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1 Introduction

Entrepreneurial activity has been shown to be an important driving force behind economic

growth in transition economies (Berkowitz and DeJong 2005; McMillan and Woodru¤

2002). Institutions of private property and contract enforcement are necessary for pro-

viding incentives for �rms and individuals to pursue inherently risky entrepreneurial ac-

tivities (Acemoglu, Johnson, and Robinson 2002). In fact, several studies claim that the

particularly low levels of small business development in Russia stem from the legacy of

communism and weak institutions that are not conducive to reform (Estrin et al. 2006;

Estrin and Mickiewicz 2010). The establishment and the protection of institutions of

private property fall under the auspices of the government (Olson 2000). In this pa-

per, I explore whether the pre-transition political background of regional government in

post-Soviet Russia can explain cross-regional di¤erences in entrepreneurial activity.

Natural experiments of drastic institutional change are rare, which is why I focus

on Russia in this paper. In the early 1990s, Russia underwent a dramatic change in

regime which led to privatization of property and enterprise reform. Yet, a large share

of the Russian population has been disappointed with the transition and is nostalgic for

the �good old days� of high state regulation and state provision of goods and services

(Denisova, Eller, and Zhuravskaya 2010).

This paper uses a unique panel dataset of Russian regions that spans the years 1994 to

2006 to shed light on the relationship between new regional leadership post transition and

regional economic development. The log of the number of small- and medium-size enter-

prises (SME) per 1000 people is my outcome variable which proxies for the establishment

of a free-market system (Rosstat 2006). One of the paper�s main contributions is to use

political identity and background of regional executives in explaining regional variation

in SME. In particular, a regional leader who held a signi�cant post in the Communist

party prior to the transition (a so-called �apparatchik�) is considered an �old elite.�On

the other hand, a leader with no signi�cant prior a¢ liations with the Communist party

is considered a �new elite.�1

Why should the background of the region�s head of government play a role in SME

development? The economic system in Soviet Russia was predicated on state ownership

and economic planning guided by the Communist party. As Mancur Olson (2000) writes

in his book, �the organization of production and the allocation of investment depended

1I also consider additional variables that characterize the identity of the leader such as high-ranking
positions in various law-enforcement agencies (i.e., KGB, FSB, or Internal A¤airs) or the military, and
whether the leader was appointed or elected to govern the region.
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as much on the insider political bureaucratic power of di¤erent enterprises and coteries

for collection action as on relative productivities.�Prior to the transition, political elites

and bureaucrats in�uenced economic and business decisions of all productive enterprises,

and this in�uence may have continued in a more subtle manner even after the fall of

Communism.

Ex ante, it is di¢ cult to formulate a clear-cut hypothesis about the e¤ects of leader

identity on small business development. On the one hand, one might expect an old

Communist elite in power to have a negative e¤ect on business formation, since the

backward Communist approach to economic policy could stunt reform and slow down

growth. For instance, Berkowitz and DeJong (1999) �nd that Russian regions within

the �Red Belt� (regions that voted in favor of the Communist party during the 1996

presidential elections) have lagged behind the rest of Russia in adopting federally initiated

policies to liberalize prices and eliminate distortionary budgetary subsidies.2 On the other

hand, the inexperience and potential self-serving motives of the new elites (collusion with

big business to prevent competition from smaller �rms, for instance) could also hinder

progress.

The paper utilizes two strategies to shed light on the above hypotheses about the causal

e¤ects of elite status on log number of SMEs. The �rst strategy is to control for region-

speci�c factors a¤ecting both the identity of the region�s leader and its small business

sector by including region �xed e¤ects in a dynamic panel setting. In other words, the

main speci�cation includes lagged values of log number of SMEs to account for persistence

in small business development over time, various leader- and region-speci�c controls, and

a full set of time and region �xed e¤ects to control for unobserved heterogeneity across

regions. Using the Generalized Method-of-Moments (GMM) methodology of Arellano

and Bond (1991) in this setting, I �nd that regions governed by new elites had on average

17-20 percent fewer SMEs than regions governed by old elites during the time period

1994-2006.

Fixed e¤ects regressions may not necessarily estimate a causal e¤ect of political

background of the leader on small business development. In fact, there may be a reverse

e¤ect of SME development on the type of leader the region attracts. Such endogeneity may

arise due some third, time-varying factor (such as the region�s inherent growth potential,

for example) causing changes in both SME development and leadership characteristics. To

2Note, however, that it might also be the case that the residents of the �Red Belt�regions voted for the
Communist Party precisely because of their dissatisfaction with the economic situation in their regions
or that some inherent unobservable attribute of the region accounted for both: the �Red�leanings of its
residents and the backwardness of its economy.
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address the endogeneity issue, I use instrumental-variables (IV) regressions to estimate the

impact of leader elite status on small business development. My instrument, an interaction

between an indicator for all the years of Putin�s presidency and distance from Moscow,

is motivated by Putin�s campaign to extend federal power to the more distant, resource-

abundant regions by selecting new elites to govern those regions. Since it is arguably

easier to gain the loyalty of political newcomers with less experience and fewer ties to the

previous regime, this strategy would allow Putin to indirectly monitor and in�uence the

region�s political and business a¤airs. The negative reduced-form relationship between

the instrument and the log number of small businesses is consistent with this story. This

strategy allows me to identify the causal e¤ect of those elites who came to power due to

Putin�s in�uence (either through appointment or through other means). Furthermore, I

have to also make the following identi�cation assumptions. First, I assume that Putin

only a¤ected businesses in the region through his power over the choice of the local

governor and did not have a direct in�uence on SME development. This is reasonable

because Putin�s strategic appointment of candidates to head certain regions should to be

premised precisely upon their ability to grant him a degree of power there. Thus, any

e¤ect Putin might have on the economic development of a given region should go through

the identity of the region�s leader. Second, since the relationship between my resource

potential variable and distance from Moscow is �xed over time, the inclusion of regional

�xed e¤ects in my regressions accounts for regional variation in resource abundance. 3

Simple �xed e¤ects 2SLS estimates, using the interaction of Putin presidency with

distance from Moscow as the excluded instrument for elite status, imply that regions

governed by Putin-selected new elites have, on average, as much as 70 percent fewer SMEs

than otherwise similar old elite regions, although the inclusion of the lagged dependent

variable dampens the e¤ect signi�cantly. Finally, the GMM procedure combined with

the Putin-distance interaction instrument yields a statistically signi�cant estimate of the

coe¢ cient of interest that implies that regions led by new elites whose selection to power

was in�uenced by Putin have about 23 percent fewer SMEs than otherwise similar regions

governed by old elites.

Is the relatively large negative impact of newcomer governors on small business forma-

tion surprising? The answer may lie in the identities of these new elites in Russia. One is

tempted to think of the new elites as �reformers,�unjaded by the backward Soviet com-

mand and control regime. If this were the case, one would expect to �nd a favorable e¤ect

of these newcomers on entrepreneurship. However, in reality, immediately following the

3Potential threats to the vailidity of the identi�cation strategy are discussed in detail later in the
paper.
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turmoil of transition, new elites were likely to lack experience in politics and to become

susceptible to federal in�uences. Moreover, they were also more likely to come from a

big business background and therefore favor larger enterprises above their small-business

competitors.4 In fact, Putin�s famous deal with some of the country�s most powerful busi-

ness leaders (oligarchs) in 2000 helps explain his e¤orts to bring like-minded newcomers

to govern distant, resource-abundant regions. Thus, the combination of inexperience and

pro-monopoly attitudes of the new elites may explain the relative lack of small business

enterprises in their regions.5

The rest of the paper is organized as follows. The next section discusses some of the

literature relevant to my topic. Section 3 discusses the construction of the dataset and

provides some background information on small business development in Russia and on

Russian regional politics. Section 4 develops my econometric model. Section 5 presents

the �xed e¤ects results, and section 6 contains the IV results. Section 7 concludes.

