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Public Administration and Competitiveness: 
Lessons from International Comparison and Challenges for Future Reforms in Russia
Introduction
Last autumn the Russian Federation has embarked on an ambitious public administration reform aiming to drastically improve governance effectiveness in the next three years.  International experience for the past two – three decades demonstrates that such reforms require enormous efforts and significant investments. Moreover, to be instrumental in supporting the social and economic development of the country, reforms need to result in higher overall effectiveness of the public administration in two most crucial areas -- decreasing administrative barriers for private sector growth and improving the quality of service delivery. 
The main issue this article addresses is how to make sure that the public administration reform is successfully implemented in a way which actually would make Russia more competitive in the world economy. The paper draws extensively on the recent comparative studies conducted by international organizations worldwide and in the Europe and Central Asia region, as well as on the outputs produced by the World Bank teams working on public administration reform and administrative barriers issues.

The core conclusion of the paper is that to achieve tangible results from the reform efforts in terms of economic development, there is a need to pay special attention to the issues that are of greatest concern to businesses (such as tax administration, regulatory quality, licensing, and access to land). It is also critical that the public administration reform leads to better services for citizens and lower barriers for businesses, in other words, stronger government and more effective control mechanisms are only means to an end, and the aim of the reform is better not bigger government.
This article is structured as follows. First, we analyze governance as a factor of global competitiveness and identify the current position of Russia vis-à-vis other countries. Then we turn to defining the key areas for administrative reform which might have a greater impact on improving business climate and – hence – increasing Russia’s competitiveness in the world economy. The last section looks into implementation techniques that could ensure that the reform brings about the expected results. At the end of each section key conclusions are summarized. List of sources used is presented at the end of the article.
1. Governance Quality as a Factor of Competitiveness

There is an extensive literature (based on cross-country comparisons and individual country models) which points to a strong correlation between the quality of governance and economic growth
. Casual relation between these indicators is broadly accepted internationally. For instance, some factors taken into account for estimating the Growth Competitiveness Index
 are related to government effectiveness and public sector efficiency. Thus, in a global economy quality and effectiveness of public administration becomes a factor of international competitiveness.
Figure 1: Government Effectiveness in Russia as Compared to OECD, East Asia, Latin America, and Former Soviet Union Averages (2002 – 2004)
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A review of international comparative data demonstrates that the place of Russia in terms of governance effectiveness varies significantly from one survey to another. For instance, Russia was close to world average in terms of government effectiveness as rated by GRICS
 in 2004 (Figure 1).  Similarly, the Doing Business in 2006 report of the World Bank rated Russia 79th (out of 155 countries) in terms of “easiness of doing business”
.  Table 1 shows Russia’s ranking for each of the 10 indicators of the Doing Business in 2006 report – it reveals that Russia’s problems are much more significant in some areas (licensing and access to credit) than in others (starting a business or registering property).  Overall, Russia is an average performer, better than the other BRIC countries (China ranks 91st, India – 116th, and Brazil – 119th).
Table 1 - Doing Business in Russia in 2006

	Indicator
	Country ranking (out 155 countries)

	Starting a business
	31

	Dealing with licenses
	143

	Hiring and firing workers
	57

	Registering property
	35

	Getting credit
	148

	Protecting investors
	73

	Paying taxes
	52

	Trading across borders
	67

	Enforcing contracts
	62

	Closing a business
	71


  Source: Doing Business Report 2006
At the same time, the Executive Opinion Survey (EOS) conducted in 2005 by the World Economic Forum resulted in a very low rating for Russia as compared to other countries (Table 1). What is even more important is that according to the EOS data, governance in Russia was not only judged to be of relatively poor quality, but also deteriorating over the past year, especially in terms of independence of the judiciary, law efficiency, protection of property rights, and favoritism in the civil service. 

