doctors, and expensive drugs. It is one of the most acute problems for the Russians. Respectively, 41%, 35%,
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Figure 2. Ratio of wages and living wages by economic activity in the Russian Federation, 2011.
Calculated on the basis of [20].
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and 23% of respondents highlighted these shortcomings. Across the national contingent, the index of access to
education (the difference between the share of positive and negative responses is +100) was 98, meaning that
negative responses dominated the poll. This problem particularly affects low-income groups of the population,
as well as those who do not hold managerial positions. The index of access to education only exceeded 100 for
two top income groups (out of six) and reached 166 for managers [21]. This situation can be explained by the
fact that nearly 60 out of 100 students study on a fee basis and this creates unequal starting conditions for young
people from different income and social strata. Thus, in Russia income inequality combined with inequality of
opportunity. Creating social mobility President Putin considered one of the key tasks of social policy.

Therefore, the conditions of human potential reproduction in rural areas are much worse than these in cities;
this factor has an impact on the level of education, income, and life expectancy. So, by the mid 1990s, the dif-
ferences in the life expectancy of the rural and urban population (64.7 and 64.2 years, respectively) were not
significant. By the early 2000s, the average life expectancy of countrymen (57.8 years for men and 71.2 years
for women) was much lower than that of urban residents (59.2 years for men and 72.3 years for women). In the
mid-2000s, this difference remained unchanged.

The dynamics and level of education among agricultural workers is also affected by negative trends. It is
known that educated young people escape the countryside. The majority of regions and agricultural enterprises
suffer from a deficit in highly qualified staff. If the aim is to technologically upgrade agricultural production and
to develop a social infrastructure, which is the key for the future of the countryside, it is obvious how acute the
problem is.

To ensure the expanded reproduction of human potential (at the level of the existing standards) for all types of
economic activity, one should at least double the average nominal wage and triple it in the social sector and
agriculture. To improve productivity through increased high-tech sector of the economy, and, accordingly, to
enhance the segment of highly-paid labor, the state should create institutional conditions that would have forced
the domestic and foreign business conduct active investment policy in their enterprises.

However, according to the official forecast, the average annual growth of investment in fixed assets in
2011-2013 will amount to 7%. Projected capital expenditure significantly below the minimum level required not
only to implement the strategy of advancing development, but also for simple reproduction of fixed assets. By
the end of the forecast period is planned to increase the savings rate to 21.9%, which is below half the current
rate of savings in the economy. This indicates a significant under-utilization of investment potential. Even by the
end of the forecast period, investment in fixed capital will be almost 20% lower than in 1991, i.e. before the start
of the post-Soviet transformation. Accordingly inevitably lag Russia not only from the “golden billion”, but also
from a group of rapidly progressive countries “developing” world [22].

Thus, resource insecurity of human capital reproduction in the agricultural sector makes illusory hopes up-
grading agri-food complex, due to the lack of demand for skilled labor and the conditions for human develop-
ment as the main productive force of society.

3.2. Social Inequality and Development

The established remuneration systems in the private and public sectors, as well as the current state policy for in-
come generation and distribution, have resulted in unprecedented social stratification. Over years, the gap be-
tween the rich and poor in Russia has only been growing: the Gini coefficient (income concentration index) in-
creased from 0.387 in 1995 to 0.417 in 2011 and the coefficient of income inequality, respectively, from 13.5 to
16.2 times [19]. As a result, about half of the total amount of income is concentrated in the wealthiest fifth of the
population group, about the same account for all the other groups (Figure 4).

According to the academician D.S. L’vov, it was because the “new” class of managing directors and manag-
ers of joint-stock companies was basically removed from social control and legal responsibility for the efficient
use of the assets owned by these companies. One of the strategic owners of corporate enterprises—the state—
basically pulled out of the management of the property which it owned” [23].

Such a high level of income differentiation is partially due to the excessive differentiation of labor remunera-
tion, which remains one of the key sources of income. A research of the Institute of Social and Economic Stu-
dies of Population, Russian Academy of Sciences, highlighted the formation of a mechanism, which promotes
accelerated growth in the highest wages in Russia. Under this mechanism, a 50% - 60% increase in labor remu-
neration is used to increase the remuneration of 20% of the highest paid employees in view of structural
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imbalances that are manifested in the lower payment for highly skilled labor compared to less qualified work-
force. As a result, the average wage of 10% of the highest paid employees exceeds the wage of 10% of the low-
est paid employees by 26 - 28 times [24].

Unjustified social inequalities engender social tension in a society, as well as disintegration and conflict of
social forces, and, finally, turn into a social threat to national security. It is not accidental that a decline in the
social and economic inequality of the population is viewed as a highly important strategic objective in the na-
tional security doctrine.

Unjustified differences in salaries of different categories of workers and the distribution of income had a neg-
ative impact on the social and economic stratification of the population of Russia (Figure 5).
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Figure 4. Distribution of the total income of the population in the Russian Federation in 2011 by
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According to sample surveys for the IV quarter of 2012, the dominant groups of the rural population are poor
and low-income groups. Among the rural population poor strata with incomes below the subsistence minimum
(LWSs) was—27.5%, low-income groups were (1.1 to 2.0 LWs)—42%. In total, about 70% of the rural popula-
tions have incomes that do not exceed the minimum that is required for the simple reproduction of the labor
force. Revenues from 2.1 to 6 LWs are about 30% of rural residents. Income provide developing standard of
consumption, are 2% - 3% of the rural population. Archaism of the social structure and rural poverty are evident.
Urban’ social stratification is fewer shares of the poor and a larger share of the middle-groups. Rich population
is represented by a very small cohort, which have about half the total amount of income.