2 Related Literature

A growing number of studies have begun to use cross-regional variation in Russia as a

natural case study for further investigation into the e¤ects of political institutions and

reforms on economic well-being (Berkowitz and DeJong 2003; Popov 2001; Kang and

Kim 2009). Within-country analysis provides an important advantage over cross-country

regressions in that problems arising from omitted variables, such as varying initial condi-

tions, though still present on the regional level, are likely to be less of an issue.6 Berkowitz

and DeJong (2003) use a cross-section dataset of Russian regions and �nd that regional

di¤erences in large-scale privatization reforms exhibit a positive correspondence with the

regional formation of new legal enterprises, which in turn exhibits a strong positive cor-

respondence with growth. Similarly, Popov (2001) �nds that initial conditions (resource

advantages) and the strength of the institutions (the ability of the authorities to con-

tain investment risk and shadow economy and to promote business climate favorable for

4For example, recent study by Gehlbach, Sonin, and Zhuravskaya (2010) �nds that, in states with
weak institutions (such as Russia), businessmen can subvert policy irrespective of whether they hold
o¢ ce through lobbying, but they may run for o¢ ce to avoid the cost of lobbying elected o¢ cials.

5The �nding is also consistent with the argument that in post-communist transitions �early winners�
from reform may block certain subsequent �advances in the reform process that threaten to eliminate
their special advantages.�(Hellman 1998) In my study, the newcomers to the political arena (�new elites�)
who can be thought of as these early winners are likely to try and prevent future reforms (such as reforms
that promote SME formation) in order to maintain own entrenchment.

6Note, however, that the within-Russia variation in terms of culture, climate, and other crucial char-
acterstics is still enormous. Thus, this paper improves on the previous work by including regional �xed
e¤ects.

4



the emergence of small businesses) have considerable impact on output and investment.

Kang and Kim (2009) �nd a positive association between the informal economy and small

enterprise formation using a panel dataset of Russian regions over the period 1994-1999.

This paper is related to a study by Persson and Zhuravskaya (2010) who study the

e¤ect of social ties between a provincial leader and key provincial stakeholders on gover-

nance in China. The authors show that party secretaries who built their careers within

the province are less predatory towards business and have higher public goods provision,

while sustaining the same level of economic growth, compared to those who were ap-

pointed to their positions from outside the province. My interpretation of this �nding,

consistent with my results, is that new elites are more likely to harbor pro-big-business

attitudes and therefore more likely to hinder SME development in their regions. This

interpretation is consistent with previous work on state capture by big businesses (see

Slinko, Yakovlev, and Zhuravskaya 2005 and Gehlbach, Sonin, and Zhuravskaya 2010).

Finally, several recent studies dedicate particular attention to entrepreneurship in

transitions economies, recognizing the importance of small business formation for broader

growth and development of the free-market system. Aidis, Estrin, and Mickiewicz (2008)

establish that formal institutions have a signi�cant e¤ect on levels of entrepreneurial

activity in Russia. Furthermore, Aidis and Mickiewicz (2006) argue that perceptions

of corruption are damaging to SME development in transition economies (case study of

Lithuania). Using a cross-individual cross-country dataset, Estrin and Mickiewicz (2010)

estimate the determinants of entrepreneurial entry and �nd a signi�cantly lower level

of entrepreneurship in transition countries, even after controlling for formal institutional

di¤erences (property rights, rule of law, and �scal freedom). The authors �attribute this

result to informal institutions and the fact that the communist heritage in norms and

values is not consistent with entrepreneurial aspirations.�However, they lack measures

of communist norms and institutions and cannot support their claim empirically. The

Communist party background (or lack thereof) of the region�s leader serves as a concrete

measure of political attitudes of the head of the regional government. I �nd that a

Communist background of the leader may actually be a �lesser evil� in terms of small

business development as compared to the inexperience and big-business ties of some new

elites that emerged in Russia at the early stages of democratization.
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3 Data and Descriptive Statistics

I begin the discussion of empirical results with the description of my panel dataset which

was constructed using sources ranging from Russian statistical yearbooks to biographies

of leaders obtained from online sources.7

The cross-section dimension consists of 71 out of 89 Russian regions. The full list of the

included regions is provided in Table A1 in the Appendix. �Autonomous okrugs�which

represent administrative units created in the 1930s to provide autonomy to indigenous

peoples of the North region are considered part of the larger regions that contain them.8 I

also exclude regions with on-going con�ict whose data are sparse and unreliable.9 Finally,

unless otherwise speci�ed, the analysis excludes outlier regions: federal cities of Moscow

and St. Petersburg and the natural-resource-abundant Tyumenskaya oblast.10

3.1 Economic Outcome: Small Business Development

My main outcome variable is the natural logarithm of the number of small- and medium-

sized legally registered businesses per one thousand people (SME) over the period 1994-

2006.1112 The natural log transformation allows me to mitigate the in�uence of outliers

and to focus on scale e¤ects. I choose to focus on this particular economic outcome

because small business development represents the most direct measure of the emergence

of market-based economic institutions in Russia. According to one source, for example:

�For a smooth transition to market economy, it is essential to ensure business activities

and employment that more than o¤set the e¤ect of restructuring of state enterprises

and secure tax revenues enough to maintain the development of the society. To that

end, there is no other way but to develop small and medium-sized enterprises or attract

foreign-capital companies.�(Kaibori 2001)

7The full list of sources can be obtained from the author upon request.
8Since some of these subregions may stay in jurisdiction of a krai or an oblast to which they were

subordinated before 1990, it would be di¢ cult to ascertain whether the region�s true leader is the head
of the okrug itself or the head of the region the okrug belongs to. Thus, the data for larger regions that
include autonomous okrugs contain the data for those okrugs.

9See Table A2 in the Appendix for the list of excluded regions.
10In excluding these regions, I follow Berkowitz and DeJong (2003). Excluding other potential outliers,

such as the Krasnoyarskiy krai, produces the same qualitative results. The analysis is also mostly robust
to the inclusion of the outliers.
11The Russian State Committee on Statistics (Goskomstat) began publishing the data on the number

of SMEs per 1000 people by region in Russia in 1994.
12Speci�cations that use an alternative measure of SME development (the natural logarithm of number

(in thousands) of people employed by SMEs out of the total regional labor force for 1996-2006) produce
similar results. Estimates are available upon request.
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Even though employment caps that de�ne an SME vary across industries, a typical

small enterprise employs no more than 200 workers.13 These small and medium-sized

businesses include start-ups, privatized former state enterprises, and spin-o¤s from priva-

tized state enterprises. Private businesses began to appear in the late 1980s and expanded

rapidly with the introduction of economic reforms in Russia in early 1990s (Aslund 1997).

There is a wide range of SME formation experiences in our sample both across regions

and across time. The average number of SME ranges from 0.79 in the Tyva Republic to

184.52 in the city of Moscow. Average SME growth over the thirteen years 1994-2006 is

also unequal across regions, ranging from -5.18 percent in Magadanskaya oblast to 12.59

percent in Belgorodskaya oblast.

3.2 Political Determinants of Regional Economic Outcomes

Russian administrative regions fall into four main categories: republic, krai, oblast, and

federal city.14 The administrations of the Russian republics are headed by presidents,

oblasts are headed by governors, and cities are headed by mayors.