Table 2 - Growth Competitiveness Index, World Economic Forum, 2004-2005

	Sub-index: Public Institutions, Contracts and law.
	Rating as of 2004 (out of 104 countries)
	Rating as of 2005 (out of 117 countries)

	Judicial independence
	84
	102

	Efficiency of legislation
	80
	95

	Protection of property rights
	88
	108

	Favoritism of government officials
	85
	106

	Efficiency of law-making
	63
	80

	Bureaucracy 
	89
	90


Source: World Economic Forum

The comparison of these data leads to the following conclusions.  First, the quality of governance in Russia at the moment is clearly lagging behind Russia’s economic performance and has become a factor hampering rather than promoting Russia’s competitiveness and sustainable long-term economic development. This fact makes public administration reform not just an internal issue of the bureaucracy; on the contrary, successful implementation of this reform and – consequently – strengthening public institutions become a pre-condition for raising Russia's global competitiveness.
Second, the data illustrates an interesting phenomenon: perception-based surveys reveal worse results as compared to those ratings that rely on more objective indicators or expert opinions. In other words, governance in Russia is often perceived as being worse than it actually is.  
What does this mean for Russia’s administrative reform? In our view, for the reform to be successful two major issues are to be addressed. The first issue relates to reform priorities: defining clearly what should be done to change the situation and in which spheres change will matter most to Russia’s economic performance The second one deals with practices and techniques that would efficiently support implementation of this reform in a cost-effective and meaningful way, and communicate effectively with the Russian public, as well as with the international community. Subsequent sections of this article present a possible approach for addressing these two issues.

2. Business Climate and Priorities for Public Administration Reform 
In our view, an administrative reform aiming to improve Russia's international competitiveness
 should set up sectoral priorities focused on eliminating key barriers to business development. The way to identify these barriers is through analysis of available business surveys and relevant studies.

The 2005 data of the Business Enterprise Environment and Performance Survey (BEEPS), conducted jointly by the European Bank for Reconstruction and Development and the World Bank 
, provides a detailed comparison of trends in the business environment of the transition economies of Europe and Central Asia.  It shows that, despite improvements in some areas, business conditions in Russia still present a significant number of challenges, and progress since 2002 has been mixed.  (Figure 2). Issues such as lack of predictability in regulatory policies, tax administration, tax rates, access to finance, and corruption continue to be problematic for significant part of businesses surveyed. In some important areas related to the topic of administrative reform (corruption, functioning of the judiciary and business licensing) the situation has apparently gotten worse in the last years.

Figure 2: Problems of Doing Business in Russia (2002 and 2005)
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The figure presents a percentage of companies identifying these issues as problems for doing business.
Source: BEEPS

While all these issues present obstacles for enterprises in Russia, some problems are more complex and serious to address for a firm than others. In this regard, recent surveys conducted by the Foreign Investment Advisory Service (FIAS) in the oblasts of Nizhny Novgorod, Leningrad, Magadan, Irkutsk, Rostov, Tomsk and Sakhalin in 2005 provide an instructive data on key bottlenecks for business development in Russia (Figure 3). The FIAS survey data are generally consistent with the data obtained from BEEPS with regard to the most common obstacles to businesses (blue line). In addition, they show that the most severe obstacles for firms that have experienced problems (pink line) are construction permits, acquisition of land, acquisition of buildings, and rent of land, followed by bribery, courts and foreign trade. These findings are also supported by earlier FIAS surveys in Perm and Kaliningrad Oblasts, and by CEFIR in 20 Oblasts in 2004 and 2005
. 
Figure 3: Ranking of Importance of Problems for Business Development
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Source: FIAS, “Estimating the Costs of Administrative Barriers to the Russian Economy”, Sept. 2005
Obviously it is not expected that all these issues would be resolved through public administration reform; however, the analysis of this data provides a useful input into defining sectoral priorities for administrative reform efforts. Based on the survey data presented above, the public administration reform could focus on removing obstacles to business development by promoting improvements in the following priority areas:
· Regulatory quality;

· Tax administration;

· Licensing and permits provision;

· Procedures stipulating access to land and real estate; and

· Combating corruption (as the role of this factor as a problem to business is increasing).
To identify bottlenecks in each of these areas and to prove our conclusions on the importance of addressing these issues for business climate improvements in the context of international competitiveness, we briefly review each of the areas identified above.