Perspectives of development of the middle class are associated with a wide access to business income. How-
ever, according to experts, enter in the middle class at the expense of access to entrepreneurial income can no
more than 5% - 8% of Russian families. While from 1995 to 2010, the share of income from business activities
in the Russian Federation decreased from 16.4% to 8.9% [20]. This means that the overall economic environ-
ment in Russia does not create preferences for the development of entrepreneurship, which can serve as an en-
gine of growth of the middle class. Meanwhile the expansion of the middle class is an important result and a
driver of economic and social development.

3.3. Social Expenditures State

Thus, it is not only business that should be blamed for the fact that managers cannot control their appetites.
What about the state? It has a very powerful instrument for income regulation in its disposal, namely, tax policy.
Members of the parliament, academics, practitioners, and representatives of civil society go on highlighting the
relevance of a shift from a flat rate individual income tax to a progressive one. However, the government does
not take these arguments into account. By the way, Russia is one of the few countries applying a flat rate income
tax. Shifting to a progressive tax system can be a vigorous mechanism for income regulation; it allows one to
more equitably distribute the tax burden between the rich and poor and to stimulate the development of an in-
come based population structure, which is in line with the indicators that are recognized in most industrialized
countries as the most socially and economically preferred. Specifically, the ratio between the average incomes of
10% of the richest citizens and 10% of the poorest ones is between 6 - 8 times. In Russia the difference in in-
comes of the poorest and the richest is—16 times and higher. This difference in income is considered as critical
and is a sign of excessive social tension in society.

Therefore, the incomes of taxpayers surpassing a tenfold increase in the value, which is taken for the income
level of the “poor,” should be subject to a “limiting,” rather than a “favorable,” tax. Expert assessments show
that under the current taxation system the burden of impending payments significantly differs for the least and
most well-off population groups. If we compare taxpayers with monthly incomes of 5000, 30000, 60000, and
100000 rubles, under an income ratio of 1:6:12:20, the share of money left for them after making all impending
payments (in their free disposal) is 1:20:42:72, respectively, while the burden of impending payments for the
poorest (with a monthly income of 5000 rubles and a burden of —76.6%) is by 4.7 times larger than that of the
richest people (with a monthly income of 100,000 rubles and a burden of 16.2%) [24].

In addition to taxation policy, the state has another means of influence on human capital development, namely,
public investment in health, education, and culture. However, statistics show that this investment is not suffi-
cient to compensate for the lack of individual investment because of the low wages. Thus, according to data for
20009, the per capita public spending on health and education in Russia amounted to 5.4% of the GDP, while in
the United States such investments accounted for 16.2%, France—11.7%, Germany—11.3%, Canada—210.9%,
Norway—9.7%, in Japan—by 8.3% of the GDP. Planned for 2020 spending level of public funding for the re-
production of human potential does not eliminate this gap [25].

In contrast to the global patterns of increasing public spending to perform advanced functions of the state (the
development of intellectual and human potential—spending on education, health, science and economic devel-
opment), in Russia the majority of public spending goes to perform traditional functions (defenses, law and or-
der).

According to Academician S.Yu. Glaz’ev, the continuous insufficient funding of science, education, and
healthcare in Russia, which is twice as small as the world standard, is affecting those areas where modernization
and a drastic wage increase are critically important. It will therefore aggravate the irreversible trend of their de-
gradation and will basically make the implementation of the innovation scenario impossible.
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Only a radical change in social policy can make a significant difference and create favorable conditions for
human development as the main driving force for rural developmentro

4. Conclusions

This period during the 1990s is characterized by active state intervention aimed at reorganizing the collectively
owned agricultural sector and promoting a new institutional framework for the development of new forms of
management.
But the sharp turn from a planned economy to a market economy in Russia during the 1990s based on free-
market ideology has produced adverse economic and social effects. Collective farms were destroyed, leaving a
space filled with small non-profit family farms and a few peasant farms. It can be argued that a major reason for
this failure is that the model of agrarian relations imposed from above has been taken into account neither tradi-
tions and historical experiences specific to rural Russia, nor the symbiotic relationship between “collective” and
“individual” in Russia. “Collectivism and authoritarianism—the main features of traditional Russian economic
culture, “imprinted” in the national mentality” [26]. Cultural factor, in my opinion, was one of the main barriers
to the development of private farming in Russia.
The sharp reduction in state supports of agricultural producers was a serious blow to the agricultural produc-
tion. Transition in the 2000s leaded to a more balanced policy of relatively large and small producers. Increased
states support agri-food, which improve the living conditions of the rural population, and in general have yielded
positive results. Crucially, pre-reform levels of agricultural production were not reached.
Becomes evident conclusion about the need to modernize the agricultural sector and improve the quality of
life of the rural population through a radical change in social policy in the following areas:
¢ increasing the number of high-paying jobs and enhancing the population’s motivation to boost their compe-
titiveness in the labor market, following the expansion of the economy’s innovative segment;

o anticipating investment in the development of the social infrastructure and human development;

o balancing the distribution of social responsibility among the government, business, and the population, with
the state taking a leading role in ensuring minimum social guarantees;

o developing institutions responsible for the insurance of social risks based on a partnership between the gov-
ernment, business, and the population.
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