The �rst direct elections of regional leadership took place in June of 1991 in Moscow,

St. Petersburg, and Republic of Tatarstan. Between 1991 and 1996, elections were con-

ducted in some regions sporadically (the role of president was not instituted in all re-

publics, while heads of most krais and oblasts were appointed by Yeltsin). The situation

changed in 1996, when the Constitutional Court of Russia acknowledged that the head

of the regional administration should not be appointed by the Legislative Assembly of

the region or by the president of Russia, but should rather be elected by the population

of the region. Since the new law required for regional elections to be completed by the

end of 1996, most heads of administration were elected in that year. Between 1996 and

2004, regional elections were conducted periodically, typically every 4-5 years, and the

timing of elections was not synchronized across regions. Note that, while originally the

law prevented the same individual from running for reelection in more than two con-

secutive elections, amendments were soon added that allowed the candidates to bypass

13For a thorough analysis of di¤erences between the entrepreneurs and non-entrepreneurs in Russia,
see Djankov et al. (2005).
14The republics represent areas of non-Russian ethnicity. Due to a long history of internal migration in

Russia, the original ethnicity is not necessarily a majority of a republic�s population. Each republic has its
own president, constitution, and parliament and enjoys a certain nominal level of autonomy (although it
has diminished since Putin came to power). Oblasts represent Russia�s provinces with federally appointed
governors and locally elected legislature. Krais (territories) are essentially the same as oblasts. The title
�territory�is historic, originally given because they were once considered frontier regions. Federal cities
are major cities that function as separate regions (Moscow and St. Petersburg). Some regions also contain
subregions known as autonomous okrugs which I exclude from the analysis to avoid double-counting.
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this constraint. In September of 2004, the Russian President Vladimir Putin proposed to

change the nature of the process of granting authority over Russian regions to individu-

als. The proposal was passed in December of 2004, and since then, the president of the

Russian Federation nominates a candidate to head the administration of a certain region

35 days before the end of the current head�s term in o¢ ce. Within the next 14 days,

the candidacy must be con�rmed by the legislative branch of government of that region.

Note that the failure to con�rm the candidate after two rounds of nominations gives the

president the right to dismantle the legislative branch of the region (Electoral System in

the Russian Federation 2009). Thus, e¤ectively, the president has the power to appoint

regional leaders.

According to the main legal statutes of all individual regions of Russia, legal mandates

granted to the head of the administration include �de�ning the main directions for in-

ternal politics and the development of international and foreign economic relations�(for

example, Omskaya oblast) and �having control over the local budget and �nances�(for

example, Sverdlovskaya oblast). More broadly, the head of a region is responsible for

�the main directions of economic policy:�the allocation of regional economic resources,

establishment or cancellation of local taxes, granting privileges, licenses, and grants, or-

ganization of tenders and auctions, price regulation, and selection of foreign investors.

(Chirikova and Lapina 2001) The head of the administration also typically has the power

to appoint or at least nominate important �gureheads, such as the attorney general, re-

gional court judges, and heads of police departments. (Orttung 2004) Moreover, the

uno¢ cial relationship between governors and regional businesses is so close and mutually

bene�cial, that it has been dubbed �an industrial feudalism.� The governors and enter-

prise directors have common interests. Political elites help businesses to get state �nancial

resources and do not interfere with their operations,15 and business elites pay them back

by helping them to win elections and serving as a source of income.16 In fact, in many

cases, regional political elites have ownership stakes or other direct ties to businesses in

their regions.17 The evidence of political and economic interconnections on the regional

15For example, business directors need capital from the central government to keep their enterprises
a�oat and to invest in renovating their facilities. Until the rise of big business in Russia, the state was the
only source of such capital. Good ties with the governors enable businessmen to get favorable legislation
passed and to de�ect the scrutiny of local law enforcement. Politicians can also make sure that the
rates businesses must pay for electricity, gas, and water are kept low, and help with debt restructuring.
(Orttung 2004)
16Since the Russian system requires the regions to remit tax revenues to Moscow for later redistribution

among the capital and regions, the heads of administration in the region have little control over local
revenue sources. Regional enterprises have become their most reliable source of income, whether through
formal tax revenue or informal side payments. (Orttung 2004)
17A famous example of this direct link between the head of the administration and regional business
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level suggests that past a¢ liations and backgrounds of the Russian governors may play

an important role for the ability of small entrepreneurs to register their new businesses

and e¤ectively carry on day-to-day operations.

To categorize the political identity of the head of the administration, I research his

or her biography before and after the transition in 1991. If a leader held a powerful

position in the Communist party government for at least a year prior to democratization,

he receives a value of 0 in my dataset (�old elite�). If he had never held such a party

position, I assign him a value of 1 (�new elite�).18 If, during a given year, there was a

leadership change that involved a leader status transition (either old to new elite or vice

versa), the elite variable for that year is weighted by the relative duration of rule of each

leader.

Since a great number of Russian leaders were at some point in time appointed by the

president of Russia, the identity and past a¢ liations of the president may also matter for

current economic outcomes. In particular, Boris Yeltsin was himself an old elite and was

more likely to favor other old elites in his appointment selections. Even though Russia

went through a period of free elections 1996-2004, initial appointments still matter due

to the incumbent advantage and leader entrenchment.19 Indeed, Figure 1 demonstrates

that the number of new elites in power was decreasing over the period 1991-1999. On

the other hand, under Vladimir Putin (a relatively new elite) the share of new elites in

power rose over time.20 Putin�s desire to extend the power of the state and to limit the

powers of the regional governors (Orttung 2004) may at least partially explain his thought

development is the Sistema Group founded by the city of Moscow, and more speci�cally the mayor,
Yuri Luzhkov. Through the privatization process and other maneuvers, Sistema acquired more than
one hundred companies during the 1990s, including several banks, electronics �rms, media outlets, the
Moscow city telephone system, the Rosno insurance group, and tourism ventures like Intourist and the
glistening underground Manezh Mall. (Hale 2004)
18Mere membership in the Communist party prior to democratization does not constitute an �old elite�

status since most people had to a¢ liate with the party at some point in order to achieve any success in
the labor market in the Soviet Union. Examples of top pre-democratization party positions (�old elites�)
include the �rst secretary of �obispolkom�(the oblast executive committee of the party) or the head of
�raikom�(the sub-regional committee of the party).
19For more on Russian elections, see Andrew Konitzer (2005).
20A possible concern is that the increase in the number of new elites under Putin simply has to do

with the passage of time and not so much with a di¤erent selection process. In other words, heads of
administration taking o¢ ce under Putin in the 2000s may also be younger than heads taking o¢ ce under
Yeltsin in the 1990s and therefore may not have had the time to establish themselves as �gureheads
in the Communist Party prior to the transition. However, the evidence suggests that this is not a
substantial concern. The average birth year of leaders taking o¢ ce before 1999 (pre-Putin) is 1944, while
the average birth year of leaders taking o¢ ce after 1999 (post-Putin) is 1953. Not surprisingly, more
recently appointed or elected leaders tend to be younger, but not enough to constrain their ability to
achieve a powerful Party status by 1990. Even some of the youngest 17 leaders born in the 1960s (out of
my sample of 189) are in fact �old elites.�
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process behind appointing relative political newcomers who had little prior experience in

governance.

Putin also had connections to the KGB and was potentially more likely to select new

elites with KGB and military backgrounds to head certain regions. Thus, my speci�cations

include this additional characteristic of leader identity �a variable that takes on a value

of 0 whenever the regional leader has no prior documented KGB or military a¢ liations,

and 1 otherwise.

Table 1 contains descriptive statistics (means and standard deviations) of these main

variables for all Russian regions in the sample, as well as for the new- and old-elite regions,

split according to elite status.

4 Econometric Model

Consider the following simple model which will be the basis of my approach to quantifying

the relationship between regional leader background and small business development:

logSMEit = � logSMEit�1 + �Eliteit +X
0

it + �i + �t + uit (1)

where logSMEit is the natural logarithm of the number of small businesses per 1000

people observed for region i in year t. The lagged value of this variable on the right-

hand side is included to capture persistence in small business development.21 The main

explanatory variable of interest is Eliteit (1 if new elite). The parameter � therefore

measures the causal e¤ect of leader political background on small businesses in the region.