Regulatory quality. Based on the recent OECD regulatory survey
, more than 40 percent of enterprise directors find regulatory policies in their respective areas of business unpredictable. Regulations are often inconsistent with the interests of enterprises and consultative mechanisms at the stage of legal drafting appear insufficient. While Moscow-based companies do not face significant obstacles in accessing information on changes in legal and regulatory framework, businesses located outside the capital still find this to be sometimes a problem. However, it is even more worrisome that almost half of the surveyed managers find implementation of approved legislation a serious or even a very serious problem. In other words, the Russian saying that “the rigidity of Russian laws is compensated by their optional implementation” still seems to be correct.
Tax Administration. As demonstrated by the BEEPS survey, tax administration is an area which is traditionally perceived as “problematic” by the business community everywhere. As illustrated in Figure 4, about 50 percent of firms in Europe and Central Asia (ECA) and about the same percentage of CIS companies face obstacles in tax administration. However, while the CIS average for this indicator has significantly improved for the past three years (by some 10 p.p.), the tax administration in Russia is still perceived as a problem by about 60% of surveyed firms, which is only marginally better than three years ago, despite significant investments on the side of the government in tax service modernization. While changes in perceptions occur with some time lag, and therefore only future surveys would be able to properly assess the impact of current government efforts, the high level of firms flagging tax administration as a problem for doing business should be basis for placing this issue high on the priority agenda for administrative reform.  It is also likely that the low ratings of the tax administration in Russia relate to perception of increased interference and solicitation of unofficial payments. 
Figure 4: Tax Administration as a Problem for Doing Business

[image: image4.png]70%;
6%,
5%
0%
30%
2%
10%

0%

Rus

[2002
w2005

ais

EcA





Source: BEEPS
This conclusion is supported by another finding of the BEEPS -- that the share of firms finding the practice of unofficial payments in tax administrations to be frequent has increased in Russia (from some 18 to 20 percent for the last three years), while both in the CIS countries and in the Europe and Central Asia region as a whole the perceived prevalence of corruption in tax administration has decreased (by 3 – 4 p.p. on average),  This brings Russia well above the ECA average of 13 percent, and up to the level of the CIS average for this indicator (Figure 5). 

Figure 5: Unofficial Payments in Tax Administration
Percentage of firms that stated unofficial payments for tax collection purposes are frequent
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Source: BEEPS
Licensing. Based on various surveys, licensing is traditionally perceived as one of the most common problems for doing business in Russia. The Doing Business in 2006 report ranks Russia 143 out of 155 countries in the category “Dealing with Licenses” which is the second worse rating for the country after “Ease of Getting Credit” (148)
. While the number of procedures (22) is in line with the general trend in the region (21 for CIS countries),
 the cost and especially the time required to deal with licenses are viewed as highly taxing. Obtaining licenses in Russia costs, on average, more than 5 times the amount prevailing in OECD countries.
 The time required to comply with licensing procedures is 528 days, and Russia is referred to as one of the worst performers in the sample.

As in tax administration, one of the reasons licensing is seen as a problematic area is the fact that – unlike in CIS or ECA at large – the share of firms that find unofficial payments in relation to licensing to be a frequent practice has grown significantly from 2002 to 2005. Furthermore, according to BEEPS data, the perceived prevalence of corruption in licensing in Russia is almost twice as high as in ECA on average and is significantly higher than generally in CIS (Figure 6).