All other potential time-variant covariates are included in the vector Xit. In addition, �i
denotes a full set of region dummies and �t denotes a full set of year �xed e¤ects that

capture common shocks to (and common trends in) log SME development in all regions.

Finally, uit is a standard error term that captures all other omitted factors.22

In the framework of this paper, region �xed e¤ects capture any time-invariant un-

observed region characteristic that may a¤ect log SME development. Accounting for

unobserved heterogeneity across regions is particularly relevant in this context because

of the possibility of some inherent growth potential shaping both the size of the region�s

SME sector and the type of leader that gets appointed or elected to govern that region.

As a result, pooled OLS estimates are biased and inconsistent and a �xed e¤ects estimator

21Note that data on SME entry rates are not available, which is another reason for using a dynamic
speci�cation.
22The simultaneous equation bias that may stem from endogeneity of SME development is addressed

in Section 6.
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is used as a baseline speci�cation.

However, there is no reason to assume that �xed e¤ects regressions necessarily estimate

a causal e¤ect of political background of the leader on small business development. First,

the lagged dependent variable logSMEit�1 is mechanically correlated with uis for s < t ,

so the standard �xed e¤ects estimator is biased (see Wooldridge, 2002, chapter 11, for

example). Adopting a dynamic panel approach of Arellano-Bond (1991) allows me to

deal with this problem (see Section 5).

Second, aside from the technical issue, there is a possibility that Eliteit is correlated

with uit because of a reverse e¤ect of regional economic indicators such as log SME de-

velopment on the type of leader the region attracts. This may arise due some third,

time-varying factor causing changes in both log SME development and leadership char-

acteristics, for example. In Section 6, I implement an instrumental variable strategy to

account for these issues. Note that, when it fails to be consistent, the �xed e¤ects estima-

tor tends to be biased upwards, which is consistent with the result that the IV regressions

in Section 6.3 estimate e¤ects that are smaller in magnitude (more negative) than the

�xed e¤ects results.

5 Fixed E¤ects Estimates

5.1 Main Results

I begin by estimating equation (1) in the sample of 71 regions. The results are presented in

Table 2. All standard errors are fully robust against arbitrary heteroskedasticity and serial

correlation at the region level (i.e., they are clustered at the region level; see Wooldridge,

2002).

The �rst two columns of Table 2 use pooled OLS to show a positive correlation between

new elite status and log SME development. The correlation is statistically signi�cant in

the �rst column that does not include year dummies. Though statistically signi�cant, the

e¤ect of elite status is quantitatively small. It implies that a region governed by a new

elite, on average, has 2.7 percent more SMEs than a region governed by an old elite. In

addition, excluding year and region �xed e¤ects is a major source of potential bias. First,

elite status may capture unobserved common shocks across regions that are correlated with

the included regressors. Thus, ignoring year dummies may cause an upward bias in the

estimates. This indeed seems to be the case, since including year �xed e¤ects results in a

reduction in the magnitude of the coe¢ cient of interest further, and the relationship ceases

to be statistically signi�cant. Second, another source of potential bias in a regression
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of log SME on elite status is region-speci�c, historical factors in�uencing both political

and economic development. If these omitted characteristics are, to a �rst approximation,

time-invariant, the inclusion of region �xed e¤ects will remove them and this source of

bias. Consider, for example, the comparison between two regions: Ivanovskaya oblast

and Moskovskaya oblast. Relative to Ivanovskaya oblast, Moskovskaya oblast both had a

larger number of SMEs, on average, and was governed by relatively new elites over the

period of 1994-2006, while Ivanovskaya oblast was mostly governed by old elites. So, a

simple cross-regional comparison without region �xed e¤ects would suggest that new elite

status causes greater log SME development. Fixed e¤ects eliminate such comparisons

and explore the �within-region variation.�

The remaining columns of Table 2 present my basic �xed-e¤ects results. First, column

3 shows that the relationship between new elite status and log SME development becomes

negative once idiosyncratic di¤erences across regions are taken into account.23 Since

equation (1) includes the lagged dependent variable on the right-hand side, it cannot be

consistently estimated by OLS.

My strategy, adopted in column 4, is to use the Generalized Method-of-Moments

(GMM)methodology of Arellano and Bond (1991).24 First, equation (1) is time-di¤erenced

to obtain

� logSMEit = �� logSMEit�1 + ��Eliteit +�X
0

it +��t +�uit (2)

where the �xed region e¤ects are removed by time di¤erencing. Although equation (2)

cannot be consistently estimated by OLS, under the assumption of no further serial cor-

relation in the original residual, uit, logSMEit�2 and further lags of logSMEit are uncor-

related with �uit and can therefore be used to instrument for the endogenous variables.

The coe¢ cient estimate of the e¤ect of new elites on log SME development resulting from

this procedure is equal to -0.191, which, with a standard error of 0.086, is statistically

signi�cant at the 5 percent con�dence level. The coe¢ cient implies that regions governed

by new elites have about 17 percent fewer SMEs than regions governed by old elites.25 In

23Including region dummies controls for di¤erences in the average log level of SMEs across regions in
addition to adjusting the standard errors to account for the speci�c intra-region correlations. In addition,
I cluster standard errors at the region level, in order to account for any potential serial correlation in
within-region log SME across time. Speci�cations with White robust standard errors (no clustering) yield
very similar results.
24The Arellano-Bond GMM procedure has been often adopted for analysis of country-level dynamic

panel data. For example, see Acemoglu, Johnson, Robinson, and Yared (2008).
25For the economic interpretation of the coe¢ cient, I calculate e�0:191 = 0:83 which represents the

ratio of the number of small businesses in the new elite regions to the number of small businesses in the
old elite regions.
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all speci�cations, lagged log of number of SMEs is highly statistically signi�cant, implying

that there is a considerable degree of persistence in the small business sector.

5.2 Robustness

Table 3 investigates whether the results are robust to the inclusion of various additional

covariates. One concern is that the de�nition of �elite�may be too narrow and other

leader background characteristics should be included in the speci�cations. Columns 1

and 2 add an indicator of past KGB or military a¢ liations of the leader and a dummy

for whether the leader was appointed or elected to govern the region. The results show

that these additional leader characteristics do not greatly a¤ect the negative relationship

between new elite status and the log number of SMEs. Regions with appointed leaders

have a slightly greater number of small businesses, although the GMM estimate is only

marginally statistically signi�cant (column 2).

Columns 3, 4, 5, and 6 include other covariates that are potentially important to

the small business sector in a given region: urbanization level, natural resource potential

index,26 and the size of the agriculture sector.27 First, note that the inclusion of any of

these additional controls does not alter the main �nding, once I appropriately deal with the

dynamic nature of my estimation using GMM methodology. In all GMM speci�cations,

new elite regions have signi�cantly fewer SMEs than old elite regions. Furthermore, only

the agriculture variable shows a statistically signi�cant e¤ect on log SME development.

However, the coe¢ cient is very small in magnitude (a percentage-point increase in the

size of the agriculture sector relative to the previous year reduces the number of SMEs in

the region by 0.15 percent).

6 Instrumental Variable Estimates

As discussed in Section 4, �xed e¤ects estimators do not necessarily identify the causal

e¤ect of elite status on small businesses in the region. The results may be biased due

to the endogeneity of the regional leader selection process, for example. Even though

�xed e¤ects control for unobserved heterogeneity across regions, the fact that heads of

26The natural resource variable is an index of natural resource potential for a given region, rather than
the actual level of natural resources in a given year. Therefore, by de�nition, it does not vary across time.
The regression includes an interaction of this variable with a simple time trend.
27By accounting for the relative magnitude of the agricultural sector in the region, I address the issue

that small business related to agriculture are potentially quite di¤erent from other SMEs and may not
be as relevant for entrepreneurial development in a region.
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administrations were frequently appointed by Russian presidents can still raise concerns

for the validity of the straightforward �xed-e¤ects estimates. As an old elite, Yeltsin may

have appointed fellow old elites to lead regions with better economic potential (which is

unobservable). This means that the initial conditions of appointment by Yeltsin may

bias my estimates of the e¤ect of being a new elite on SME development downward. The

downward bias would arise due to the fact that economic potential (the omitted variable)

is negatively correlated with being a new elite (because of Yeltsin�s potentially biased

appointment process) and is positively correlated with small business development. On

the other hand, after Putin�s rise to power in 1999, the story reverses. As a relatively

new elite, Putin may have appointed other new elites to lead more promising regions.28

This e¤ect would tend to bias the estimates upward. Finally, both presidents may have

preferred to support new elites to head more distant regions because of new elites�relative

anonymity on the political arena. New elites who have not yet established political resumes

and connections may be easier to in�uence and keep in line from afar. Thus, the overall

direction of the bias is ex ante ambiguous.

To obtain unbiased estimates of leader background on small business development,

I need a source of exogenous variation in elite status of the regional governors. These

endogeneity problems could be solved if I had an instrument for the elite status of the

leader. Such an instrument must play an important role in accounting for the observed

cross-regional variation in leader identities, but have no direct e¤ect on small business

development (other than through its e¤ect on the type of leader in charge of the region).

Figure 1 hints at a potential candidate: post-Putin leaders seem di¤erent from the pre-

Putin leaders.

6.1 The �Putin E¤ect� Instrument

In 2000, Putin essentially made an alliance with the Russian oligarchs in which he

promised to provide the political stability and the state blessing they needed to keep

making money, and they agreed to support his policies.29 Putin and his oligarch allies

had a common opponent in the governors (Orttung 2004). This historical fact helps ex-

plain both why the number of relatively inexperienced new elites began to grow under

Putin, and more importantly why Putin appointed disproportionately more new elites to

28Recall that the de�nition of �old elite� includes only the highest ranking o¢ cials of the communist
party. Until 1990, Putin served as a KGB operative in East Germany (International Herald Tribune,
2006-10-09), which categorizes him as a �new elite.�
29Putin�s �deal�with the oligarchs was meant to curb their political involvement at the federal level,

which led them to concentrate their e¤orts at the regional level (Barnes 2003).
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distant regions. The average distance from Moscow of regions led by new elites during

Putin�s presidency (1999-2006) is 2,616 km, which is greater than 2,216 km, the distance

from Moscow of an average region for the entire sample.30 Figure 2 depicts the positive

relationship between distance from Moscow and the natural resource potential index. This

relationship is assumed to be �xed over time (because natural resource potential cannot

change signi�cantly over the course of the12 years in the sample). Since regions with

greater natural resource potential tend to be the distant ones, it makes sense that Putin

might have strategically sent new elites there to indirectly maintain a degree of control

over those resources. A new elite, likely coming from a business background himself, is

also well-suited to maintain the ties to the oligarchs operating in those regions which may

bene�t Putin, as well.

The nature of this �Putin e¤ect� suggests the use of an interaction term between

distance from Moscow and the post-Putin dummy as an instrument. The post-Putin

dummy simply takes on a value of 1 for all the years 1999-2006 and 0 for all the years

prior. Thus, the instrument represents a simple time-trend break. Note that the post-

Putin dummy varies across time, but not across regions, while distance varies across

regions, but not across time. Interacting the two variables yields an instrument that

varies in both dimensions.

Figure 3 plots the reduced-form relationship between log number of SMEs and the

instrument in the cross section. It shows a strong negative relationship between the two

variables. During the years of the Putin presidency, regions close to Moscow garnered,

on average, a greater number of small businesses than the more distant regions.31 Table

4 con�rms that this reduced-form relationship is statistically signi�cant, once I control

for regional heterogeneity and cluster standard errors. My theory is that this relation-

ship re�ects the e¤ect of Putin extending federal power to the more distant regions by

appointing new elites to those regions.

To support this theory, I regress the log number of small businesses in the region on

the elite status of the region�s head of the administration, instrumenting the latter with

the interaction between the post-Putin dummy and distance from Moscow. The resulting

2SLS framework is given by equation (1) which represents the second stage together with

30Distances include outlier regions of St. Petersburg and Tyumenskaya oblast. Excluding these regions,
the average distance from Moscow for new elite regions during Putin�s presidency (1999-2006) is 2,667
km, while the average is 2,271. A simple OLS regression shows a positive correlation between distance
from Moscow and an interaction term between elite status and Putin presidency dummy.
31The relationship does not appear to be driven by the inclusion of outlier regions, such as cities of

Moscow and St. Petersburg. Excluding these regions results in a less-pronounced, yet still negative e¤ect
of distance on the number of small businesses.
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the �rst-stage equation given below. The predicted values from the �rst stage equation

(3) enter in place Eliteit in equation (1).

Eliteit = �
F logSMEit�1 + �

F (Putin�Dist)it +X
0

it
F + �Fi + �

F
t + u

F
it (3)

The identi�cation restriction is that Cov(Putin � Distit; uitjXit; �i; �t) = 0, where

uit is the residual error term in the second-stage regression, (1). The implied exclusion

restriction is that, conditional on the controls included in the regression, Putin has no

direct e¤ect on regional SMEs, other than through his ability to select and in�uence

regional leaders.

6.2 The Validity of the Identi�cation Assumptions

Firstly, note that the above identi�cation strategy allows me to identify only the causal

e¤ect of those elites who came to power due to Putin�s in�uence (either through appoint-

ment or through other means). No causal inferences should be drawn for the freely elected

regional executives, since there may be a correlation between the economic conditions in

a given region and electoral outcomes (Konitzer-Smirnov 2003).

Next, I discuss the political scenario under which the identi�cation assumption would

not hold. This scenario would arise if Putin had a systematic way to a¤ect the development

of the regional SME sectors directly. For instance, by expropriating natural resources from

the regions, Putin might have had a direct e¤ect on the development of small businesses

there. However, this seems to be an unlikely scenario. If anything, Putin should appoint

leaders to the wealthy regions precisely because they o¤er him an indirect in�uence over

the available natural resources. Thus, any e¤ect Putin might have on the economic

development of a given region should go through the identity of the region�s leader.

Another potential concern is that Putin may have used the tax code reforms to gain

in�uence over the small business sectors in resource-abundant regions and in regions with

high growth potential. While further research is warranted to shed light on the e¤ects of

various tax reforms on regional SMEs, the following arguments help to address this threat

to the validity of my identi�cation strategy. According to Jones Luong and Weinthal

(2004), the reforms of 1999-2000 were the result of neither Putin�s unilateral exertion of

authority to pursue personal interests, nor the state capture by powerful economic interest

groups. Rather, they seem to have stemmed from a negotiated settlement between the

Russian government and Russian oil companies (ROCs). More importantly, the new

tax code did not fully originate during the Putin administration. Earlier in the 1990s,
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various tax reforms were proposed, but failed to pass. Serious negotiations over a new tax

regime began in late 1998 under Yeltsin. Furthermore, some researchers believe that the

precipitating factor behind the eventual agreement on behalf of the government and the

ROCs over the new tax code was the �exogenous�shock of the August 1998 �nancial crisis

(Jones Luong and Weinthal, 2004). As for the laws designed to simplify and improve the

SME taxation system implemented in 2003 and later in 2005, there does not appear to

be conclusive evidence of the federal government�s direct manipulation of the enactment

of these laws di¤erentially by region (Center for International Private Enterprise, 2006).

The �nal set of issues explores further the importance of natural resources to the

identi�cation strategy. A problem would arise if natural resources in Russia change sig-

ni�cantly over the time period in question, and after Putin�s rise to power in particular.