Figure 6: Unofficial Payments in Licensing 
Percentage of firms that stated unofficial payments for tax collection purposes are frequent
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Source: BEEPS
Access to Land. While the new Land Code explicitly calls for land to be privatized, most land of interest to businesses is still owned or controlled by municipal governments (which are in fact administering the privatization and lease applications for state lands as well). As a result, secondary land markets are underdeveloped and access to land continues to be one of the most serious obstacles faced by enterprises in Russia. Businesses continuously complain that there has been very little land privatization to date, and that the limited amount of privatization that has taken place 
has suffered from severe inconsistencies, non-transparency, and outright favoritism.  The business surveys reinforce these findings with complaints about “need to rely on connections”, excessive discretion and a higher degree of corruption associated with real-estate transactions than most other administrative procedures
.  Another FIAS survey of “potential and runaway investors” from Kaliningrad, Novgorod and Tomsk Oblasts also found that potential foreign investors, in particular, were concerned about access to land.
 Figure 7 shows what proportion of land in 15 regions is owned by state and municipalities: in 10 out of 15 regions, more then 3/4 of land is owned or is in possession of state or municipalities. In only 1 of these 15 regions (in Rostov Oblast) the share of state and municipal lands is less than 50%. Moscow City stands out with 100% of land in possession of state or municipality.
Figure 7: Land Owned by the State and Municipalities in Selected Russian Regions
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Source: Based on data from Roskadastr State (National) Report on the Status and Use of Lands in the RF  in 2004.
Based on the recent FIAS surveys, in 2004 about one-third of businesses wanted to acquire land, but changed their decision under the pressure of local governments. Privatization and registration of land plots also continue to be problematic. On average, it takes 220 days to privatize land (and requires clearances from 8 government agencies). Time required for registration of land varies significantly across regions--from 46 days in Rostov oblast to 197 in Novosibirsk oblast which is higher than in India (67 days), China (32 days) or Mexico (74 days)
.

As already indicated above, increasing corruption is an important issue which could, and should, be systemically addressed in the framework of public administration reform in Russia. BEEPS data demonstrate that corruption is traditionally perceived as a problem for business development, but--unlike in CIS and ECA where the trend is towards a decline in perception of this problem--prevalence of corruption in Russia has grown significantly from 2002 to 2005 (Figure 8).
Figure 8: Corruption as a Problem for Doing Business
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Source: BEEPS
A review of sectoral prevalence of unofficial payments (as reported by the BEEPS survey) brings us back to the general list of issues for administrative reform, including licensing and permits, tax administration, as well as building and fire inspections, and public procurement (Figure 9, left-hand chart). Notably, frequency of unofficial payments is increasing in almost all areas included in the survey (except customs and communal services), with the highest increases demonstrated in the area of licensing, public procurement, and fire and building inspections. These are also the areas where perceived frequency of unofficial payments in Russia is substantially higher than ECA/CIS averages (Figure 9, right-hand chart).
Figure 9: Unofficial Payments in Various Sectors and across Countries
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Source: BEEPS
The analysis of the survey data provides some basis for formulating recommendations for the focus of administrative reform in Russia. 

First, for administrative reform to bring practical results on the ground, it is necessary to focus reform efforts on improving administrative procedures, developing and implementing service standards, and conducting anti-corruption activities in these areas that are perceived as most common and most problematic obstacles to business development in Russia. Finding efficient and effective regulatory mechanisms in these areas (including reducing state interference in some areas of economy, transferring some functions to self-regulatory organizations or to the private sector) should also be important items on the administrative reform agenda.

Second, the example with tax administration demonstrates that modernization efforts do not necessarily (and rapidly) lead to changes in perceptions of the business community, especially in case of mixed signals from the political leadership of the country. In this context, improved transparency of the government efforts combined with better communication (which is discussed in the next section of the article) could be considered as possible tools for improving the image of the country both at the national and – especially – at the international level.
Finally, we should note that the government has undertaken a number of efforts to address the issues discussed above. Recent proposals on simplification of licensing and land reforms which are currently underway are important steps towards improving the business environment in Russia. However, as confirmed by the surveys, it takes much more than just passing a legal act to bring about a change in the way the machinery functions. Thus, the success of these sectoral initiatives also depends on the progress in the area of administrative reform.