For my identi�cation strategy, I assume that the natural resource potential of a given

region does not vary over as short of a time horizon as 12 years, and therefore the region

�xed e¤ect absorbs all potential di¤erences across regions.32 Furthermore, there may be

an additional problem if natural resources simply mattered more in the Putin era (which

could happen if, for example, Putin pursued cartelization or take-over of the oil and gas

industry, while his predecessor did not pursue this strategy to the same extent). In order

to control for this potential di¤erential e¤ect over time that cannot be accounted for by

a region �xed e¤ect, I include an interaction between resources and time (part of Xit in

the model).33

6.3 Elites and Small Businesses: IV Results

With these caveats in mind, Table 5 provides the IV estimates of the relationship be-

tween log SME development and leader identity using the interaction between Putin�s

presidency and distance from Moscow as an instrument. I report a number of di¤erent

speci�cations, with and without lagged log number of SMEs on the right-hand side, with

and without additional controls (urbanization percentage, share of agriculture, and an

interaction between natural resources and time), and with and without GMM.

The �rst two columns reproduce the results reported in Table 3 showing the weak

association between elite status and log SME development estimated using �xed e¤ects

32Recall that my resources variable captures the natural resource potential for a given region, which
should be �xed over time, rather than the depletable level of actual natural resources in a given year.
33Note that another possibility would be to estimate the e¤ects of new elite status restricting the sample

to only those regions with the highest endowment of natural resources and those regions with the lowest
level of natural resources. Splitting up the sample by low and high resource regions relative to the average
does not show signi�cant di¤erences in terms of the e¤ect of elite status on log SME. Focusing attention
solely on these extreme outlier regions does not provide reliable estimates due to the small sample size.
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OLS with lagged log number of SMEs on the right-hand side. The remaining columns

look at IV speci�cations and the bottom panel shows the corresponding �rst stages.

Column 3 shows the expected signi�cant positive �rst-stage relationship between the

instrument (Putin � Distance) and the probability of the region�s head of administration
being a new elite (t-statistic of 2.05). This is in line with the story that in the Putin

years (1999-2006), leaders of the farther away regions were indeed more likely to be new

elites relative to the Yeltsin era. The �rst-stage relationship is also illustrated in Figure 4

which plots average elite status of regional leaders during Putin�s presidency (1999-2006)

against distance from Moscow.

The corresponding second stage estimate of the impact of elite status on the log

number of small businesses is -1.199 and is signi�cant at the 5 percent con�dence level.

The coe¢ cient implies that regions governed by new elites whose rise to power was due to

Putin�s in�uence have about 70 percent fewer SMEs than regions governed by old elites.

Column 4 gives similar estimates once I control for additional covariates. The negative

impact of a new elite governor on log SME development can be explained by the �Putin

e¤ect�discussed in section 6.1. When making the pact with the oligarchs, Putin promised

to promote their monopoly power in the resource-abundant regions. The obstacle to such

power would be an opposition from an experience old-elite governor. By placing new elites

into distant resource-rich regions, Putin made it easier for big business to �capture the

state�and in�uence state policies to drive out competitors.(Orttung 2004) This led to a

reduction in small businesses in those regions, producing the negative relationship I �nd

in my analysis.

Does the 2SLS estimate make quantitative sense? A 70 percent reduction in the

number of SMEs due to a new (appointed) elite is a very large negative e¤ect which is

likely overstated due to an important omission of the lagged dependent variable in columns

3 and 4. Columns 5 and 6 add lagged log number of SMEs to the right-hand side. The �rst

stage is similar, while the estimate of � is nearly cut in half and becomes only marginally

signi�cant. Columns 7 and 8 use the GMM procedure, again with the interaction of Putin

presidency with distance from Moscow as the excluded instrument for elite status. Now

the estimate of � is again statistically signi�cant and close in magnitude to the estimates

from the GMM speci�cations in Tables 2 and 3. In particular, column 8 reports the

e¤ect of new elites on log SME development of -0.257, which is statistically signi�cant

at the 5 percent con�dence level with a standard error of 0.119. The coe¢ cient implies

that regions governed by new elites whose rise to power was due to Putin�s in�uence have

about 23 percent fewer SMEs than otherwise similar regions governed by old elites. Once

again, my interpretation of this negative relationship stems from the greater likelihood
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that the new elites have ties to large business owners and are therefore more likely to be

against free entry and expansion of the small business sector.34

Overall, the negative e¤ect of new elites on log SME development is much larger both

in absolute magnitude and in signi�cance in my IV speci�cations than in the �xed e¤ects

OLS regressions. This suggests that the upward bias in the OLS estimates stemming

from Putin supporting new elites to head distant, more resource-abundant regions may

dominate the downward bias arising from Yeltsin�s old elite background.

7 Concluding Remarks

This paper establishes an empirical link between the characteristics of political elites and

entrepreneurial activity in the Russian regions since the 1990s. I �nd that regions governed

by political newcomers who came to power due to Putin�s in�uence have on average about

23 percent fewer small businesses per 1000 people than regions headed by governors with

a Communist leadership history. This e¤ect is robust to the inclusion of various control

variables and does not seem to be driven by the potential endogeneity concerns.

The negative e¤ect of new elites on SME development may stem partly from Putin�s

deal with the Russian oligarchs. By supporting relative newcomers with limited expe-

rience in politics and potential prior corporate ties, Putin opened up the door for big

businesses to enter the distant resource-abundant regions and seize monopoly power over

their resources. On the other hand, old elites were more likely to resist the entry of

oligarchs into their domains. As a result, the new elite regions experienced less entrepre-

neurial activity.

In general, I do not claim that the development of the entrepreneurial sector in Russia

would bene�t from more apparatchiks in power in the long run. Rather, during the

uncertain times of transition, old elite governors may have represented a �lesser evil�as

compared to the new elites. As inexperienced newcomers to politics, these leaders may

have been more easily controlled by the federal government and by big business to sti�e

the growth of small businesses in their regions.

In terms of future research, my work suggests that the entry of big business into the

particularly resource-rich Russian regions may have been one reason for the depressed

levels of entrepreneurial activity in Russia. It would be interesting to investigate the

34This interpretation is in line with the empirical evidence that �state capture� (or �institutional
subversion�) has adverse e¤ects on economic outcomes, such as small business growth, tax collection,
social public spending, and federal tax arrears (for example, see Slinko, Yakovlev, and Zhuravskaya
2005).

19



di¤erential economic outcomes in what Orttung (2004) calls �corporate regions�(regions

with one dominant company), �pluralist regions� (regions in which several major com-

panies operate), �state-controlled regions�(regions where military-industrial enterprises

dominate the local economy and set the political tone), �foreign-in�uenced regions�(re-

gions with a powerful foreign presence), and the �neglected regions�(regions with little

industry and development).
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Table 1 
Descriptive Statistics 

All New Elite Old Elite

Regions Regions Regions

(1) (2) (3)

Lagged Outcome Variable:

   Log SMEt-1 (1994-2006) 1.768 1.807 1.743

(0.835) (0.928) (0.769)

   Observations 851 333 518

Leader Characteristics:

   Elite Status (1 if New Elite) 0.387 0.988 0.006

(0.481) (0.057) (0.047)

   KGB or Military (1 if Affiliated) 0.091 0.212 0.014

(0.288) (0.410) (0.118)

   Appointed (1 if Appointed) 0.217 0.214 0.220

(0.399) (0.395) (0.401)

   Observations 923 358 565

Other Controls:

   Percent Urban 0.688 0.700 0.679

(0.117) (0.129) (0.108)

   Observations 923 358 565

   Index of Natural Resources (2001) 1.013 1.059 0.984

(0.497) (0.564) (0.447)

   Distance from Moscow (km) 2270.563 2578.723 2075.304

(2666.339) (3018.310) (2399.378)

   Observations 71 25 46

   Index of Agriculture 99.874 100.156 99.692

(10.656) (10.325) (10.871)

   Observations 852 334 518

Regions 71 25 46  
Values are averages during sample period, with standard deviations in parentheses. Column 1 refers to the full 
sample and columns 2 and 3 split the sample by elite status, with column 2 showing average values of variables 
for regions with average elite across the entire time period greater than 0.5 and column 3 showing average values 
of variables for regions with average elite across the entire time period less than 0.5. The number of observations 
refers to the total number of observations in the unbalanced panel. The number of regions refers to the number 
of regions for which I use observations. For detailed definitions and sources, see Appendix Table A3. 



Table 2 
Fixed Effects Results 

Pooled Pooled Fixed Arellano-

OLS OLS Effects OLS Bond GMM

(1) (2) (3) (4)

Log SMEt-1 0.986 0.989 0.503 0.453

(0.006) (0.006) (0.035) (0.073)

Elite Status (1 if New Elite) 0.027 0.012 -0.002 -0.191

(0.011) (0.011) (0.034) (0.086)

Year Fixed Effects NO YES YES YES

Observations 850 850 850 779

R-squared 0.945 0.95 0.334

Dependent Variable is Log Number of SME per 1000 People

 
Pooled cross-sectional OLS regression in columns 1 and 2, with robust standard errors clustered by region in 
parentheses, year fixed effects included in column 2 only. Fixed effects OLS regressions in column 3, with 
year and region dummies and robust standard errors clustered by region in parentheses. Column 4 uses 
GMM of Arellano and Bond (1991), with robust standard errors, region and year fixed effects, instrumenting 
for elite using a single lag. 
 



Table 3 
Fixed Effects Results: Robustness Checks 

Fixed Arellano- Fixed Arellano- Fixed Arellano-

Effects OLS Bond GMM Effects OLS Bond GMM Effects OLS Bond GMM

(1) (2) (3) (4) (5) (6)

Log SMEt-1 0.504 0.464 0.490 0.507 0.491 0.515

(0.035) (0.072) (0.034) (0.075) (0.034) (0.075)

Elite Status (1 if New Elite) 0.0014 -0.188 0.0039 -0.2180 0.0041 -0.2140

(0.036) (0.082) (0.037) (0.077) (0.036) (0.076)

KGB or Military (1 if Affiliated) -0.012 0.048 -0.020 0.055 -0.021 0.056

(0.031) (0.043) (0.032) (0.046) (0.033) (0.047)

Appointed (1 if Appointed) 0.009 0.069 0.016 0.068 0.015 0.067

(0.026) (0.041) (0.026) (0.043) (0.026) (0.043)

Percent Urban 0.293 -0.059 0.313 -0.004

(0.350) (0.257) (0.340) (0.245)

Resources x Time -0.007 -0.010 -0.007 -0.010

(0.005) (0.005) (0.005) (0.005)

Index of Agriculture -0.0013 -0.0015

(0.000) (0.001)

Year Fixed Effects YES YES YES YES YES YES

Observations 850 779 850 779 850 779

R-squared 0.33 0.34 0.34

Dependent Variable is Log Number of SME per 1000 People

 
Fixed effects OLS regressions in columns 1, 3, and 5 with country dummies and robust standard errors clustered by region in parentheses. 
Columns 2, 4, and 6 use GMM of Arellano and Bond (1991), with robust standard errors, instrumenting for elite using a single lag. Year 
dummies are included in all regressions. 



Table 4 
Reduced-Form Relationship between Log Number of SMEs and the Putin x Distance Instrument 

Fixed Effects Fixed Effects Arellano-

 OLS OLS Bond GMM

(1) (2) (3)

Dependent Variable is Log Number of SME per 1000 People

Log SMEt-1 0.476 0.486

(0.032) (0.075)

Putin x Distance -0.028 -0.014 -0.063

(0.013) (0.008) (0.031)

KGB or Military (1 if Affiliated) -0.020 -0.020 -0.004

(0.052) (0.029) (0.040)

Appointed (1 if Appointed) 0.010 0.009 0.068

(0.035) (0.025) (0.040)

Percent Urban 0.617 0.334 0.153

(0.481) (0.317) (0.255)

Resources x Time -0.009 -0.003 0.004

(0.009) (0.005) (0.009)

Index of Agriculture -0.001 -0.001 -0.002

(0.001) (0.001) (0.001)

Year Fixed Effects YES YES YES

Observations 851 850 779

R-squared 0.15 0.35   
Fixed effects OLS regressions in columns 1 and 2 with region dummies and robust standard errors clustered by 
region in parentheses. GMM of Arellano-Bond (1991) is in column 3 with robust standard errors. Year dummies are 
included in all regressions. 



Table 5 
Fixed Effects Results: Two Stage Least Squares with Putin x Distance Instrument 

Fixed Effects Fixed Effects Fixed Effects Fixed Effects Fixed Effects Fixed Effects Arellano- Arellano-

 OLS  OLS 2SLS 2SLS 2SLS 2SLS Bond GMM Bond GMM

(1) (2) (3) (4) (5) (6) (7) (8)

Panel A
Log SMEt-1 0.504 0.491 0.392 0.399 0.460 0.512

(0.035) (0.034) (0.078) (0.077) (0.072) (0.077)

Elite Status (1 if New Elite) 0.001 0.004 -1.199 -1.041 -0.692 -0.613 -0.213 -0.257

(0.036) (0.036) (0.555) (0.517) (0.404) (0.390) (0.125) (0.119)

KGB or Military (1 if Affiliated) -0.012 -0.021 0.553 0.472 0.310 0.269 0.054 0.068

(0.031) (0.033) (0.290) (0.279) (0.203) (0.203) (0.053) (0.056)

Appointed (1 if Appointed) 0.009 0.015 0.036 0.039 0.027 0.028 0.069 0.069

(0.026) (0.026) (0.075) (0.066) (0.048) (0.044) (0.041) (0.043)

Panel B
Log SMEt-1 -0.126 -0.126

(0.070) (0.068)

Putin x Distance 0.027 0.026 0.023 0.023

(0.013) (0.014) (0.012) (0.013)

KGB or Military (1 if Affiliated) 0.473 0.472 0.473 0.472

(0.109) (0.110) (0.111) (0.113)

Appointed (1 if Appointed) 0.029 0.028 0.030 0.030

(0.064) (0.064) (0.063) (0.063)

Year Fixed Effects YES YES YES YES YES YES YES YES

Other Controls NO YES NO YES NO YES NO YES

Observations 850 850 851 851 850 850 779 779

R-squared in First Stage 0.24 0.24 0.25 0.25

Dependent Variable is Log Number of SME per 1000 People

First Stage for Elite Status

 
Fixed effects OLS regressions in columns 1 and 2 with region dummies and robust standard errors clustered by region in parentheses. Other controls include 
percent urban, index of agriculture, and an interaction between resources and time. Fixed effects 2SLS regressions in columns 3, 4, 5, and 6 with region dummies 
and robust standard errors clustered by region in parentheses; first stage regressions are displayed in Panel B and include all second stage covariates (apart from 
elite status) on the right hand side with robust standard errors clustered by region in parentheses. GMM of Arellano-Bond (1991) is in columns 7 and 8 with 
robust standard errors. Year dummies are included in all regressions. 

 



Figure 1 
Number of New Elite Leaders over Time 

 

BORIS YELTSIN

VLADIMIR PUTIN

2
0

2
5

3
0

3
5

4
0

N
u

m
b

e
r 

o
f N

e
w

 E
lit

e
 L

e
a

d
e

rs
 (

O
u

t 
of

 7
4

)

1990 1992 1994 1996 1998 2000 2002 2004 2006

Year
 

See Appendix Table A3 for data definitions and sources.  Number of new elite leaders counted by year across 74 
regions (includes three outlier regions; see Table A2 in the Appendix).  