3. Ensuring Effective Implementation of Administrative Reform
The recent review of the attempts to conduct public sector reforms in Russia
 demonstrates a number of weaknesses in approaches and methods used for the reform implementation. The key shortcomings include the following:

(i) The main mechanism used for implementation of public sector reforms in Russia is related to developing and issuing legal acts and regulations. While it is critical to ensure that the appropriate legal framework is developed, adoption of such framework may not lead to the changes intended. In other words, improvements do not follow just because a new regulation is passed (which is confirmed by the business surveys analyzed in the previous section).

(ii) Methodological support to the reform process, as well as efforts related to capacity building, is insufficient. As a result, the regulations are not interpreted and applied in the same way across the country (which is another issue pointed out in business surveys).

(iii) Stakeholders (including regional governments) are often insufficiently involved in designing the reform approaches and reform instruments. As a result, both understanding and ownership of the reform process varies which negatively affects actual implementation (while may not affect reported implementation due to bureaucratic incentives).

(iv) Insufficient monitoring and evaluation of the reform process does not allow for timely adjustment of the reform tools and mechanisms.

Review of instruments used for implementation of similar reforms in other federal states (including Austria, Australia, Brazil, Canada, Germany, and Spain) provides useful lessons of both positive and negative international experience in managing and implementing large scale public administration reforms in the multi-level governance context. The implementation techniques that worked well in other countries include:

· Extensively using consultation and communication mechanisms among the different levels of government (Australia);

· Providing financial incentives (and dis-incentives), ensuring horizontal communication and transfer of best practices among the states (Brazil);

· Using informal expert partnerships (Canada);

· Applying diverse – both formal and informal - mechanisms for disseminating best practices (Austria and Spain).
International experience also presents some negative examples which should be avoided in the implementation of public administration reforms in Russia. Rigidity of implementation instruments and applying veto principles were found to be key reasons hampering progress in public sector reforms in Germany. Using consultative mechanisms for political debates had a negative impact on reform progress in Spain. Finally, perceived negative social impact of the reforms undermined the support to these reforms in Brazil. 

While the previous institutional reforms in Russia had significant shortcomings, there us also positive experience accumulated inside the country which could be used for designing efficient and effective tools for administrative reform implementation. Such “pockets of excellence” include inter alia developing consultative bodies at the level of the Presidential Plenipotentiary Offices in federal district (like the Council on Personnel established in Siberian Federal District
); establishing regional Commissions on administrative reform comprising all key executive bodies in charge of the reform implementation; implementing interregional initiatives that allow pulling together several regions for working jointly on specific issues of common interest
; baseline survey on the status of administrative reform at the regional level
, etc.

Implementing public administration reforms in multi-level governance context inevitably raises the important issue of the extent of decentralization the sub-national governments should enjoy. Recent international literature in the area of public finance suggests that imperfect central control of regional budgets in the presence of informal economy leads to higher overall tax burden on businesses and investment and consequently results in lower outputs. Moreover, highly centralized administrative apparatus might reduce the benefits of intergovernmental competition among regional administrations
. The business survey data examined in the previous section reinforces the theoretical conclusions. In fact, numerous attempts of the federal government to decrease administrative barriers (for instance, in licensing) have not yet yielded positive results in terms of overall business climate. This provides both a rationale and a lesson for the administrative reform: making progress requires more than passing laws and strengthening vertical control mechanisms; in fact, making progress means to significant extent changing incentives of those involved. Administrative reform with its performance management and the new ‘checks and balances’ mechanisms proposed is an initiative which can help promote the long-disturbing issues of improving business and investment climate in Russia.
To conclude, public administration reform should not be used just as a pretext to strengthen the state structures and impose top-bottom control; it should also be used as an opportunity to individual bodies/regions to develop their own approaches to meeting the agreed performance targets that are directly related to external assessment of business environment and quality of public services.
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