Figure 2 
The Relationship between the Natural Resource Potential and Distance from Moscow across 

Regions 
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See Appendix Table A3 for data definitions and sources. Values of the natural resource index are given across 74 regions, including 
three “outlier regions” (see Table A2 in the Appendix). The regression represented by the fitted line with distance defined 
in km yields a coefficient of 0.206 (robust standard error clustered at the region level=0.048), R2=0.26. 
 

 



Figure 3 
Reduced-Form Relationship between Log Number of Small Businesses and Distance from 

Moscow during Putin’s Presidency (1999-2006) 
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See Appendix Table A3 for data definitions and sources. Values of log number of SMEs per 1000 people are averaged across 74 
regions for years 1999-2006, including three “outlier regions” (see Table A2 in the Appendix). The regression represented 
by the fitted line with distance defined in 1,000 of km yields a coefficient of -0.086 (robust standard error clustered at the region 
level=0.036), R2=0.05. 



Figure 4 
First-Stage Relationship between Average Elite Status and Distance from Moscow during 

Putin’s Presidency (1999-2006) 
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See Appendix Table A3 for data definitions and sources. Values of the elite dummy are averaged across 74 regions for years 1999-
2006, including three “outlier regions” (see Table A2 in the Appendix). The regression represented by the fitted line with 
distance defined in 1,000 of km yields a coefficient of 0.026 (robust standard error clustered at the region level=0.014), R2=0.03. 

 



Appendix Table A1 
Codes and Names of Regions Included in the Analysis 

Code Region Code Region

ALT Altayskiy kray PNZ Penzenskaya oblast’

AMU Amurskaya oblast’ PER Permskaya oblast’

ARK Arkhangel’skaya oblast’ PRM Primorskiy kray

AST Astrakhanskaya oblast’ PSK Pskovskaya oblast’

BLG Belgorodskaya oblast’ ADY Respublika Adygeya

BRY Bryanskaya oblast’ GAL Respublika Altay

CHL Chelyabinskaya oblast’ BSK Respublika Bashkortostan

CHI Chitinskaya oblast’ BUR Respublika Buryatiya

CHV Chuvashskaya Respublika KRL Respublika Kareliya

IRK Irkutskaya oblast’ KHK Respublika Khakasiya

IVN Ivanovskaya oblast’ KOM Respublika Komi

KBK Kabardino-Balkarskaya Resp. MRL Respublika Mariy-El

KNG Kaliningradskaya oblast’ MRD Respublika Mordoviya

KLM Kalmykiya-Khal’mg Tangch YAK Respublika Sakha(Yakutiya)

KLG Kaluzhskaya oblast’ TRT Respublika Tatarstan

KAM Kamchatskaya oblast’ TUV Respublika Tyva

KCH Karachayevo-Cherkesskaya Resp. RSV Rostovskaya oblast’

KEM Kemerovskaya oblast’ RYZ Ryazanskaya oblast’

KHA Khabarovskiy kray SAK Sakhalinskaya oblast’

KRV Kirovskaya oblast’ SAM Samarskaya oblast’

KST Kostromskaya oblast’ SRT Saratovskaya oblast’

KSN Krasnodarskiy kray SML Smolenskaya oblast’

KRA Krasnoyarskiy kray STV Smolenskaya oblast’

KUR Kurganskaya oblast’ SVD Sverdlovskaya oblast’

KRS Kurskaya oblast’ TMB Tambovskaya oblast’

SPT Leningradskaya oblast’ TOM Tomskaya oblast’

LPT Lipetskaya oblast’ TUL Tul’skaya oblast’

MAG Magadanskaya oblast’ TVR Tverskaya oblast’

MSC Moskovskaya oblast’ UDM Udmurtskaya Respublika

MRM Murmanskaya oblast’ ULY Ul’yanovskaya oblast’

NZN Nizhegorodskaya oblast’ VLD Vladimirskaya oblast’

NVG Novgorodskaya oblast’ VGG Volgogradskaya oblast’

NOV Novosibirskaya oblast’ VLG Vologodskaya oblast’

OMS Omskaya oblast’ VRN Voronezhskaya oblast’

ORB Orenburgskaya oblast’ YRS Yaroslavskaya oblast’

ORL Orlovskaya oblast’  



Appendix Table A2 
Codes and Names of Regions Excluded from the Analysis 

Giscode Code Region Reason for Exclusion

RUS-AGB AGB Aginskiy Buryatskiy avtonomnyy okrug included in larger region

RUS-CHU CHU Chukotskiy avtonomnyy okrug included in larger region

RUS-EVE EVE Evenkiyskiy avtonomnyy okrug included in larger region

RUS-CHG CHG Chechenskaya Respublika conflict

RUS-ING ING Ingushskaya Respublika conflict

RUS-KHM KHM Khanty-Mansiyskiy avtonomnyy okrug included in larger region

RUS-KMP KMP Komi-Permyatskiy avton. okrug included in larger region

RUS-KOR KOR Koryakskiy avtonomnyy okrug included in larger region

RUS-NEN NEN Nenetskiy avtonomnyy okrug included in larger region

RUS-DGS DGS Respublika Dagestan conflict

RUS-NOS NOS Respublika Severnaya Osetiya conflict

RUS-TAY TAY Taymyrskiy(Dolgano-Nenetskiy) avt.okrug included in larger region

RUS-UOB UOB Ust’-Ordynskiy Buryatskiy avt.okrug included in larger region

RUS-YMN YMN Yamalo-Nenetskiy avtonomnyy okrug included in larger region

RUS-YEV YEV Yevreyskaya avtonomnaya oblast’ included in larger region

RUS-TYU TYU Tyumenskaya oblast’ outlier region (resources)

RUS-LEN LEN St. Petersburg outlier region (federal city)

RUS-MOS MOS Moscow City outlier region (federal city)  
Outlier regions are included in some of the figures in the paper whenever specified. 



Appendix Table A3 
Variable Descriptions and Sources 

Variable and available years Description Source

Log SME (1994-2006)
Natural logarithm of the number of small and medium 
enterprises per 1000 people 

Regions of Russia (Regiony Rossii), Goskomstat of 
Russia (Regional statistical yearbook)

Elite (1991-2006)
0 if the leader held a significant Communist party position 
some time prior to transition; 1 otherwise. Middle-of-year 
changes are weighted by duration in office.

Biographies of past and present leaders (available upon 
request)

Kgbmil (1991-2006)
1 if the leader has been employed by a law enforcement 
agency (KGB, FSB) or held a significant military post prior 
to transition; 0 otherwise.

Biographies of past and present leaders (available upon 
request)

Appointed (1991-2006)
1 if the leader was appointed to govern the region; 0 if 
elected or otherwise.

Biographies of past and present leaders (available upon 
request)

Urban (1991-2006) Percent urban population in the region 
Regions of Russia (Regiony Rossii), Goskomstat of 
Russia (Regional statistical yearbook)

Agr (1995-2006)
Index of agriculture (all categories); as a percentage of 
previous year

Regions of Russia (Regiony Rossii), Goskomstat of 
Russia (Regional statistical yearbook)

Resources (N/A)* Natural resource potential index

Lavrov, A.M. and Shuvalov, V.E. 
‘‘Предпринимательский климат регионов России”, 
Приложение 12 (Business Climate of Regions of 
Russia; supplemental document 12)

Distance (N/A) Distance from Moscow in kilometers
‘‘The Republics and Regions of the Russian Federation: 
A Guide to Politics, Policies, and Leaders.” Robert 
Orttung (Editor)

 
*This variable captures the region’s natural resource potential, rather than the actual value of natural resource abundance in a given year. 


